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FOREIGN INDEBTEDNESS TO THE UNITED STATES

MONDAY, FEBRUARY 5, 1979

U.S. SENATE,
SvBcoMMITTEE ON TAXATION AND DEBT MANAGEMENT
GENERALLY 0F THE COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m. in room 2221,

Dirksen Senate Oftice Building, Hon. Harry F. Byrd, Jr., presiding.
Present : Senators Byrd, of Virginia, Packwood, Wallop, and Heinz.
[The press release announcing this hearing follows:]

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT SETS HEARINGS
ON FOGEIGN INDEBTEDNESS TO THE UNITED STATES

Senator Harry F. Byrd, Jr.,, Chairman of the Subcommittee on Taxation and
Debt Management of the Senate Committee on Finance announced today that the
Subcommittee will hold hearings on February 5, 1979, on the status of foreign
debts owed to the United States.

The hearings will begin at 10:00 A.M. in Room 2221 of the Dirksen Senate
Office Building. The leadoff witnesses will be Mr. C. Fred Bergsten, Assistant
Secretary of the Treasury for International Affairs, and Mr. Julius Katz, Assist-
ant Secretary of State for Economic and Business Affairs.

Senator Byrd noted that, in January 1977, he conducted similar Subcommittee
gez;lrings and, at that time, foreign debt owed the United States was over $60

illion.

“The total debt owed to the United States by foreigners has steadily increased.
We must be mindful that these funds come from the pockets of American tax-
payers and work to insure that foreign debts are collected promptly.”

Witnesses who desire to testify at the hearings should submit a written request
to Michael Stern, Staff Director, Committee on Finance, Room 2227 Dirksen
Senate Office Building, Washington, D.C. 20510 by no later than the close of busi-
ness on February 1, 1979.

Legislative Reorganization Act—Senator Byrd stated that the Legislative
Reorganization Act of 1946, as amended, requires all witnesses appearing before
the Committees of Congress “to file in advance written statements of their pro-
posed testimony, and to limit their oral presentations to brief summaries of their
argument.”

Witnesses scheduled to testify should comply with the following rules:

(1) A copy of the statement must be filed by noon the day before the day the
witness ias scheduled to testify.

(2) All witnesses must include with their written statement a summary of
the principal points included in the statement.

(8) The written statements must be typed on letter-size paper (not legal size)
and at least 100 copies must be submitted by the close of business the day before
the witness is scheduled to testify.

(4) Not more than ten minutes will be allowed for oral presentation.

“(5) Witnesses are not to read their written statements to the Subcommittee,
but are to confine their ten-minute oral presentations to a summary of the points

included in the statement. \

(1)



2

Written Testimony—Senator Byrd stated that thie Subcommittee would be
pleased to receive written testimony from those persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion in
the record should be typewritten, not more than 25 double-spaced pages in length
and mailed with five (5) coples by March 9, 1079, to Michael Stern, Staff Director,
Committee on Finance, Room 2227 of the Dirksen Senate Office Building, Wash-
ington, D.C. 20510.

Senator Byrp. The hour of 10 having arrived, the committee will
come to order.

There is great enthusiasm in Washington for handing out money
throughout the world.

The hearing today will focus upon the extent to which the United
States is collecting the money which it has so generously lent,

In the past, our Government has settled debts, including the Soviet
debt, the Indian debt, and the French NATO debt for ]ittﬁa more than
3 cents on the dollar. Such negligence with the taxpayers’ funds is
inexcusable,

There must be a continuing review of the efforts of our Government,
to speed up payment of debts owed to the United States and reduce
delinquencies on these debts.

When this subcommittee held similar hearings last January, foreign-
ers owed $68.8 billion to the United States. Of this amouint, almost
$42.1 billion was incurred after World War I. Of the $42.1 billion,
$40.6 billion was accumulated after World War II, This money would
finance more than one-third of the Pentagon's budget in 1979 or pay
for almost three-quarters of our welfare program.

The Federal budget remains heavily in the red, and the burden of
our growing national debt must be carried by the taxpayers at crip-
pling interest rates.

It is increasingly important to insure that foreign indebtedness to
the United States is handled on a businesslike basis and will not con-
tinue as another giveaway program.

The witnesses today are C. Fred Bergsten, Assistant Secretary of the
Treasury for International Affairs. and Julius Katz, Assistant Secre-
tary of State for Economic and Business Affairs.

You may proceed as you wish.

STATEMENTS OF HON. C. FRED BERGSTEN, ASSISTANT SECRETARY
OF THE TREASURY FOR INTERNATIONAL AFFAIRS AND HON.
JULIUS KATZ, ASSISTANT SECRETARY OF STATE FOR ECONOMIC
AND BUSINESS AFFAIRS

Mr. BeresTEN. Thank you very much, Mr. Chairman, I have pre-
pared and submitted to the committee a statement which tries to lay
out in some detail the international context in which we believe it is
helpful to look at the debt problem, and then addresses specifically the
questions you raised : the debt owed by foreign countries both to U.S.
private banking institutions and the U.S, Government, with specific
discussion, and our progress in collecting those debts. Also, for the
first time, we have added a bit of discussion about the question of
contingent liabilities or U.S. Government guarantees of loans. In the
budget presentation this year, OMB suggested that this new category
should be looked at in general, as well as direct credit, and we have
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tried to put that concept into this presentation to give you what we
hope is a truly complete picture of the debt situation,

Senator Byrp. Excellent—I think that is fine.

Mr. BerostEN, If I might, Mr. Chairman, I will just summarize
very briefly my written statement. I would first like to say that there
has been, over the last year, quite a dramatic change in the interna-
tional economic and financial situation. You will recall in our discus-
sion last year—and really, since 1974—that the primary feature of
the international financial scene was the massive surplus of the OPEC
countries which, in turn, had forced really heavy borrowing on the
part of other countries around the world and, therefore, a sharp
buildup in the level of international debt.

The year 1978 saw a dramatic reduction in the level of the OPEC
surplus and, therefore, on the other side of the ledger, the deficits and
necessary buildup of debt of other countries. We do not have the final
figures in yet, but we think the OPEC surplus dropped from some-
thing close to $32 billion in 1977 to no more than $10 billion in 1978.
In short, the OPEC surplus which has dominated world financial
conditions for the last 5 years, came very close to disappearing, or came
down to a very low level in"1978. That in turn reduced the deficits on
the part of niany of the countries around the world, and therefore
the need for them to buildup further their borrowings, and therefore
their debt—primarily to the private markets, but also to the United
States, other governments and official institutions.

I do not mean to suggest, in saying that, that the international
financial scene is calm and all is well. We do know that there remain
two big imbalances: namely, our own deficit on the current account,
which totaled $17 to $18 billion in 1978, and surpluses in a few in-
dustrialized countries, most notably Japan and Germany. On that
front, however, Mr. Chairman, I think I can also report at least the
prospect of important progress. We do feel that our current account
deficit will be at least cut in half in 1979. Indeed, it was already
reduced sharply in the latter part of 1978 from the higher levels
earlier.

This clearly has very important and optimistic implications for the
status of the dollar over the next year. Indeed, we have been seeing
a strengthened dollar over the last few weeks and months since the
President announced his dollar defense program on November 1, and
markets around the world have become more confident that the
fundamental economic forces are, in fact, moving in favor of the
United States in terms of a sharp reduction in our external imbalance,

In my statement, I go into a bit more detail about the international
economic and financial environment, but I think, unless you have
further questions, that is all I would say at the outset of my comments.

Turning directly to the question of debt, I have tried, in my state-
ment, to lay out some details in terms of debt owed by foreign
countries both to U.S. private banks and to the U.S. Government.
The data, which have been much'improved over the last year or two,
show that U.S. banks, including their foreign branches, now have
nonlocal currency claims of about $200 billion on foreigners as of
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the middle of last year, which is the latest date for which we have
comprehensive data.

Only about 25 percent of these claims are on the developing coun-
tries and the great bulk is lendinﬁ to the other industrialized countries.
In addition, 1t is worth noting that a large part of these claims are of
a short-term nature. In fact, about two-thirds of the claims had a
maturity of 1 year or less. I make that point because concern is often
expressed that the U.S. banks are accepting short-term deposits and
making long-term loans, whereas, in fact, about two-thirds of their
loans to foreigners have a maturity of 1 year or less and another 25
percent are in the 1- to 5-year maturity range, with only 7 percent of
the total claims being in excess of 5 years. So the maturity structure
of claims and liabilities on the part of private banks is not nearly as
skewed as is often suggested in popular discussion.

Finally, we turn to the main topic that you have stressed yourself,
Mr. Chairman, and on which we share your concern: the question of
foreign debt on the books of the U.S. Government. As we did last year,
we have tried to put it together in a comprehensive and, hopefully,
easy to read chart which you have in front of you. It shows that as of
September 80, 1978, the total debt owed to the U.S. Government by
foreigners, almost all by foreign governments, was $73 billion. One
has to immediately break that down between categories I and II. Cate-
gory I indicates that we still have on the books over $27 billion of
World War I claims which, as you know from previous discussions,
became deeply entangled in German reparations and Allied debts on
which there has been no collection from the major countries for many

ears.

7 The area which we would focus on in terms of current collections
is category II. There we can see that foreign governments since World
War II have accumulated debts to the United States of about $45.7
billion as of September 30, 1978. We then break down the components
of that debt between the foreign aid program and the Export-Imggrt
Bank, the two largest, and the other comgonents of the category. You
can see that about 99 percent of this debt is accounted for by long-
term credits which are being paid off on the schedules that were agreed
on at the time. We are now receiving somewhere between $3 and $4
billion a year on repayment of that debt, and the vast bulk of that is
certainly coming in on schedule.

As of September 30, 1978, total arrearages on this debt amounted
to $612 million. You have the total down at the bottom of the chart
with an indication of the components of that $612 million arrearage.
The bulk of it, again, is composed of items that we discussed last year.
You will see that $200 million, item 4 under category I, is the un-
resolved Korean war logistical support claims. Six countries have
taken the view that essentially those were grants and they do not need
to repay them. You will recall, Mr. Chairman, that the House Com-
mittee on Government Operations has recommended that Congress
consider legislation to remove those debts from the records of the
Treasury. We had an interagency discussion and endorsed that recom-
mendation, but, nevertheless, at this point we continue to hold these
claims on the books.

The other components of the debt are there in front of you, and I
would be glad to discuss any of them that you would like to talk about.
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I do have to indicate, and will do so explicitly, that this total of $612
million is $21 million higher than the number that we presented to
you last year for total arreara%es. However, about two-thirds of that
1s accounted for by Zaire. We have worked out debt rescheduling ar-
rangements with Zaire. As soon as these arrangements are imple-
mented, we will take the figure out of the arrearage column and put
it in a rescheduled category since we will be getting the payments but
on a different schedule.\B);cause of the extremely difficult financial
position Zaire has found itself in, the major creditor countries agreed
to negotiate a rescheduling of that particular debt.

Finally, Mr. Chairman, let me mention the topic of contingent lia-
bilities. As I say, this is an issue that has been raised in & very candid
way, I think, in the budget presentation by OMB. As we worry abont
credit programs both in terms of their overall economic effect and
in terms of the possible liabilitizs that the{ %enerate for the U.S. Gov-
ernment, one has to look at contingent liabilities such as loan guaran-
tees. We have put that information together on the international side
indicating that the total of those contingent liabilities as of last June 30
was about $18.3 billion. A little over half of that is Export-Import
Bank guarantees and insurance, The other is derived from a variety
of programs like OPIC, AID’s housing guaranty program, the De-
partment of Defense’s military sales and a miscellany of other pro-
grams, Very seldom, quite frankly, are these contingent liabilities ever
called ; but we thought that for completeness, and just to get the record
straight, and the picture clear, we should lay them out in front of you.

I should also mention one other category of contingent labilities
which are not always thought of the same way, and that is the U.S.
pledge of callable capital to the multilateral development banks: the
World Bank, the Asian Development Bank, and the Inter-American
Development Bank. As you know, Mr. Chairman, over its life, the
World Bann has made over $45 billion of loans, but the U.S. Govern-
ment has only paid into the World Bank $884 million, or 2 percent
of total lending, a factor of 50 to 1. The reason for this is that the
great bulk, 90 percent of our current contributions to the ordinary
capital windows of the World Bank and these other institutions, are
made in the form of callable capital. This simply means that we would
make U.S. funding available only if the private borrowings of the
World Bank and the other banks ever had to be met from other than
the repayments of countries to which they have lent their capital.

The development banks play an intermediary role. They have back-
stopping in the form of callable capital from the United States and
other member countries which, if ever needed, could be drawn down to
support their debt. However, there has never been a default on a World
Bank loan and this type of contingent 'iability is one that we think
ig least likely ever to have to be peid.

Mr. Chairman, What T have tried ¢o do is lay out a comprehensive
picture of the international debt structure both in terms of the private
U.S. banking structure and the U.S. Government. I would simply say,
in conclusion, that we believe that international credit, which, of
course, is what generates debt, plays three major positive roles in the
world economy.

First, it obviously facilitates trade, because without credit you have
much less trade. Second, it fosters economic growth and permits de-

41-824—79—2
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veloping countries, quite properly, to borrow from abroad to finance
their growth at rates which would be more rapid than if they had to
rely on domestic savings alone. Third, credit 1s an indispensable ele-
ment in a smoothly functioning international monetary system where,
without access to credit, international balance of payments difficulties
would lead to greater exchange-rate instability, and deficit countries
would try to eliminate their deficits by restricting economic growth
and erecting barriers to free trade. :

We feel international credit is thus an integral part of an effectively
functioning world economy. Properly managed and supervised, it fa-
cilitates the daily operation of our own economy.

Indeed, one of the great successes of the international economic
policy of the United States in the postwar period has been the develop-
ment and evolution of an open system of international capital and
money mavements. Such a system comports with our philosophy of
free markets as well as with our pragmatic need for more trade, jobs,
a;lxd (ilncome. We should seek its further strengthening in the years
ahead.

One result is debt, but we think it is being managed well. Payments
are coming in on schedule for the lion’s share of the payments, and we
do not see any general debt problem at this point in time.

Thank you.

Senator Byrp. Thank you, Mr. Secretary. Your report seems to be
very complete. I do have some questions, but before any questions, I
want to welcome two new members of the Finance Committee, the
Senator from Wyoming, Mr. Wallop, and the Senator from Penn-
sylvania, Mr. Heinz. We are pleased that you are here today.

Now, last vear it was testified that, leaving aside our World War I
and World War II debts, the foreign debt owed to the United States
totaled $40.6 billion. I¥ World War II debts are included, the total
debt last year was $42.1 billion. You testified today that foreign debt
is now $45.7 billion. when you include World War IT debts. Is that
correct ?

Mr, BerGsTEN. Yes, sir.

Senator Byrp. Why was there an increase of $3.6 billion and what
countries received this increase?

Mr. Berastex. Mr. Chairman, this is a reflection of the increase in
our claims generated by our annual outlays under programs of the
types indicated on the chart: The Foreign Assistance Act, the Export-

mport Bank Act, Public Law 480, et cetera.

Senator Byrp. Foreign debt, the debt owed the United States by
foreign governments, is going up instead of down ¢

Mr. BeresTEN. That i right. The increase in our lending is greater
than the regayments on the existing debt. The increased lending last
year which I mentioned was, in gross terms, probably $6 to $7 billion,
we can get that precise figure; repayment on the old debt around $3
billion, so you get a net increase of about $4 billion in the debt owed
to the U.S. Government.

[The following was subsequently supplied for the record:]

Disbursements by U.S. Government agencies during fiscal year 1978 on long-

and short-term loans and credits were $6.74 billion. Repayments of principal
amounted to $2.96 billion; the net increase in long- and short-term indebtedness
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owed to the U.S. Government was $3.78 billion. (This information was provided
by the U.S. Department of Commerce, Bureau of Economic Analysis, from data
made avallable by the operating agencies).

For some countries, those which no longer receive foreign as-
sistance, the debt is going down, For those which are now the major
recipients of U.S. foreign assistance and, for those which, import-
antly, receive Export-Import Bank credits—which support our ex-
{;)rt program and strengthen the dollar—those countries’ debt to the

.S. Government is rising.

Senator Byro. The $45.7 billion does not include the contingent
liability of $13.3 billion. '

Mr. Berasten. That is right. That $13.3 billion is additional.

Scnator Byrp. It is in addition to the $45.71%

Mr. BerasTeN. That is right. .

Senator Byrp. Would you establish, for the record, what caused
the $3.6 billion increase and the countries which are involved?

Mr. BeresTEN. Yes. We will give you a detailed breakdown by
country. -

Sena}tor Byrp. A detailed breakdown is necessary for the record,
but for the purpose of this hearing today, would you indicate what
two or tgu‘ee countries account for the larger part of the $3.6 billion
increase ?

Mr, BeresTEN. I do not have it in front of me, Mr. Chairman,
which I regret. ¥ do have a complete list of country totals. I do
not believe it gives me the annual increase. Some of the largest re-
cipients of Export-Import credits, include Korea, Mexico, and Brazil,
those would account for the largest increases in the debt profile. Under
the AID program, you would have such countries as Indonesia—

Senator Byro. This is satisfactory for the time being.

Mr. BerasTEN. We will give you the detailed country breakdown.

{The following was subsequently supplied for the record:]

CHANGE IN QUTSTANDING INDEBTEDNESS ON FOREIGN LOANS AND CREDITS OF THE U.S. GOVERNMENT, BY
OFFICIAL AND PRIVATE OBLIGORS, BETWEEN SEPT, 30, 1977 AND SEPT. 30, 1978 (EXCLUDING WORLD WAR |

INDEBTEDNESS) . .
[In million U.S. dollars]
Change between Sept. 30,
1977 and Sept. 30,1978
Official foreign  Official private
obligors oglizors
Total, all countries and official organizati - . eeee 43,6304 +53.5

Afghanistan. . oo e imeae e reeaccme e e cm e na - 1.2 0.5
Albania, People’s Repu + v +0
Algeria. ... +4-85. -2
Angola.. -.8 0
Anguilla. .. 2 2)
Antigua..... 2 2
Argentina. . +4. +2.
Australia._. —-36.8 ~10.2
Austria. .. -6.7 —. 4
Bahamas.. . -1,7 21.2
Bangladesh, People +97.1 —.4
Barbados.......... (? -.3
Belhe Caiiian Ho % o
ize (British Ho 2 1
LT DO, +2.g 0
ermuda (? -2.2
3olivia. .. .. +30. +.7
BOYSWANA. . .. e et +.4 0
BIAZ). . . e o eece e eemsesneeemesmmseicaciareeeassaanseasnanaan ~26.7 ~10.9

See footnotes at end of table.
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“ CHANGE IN OUTSTANDING INDEBTEONESS ON FOREIGN LOANS AND CREDITS OF THE U.S, GOVERNMENT, BY
OFFICIAL AND PRIVATE OBLIGORS, BETWEEN SEPT. 30, 1977 AND SEPT, 30, 1978 (EXCLUDING WORLD WAR I

INDEBTEDNESS)—Continued
{tn million U.S, dotlars|

chan’lo between Sept. 30,
1977 and Sept. 30, 1978

Official foreign Official oﬂ!vm
obligors igors

Cape Verde island. .. ....._..__- 7 """
Cayman Island (United Kin om) (Caribbean ruion)
gen:’ral African Empire.

l)OMI‘li [ S

r
unch Gulana..
French Polytmi
33

»ermany, TFederst Republic of, (Bonm)...._..

Germany, Soviet (Democratic 'Republ c of East

:‘:grmany, - O
ana

heﬂl cemcsessanseeseresnsetetsennetsrasrnanacacnasreboeret eneacanatatesanen

undt)nesla. ....... ee

ran -

reland. ........ .

taly..... cen
vory Coast...ceeuees cesusesmenssasaasonascanseesssnnan .
amaka.... reeeanes

tnya
Korea (Democratic Poopla s Republlc Of).cemencacencecscacassconsanansnnaas
mm'ﬂepubhc of (S80UD)..cccrranenns eevescesnaseansararanenadcasne -

Mececmeesesenessnescereeran

Lebanon, . . ceen

See footnotes at end of table.
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CHANGE IN OUTSTANDING INDEBTEDNESS ON FOREIGN LOANS AND CREDITS OF THE U.S, GOVERNMENT, BY
OFFICIAL AND PRIVATE OBLIGORS, BETWEEN SEPT, 30, 1977 AND SEPT. 30, 1978 (EXCLUDING WORLD WAR |

INDEBTEONESS)—Continued

[In mitlion U.S. dollars]

Change between Sept. 39,
1877 and Sept. 30, 1978’

Officlal foreign  Official oﬁivate
obligors

igors

Maceo (Portugal
mada(asur( a

Martinique (France) -
Mauntanla ........ -
Mexico. . -
Moroceo, . -
Mozlmblque.. -
Naury. ..

Netherlan
Netherland Ar
New Caledonia. . -
New Hebrides. . . .-
New Zealand.
Nicaragua...... S
Niger__..._. .-
Nigeria..
Norway

Oman..

Philippines. . .
Pitcairn Is .. e ee e .
Poland. ... . e
Portugal. .. ....... ...

Rwanda. .
Saint Christopher-Nevi Anguill .-
Saint Helena.........._..._. -

Saint Lucia. . ..
Saint Vincent. .
Saudi Arabia
Senegal.

s!ma Leor

gt

South Africa.

United Kingdom.............. meeameenan
United States miscellaneous Pacific Islands.
Upper Yoita.
Uruguay..
Yatican City
Venezuels.
Vietnam, N ep

See footnote at end of table.
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CHANGE IN OUTSTANDING INDEBTEDNESS ON FOREIGN LOANS AND CREDITS OF THE U.S. GOVERNMENT, 8Y
OFFICIAL AND PRIVATE OBLIGORS, BETWEEN SEPT. 30, 1977 AND SEPT. 30, 1978 (EXCLUDING WORLO WAR |

INDEBTEDNESS)—Continued
[tn million U.S. dollars]

Change between Sept. 30,
1977 and Sept. 30, 1978

Official foreign Official private

obligors obligors
Vietnam, Republic of (SAIgON). e unninin i ieiiieiiciciceicreetciemcenaennanan -3.8
Western Samoa. .. ... e ceiiiiccmceieeacecccenaanana [O)
Vemen Arab Republic (Aden)........co.ioim i eiiiianas +.9
YUROSIaVIa. oo ceierereee e eaneaeen- —3.6 +431.5
Zaire (Congo-Kinshas)... +87.1 —.8
Zambid. o eneeecieaaaaannn +30.8 0]
Andean Development Corporat 0 }
Caribbean Development Bank. .. +1.7 +2.0
Cabei....ovieenmnnennnenane. +8.2 -2.4

Mt ieimeiiaceeceadieisceceiacaiacnseeeemeaeacnenemaanaaane 0

Counctl of the Entente States. ... ... .. .o i e +1.1
East African Common Sesvices Organization. .. ... ~.2
European Atomic Energy Commission. .. 10.6
European Coal and Steel Commission. —6.4
International Atomic Energy Agency.. @)
NATO. ...l +.7
United Nations__._...._... ~3.4
University of East Africa...._._..._... (0]
West Atrica Development Bank............ oo il ~.1
African, regiopal. _......_... +.1 -1
Western Hemisphere, regional +3.6 +.8
Western Hemisphere Unspecifi +.7 +1.5
South Asia, regional ...._.._. 0 -.3
Western Europe, regional.. . -11.7 -1
Worldwide unspecified. . oo iaccieniceccacacteccanaccranasarcnnaaas (O] 0]

1 Decrease, change less than $100,000.
1 Increase, change less than $100,000.

Note: Totals may not add due to rounding.
Source: U.S. Treasury: Status of active foreign credits of the U.S. Government as of Sept, 30, 1977 and Sept. 30, 1978.

Senator Byrp. What is the total present and potential exposure of
the United States? By that, I mean what official debts are owed to the
United States? What credit guarantees have been extended by the
TUnited States and what is the callable capital for which the United
States is obligated ? What is that total figure?

Mr. BeresteEN. The total would comprise the $45.7 billion of dis-
bursed direct credits, the $13.3 billion of contingent liabilities, about
$12.5 billion of callable capital, which adds up to over $71 billion.

I would, Mr. Chairman, however repeat the distinction I made
earlier that, even though we think it proper to consider and have in
front of us the contingent Fabilities and the callable capital they are
of a very distinctly different nature. There is little likelihood of their
ever leading to an actual financial cost to the United States, particu-
larly in the case of the callable capital of the multilateral development
banks.

Senator Byrp. I agree with vou on the callable capital, The fact is
that the direct debt itself has increased $3.6 billion in the past year?

Mr. BerasTEN. Yes, sir.

Senator Byrp. Did you say earlier that the private banks have claims
of $200 billion on foreign countries?

Mr. BeresTEN, Yes, sir.

There are some statistical questions as to what banks are covered and
the extent of the data, but the best figure that the Comptroller of the
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Currency has put together—on a much more extensive basis than ever
betfore—totals about $200 billion as of the middle of last year, which
was the latest date for which we have comprehensive numbers.

Senator Byrp. Which five banks would be the most heavily involved ¢

Mr. BerastEN. Mr, Chairman, we do not have that by bank. What
we do is aggregate the data which the banks submit to us on a confi-
dential basis. We sometimes publish the data by groups of banks,
grouped by asset size, but we would not publish the data by individual
banks.

Senator Byro. With regard to the lend-lease debt owed by Iran, what
is the current thinking of the administration on the possibility of re-
payment of this debt due to the present Iranian situation?

Mr. BerasteN, That subject has obviously become much more com-
plicated in the last few months. We did have discussions and Mr. Katz
may wish to comment more, because the State Department carried out
discussions with the Government of Iran last summer on the question
of the lend-lease debt. The Iranians, as you may know, have made a
counterclaim against the United States concerning Iranian railways
which they feel were damaged by the United States and other allied
niilitary forces during World War II; the discussion covered both
these topies. We had not reached a resolution of this issue prior to the
recent developments there, which I am sure arve going to provide a
further complication, T am afraid to say.

Senator Byrp, Even without the further compensation, when was
the last payment made?

Mr. Xarz, In 1975, Mr. Chairman. There was a payment made—
there was a payment of $750,000 in March 1973 and $1.8 million in
October 1975,

There have been some discussions since then, but they have not been
productive. The last discussion was in the course of last year.

Senator Byrp. How much is owed now by Iran?

Mr. Karz, With interest, Mr. Chairman, $36.5 million.

Senator Byrp. The United States has been engaged in the process of
normalizing relations with the People’s Republic of China. In order
to fully normalize relations, the claims-asset issue must be settled be-
tween the two. Would you please tell the committee what is the cut cent
level of certified claims against the People’s Republic of China?

Mr. BeresteN. Mr. Chairman, that is an extremely complicated
question because there are a variety of outstanding claims which we
intend to discuss with the China authorities. These claims present a
number of very difficult factual questions and also a number of diffi-
cult legal questions.

Senator Byrp. This country has certain claims totaling certain
amounts. What is the amount ? What is the total of the claims?

Mvr. BeresTENn. Well, Mr. Chairman, as I say, it depends on the anal-
vsis, which we are now doing but have not vet completed, as to what
the value of the claim is and also which of the claims are valid for
presenting to China.

Senator Byrp. You mean vou do not have those figures now?

Mr. BeresteN. We do not have a total figure at this moment.

) 7Senator Byro. This is nothing new. This goes back 30 years, doésn’t
it ?

Mr. BerestEN. That is part of the problem, Mr. Chairman.
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Senator Byrp. Do you mean to say that the U.S. Government has no
record, and you are just now composing a record ?

Mr, KaTz Mr. Chairman, may[} try to help on this?

Senator Byrp. I would be glad to get any help we can. _

Mr, Karz. Mr. Chairman, there are basically two categories of
claims, There are claims of private, U.S. nationals. These are claims
that were examined and adjudicated by the Foreign Claims Settlement
Commission which is an agency of the U.S. Government, and awards
or evaluations were placed on those private claims totaling roughly
$196 million.

Senator Byrp. There are $196 million in private claims?

Mr., Katz. Yes, sir. These are claims primarily for the taking of
property of American firms and persons in China. There are certain
claims or amounts which are unresolved. unliquidated.

Senator Byrp. All of it is unliquidated, is it not ?

Mr. Karz, Yes, sir.

The cleavest category of these private claims, because they have been
examined and adjudicated. There is a debt outstanding for Export-
I]:nport Bank goods which were delivered in' 194849, which were left
there,

Senator Byrp. How much is this debt ?

Mr. Katz. That is approximately $26 million. That was a credit
which was extended to the Nationalist Government just prior to their
leaving the Mainland and went to Taiwan. They accepted responsibil-
ity for it, for that portion of the credit for goods that they took with
them to Taiwan.

Then, in addition there is the category of potential debt which rep-
resents goods which were delivered during and after the war in condi-
tions of civil war and the amount of that debt is unliquidated and
needs to be determined what part of that might be a valid claim. Tt is
that which is under consideration.

Senator Byrp. What is the total figure?

Mr. Karz. I am trying to find that, Mr. Chairman. It is somewhere
in the area of $300 million. This is lend-lease and surplus property,
goods and services that were provided primarily in 1946, There is one
further outstanding debt of $618,000 which is the postal debt, That is
one that we think is easily resolvable. That is a rather normal trans-
action, but the primary ones are the private assets, private claims. for
which we do have an amount. There is the Export-Import Bank, which
is a clear amount, but the responsibility is at issue and that certainly
is with respect to the lend-lease and surplus property.

Then finally there is the question of the I?.S. Government property,
buildings, essentially, the Embassy, consulate buildings. That is & ques-
tion that needs to be resolved.

Senator Byro. How much is it ¢

Mr. Karz, There is no value on that, Mr, Chairman. These are build-
ings and real estate,

Senator Byro. My time has expired. Senator Wallop ¢

Senator WavLrop. I thank the chairman.

There is a problem that I have with the response made to the chair-
man. It appears on the surface, that there is no national policy about
debt repayment and establishing diplomatic relations. We have a na-
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tional policy of recognizing the PRC and derecognizing Taiwan.
There can only be one set of debt.

It would seem to me that outstanding debts would all be collected
from the People’s Republic. Would that not be a logical continuance
of what national policy has been? We recognize only one Government
of China and we have said that we virtually recognize Taiwan as being
a part of the People’s Republic.

Mr, Katz. Senator, we do hold the People’s Republic of China re-
sponsible for the payment of American property on the Mainland and
we are in the process of getting ready for negotiations with them.

Senator Warwor. You said the other debt, that it was difficult to
define accountability ¢

Mr. Xarz, There are some peculiar—I think you would understand,
Senator, that I do not want to say anything that will limit the kind of
position that we want to say anything that will limit the kind of posi-
tion that we want to take. These are outstanding questions that need to
be resolved. We are on the vergie of doing so.

There are clearly some peculiar aspects to that situation which, as a
matter of fact, will come into the course of the negotiations, but there
are unresolved financial claims issues with the People’s Republic of
China, They are going to be addressed as a matter of high priority.

There will, I should say, be consultations with the Congress on these
matters as we proceed and it is not something we are going to push
aside, We believe that they should be addressed and resolved at a very
early date.

Sennt?or Wacrrop. How many debts have we rescheduled in the last
5 years

Mvr. BerasTEN. Senator, we have been involved in reschedulings with
six countries over the past 5 years. I could list those, if you would like
me to: Zaire, Turkey, Pakistan, Chile, Peru, and at an earlier point,
India. We have not participated in some of the recent reschedulings
for India. Over the past 5-year period, eight countries have negotiated
international debt reschedulings with their official creditors and the
United States has participated in six of these.

Senator WarLrop. Are those debts, those reschedulings, just in terms
of time and conditions, or do they also involve amounts?

Mr. BeresTEN. No, there has been absolutely no forgiveness of debt.
These are purely reschedulings of the payment of principal and in-
terest—given the reality in each case of the country’s financial inability
to make these payments on schedule. I might say, Senator, that we
have an extensive and detailed policy on debt rescheduling. We will
only participate in debt reschedulings under certain preseribed condi-
tions, These include the fact that the country itself is undertaking an
economic stabilization program to put its house in order, usually under
the aegis of the International Monetary Fund, and the fact that the
country pledges to seek comparable treatment of its debt to private
banks and other private creditors, so that there is equitable burden-
sharing among official and private creditors. In addition, we partici-
pate only when there is equitable treatment of all governments which
are major creditors to that country. including countries which may
not be participating in the debt rescheduling exercise.

41-824—79—3
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So we have an extensively worked out policy on debt reschedulings
to be sure that we do it only under conditions that assure that the coun-
try is taking steps to ]put. its house in order and so that the U.S. Govern-
ment is treated as well as other major creditors of the country involved.
I would be glad to submit a copy of our policy for the record, if you

would like.
[The following was subsequently supplied for the record :]

NartioNaAL Apvisory CoOUNOIL,
ON INTERNATIONAL MONETARY AND FINANCIAL POLICIES,
January 6, 1978.
Subject : Proposed Policy Statement on Debt Reorganization. .

The National Advisory Council advises the Secretary of the Treasury that ,
it approves the following proposed policy statement on multilateral debt
reorganizations:

1. Debt-service payments on international debt should be reorganized on a
case-by-case basis only in extraordinary circumstances where reorganization is
necessary to ensure repayment. Debt relief should .not be given as a form of

development assistance.
2. Debt-service payments on loans extended or guaranteed by the U.S8, Govern-

ment will normally only be reorganized in the framework of a multilateral

creditor-club agreement. .

3. When a reorganization,takes place that involves government credits or
government-guaranteed credits, the U.S. will participate only if:

(a) The reorganization agreement incorporates the principle of non-discrimina-
tion among creditor countries, including those that are not party to the
agreement;

(b) The debtor country agrees to make all reasonable efforts to reorganize
unguaranteed private credits falling due in the period of the reorganization on
terms comparable to those covering government or government-guaranteed

credits; )
. {c) The debtor country agrees to implement an economic program designed
to respond to the underlying conditions and to overcome the deficlencies which
led to the need for reorganizing debt-service payments. o
4. The amounts of principal and interest to be reorganized should be agr

upon only after a thorough analysis of the economic situation and the balance-
of-payments prospects of the debtor country. .8

' 5. The payments that are reorganized normally should be limited to payments
in arrears and payments falling due not more than one year following the reor-

ganizing negotiations.
The foregoing is the text of an action of the National Advisory Councll on
International ‘Monetary and Financial Policies approved on Janpayy 6, 1978.

RoBERT 8. WaTSON,
Becretary.

Senator WaLLop. You are very likely to have to reschedule amounts
in the néxt few years, though, will you not ?

Mr. BeresteN. It is always difficult to say, Senator. We do have one
or two cases now where, in all candor, we have to foresee the possibil-
ity. As to the longer term, we just cannot say. I think it is noteworthy
that,- although there have been eight countries where reschedulings
have been required over the last 5 years, that this is actually-a lower
rate of reschedulings than occurred earlier in the postwar period.

. . I make that point because comments are often made in the press and
elsewhere, that with the buildup of OPEC surpluses and international
lending over the past 5 years, there has been an explosion of debt prob-
lems. In fact, the pace of these reschedulings has been slower in these
last 5 years than it had been in the earlier period. There have beon
some, and T would imagine, speaking pragmatically, that there will
continue to be an occasional rescheduling over the next few years, but
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*
the pace has not been rapid and, indeed, has been less rapid than the
earlier period. . . ‘

Senator Warror. You mentioned in your opening remarks that the
OPEC surplus has decreased. How much of that decrease is due to the
problems in Irant . .

Mr, BerasTEN. Virtually none of it, Senator, because the Iranian
surplus began to decline only in the last couple of months of 1978, It
might be a billion or so dollars. Even before we had any indication of
that, it was clear to us that there was going to be a dramatic reduction
in the OPEC surplus in 1978; it dropped to around a $10 billion level
from the previous years’ $32 to $34 billion, even without the events in
Iran, : .

Senator Warrop. That does not take into account the recent crisis?

Mr. BeresTEN. No; that was in 1978, In 1979, it is now harder to
make a prediction because of the price rises and the unsettled market
conditions surrounding the Iranian difficulties. Nevertheless, it is quite
clear that the OPEC surplus will remain at levels vastly lower than
they were in the years 1974 through 1977. -

Senator WarLop. One last thing. Do you ever reschedule the terms
of conditions or amounts surrounding the distinct area of callable
capital or liability ?

r. BerasTEN. There has never been a call of callable capital or a
reschéduling of it. I will have to check, but I do not believe that there
has been any rescheduling of the contingent liabilities of the Exim-
bank, Their direct credits have been rescheduled to a small extent, but
I do not think that the insurance or guarantees have been used very
much, let alone have been rescheduled.

I am corrected. Where there is a country rescheduling involving
loans extended with Eximbank’s guarantee, the lender may file a claim
with the bank, If the claim is found to be valid under the contract of
guarantee or insurarce, the Bank will pay the lender that portion
for which the Bank is liable. The {)ortion which Eximbank pays is,
in essence, made part of the rescheduling. .
__Senator Wavrror. So it does have a greater effect on the potential
U.S. debt than it would appear from your first remarks ¢

Mr. BrrosTEN. Respecting Eximbank, that is right. I would like
to submit to you the amounts involved in recent multilateral resched-
ulings where this has actually taken place.

[The following was subsequently supplied for the record :]

Credits Insured or guaranteed by the Export-Import Bank which were re-

scheduled in accordance with recent multilateral debt reorganizations from
1974-1978 were as follows:

Country : Amount (milllons)
* Chile (1974)—e____ - e ——— $11.2
Pakistan (1974). - —— aeee O

Chile (1975) i ————e-. 8.9
Zaire (1978) - ———— — 19.6
Zajre (1977) cccae.. ——— ———— Aem—c———— 17.2
Turkey (1978)..-. - ———— 12.9

Peru (1978 e e ————— e e @

1 This amount 1s not available because the bilateral agreement between the United States
and Peru has not been signed as of Feb. 27, 1079.

. SoURcE.—Information provided by Export-Import Bank,
Senator Warrop. Thank you, Mr. Chairman.
Senator Byrp. Thank you, Senator Wallop.
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One additional question in regard to China. Would you tell the
committee what is the amount of the seized assets that the United
States has at this point? .

Mr. Karz. Mr. ghairman, we have no seized assets. There are assets
which are blocked. They currently total around $80 million at the
latest estimated values. That belongs to both the Chinese Government
as well as to persons in China and designated Chinese nationals under
the regulations outside of China. So that the total that is blocked by
the Treasury at the present time is approximately $80 billion.

Senator Byrp. Which is less than half of the private claims?

Mr. Karz. Yes,sir.

Senator Byro. What is the difference between seized and blocked {

Mr. Kartz. If they are seized, we would have legal title to them. I
do not know what the legal concept normally—if they are blocked,
they cannot be moved. Tﬁe next step would be to take legal title to
th(o{se. We do not have legal title. They are merely frozen by Treasury
order.

Senator Byrp. To get back to some broader questions, how many
countries owe money to the United States?

Mr. BerastEN. A lot, Mr. Chairman. My good staff tells me that the
number is 169 countries and territories; that includes both official and
private obligators,

Senator Byrp. I did not know that many countries existed in the
world. I believe that there are, today, 159 countries in the world.

It is more than the membership of the United Nations which has
151 countries as members,

Mr. BeresteN. That is true. It includes territories, Mr. Chairman,
such as the Vatican City, and the Trust Territory of the Pacific Islands.
Also, in addition to tKe 169 countries, 19 institutions and regional
groups owe the United States money.

Senator Byro. In other words, every country in the world owes the
the U.S. money ; is that it $

Mr. BeresTEN. I hesitate to say “every,” Mr, Chairman, but most.

Senator Byrp. I will tell you, maybe we could establish it this way.
\Vould? you tell us which countries do not owe the United States
money

Mr. BerosTEN. That is a good question. We will have to do some
matching of lists, but there cannot be many on that negative list,
Mr. Chairman.

Senator Byrn. All right. :

[The following was subsequently supplied for the record:]

The following countries dot not have outstanding debts owed ‘to the U.8
Government as of September 30, 1978:' Albania, Andorra, Bahrain, Bhutan,
Cambodia, Comoros, Congo (Brazzaville) (People’s Rep.), Djibouti, Equatorial
Gulnea, Fiji, Grenada, Guinea-Rissau, Liechtenstein, Mauritius, Monaco, Mon-
golia, Papua New Guinea, San Marino, Sao Tome and Principe, Seychelles, and
Yemen (Sana).

Senator Byrp. For the record, there are 169 countries and territories
which owe money to the United States?

Mr. BergsTeEN. Right.

1 List of U.N. members as of December 1978 ; Status of the World’s Nations, D t. t
of State Publication 8735, Geographic Bulletin (revised), January 1978, & Departmen
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Senator Byro. The amount owed by the 169 countries, territories,
and a few international institutions totals $45.7 billion; is that cor-
rect?

Mr. BeresTEN. Yes, sir,

Mr. Karz. Mr. Chairman, I found a country that does not owe us
any money, Albania, but we do not have diplomatic relations with
them.

Senator Byro. Albania. Good for Albania. )

Cuba does. I guess we do not have diplomatic relations with them$

Mr. Katz. Yes, sir.

Senator Byrp, Cuba does owe money

Mr. Karz. Yes, sir. o

Senator Byro. During past Congresses, foreign aid appropriations
have obtained provisions that countries detinquent in debt repayment
for a year or more would receive no foreign aid unless they remove the
arrearage. Since we do have delinquencies in various countries, what
countries have had aid reduced or cut off because of delinquencies ¢

Mr. BerasTEN, Mr. Chairman, in the language of the statute as it
existed until last year’s amendments to the Foreign Assistance Act, I
believe there was a provision that, even when countries were in appears
for over a year, aid could continue if there were discussions underwa;
towards the resolution of that problem or if the debt was disputed.
As I recall, that language was eliminated from the act last summer in
the 1978 extension of the Foreign Assistance Act. Since that time, there
certainly has been no cutoff for a country for that purpose.

Senator Byrp. Have there been any cutoffs before last year?

Mr. BeresTeEN. I am trying to recall. I do not have the answer in
frontdof me; we will have to submit a precise answer to you for the
record.

[The following was subsequently supplied for the record :]

The Brooke amendment (section 603) of the Forelgn Assistance and Related
Programs Appropriations Act of 1978 prohibits the extension of assistance for
programs funded under that act to foreign governments in default for over one
year on loans extended under programs funded by the act. The programs funded
under the FAA Act include loans administered by the Ageney for International
Development (i.e. development assistance loans and Security Supporting Assist-
ance loans) and by the Department of Defense (i.e. foreign military sales cred-
its—section 23—and Federal Finane¢ing Bank loans—section 24—of the Arms

Export Control Act.)
As of December 31, 1078, no foreign assistance appropriated under the FAA Act

© 0f£ 1978 (i.e. for F'Y 1979) was terminated or suspended on account for the Brooke

amendment (section 603). As of this date, only Ethiopla and Somalia have come
under the Brooke amendment. The State Department is in the process of inform-
ing the Government of Ethiopia of the implications of this arrearage. In December
1978, the Government of Somalia paid 2.5 million Somalia shillings (about $399,-
000) on its arrearage dating to 1987 and has officially agreed to make payments
to eliminate this arrearage. While the Brooke amendment is rarely triggered,
it has helped in a number of recent cases to encourage countries to eliminate seri-
ous arrearages on U.8. Government loans.

Senator Byro. As far as you can indicate at the moment, despite the
fact that there have been delinquencies, aid has not been reduced or
eliminated,

Mr. BerasTEN. I do not recall any case, Mr. Chairman.
thSte;w.tor Byrp. Does the State Department have any information on

a
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Mr. Karz, No, sir, I cannot recall any such case. . o

Senator Byrp. In speaking of delinquencies, have any of the de-
linquencies been for more than a {ear, and what countries have had
delinquencies for more than a year

Mr. BerosTEN, Excuse me, Mr. Chairman ¢
Senator Byxn. Of the various delinquencies that have occurred, have

any of them bezn for more than a year, and what countries have been
involved ?

Mr. BeresTEN. In our list of arrearages of 90 days or more that we
put up on the wall—you might put that chart back up—certainly a
number of those countries have been in arrears for more than 1 year.
All those in the first category that represent two-thirds of the total,
have been in arrears for more than 1 year. All of those, as the heading
indicates, we call extraordinary political arrearages because they have
been marked by disputes over the legitimacy of the U.S. claims or,
in the cases of Cuba, Vietnam, and Cambodia, because they involve
changes in governments. . ,

Senator Byrp. Would you list for the record the names of the coun-
tries where there have been delinquencies for more than 1 year?

Mr. BerasTEN. Yes; we will certainly do that.

[The following was subsequently supplied for the record in addition
to a response to a request on p. 21:]

PAYMENTS TO U.S. GOVERNMENT AGENCIES DUE AND UNPAID OVER 1 YR AS OF DEC. 31, 1978, BY PUBLIC AND
PRIVATE OBLIGORS, ON LONG-TERM U.S. GOYERNMENT LOANS AND CREDITS

Principal and interest due

and unpaid 90 dsags of
Country and date of oldest more as of Sept. 30, Status of arrearage re: Sec. 603 of
arrearage due and uppatd 1978, on arrearages over the 1378 FAA Act (the ‘‘Brooke
over } yrasof Dec. 31,1978 Creditor agency 1yr amendment’’)1
Amlllu 15, 1977 Export-import Bank $100,027 (interest) No FAA Act appropriations in 1978,
oc. iessescease EXport- ank. ... A I ations in
Sept. 12, 1977 ot - $97,434 (interest)... 100
Antigua: Mar. 15, 1976 do 27130... ... .. Do, i

- $251,301..

rgentina: Apr. 30, 1966. ......... dod...... .. Do.
o U 7} (: M USDAFprogums not funded under
the FAA Act. .

A , . . .
Bolivia: 3 June 4, 1977_.u.... Agriculture. .. coeeena.

No FAA Act appropriations in 1978,

.e-s Export-Import Bank_.__.. $5,246
po po 2 e

razil:
Aug. 11, 1974 _.
May 10, 1975

:§7'4,95'6.....-.. .
- $378,209 (interest).

" Do,
Colombia:
July 9,1975. .cae.e... oo Agriculture. .. .cocecucee $33,13) . . ceieiancacras Do.
Oct, 31, 1977722~~~ "77 Export-Import Bank..... $102450_ 777"
Costa Rica: 3 June 30, 1977 dod..... i,$00 (interest). Export-Import Bank programs not
: unded under the FAA Ag
Cuba: Dec, 18,1958. ...... ceneeel0d.eee.... eemees $13,215265.... .- No FAA Act appropriations in 1978,
Czechoslovakia:July 1, 1952.. Treasury r‘gsurelu)s $7, ,i ceeen anee 0,
property sales).
Egypt:? June 23, 1974....... Agriculture. .. ccececne $1,675. . ccncucnaca... . USDAFprograms not funded under
: the FAA Act. .
Ethiopia:?
Dec. 31, 1977 .caua...e cenond 00.eecnncnccennncea $54 ggrlnclpal). . Do. .
Dec. 31, 197%6..... eneees Department of Defense... $6,136,066...... .- Slate Department Is currently
.working on an approach to raise
X this matter with the Ethiopians.
Ghana:? June 30, 1977....... Agriculture. . oooconenn.s $18,215 (interest)....... US‘ll)‘A &rzg;\ar;u not funded under
e ct. .
Guatemala: 3 Jan, 20,1977... AIDS. ..cerccnncnnennn. $75918.......... ——meee Inter-American social and econcmic
program foan not under a pro-
. gram for which funds were appro-
Gulnea: s " priated under the FAA Act.
uinea:
Sept. 1, 1977. . ........ o AlD.cecenneacnaan $1,343916..ccccue..e «.. Local currency foan under Public
ku:v 480 not funded under FAA
ct.
Mar, 23, 1969............ AlD...eeercanncnannnes $930,851. .. cmceucrnenn- Negotiations to settle the delin-
quency continue, ¢

Ses footnotes at end of table.
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PAYMENTS TO U.S. GOVERNMENT AGENCIES i.UE 2ND UNPAID OVER 1 YR AS OF DEC. 31, 1978, BY PUBLIC AND
PRIVATE OBLIGORS, ON LONG-iknM U.S. GOVERNMENT LOANS AND CREDITS—Continued

Principal and interest due
and unpaid 90 days or

t d date of oldest more 8s of Sept. 30, Status of arrearage re: Sec, 603 of
Co:v':efayr::e due and unpaid _ 1978, on arrea‘:nes over the 1978 FFA Act (the ‘'Brooke
over 1 yras of Dec. 31,1978 Creditor agency 1yr amendment'')1
|ndiaj:: 22, 1966 AID? $3,899,363 Local currency loan under Public
VI £60 BB e orecnnee - Tremmemmmmmmmeemt ST e nanees kﬂc{l 480 not funded under FAA
Indonesia: 9
L7 JO RN+ } 4 { 2 O .. $285,714 (principal)...... OPIC program nit funded under
| June 1,1 ‘ SZESTIN Cprinclpal) the FAA Act of (978,
ran:
R §:7 7 S . Agficulture........ enee $1,954 (principat)........ USDA and Treasury programs not
Des. 31, 1977 g ¢ (rincipal) funded under th?FpAAlAct.
Jan. 1, 1946...........- Treasury (surplus
| ) property sales).
raq:
) * Mar. 31, 1975 Agriculturs. ....... veeee 31,148 (principal)........ No FAA Act appropriations in 1978
amaica:?
Dec. 31,1976, ceerarennnnn 40 eeenccerananann 224,880, .ccoveeennnn-- USDA and Export-Import 8ank
ec. 31, 197 $ Rr{mms not funded Rnder FAA
¢
. Nov’.‘ 10,1977, .ccueeeeen Export-Import Bank2_.... $200,954 (interest).._....
chea:
um gpt.efz, 1975. 0. ceenen . Agriculture... . $12,333,437 (interest).... No FAA Act appropriations in 1978,
08
June 23,1975 . cvceeaen AIDLceieeaees $658 (interest).......... Do.
exico:
" Jan. 3;1, 1971, .cceeee ... Export-tmport Bank3..... $1,590,213. ... ... Do, A
0CCO:
° olclgg. 18,1976..cccennnen Agricultore. ...coauen-.. $39 (principal)...... ... US‘%‘ %r&snms not funded under
Paraguay:?
p gp 12, 1976........ do....... .. $106,225..... Do.
eru:
May 11, 1968........... 58,445 c.eeiiananennn Local currency loan under Public
2y 1 458, Taw 460 not funded under FAA
Act.
Rhodesia:
s e_ec. '30, 1970 ceccnncen J. 1|0 U $1,925,395........... ... No FAA Act appropriations in 1978
0 H
™ une 15, 1971............ AIDeeeceeceeenaans $1,048,323 oo Loan suthorized by the former
development loan fund. Payment
of about $390,000 received in
December 1978, 5
June 30, 1967........... AlD_....... teeecsemuna $1,296,978. cececnnnann-- Loan under an FAA program, how-
ever borrower Is a private
Syria: entity.
ria;
y Aug. 8, 1977 .....cca... Agricuiture. .. .ucaeeannn $384,65). .. cciccnnnene- USDA #)rograms not funded under
the FAA Act.
Taiwan (authorities on): N X
May1,1948........... Treasury (surplys $87,415654_............ No FAA Act appropriations in 1978,
roperty and tend-
8ase).
Vietnam (Salior?: .
Dec. 28, 1975, Arricuhuro ........... . §888 111 smteresl) ....... Do.
, May 28, 1975 AID. ..ol X 7T L S
alre:
Mar, 18, 1977 cacnccnann Agriculture..ococoeenne. $8,534,143 . .ceeeen.en USDA ‘pmgrams not funded under
the FAA Act.
Apr.20,1977.c.eeeiacnnnen- 403, cniincncecanan $498698. . cinecnnancnas Implementing agreements to re-
schedule arrearages are pending
signature.
Aug. 31, 1975.......... S 1T SO eeeee $9174193 ool

1 The Brooke amendment to the Foreign Assistance and Related Programs Appropriations (FAA) Act of 1978 (and the
FAA Act of 1976) prohibits the extension of assistance for AID and DOD programs funded under that act to foreign govern-
ments in defaulf over 1 yr on loans extended under other programs funded by the act.

1 Payment due from private obligor without government guarantes. X
" 1 CoAu ntly'!c;r9 7v§h|ch assistance was appropriated In 1978 under the Foreign Assistance and Related Programs Appropria-

ons Act ol .
SI‘IMD maim?‘ins th=t this was not a Toan but the purchase by ALD of a promissory note of Guinea payable to a United
ates corporation.

s The vaemment of Somalia has officially agreed to make payments to eliminate this arrearage.

Source: U.S. Treasury: Amounts Due and Unpaid 90 Days or More on Foreign Credits of the United States Government as
of Sept. 30, 1978,
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DOLLAR COLLECTIONS ON U.S. GOVERNMENT FOREIGN CREDITS, FISCAL YEAR 1978, BY COUNTRY (PRELIMINARY)
[Entries in thousand of dotlars]

Principal Interest Principal Interest
913 1,688 | Netherlands.........cceoeenue 13,862 1,717

12,564 23,693 Netherlands Antifles. .o oo ceieeneaae
746 77 fand....... 4219 7,167
44,563 18,540 3,725 3,399

86, 631 12,816 | N 31
4,935 1,785 , 643 2,503
252 9,620 67,953 16,922
22,039 1,037 , 622 28,101
56 13 20,268 , 649
6,690 4,791 2,224 1,313
70 15 67,941 20, 64,
2,210 231 61,134 28,069
30 122,049 34,073
16,083 a1 3, 985 19, 606
.............. 4 21,505 6,836
126,253 96,228 § RWaRMa. ..o oo eaae 21
109 | Ryui 866 338
2,688 1,489 | Saudi Arabia. 3,766 397
19,709 16,938 | Senegal. ... 49 500
Caym 1,001 632 [ Sierra Leone. 420 555
Ccntul Alncan Empire. . e eeeeceaaeaee Slngaporo..-. 6, 100
h ...f.i ............. . 95,694 37,388 | Somalia..... 12%

¢ ma— aiwan._.
25, 645
..... , 809
4,104
1,549
229
.......... 46
1,955
, 521
........ 1,148
1,721
, 090
_______________ 119
978
7,955
30,692
106
89,209
............ 65
2,337
7,297
.............. 15
24,175
...... 6,588
3,318
2,815
200
i nt 3289
182,214 | Andean  Development Cor-
13,303 poration. . ....cceeoacnnciaecnrccnonacen 86
2,912 East African Common Services 3
1,684
504
716
1,212
34l
489 R 564
§, 525 Westem Hemishpere_ . 10
32 | West [ndies Unspecified. 7
100 ¢ Far £ast Unspecified_._....... 222 119
Maurtaania. . 337 | Western Europo Uns {Ibav ..... 11,767 5,679
Mexico. .. 45, 950 40, 884 | Worldwide Unsp/Dist RWO. ... ............ 1
Morocco.. . 38,490 14,910 —_—
Moulmbm ......... v ng k(17 IR, . 2,605,665 1,483,166
epal......
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Senator Byrp. Mow much money has been repaid to the I{nitod
States on debts owed by foreign governments during the fiscal ycar
19787 You keep it by fiscal year, I assume?

Mr. Karz. Mr, (ghairman, in fiscal year 1978, dollar repayments
totaled roughly $4 billion.

Senator Byrp, $4 billion repayments ¢

Mr. Karz. Yes, sir. o

Senator Byrp. From what country, or countries, did that $4 billion
come from?

Mr. Karz. We do not have that broken down, Mr. Chairman. We
will be glad to supply that for the record.

Senator Byrn. Would you supply that for the record ? ?

As I understand it, we must have loanced some $7 billion, beeause the
debt is up by $3.6 billion. ,

Mr. BerastEn. Yes: I said between $6 and $7 billion and about $3
billion in repayments of principal. The Export-Import Bank lending
alone—we will give you these numbers in detail—in the fiscal year was
around $3 billion and then the foreign assistance programs would have
made up the bulk of the difference.

Senator Byrn, With regard to the foreign assistance program. of
course. we are speaking now about the loans, not about the grants,

Mr. BeresteN. That is right. The loans from AID and from Public
TLaw 480. We do have here the changes, Mr. Chairman. between De-
cember 31, 1977, and September 30, 1978. These are net figures, taking
into account the increase of lending net of the repayments. oo

The net claims that we had under development assistance rose by
$860 million. Military sales rose by $750 million. The Export-Tmport
Bank total rose by $500 million: Public Law 480 rose by almost $300
million; and the Commodity Credit Corporation and other miscellane-
ous programs rose by almost $900 million, adding to a total increase in
net 1.S. claims or foreign debt outstanding to the U.S. Government of
£3.46 billion for the 9-month period from December 1977 to Septem-
ber 1978. We will be glad to supply a finer breakdown for the full year
for the record.

[The following was subsequently supplied for the record:]

CHANGE IN OUTSTANDING LONG-TERM PRINCIPAL INDEBYEDNESS OF FOREIGN COUNTRIES ON U.S. GOVERN-

MENT CREDITS BY PROGRAM (EXCLUSIVE OF INDEBTEDNESS ARISING FROM WORLD WAR 1) BETWEEN SEPT. 30,
1977, AND SEPT. 30, 1978

Under Agricultural Trade
Devel t and Assist

p Act
Under  Loans of foreign Lend- Com-
foreign cusrencies lease  modity
assiste ——————e surplus Credit
Under ance To . To Long- property, Corpora-
Export- (and  forelgn  private term and other tion
Import related) govern- enter- dollar war export Other
Rank Act acts ments prises  credits accounts  credits  credits! Tota!
Worldwide tota}
as of Sept. 30,
977 oo 11,441.5 18,213.5 1,160.7 81.4 65,3329 1,380.6 1,152.7 2,806.9 41,570.1

1
Worldwide tota! as
of Sept. 30,1978. 11,436.5 20,402.9 1,094.1 62.0 65,8729 1,335.8 1,915.6 2,913.1 450328

Change.... —5.0 +2.189.4 —66.6 —19.3 +540.0 —44.8 +4762.9 +4106.2 +3,462.7

t Includes French “Freeloc’” settlement.
Source: U.S. Treasury: Status of Active Foreign Credits of the U.S Government as of Sept, 30, 1977, and Sept. 30, 1978,
1 See p. 20.
41-824—70——4
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Senator Byro. Which Department, State or Treasury, is involved in
the rescheduling of debt?

Mr. BergstEN. Both are, Mr. Chairman.

Senator Byrn, With what countries are you now in the process of
rescheduling debt ¢

Mr, BenresTeN. Right at the moment, there are no multilateral debt
renegotiations going on. We are in the process of working out 1.S.
implementation of debt rescheduling with both Zaire and Turkey.
Those, I think, are the two outstanding at the moment. I am sorry;
Peru is also in the same category. There has been an international ar-
rangement, and we are now working out the bilateral implemenation
of it.

Senator Byrp. Now, with regard to Eurodollars, T suppose Treasury
is more involved in that than the State Department ¢ ,

Mr, Ka1z. T am sorry, Mr. Chairman, I did not hear.

Senator Byrp. With regard to Eurodollars, Treasury would be in-
volved with that; not the State Department. What is the total amount
of Eurodollars now?

Mr. BeresTEN. That is a question that fascinates analysts. It depends
on how one wants to define the Eurodollar market. On the most com-
prehensive basis, we would use the figure of about $700 billion as the
gross size of the Eurocurrency market, but that includes a lot of inter-
bank deposits, so when you take out the double counting, we would use
a figure as of the middle of last year, which is the most recent for which
we have it. of somewhere around $450 billion.

I hasten to say that that is not only the Eurodollar market; that is
the Emrocurrency market. Although the dollar is by far the largest
currency used in that market, there is an increasing amount of Euro-
Deutsche mark. Euro-Swiss franes, Euro-yen. So, the figure I gave
_\iOl]l] is the total of all currencies in the Eurocurrency market, including
dollars.

Senator Byrn. The bulk of it is dollars, is it not ¢

Mr. BrresTEN. Roughly 80 percent, three-quarters to 80 percent is
dollars, <0 you can apply those ratios to the figure I gave you, and we
would think that the Eurodollar market was somewhere on the order
of $400 billion.

Senator Byrn. How has the administration intervened in the Euro-
dollar market ?

Mr. BerastEN. Mr. Chairman, we have not really intervened directly
in the Eurodollar market. From time to time we take steps to see if we
need to improve our capability for monitoring the numbers and to
assure ourselves that the regulatory authorities. the Comptroller of the
Currency. the Federal Reserve System, and the FDIC. to a lesser
extent. have a full capability to include the Eurocurrency market activ-
ities of hranches of U.S. banks abroad within the scope of their regula-
tory activities, We have not intervened in the Eurocurrency markets
in any divect way.

Senator Byro. Private banks operate in the Eurodollar area and they
can, in effect—is this right—create additional Eurodollars?

Mr. BeresTEN. Again, that is the subject of a lot of heated dispute
in intellectual circles. They do create additional deposits and loans,
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there is no question about it. The question is whether that is additional
to loans that would have been generated by domestic banking systems
anyway. I think there is a consensus that there is some small multi-
plier effect in the Eurocurrency markets and that there is some addi-
tional creation of credit, although only to a small extent.

Senator Byrn. In the Eurocﬁ)llar area, banks do not need to keep
the same reserves, do they, which they need to keep operating in the
United States?

Mr, BerasTeN. That is right.

Mr. Karz. That is right, Mr. Chairman. There is no reserve require-
ment on Eurodollar deposits so that you do not have that same——

Senator Byrp. This, in effect, does have a multiplier effect.

Mr. BergsTeN. Can have.

Senator Byrn. You contend it does not ?

Mr. BeresTEN. The question is, from the demand side of the picture,
whether someone coming in to get a loan from a Eurocurrency bank
would have otherwise gotten that loan from a national bank in his own
country and whether in comparing the two there is any net increase in
credit creation. From the supply side of the market, there is that po-
tential ; what a lot of studies have shown is that it is not clear whether
in fact there is actually much credit creation.

Senator Bymp. Is the magnitude of the Eurodollar market
disturbing ¢

Mr. BeresTEN. We do not find it disturbing, Mr. Chairman, but it is
something, as T indicated, that we have tried to monitor and make
carefully sure that we are fully on top of in terms of both data con-
cerning its magnitude and its area of dispersion and also of coverage
by our bank regulatory authorities. Debt, we do believe, with proper
surveillance and monitoring of the type I mentioned, is a positive ele-
ment in the world financial system, providing additional sources of
investment capital and also additional sources of trade finance, short-
term finance, that will help smooth world trading patterns and world
trade financing.

There was a great deal of alarm expressed, as you recall, Mr. Chair-
man, 4 or 5 years ago tied up with the big increase of the OPEC sur-
plus and the concomitant increase in deficits around the world, a con-
cern that the private banking system, which to a large extent meant
the Eurocurrency markets, would be unable to handle the recycling of
that big increase in funds. In retrospect, I think we can look over this
last 5-year period and conclude that the banking system was remark-
ably successful in playing a shar{:]y increased financiel intermediary
role, channeling funds from surplus to deficit countries and minimiz-
ing—of course, not eliminating—the economic cost to the world of the
big surpluses of 4 to 5 years ago.

But we do believe that with careful monitoring, with adequate data
and understanding of the way the system works and its geographieal
location, that it can continue to play a constructive role in the world
financial picture. ‘

Senator Bynp. You say that careful monitoring the Eurodollar mar-
ket is a reason not to be alarmed by it. In part of your answer you say
that the Treasury Department is “on top of” the Iturodollar situation.
But you have previously stated that you do not know the amount of
Eurodollars now outstanding. How can you be “on top of” the Euro-
dollar situation when you don’t know how many there are?
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Mr. BeresTeN. I think we do know the magnitudes involved with
suflicient precision; that is, the amounts, the size, and the changes in
size from year to year. . .

We have worked with the Bank for International Settlements in
Switzerland to improve the data base by having all the member coun-
tries of that Lank participate in a reporting system through which
conmparable numbers are compiled to enable us to get a picture of the
total system.

Senator Byrp, What you are doing, then, is in the nature of com-
piling information, nothing else?

Mr. Brresten. Well, no. We have taken a number of steps through
the regulatory agencices to improve the ability to monitor international
lending. One thing they have done which 1s extremely important 1s
to improve country risk assessment, The Office of the Comptroller of
the Currency, the Ied and the FDIC are. in fact, about to implement
a uniform system of country risk evaluation in their examination pro-
cedures in order to have l)mth a uniform and more comprehensive
hasis for evaluating the country risks in the portfolios of U.S. lending
institutions,

The three agencies have developed a bank reporting system which
surveys the country exposure of U.S. banks in a way that, for the first
time—and this I mentioned to you last year because it was brand new
at the time—cnables us to see where the ultimate responsibility lies
in banks’ loans. Also, in the past when money went through intermedi-
aries in the Eurocurrrency market, there was not a complete picture
of the recipient countries. so that the regulatory agencies did not have
a full picture of the true exposure of U.S. banks in particular conntries,
Now, they have done that. .

The reaulatory authorities have been improving their training pro-
grams for examiners to enable them to understand. and therefore to be
much more effective in monitoring, the international lending of the
.S, banking system.

There have been a number of other steps that the regulatory agencies
have taken. individually or together, both internally and internation-
ally with their counterparts in other countries, to substantially im-
prove onr ability both to understand what is going on and to monitor
that activity. T believe that these improvements enable us to say with
confidence that we do have a firm grip on the problem and can under-
stand any problems that may develop over the years ahead.

Senator Byrn. Treasury, then, as T take it from what you say, is
not concerned as to the magnitude of he Eurodollar market 2 N

Mr. Berestex. That is right, Mr. Chairman. We think that both it
magnitude and the changes in its magnitude have been handled effec-
tively and without cansing international difficulties,

I should note that the growth rate of the international enrrency
and Tending market has slowed down a good bit in the last year or two.
again tied in with-the reduction in OPEC surpluses and in interna-
tional payvments imbalances. The growth of the Euromarket has leveled
off a bt and is less rapid now that the market itself has matured and
the shock of the 1973 OPEC price increase has diminished.

_Senator Byrn. The Treasury has issued—and T believe it is plan- -
ning to continue to issue—a forcign currency denominated treasury
security in the currencies of countries, such as Germany and Switzer-
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land. This means, as I take it, that foreigners may purchase U.S. Treas-
ury securities, which are, on their face value, denominated in foreign
currency. Is that what you have been doing ¢

Mr. BrrosTEN, Thrat is right, Mr. Chairman, as a part of our dollar
defense program. On November 1, we announced the mobilization of
up to $30 billion of foreign currencies to enable us to intervene in the
exchange markets to support the value of the dollar, if necessary. One
of the several means t}l:rou h which we mobilize those currencies is
to borrow them directly, and we have had one issue in Deutsche marks
and one issue in Swiss francs, to enable us to mobilize those currencies
for possible use in the exchange markets.

Senator Byrp. So it is & U.S. instrument denominated in Deutsche
mavks or Swiss francs? .

Mr. BerasTEN. That is right, and paying a substantially lower inter-
est rate than we can get borrowing in those countries.

Senator Byrp. Are American citizens eligible to buy such bonds?

Mr. BrrastEN. Noj they are not, Mr. Chairman, The purpose in
floating the issues is to mobilize foreign currencies that we might use
to defend the dollar. Obviously, if someone sells dollars in order to
get, the Deutsche marks to buy the securities, we have defeated our own
purpose. So what we have tried to do when working with the German
and Swiss authorities is minimize as best we and they, working to-
gether, can, the risks that the purchasers of those securities would
be moving out of dollars into the Deutsche marks or or Swiss francs
to buy the securities. Therefore, we have limited the sale to residents
of those countries under the supervision of the banking authorities of
those countries in order to minimize the risk of the type of transaction
I mentioned.

Senator Byrp. Many feel that the Eurodollar market influences in-
terest rates. Do you agree?

Mr. BrerosTEN. The availability of the Eurocurrency market cer-
tainly can affect capital flows in and out of the United States, which
at particular times can influence monctary conditions here in the
United States. The banks can borrow readily from foreign banks, in-
cluding their own branches on the Eurocurrency market, to get capi-
tal at times when they are short domestically.

This is a difficult question because in the kind of integrated eco-
nomic system which we have, U.S, banks can always borrow from
German banks or from Japanese banks in Germany and Japan without
a Eurocurrency market. By facilitating international financial ex-
changes, the Eurocurrency market probably does lubricate that proc-
ess and make it a bit easier.

. Senator Byrp. Mr. Katz, T have not given you the opportunity to
present your statement. The entire statement will be placed in the rec-
ord. You may want to comment on certain aspects of it, or you may
want to go through the entire statement, Whatever you prefer to do.

Mr. Karz. Mr. Chairman, I would just as seon as have it inserted for
the record. I could summarize it, if you wish, but I think that it would
repeat a lot of the ground already covered. I would be very happy just
to have it inserted in the record. -

Senator Byrp. Fine. It will be inserted in full in the record.

Let me ask you a couple of questions.

On page 2 of your statement, at the bottom of the page:
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Many poor, developing countries will require a substantial rise in official con-
cessional assistance to accelerate growth and to assure that the benefits of de-
velopment reach the poor and serve thelr basic human needs.

Why would that not be true for the loan system of the World Bank?

Mr. Xarz. It would primarily. .

Senator Byrp. You are speaking here, are you not, of direct loans?

Mr. Karz. No, sir. I really am speaking of the world. I am not speak-
ing of the United States. That would—this part of my statement really
deals with the general condition in the world, and the point that was
intended to be made is, they are going to need financing. Much of this
will come through private capital markets or through hard loan win-
dows, but they do require concessional assistance as well. Much that
we would expect to come from the multilateral institutions, some from
bilateral aid, some from the United States.

We would expect the bulk of it to come internationally.

Senator Byrp. You would expect the bulk of it to be made through
international banks?

Mr. Karz. From the development banks, yes, sir. From the soft-
loan windows of the banks. :

Senator Byrp. To which the United States is the dominant donor.

Mr., Katz. A substantial donor.

Mr. BrresTEN. Mr. Chairman, taking the development banks as a
group. the United States puts in about 25 percent of the resources,

Senator Byro. What does it put in the soft loan window ¢

Mr. BeresTEN. In IDA, the U.S. share in the latest replenishment
was 31 percent and it is our intention to reduce that share further in
the sixth replenishment of IDA—those negotiations have just begun
in the last month or two.

Senator Byrp. On page 3, Secretary Katz, you say, “Among the
industrial countries, we expect in 1979 a significant reduction in im-
balances in current account positions,” What was the 1978 imbalance?

Mr. Katz. For the United States?

Senator Byrn. Are you speaking about the United States or are you
speaking generally?

Mr. Katz. I am speaking generally. The United States certainly
had a large deficit. There were other countries that had large surpluses,
Japan and Germany. A number of the European countries had deficits.
The reasons that Mr. Bergsten stated earlier, we anticipate in 1979
some amelioration of this condition.

That depends on what happens to the international oil market
which is currently disturbed because of Iran, but absent that situation,
we expect this recuction in imbalances.

Senator Byrp. What was the U.S. imbalance?

Mr. Katz. Mr. Bergsten has the numbers in front of him.

Mr. BeresTEN. In 1978, Mr. Chairman, the U.S. current account
deficit, which includes our trade in goods and services, was $17 billion
to $18 billion. The major surplus on the other side of that equation
. was Japan whose surplus was on the same order of magnitude as the
U.S. deficit.

Senator Byrp. What do you see as the U.S. deficit for 1979¢

Mr. BerasTEN. We think that it will be at least cut in half, Mr.
Chairman, to perhaps §8 or $9 billion, and significantly to an annual

ra}tei 51;3&1 lower than that, perhaps $4 or $5 billion, by ‘the latter part
o .
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We are experiencing now, since the start of 1978, actually, a very
steady reduction in the U.S. current account deficit. In the second
half of 1978, it was half of what it was in the first half of 1978, For the
year 1979, we expect it to be cut in half from where it was for the
full year 1978, so there is steady progress. However, it is still too high,

Senator Byro. Secretary Katz’s statement on page 3 says, “At the
same time, Europe and Japan should grow faster this year. The OPEC

rice rise has complicatec{) our efforts and is expected to add roughly

3 billion to the U.S. payments abroad in 1979.” I guess you mean the
U.S. efforts to reduce our payments imbalance.

Mr. BeresteN. That is right. In the absence of that event, we were
expecting the U.S. current account deficit to drop to $5 billion in 1979
and we had so indicated publicly back in the month of November.

Senator Byrp., Do you mean that you add $3 billion to what the
trade imbalance was for the previous year. :

Mr. Xatz. To our payment. It is not $3 billion net. It may be in
the end. But on the basis of the OPEC price rise in December, we
expected that our oil bill would go up by this amount. .

Mr. BEerGsTEN. It means to add roughly $3 billion from where
we would otherwise have been when we were expecting the current
account deficit to drop to about $5 billion next year. Now, we are seein
something on the order of $8 or $9 billion, which would still cut in hal
the deficit from the level of 1978.

Senator Byrp. Japan and Europe will be affected, even to a greater
degree than the United States, by the price rise, will they not?

Mr. BeresTEN. Not in absolute terms, Mr. Chairman, because in
absolute terms we import more than they do. You are right in the
sense that a greater share of their total demand is met by imports,
but in absolute terms, because we are so big, it does hurt us more.

Senator Byrp. On page 9, Secretary Katz, you say that the De-
partment of State and the U.S. embassies overseas have the responsi-
bility for pursuing collections. What has been done in regard to this?

How has the collection process been ?

Mr. Karz. It has varied by country. I did refer to the Iranian case,
which unhappily has not been successful and has become further com-
plicated. There have been certain other arrearages which have been
corrected. I would be glad to provide for the record a listing of those.

Senator Byrp. Why do you not do that ? A

You say on May 20, 1978—on page 12—multilateral understanding
with Turkey provided debt relief of roughly $1.1 billion which the
United States share was $191 million of debt service falling due
June 30, 1979. You say Turkey was provided debt relief of $1.1 bil-
lion; what was the total Turkey indebtedness ?

Mr. Karz. To the United States?

Senator Byrp. I am not sure that your statement applies only to
the United States. -

Mr. Katz. The $1.1 refers to the world. These are payments to the
world of $1.1 billion, which were rescheduled and $191 million of
that were payments to the United States which were rescheduled. '

Senator Byrp. What do you mean, “provided debt relief?” .

Mr. Karz. The deferral of payments through the period June 30,
1979, payments in that amount which were due between that period
and June 30, 1979, were deferred for later payment.
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Senator Byro. Turkey was provided debt relief of $1.1 billion. What
did she owe altogether, $1.1 billion ?

Mr. Karz. It was just for that period of time. She owed payments of
$1.1 billion in this period of roughly 1 year. Her total debt is about
$10.9 billion of which $6 billion is short term. It was not her total debt
that was rescheduled, but just the payments of principal and interest
due in this period, through June 30, 1979, . i

Senator Byrp. On page 14, gou say the U.S. policy explicitly condi-
tions our participation in debt reorganization on agreement by the
debtor country to make all reasonable efforts to reorganize private
credits on terms comparable to those covering government credits.

What countries have done this?

Mr, Karz. I believe most recent recipients of debt relief—this was
true in the case of Turkey. It was true in the case of Peru, I know.
Zaire is another case. ,

I am sorry. I misspoke, Mr. Chairman. In the case of Zaire, the
have not yet negotiated an understanding with the private debt hold-
ers. That 1s one of the reasons we have not proceeded with a reschedul-

- ing of 1978 maturities.

%enator Byro. What does this mean on page 14? “It is now standard
creditor club practice to reference the principle of comparable treat-
ment, ?in the text of multilateral understandings.” What does that
mean

Mr. KaTtz. It refers to the previous sentence, that is, to provide for
comparable treatment of private and governmental debt.

Mr. BeresTeN. This was a point I was making earlier to Senator
Wallop. There are a number of criteria that we always seek to apply
in working out any of these multilateral debt rescheduling. One of the
critical ones to us, as Assistant Secretary Katz was suggesting, is in-
sisting that the debtor country make all reasonable efforts to reorganize
unguaranteed private credits, falling due in the period of the reor-
ganization, on terms comparable to those covering government or gov-
ernment-guaranteed credits. This is intended to assure that the U.S.
Government gets most-favored-creditor treatment, one might say.

Senator Byro. Is that being done?

Mr. BerasteN. That is being done, in each of these cases. We insist
that the debtor government make that commitment. In the case of
Zaire, a reorganization has not been worked out with the private banks.
We have held off participating in any subsequent official debt reorga-
nizations.

Senator Byro. Looking forward for 8 months, how do you see inter-
est rates?

Mr. Brresten. Mr. Chairman, I wish that I could tell you, but I
have learned, as a Treasury official, it is a risky practice to pronounce
on the likely future of interest rates. I am afraid that is one where I
should not venture a guess, even if I could, but I find it difficult to do
so at this point in time, anyway.

Se;lator Byrp. What is the Treasury paying for short-term money
now

. Mr. BerestEN. The last note—let me see if anybody has it pre-
cisely—our last 2-year notes must have been about 9.8 percent.

?;ma.tor Byro. The effective yield has been slightly over 10, has it
no
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Mr. BerasteN. No; I think on the short-term notes it has been in the
high 9's lately. On bills—this was in December—it was running slight-
ly over 10 percent and that has dipped off a bit—9.8 percent was our
latest offering of notes which was only a couple of weeks ago.

Senator Byrp. In the new budget which the Congress is now work-
ing on—I am taking this figure from memory; I think it is right—
there is a figure of $65.7 billion for interest costs. .

How did you arrive at that $65.7 billion? You had to take some in-
terest rate to do that.

Mr. BerosTEN. As you know, Mr. Chairman, the interest rate on
most of those obligations, or many of those obligations, is a fixed rate.
For the next issues that come out during the course of the year, you
are quite right that an assumption has to be made on what the rate is
going to be, and I frankly do not have that off the top of my head. We
will submit that for you.

[The following was subsequently supplied for the record :]

Budget estimates for interest on the public debt are made by the Office of
Management and Budget. Estimated interest on securities outstanding at the
time of estimate is calculated by multiplying the effective interest rate on each
security by the amount of that security outstanding.

For outstanding securities that will mature within the estimate period, the
OMB methodology assumes that these will be refunded by the issuance of like
securities, e.g., bills, notes, bonds, with like maturities. For borrowing to raise
new cash, the methodology assumes that the maturity of new issues will be com-
parable to the maturity distribution of the outstanding debt.

In the past, the budget has generally assumed, as a convention, that interest
rates would remain at the levels prevailing at the time the estimates were made.
Beginning with the 1980 budget, a different convention is used—interest rates are
assumed to fall as inflation declines. Under this new convention, which is not
meant to be a forecast, the interest outlay estimates assume that the 13-week
bill rate will decline gradually from 9.3 percent, the rate prevailing at the time
the estimates were made, to an average of 9.0 percent for the remainder of fiscal
1979 and 7.9 percent in filscal 1980. The assumed interest rates are applied to the
estimated amounts of refunding and new cash borrowing.

The interest rates used by OMB to estimate interest on the public debt for
fiscal year 1979 and fiscal year 1980 are as follows:

Interest rate 1 (percent)
Fiscal year Fiscal xym
1979 980

Maturity
13 WeRKS 2. . oo e mreecccccmmccccmsceeeacesecetcsenneanne 9.0 1.9
26 weeks 3. | 9.3 8.2
52 weeks?. . 9.6 9.0
110 3 years. 9.8 9.1
310 6 years. 9.3 8.8
Over 6§ years 9.0 8.8

! Fiscal year averages.
1 Bank discount basis,

Senator Byro. T want to thank you two very much. I may have ad-
ditional questions that you can answer for the record.

Thank you.

Mr. Karz. Thank you, Mr. Chairman. We will be very glad to pro-
vide answers.

Senator Byrp. I thank you both.

[The following was subsequently supplied for the record:]
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QUESTIONS TO FRED BERGSTEN FOR THE RECORD OF THE FOREIGN DEBT HEARINGS
HeLp FEBRUARY b, 1079

(1) Please update and revise the attached table 1 for each year beginning with
1972. Also include in the table a column showing the amount of debt repaid for
each year.

(2) What factors cause you to believe that the current accounts deficit for
1979 will be less than the 1978 deficit? Do the projections for lower trade deficits
depend upon a recession in the United States and, if so, how much would such &
recession reduce trade deficits?

(3) Please provide us with an exact figure for Euro dollars abroad and explain
how you arrive at such a figure?

(4) If the holders of Euro dollars abroad decide to exchange such dollars for
other currencies, would this not have an adverse effect upon the price of the
dollar? Because of the magnitude of Euro dollars outstanding, is not the Ad-
ministration concerned that the $30 billion rescue program could fafl if holders
of Euro dollars lose confidence in the American economy? Is not the fundamental
factor which determines the strength of the American dollar abroad the health
of our domestic economy and our ability to control inflation?

TABLE 1,—FOREIGN DEBTS OWED TO THE UNITED STATES, AMOUNT DELINQUENT, AND AMOUNT RESCHEDULED
[1n billions of dollars]

World Post-World
War | War | mount

debt debt Total delmquenl
25.8 .6 56.4 0.7
25(‘0 gg g (.12 8

%7 20 ? \

25.6 43.8 9. 4 .6

1 Not avaliable,

Amount rescheduled

Millions
1972 . $190
1973 . - 84
1974 557
1975 ——— 05
1976 ... 46
1977 - c——- _— - 68

QUESTION 1
FOREIGN INDEBTEONESS TO THE U.S. GOVERNMENT ON LONG-TERM LOANS AND CREDITS, 1970-78
[In biltions of dotiars)

Amount
Principal committed for
and Interest  reschedulings

Total long- due and followin,
World War 1 Post-World term debt Repayments of— unpaid > multil atera
del War | debt 90 days debt
outstanding!  outstanding (1 and 25 Principal Interest or more reorganizations
m @) 3) (42) (4b) (5) (6)
240 21.2 51.2 1.7 0.8 0.4 0.215
24.3 29.0 53.3 2.1 .8 .3 . 009
24.7 30.1 54.8 2.1 .8 .3 . 190
25.1 32.6 §1.7 2.6 .9 .4 .052
25.5 32.1 51.6 4.8 L1 .3 413
25,9 ns 60.4 2.4 11 .3 .095
26.3 3.1 64.4 2.6 1.3 .3 . 046
2.2 41.6 68.8 2.7 1.5 .3 3,068
21.5 45.0 72.3 [V] ® .3 .29
1 Includes |nterest due and unpald,
2 Estimate
11978 data on rera,vmants Is not available as of Feb, 28, 1979,
4 As of Sept. 30, 1978,

Note: Cols, 1-3, information provided for the fiscal year; cols, 4-6, information provided for the calendar year,
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QuEsTION 2

What factors cause you to believe that the current accounts deficit for 1979
will be less than the 1978 deficit? Do the projections for lower trade deflcits
depend upon a recession in the United States and, if so, how much would such
recession reduce trade deficits?

Part of our trade deficit is8 eyclical in nature—it reflects differences between
rates of growth in the major industrial nations. And it reflects the high cost
of oil imports angd reduced price competitiveness due te exchange rate changes
in 1976-76. Recently we have seen a distinct turn-around in these underlying
trends. American goods have become more price competitive; a cheaper dollar
has assisted the saleability of our products, Our growth rate has slackened: in
1977 the U.S. economy grew at a 61 percent pace; in 1979 we project .a 2%
percent rate, And growth differentials between nations have begun to change.
While our lower growing economy pulls in less foreign exports, faster growing
economies abroad are buying more ‘American goods.

The benefits of these underlying improvements began to show up in last year's
trade flows. For example, U.S. trade performance in manufactured goods im-
proved considerably between the first and last quarters of 1978. And slower
growth at home, combined with our new domestic energy program, should help
retard the growth of U.S. oil imports, even though higher oil prices will add to
our import hill this year. N

Our trade balance showed marked improvement during 1878, and we expect
this to continue. In the second and third quarter of 1978, the trade deficit nar-
rowed to a $3114 billion'annual rate (balance of payments basis), some $14
billion below the rate of the preceding 6 months. In the fourth quarter of the
year, the trade deficit averaged about $234 billion, a $30 billion annual rate.
Export volumes have risen strongly since March 1978; growth in non-oil import
volume has slowed down substantfally. We expect continued strong export growth
and a very small fncrease in import volume in 1979. Although the oil price rise
will add about $4 billion to oil imports, the trade deficit should decline to about
$25-t0-28 billion for the year as a whole and, owing to our growing net invisibles
surplus, the current account deficit could drop by about 50 percent from the $17
billion estimated for 1978.

. QUFSTION 3

Question. Please provide us with an exact figure for Eurodollars abroad and
explain how you arrive at such a figure?

Answer. Because different people define and measure the “Eurodollar” market,
and the “Eurocurrency” market of which it is a part, in different ways, it is not
possible to provide a single number. There is frequently confusion between Euro-
dollars and all Eurocurrencies, and sometimes people use the term loosely to
describe all international banking transactions. Sometimes a gross figure is used
and sometimes a portion of the deposits of one bank with another are netted out.
The key feature of most if not all definitions of a Eurodollar is the appearance
of an asset or liability denominated in dollars on the balance sheet of a bank or
bank branch physically located outside the United States. .

It 18 essential to note that many of the assets or liabilities represent a re-
depositing process among reporting banks, reflecting the nature of 'Eurocurrency
activity as a wholesale bankers’ market. Use of the gross numbers, however
computed, would be seriously misleading. Estimating the amount of this “double
counting” is a complex task and cannot be done precisely. .

. Emphasizing the uncertainty of the estimate, the net size of the Eurodollar
market as of mid-1978 could be put at roughly $300 biltion.

The attached table shows the derivation of two alternative measures of the
gross Eurodollar market as of mid-1978. It would be, possible to develop other
numbers—e.g., by utilizing a different geographic coverage or working from the
asset rather than the llability side of banks’ balance sheets—and thus these two
measures might be taken as indicating a rough range of estimates.
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Main components of Eurocurrency and international banking market
(liadilitics of U.S, and Euro-Banks) *

Liabilities to nonresidents: June 1978
1. Dollar liabilities of banks in Europe, Canada and Japan._._._.. 324
2, Dollar liabilities of U.S. branches in offshore centers....__.._.. 92
3. Gross size of Eurodollar market, first definition._ . _____..___ 413
4. Other foreign currency liabilities of U.S. and Euro-Banks_._..___ 137
5. Gross size of Eurocurrency market, first definition_.____._______ 552
6. Dollar liabilities of banks in United States_ oo oo . 79
7. Domestic currency liabilities of Euro-banks 70
8. Gross size of international banking market as shown by BIS_.____ 701
9. BIS estimate of double counting due to interbank deposits among
DANKS e
10. Net size of international banking market as shown by BIS___._. 465
Foreign currency liabilitieg to all customers:
11, Liabilities to residents . e 134
12, Of which: in dollars_ oo e ——eem (100)
13. Gross size of Eurocurrency market, second definition (lines
Sand 11) o _______. e
14. Gross size of Eurodollar market, secon@ definition (lines
3 and 12) . e

1 Consisting of banks in countrles regortlng to the Bank for International Settlements
ph:ls gimnches of U.S. banks located In the Bahamas, Cayman Islands, Hong Kong, Panama,
and Singapore.

QUESTION 4

Question. If the holders of Eurodolliars abroad decide to exchange such dollars
for other currencies, would this not have an adverse effect upon the price of the
dollar? Because of the magnitude of Eurodollars outstanding, is not the Admin-
istration concerned that the $30 billion rescue program could fail if holders of
Furodollars lose confidence in the American economy? Is not the fundamental
factor which determines the strength of the American dollar abroad the health
of our doniestic economy and our ability to control inflation?

Answer. Obvlously, any decision or switch from dollar denominated assets to
foreign currencies will have an impact in the foreign exchange market. This
applies whether the holder of dollars has placed his deposit with a bank in the
Eurocurrency market or with a bank in the U.S. It applies whether the holder
is a foreigner or a resident of the U.S.

As suggested by the question, the strength of the dollar over time will be
determined by the “fundamentals”—performance of and prospect for growth,
inflation, relative interest rates, trade and current account, etc. We now have
a set of policies directed at eg. h of the areas:

We are drastically reducing the budget deficit ;

We are tightening the availability of credit and are allowing interest rates
to rize; '

We are attacking inflation directly through wage-price guidelines;

We are reducing our dependence on imported oil ;

We are embarked on a long-term campaign to promote exports.

The success of the intervention arrangements for which the foreign cur-
rencies were mobilized will be determined by our success in implementing those
policies and not by the magnitude—or even the existence—of the Eurodollar
market. Foreign-held dollar balances do not constitute an independent source
of dollar stability.

[The prepared statements of Messrs. Bergsten and Katz follow :]

STATEMENT BY HoN. C. FRED BERGSTEN, ASSISTANT SECRETARY OF THE TREASURY
FOB INTERNATIONAL ATFFAIRS

THE INTEBNATIONAL ECONOMIC SITUATION

In the year since I last appeared before this subcommittee, we have made
considerable progress in addressing the economic problems facing the world
economy.
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Among these problems, the most serious were those related to the global im-
balances in trade and payments associated with the oil-price increases in 1973
and 1974, The OPEC members registered enormous trade and current-account
surpluses. The major industrial countries experienced a severe recession, and
there were very large trade imbalances within the group. The deficits of the non-
OPEQC developing countries mushroomed.

Forty years earlier, the major countries responded to economic difficulties by
blocking trade and restricting capital movements. The result was massive un-
employment and a decade of misery. This time the approach was different, and
the costs were vastly reduced. We are now more certain that cooperation among
governments in formulating and implementing consistent and responsible eco-
nomic policies can be achieved. And we are now more aware of the capacity of
international capital markets to function as shock absorbers.

During the past year, the global pattern of trade and payments has changed
significantly. In particular, the surpluses of the OPEC members have declined
sharply. while the deficits of the non-OPEC developing countries have risen only
moderately. At the same tithe, a few large imbalances remain among the indus-
trial countries, particularly the United States, Germany, and Japan. While the
current-account deficit for the United States in 1978 was unsustainably high at
around $17 billion, we are confident that our deficit in 1979 will be much
smaller—by 50 percent or more. The bad news in this area is the oil-price
increase announced by OPEC in December. The increase will hurt growth, in-
flation, and balance-of-payments adjustments prospects.

There were several noteworthy actions taken during the past year. Among
them were:

Implementation by the United States of a broad array of economic policies
to establish the fundamental economic conditions required for a strong dollar at
home and abroad. Most importantly we are acting forcefully to bring inflation
down through & coordinated program of fiscal austerity, monetary tightening,
and voluntary wage-price restraint. In addition, we have joined with other
countries in closely coordinated direct action in the foreign exchange market to
prevent any resumption of the disorders which led to the precipitate decline of
the dollar last fall.

Substantial completion of a package of agreements within the Multilateral
Trade Negotiations, with final texts expected to be submitted to Congress by early
April, This is, of course, & matter of great concern to the Congress, and I expect
to get to know many of you a lot better while exchanging views on the subject
in the months ahead.

The strengthening of the international monetary system by the adoption of
revised Articles of Agreement for the IMF and measures to increase the IMF’s
ability to provide halance-of-payments financing including the establishment of
the Supplementary Financing Facility, agreement on new allocations of Special
Drawing Rights (SDRs) during the next three years, and approval, subject
to the necessary legislative approval by member governments, of a 50 percent
increase in IMF quotas.

The enactment of energy legislation by the Congress which should reduce
oil consumption in the United States by 500,000 barrels per day by the end
of 1979. This is equivalent to $2.5 billion in annual imports at the prices re-
cently announced by OPEC.

INTERNATIONAL DERT

In the context, I want to present our views on international debt. Last year
I pointed ont in these hearings that the easy distinction between creditor coun-
tries and debtor countries has become blurred. It is no longer the case that
developing countries are debtors and industrial countries are creditors. Develop-
ments in the U.S. balance of payments during the past year have emphasized this
point only to well.

The composition of international debt has also been changing. I the early
post-war years, international debt was largely associated with short-term trade
financing. In the 1860s, the composition shifted in the direction of long-term
official flows as bilateral and multilateral aid programs became an important
channel of international funds.

The multilateral development banks—the International Bank for Reconstruc-
tion and Development, the Inter-American Development Bank, the Asian De-
velopment Bank. and the African Development Bank—have become the primary
source of official assistance to less developed countries, In 1979, it is expected



34

that their commitments will reach $12.5 billion and that their disbursements
wiil amount to more than $5.5 billion. This level of lending activity has enabled
the banks to pay an extremely effective role in stabilizing and lengthening the
overall maturities of the international debt structure of less developed countries.
Following the 1973 increases in oil prices, the banks have been particularly
constructive in recycling funds, raising revenues from bhond issues in surplus
countries and relending them for soundiy-conceived projects with lengthy maturi-
ties in developing countries. The continuity of bank lending, the choice of projects,
the maturities and grace periods of loans have given these countries much
needed additional flexibility to carry out their development programs, The banks
have also played another indirect but extremely important role in the adjustment
process of these countries by recommending and assisting with necessary economic
policy changes.

In the 1970's, we have also seen the emergence of medium- and long-term com-
mercial bank lending as the major component of international debt. From the
present vantage point, we would expect private capital markets to continue to
tinance the bulk of the world’'s current account deficits. This is likely for two
reasons :

Ofticial lending has grown rapidly during the past decade, but tight budgets are
likely to have a restraining effect on this growth in the next decade.

The international banking community has demonstrated an impressive capac-
ity to channel financial assets to deficit countries.

Compared to several years ago, we now have a considerable amount of data
on international lending. The data on public borrowing by developing countries
are quite detalled and comprehensive. The World Bank recently published a
report on the public debt of 96 developing countries. This report puts the total
public debt of these countries at $160 billion at the end of 1976—an increase of
23 percent from the year-end 1975 figure. Preliminary estimates for 1977 suggest
a comparable increase.

These are very rapid rates of increase. However, these increases are directly
related to the huge but temporary global imbalances I mentioned earlier, and
future increases in LDC indebtedness will be more moderate as the world con-
tinues to develop a more stable pattern of trade and payments.

There are other reasons to be confident about the LDC debt situation:

The aggregate current-account deficit of the non-OPEC developing countries
seems to be flattening out at a level of about $25 billion which does not strain
the available sources of financing.

VWhile net external borrowing remains at a high level, a significant part of it i3
in excess of current needs, and has been used to build up foreign-exchange
reserves.

Rising exports from the non-OPEC developing countries in aggregate are keep-
ing pace with rising debt-service payments.

.\mple lquidity in international capital markets has enabled numerous LLDCs
to replace maturing debts with lower-cost, longer-term debts. For example, ac-
cording to market reports, recently South Korea was able to borrow at 34 percent
over LIBOR and Mexico borrowed at 1% percent over LIBOR.

During the past two years, only four countries have found it necessary to
reschedule debt-service payments to their official creditors (Peru, Sierra Leone,
Turkey. and Zaire).

As long as world economic conditions remain favorable, there is no reason to
expect that the developing-country debt situation will deteriorate.

DEBTS OWED TO U.8. BANKS

There has been considerable interest during recent years in the level and com-
position of U.S. banks’ claims on foreigners. Last year, I was able to provide you
with some new data showing overseas lendiug by U.S. banks as of June 30, 1977.
By now, we have three semi-annual reporis, the last one containing data as of
June 30, 1978. The data indicate that U.S. bank lending to foreigners grew slowly
in the first half of 1978. In fact, measured in real terms, there was a decline in
claims on foreigners in this period. This contrasts sharply with the rate of growth
experienced in the 1974-76 period which was on the order of 15-235 percent per
year in current terms.

The composition of this lending is also of interest. Concern has heen expressed
that banks may be relying heavily on short-term deposits to fund much longer-
term loans to foreigners. The data do not confirm this. Ahout two-thirds of the
$200 billion in the non-local currency claim of U.S. banks on foreigners as of June



35

30, 1978, has a maturity of one year or less. Another 25 percent had a maturity of
1-5 years. Only 7 percent of the claims were longer than five years.

Similarly, concerns have been expressed that the banks are too heavily exposed
in loans to developing countries. Only one-fourth of U.S. banks’ foreign-currency
claims were on borrowers in developing countries, and only about 8 percent on
public borrowers in these countries. Over 70 percent of the claims were on devel-
oped countries that are members of the QECD, OPEC countries, and off-shore
banking centers. A full 50 percent of all U.S. bank claims on foreigners were on
other banks.

During the past year, the Federal Reserve, the Federal Deposit Insurance Cor-
poration, and the Comptroller of the Currency have taken further steps to carry
out their regulatory responsibilities in the area of international lending more
eftectively. Particularly notable is the joint system they have created for evaluat-
ing country risk associated with U.S. bank lending abroad. Bank losses on foreign
loans continue to be smaller than losses on domestic loans.

DEBTS OWED TO AND GUARANTEED BY THE U.8. GOVERNMENT

Judging by the mail we receive, the American taxpayer is more concerned about
debts owed by foreigners to the U.S. Government than about debts owed to U.S.
banks. We receive a steady stream of letters asking about the status of World.
War I and World War II debts, demanding that the OPEC member prepay their
debts, or suggesting that the best way to make the dollar stronger is to get Japan
and Germany to pay off their debts to us.

We assure each correspondent that we care about these debts, and we do. We
point out that all of them have resulted from programs authorized by the
Congress to facilitate U.S. exports and to provide foreign assistance. We remind
them that the vast majority of the post-World War II debts are paid on time.
We explain how we are attempting to collect the relatively small portion of this
debt which is in arrears, noting that adverse political situations have caused
most of the overdue payments.

As of September 30, 1978, the total foreign debt on the books of the U.S.
Government amounted to $73.2 billion. The composition of the debt is summarized
in Chart One. The largest category, $45.7 billion, is post-World War II debt.
About 99 percent of this debt was accounted for by Iong-term credit programs:
aid loans to developing countries, military credits, agricultural credits, and
loans from the Eximbank. The remaining 1 percent was accounted for by short-
term credits and accounts receivable.

The smaller category, $27.5 billion, consists of World War I debts. I regret to
say that, during the past year, we have made no progress in collecting these
debts beyond the continuing repayments from Hungary and Greece. They have
been carried on our books for so long that the interest now exceeds the principal—
even though the interest accrues at less than 4 percent per year uncompounded.

About $1 billion in principal and $2 billion in interest was collected in the
vears immediately following the end of World War I. But the financial disorder
in Enrope in the 1920s and 1930s provided an excuse for these couutries to stop
payment. The unilateral termination of war reparation payments by Germany
also contributed to the breakdown since most countries were owed more by
Germany than they in turn owed the United States. Naturally, World War IT—
which bas left Germany divided—did not help matters. The closest we came to
settling these debts was in 1953 when the United States participated in an
agreement on German external debts. In this agreement, we agreed to defer
action on World War I debts “until a final general settlement of this matter”.
The agreement was ratified by the Senate. Candidly speaking, I believe that the
settlement of these debts lies beyond the foreseeable future.

ARREARAGES AND DELINQUENCIES

The prospects for reducing arrearages and delinquencies are somewhat hetter.
As of September 30, 1978, total arrearages and delinquencies on post-World War IT
debt stood at $612 million. T am sorry to admit that this is $21 million higher
than the fignre T reported to you a year ago. The increase is attributable largely
to technical factors, however. It does not reflect any slackening in our effort to
reduce arrearages.

Two-thirds of the increase or $14 million iz accounted for hy Zaire. As you will
recall, the T'nited States agreed to reschedule debt-service payments from Zaire
fulling due in 1976 and 1977, When Implementing agreements between Zaire and
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the individual USG creditor agencies are signed, $23 million of the $34 million
in arrearages due from Zaire will be eliminated. Another $7 million shows up in
Category III,A. (Chart 2) on Turkey’s account, As soon as all of the agency
implementing agreements are signed pursuant to the multilateral rescheduliug
arrangement we took part in last May—which we expect to occur shortly—these
amounts will no longer appear as arrears. Unfortunately, these increases conceal
the significant progress we have made in reducing arrearages in short-term loans
and accounts receivable, aud in military sales and other military accounts.

You will notice in Chart 2 that the largest category of arrearages, about $200
million, relates to logistical support provided to other countries during the Korean
War. While most countries to whom we provided such support have repaid the
United States or are in the process of doing so, six countries have objected to
paying—Colombia, Ethiopia, Greece, the Philippines, Thailand, and Turkey. The
House Committee on Government Operations has recommended that Congress
consider legislation to remove these debts from the records of the U.S. Treasury.
The National Advisory Council on International Monetary and Financial Policies
has endorsed this recommendation.

The second largest category of delinquencies is also the subject of special
interest at the present time. As of September 30, 1978, there were about $108
million in arrearages on paymenu:s listed as due from the authorities on Taiwan.
In addition, as footnote 1 o Chart 2 indicates, the United States is owed about
$50 million in principal and interest due in connection with four Eximbank
loans extended to China in 1946. There also remain some other debts which we
will be discussing with the People's Republic of China at an appropriate time.

CONTINGENT LIABILITIES

Before concluding, I want to say a few words about guarantees previded by
U.S. Government ageucies for the repayment of debts owed by foreigners to
U.S. banks and other American lenders. These “contingent liabilities” represent
off-budget activities with budgetary implications that are potentially quite large.
The Treasury Department is particularly concerned about such programs because
they have a significant impact on the allocation of funds generated by the savings
aud investments of private individuals and financial institutions throughout the
country.

The latest Treasury Department report on contingent liabilities of the U.S.
Government shows that, as of June 30, 1978, our contingent liabilities totalled
$13.3 billion, These liabilities arise from guarantees-provided by the Eximbank,
the AID Housing Office, the Department of Defense (for military sales), and
the Overseas Private Investment Corporation (OPIC). The Eximbank accounts
for more than 56 percent of these contingent liabilities. There 1s some measurable
risk involved In these guarantees because on rare occasions borrowers fail to
mmake payments. and the guarantees are called. When this happens, the agency
concerned must pay off the private lender. Usually, this is done out of the reserves
of the agency. However, most payments that are missed are subsequently made
to the gnaranteeing agency.

There is another category of contingent Mabilities that is not included in
Treasury’s quarterly report. This category includes the “callable capital” sub-
scriptions of the United States to the multilateral development banks of which
it is a member—the World Bank, the Inter-American Development Bank, and
the Asian Development Bank. Total callable capital of all member countries,
amounting to $44 billfon as of September 80, 1978, stands behind the bonds
floated by these banks in the international capital markets.

The chance that callable capital will ever need to be used to service the funded
debt obligations of the multilateral development banks is extremely unlikely.
In the first place, all of these banks have substantial resources for servicing their
bonds. Paid-in capital and accumulated reserves total over $6.0 billion at the
World Bank. over $1.9 billion at the IDB, and $1.5 billion at the ADB, In the
second place, the countries which have borrowed from these banks have an
extraordinarily good record of repayment. For example, in the more than thirty-
year history of the World Bank, there has never been a loan default. Further-
more. since annual repayments from any individual borrower are only a small
portion of these banks’ capital and liquidity, it would take the simultaneous
cessation of all loan repayments for an extended period of time by many major
horrowers before a call on callable capital would be necessary. Hence, it seems
gmst unlikely that these particular contingent labilitles will ever be drawn

own.
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CONCLUSION

I appreciate this opportunity to share with you some of our views on the inter-
national economic sitnation and international debt. Rather than speculate on
the levels of debt that will be attained during the next twelve months, I would
like to close by reflecting briefly on the three-fold virtues of international debt,
which is, of course, the same thing as international credit. ’

First, credit facilitates tradd..If trade were all conducted on a cash-and-carry
basis, much less of it would take place.

Second, credit also fosters economic growth, Low-income countries that find it
difficult to generate high levels of internal savings can borrow externally and
thereby achieve significantly higher rates of growth than would otherwise be
possible. Conversely, countries that generate excess savings are afforded oppor-
tunities to invest them profitably abroad.

Third, credit is an indispensable element of a smoothly functioning interna-
tional monetary system characterized by 150 separate national currencies. With-
out access to credit, international payments imbalances would lead to greater
exchange-rate instability, and deficit countries would try to eliminate their defi-
cits by restricting economic growth and erecting barriers to free trade.

International credit is thus an integral part of an effectively functioning world
economy. Property managed and supervised, it facilitates the daily operatioa of
our owin economy.

Indeed, one of the great successes of the international economic policy of the
United States in the postwar period has been the development and evolution of
an open system of international capital and money movements. Such a system
comports with our philosophy of free markets as well as with our pragmatic need
for more trade, jobs, and income, We should seek its further strengthening in
the years ahead.

Total foreign debt outstanding to the U.S. Government as of Sept. 30, 1978
Outstanding

(millions)
I. World War I indebtedness e $27, 463
World War I eredit. e 25, 541
German World War I*® indebtedness_ - ____.___ 1,922
II. Post World War I indebtedness on U.S. Government credits...___ 45, 7116
(a) Long-term ecredits . ____________________________. 45,013
Forelgn assistance and related acts________________ 20, 403
Export-Import Bank Act____ ... 11, 436
Agricultural Trade Development and Assistance Act. 7,029
Lend-lease and other war accounts 1, 336
Commodity Credit Corporation export credits. 1,916
Other credits - e 2,893
(b) Accounts receivable eredit. . __________________ 414
Military logistical support.___ e 218
Military Sales At oo 37
Atomic Energy Act. e 93
Other e 66
(¢) Short-term credits: Commodity Credit Corporation..._. 288
IIL. Public and private U.S. claims settled by the U.S. Government®____ 32
Grand total. o e e 78,210

1 Includes Interest due and unpald.
2 Actual indebtedness is denominated In reichsmarks. These figures are estimates only.
3 Includes 1966 “‘Freeloc” settlement with France.
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Arrearages of 90 or more days on foreign loans and credits of U.S. Government
agencies (excluding World War I debts)

Sept. 30, 1978

I. Extraordinary political arrearages: (millions)

1. Authorities on Taiwan *$107. 6
2. Cuba - 76.0
3. Vietnam and Cambodia 24. 3
4. Unresolved Korean war logistical support 199.7
Total political __ .. 407.6
(Percent of overall total, 67.)
II. Major arrearages—Yublic long-term :
B ¥ S S 36.1
2 ZaiTe o 134.0
Total major arrearages .o 70.1
(Percent of overall total, 11.)
III. Other major arrearages:
(a) Public:
1. Long tern e 341
2. Short term and accounts______________ . .. 84.1
Receivable, of which:
Foreign military sales, logistical support,
MAAG e 46.1
Land lease_ e .6
Post office __
Other e

(b) Private:
1. Tong-term . _______________ ...
2. Short-terin and accounts receivable

Total, other arrearages________ (oo _ 134.1
(Percent of overall total, 22,)

1V. Total, groups I, IX, II1T__________ - -- 612.0

1 Excludes, &8s of Sept. 30, 1978, $49,800,000,000 of principal and Interest due from
the authoritles on Talwan from assets left on the Asian Continent, for which Export-
Import Bank by agreement with that Government has deferred from pressing.

% Includes amounts rescheduled by bilateral rescheduling agreement with Zaire, TIAS,
No. 8731 (1976). Once implementing a%reements have been concluded by the agencies
concerned, these amounts will no longer be reported as being In arrears. Negotiations are
being finalized to reschedule 1977 arrearages.

Note.—Items may not add to totals due to rounding.

LONG-TERM DEBT QUTSTANDING TO THE U.S. GOVERNMENT BY PROGRAM,
EXCLUDING WORLD WAR t DEBT

[In millions of dollars and equivalents]

Dec. 31, Dec.3l, Dec.31, Dec.31, Sept 30,
1974 1975 1976 1977 1978

Foreign Assistance Act and related programs:
Development assistance 12,635 12,998 13,435 14,010 14,872
Military sales. ... ,627 , 270 3,462 4,779 , 531
Export-Import Bank Act. 8,126 9,621 10,594 10,949 11,436
Agricultural Trade D P 5, 040 5,721 6,208 6,578 7,029
Other Programs 8 ... - 5, 352 4,979 5, 122 5,294 6, 165
(Lend-lease/surplus property and other war accounts). ........ (1,649)  (1,520) (1,421) (1,368) (1,336)
L 32,780 35589 38821 41,610 45,033

1 Primarily 1946 British loan, lend-lease and other war accounts, and Commodity Credit Corporation,
1 Includes 1966 ““Freeloc’ agreement with france,
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STATEMENT oF JuLius L. KATz, ASISTANT SECRETARY OF STATE FOR EcCoNOMIC
AND BUSINESS AFFAIRS

Mr. Chairman: I welcome your invitation to appear before your subcommnlittee
to discuss issues related to international debt. I would like to begin with an as-
sessment of the current debt situation and its implications for the international
economy. The second part of my statement will focus on foreign government
debts owed to the United States, and our policy for dealing with these debts.
Finally, I will comment on the status of the “‘debt issue” as it is being discussed
in the North/South dialogue. .

As we are all aware, the world economy has faced serious difficulties in re-
cent years. The combined result of the 1973-74 oil price increase and the most
severe global recession in four decades, produced unprecedented imbalances in
the external payments position of many countries. The task of resuming a sus-
tained pattern of world growth, and at the same time assuring adequate finance
gi)th to encourage and cushion the required internal adjustments, was a formida-

e one.

On the whole, the international financial system has held up well under the
strains that were imposed upon it. Many countries have achieved improved
growth performance or moved toward adjustment of their external payinents
position, often in the context of comprehensive stabilization programs. As a re-
sult, substantial progress has been made and is being made in moving towards
a more sustainable distribution of payments imbalances.

Despite the progress, however, serious problems remain. A number of coun.
tries continue to face financial difficulties or are encountering serious problems
in implementing effective stabilization programs, Very often social and political
constraints curb the speed with which government .are able to adopt strict aus-
terity measures which impact adversely on their populations. At the same time,
adequute externial financing is not always available to facilitate a rate of eco-
nomic growth sufficient to cushion necessary adjustment. While scme develop-
ing countries can obtain adequate financing to sustain such growth from the
private capital markets or through the hard-loan windows of the multilateral
development banks, many poorer developing countries will require a substantial
rise in official concessional assistance to accelerate growth and to assure that
the benefits of development reach the poor and serve their basic human needs.

Among the industrial countries, we expect in 1979 a significant reduction in
imbalances in current account positions. A major cause of these imbalances has
been the divergent trends in the major economies, with United States growth
and inflation exceeding that of Japan and some European countries. U.S. growth
is projected to slacken in 1979 and we are working for a substantial moderation
in inflation.

At the same time. Europe and Japan should grow faster this year. The OPEC
price rise has complicated our efforts to reduce our payments imhalance, and is
expected to add roughly $3 billion to U.S. payments abroad in 1979. Nonetheless,
this should be more than offset by the favorable trend toward more convergent
growth and inflation rates, and our 1978 current account deficit of $18 billion
should be cut in half in 1979.

The large payments imbalances and inflation differentials were the major fac-
tors in the instability which plagued foreign exchange markets in the first ten
months of 1978. The United States in concert with Germany, Japan, and Switzer-
land took strong action in November 1978 to calm the markets and halt the decline
in the dollar, which we felt had gone far beyond levels warranted by economiec
fundamentals. Since November 1, the dollar has remained stable and markets
calm. We will continue to work towards a better economic convergence and a
stronger dollar. Continued substantial reduction in German and Japanese sur-
pluses will be necessary, with the United States seeking to reduce its deficit
through a strong export-promotion program, reduced energy dependence, a strong
anti-inflation program, and continued vigilance to ensure stable exchange markets.

INDEBTEDNESS

‘While external borrowing is recognized as a normal feature of economie groswth,
and was an integral component of United States growth in the 19th century. re-
cent events have added a new dimension to the debt situation. Given the magni-
tude of adjustment problems which were confronted, a large number of deticit
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countries sought an increased level of external financing to avert & disastrous
economic contraction and to allow a more orderly adjustment process stretched
over a period of years. As a result, the external debt of the non-oil developing
countries more than doubled between 1973 and 1977. The indebtedness of a num-
ber of OECD and Soviet Bloc countries also increased sharply.

The growth in indebtedness does not in itself, however, threaten to produce
major debt servicing difficulties. The nominal increases in debt in recent years
appear far less dramatic in the context of continuing inflation and growth of real
output and trade in the world economy. The ratio of non-oil developing country
debt service to exports of goods and services, for example, has risen only from
about 11 percent in 1978 to about 14 percent in 1978.

In this context, the recent rise in indebtedness does not pose the threat of wide-
spread debt servicing problems. On the contrary, individual country analysis
shows clearly that there is no general debt crisis. It also shows that while the
financing needs of many deficit countries remain large, particularly for those with
political and social constraints which curb the speed of balance of payments ad-
Justment, acute debt servicing problems are likely to be restricted to a handful
of countries.

The foreign economic policy tmplications of indebtedness extend across the
entire range of global economic management. Thus the level and structure of
current indebtedness reinforce strongly the need for eficient global management
in the area of aggregate demand, trade, adjustment finance, and—for the poorest
developing countries—it emphasizes the importance of the quality and quantity
of foreign assistance flows. While industrial country efforts to maintain a healthy
international economy constitute their most important contribution to global debt
management, there is also a need for the international community to respond
effectively when individual countries encounter debt servicing difficulties. We be-
Heve those exceptional situations where debt reorganization is necessary to ensure
repayment should be addressed efficiently, and equitably, and normally in the
framework of a multilateral creditor club. In cur view, the multilateral frame-
work is essential in order to ensure equitable burdensharing among creditor
countries.

Tt is equally important to condition multilateral debt renegotiations on the
debtor country undertaking a compreheusive economic program designed to
strengthen its underlying balance of payments situation, Most recent reschedul-
ings. that involved a creditor clnb have, in fact, heen related to standby arrange-
ments with the International Monetary Fund. This linkage of debt relief with
performance standards has proved a key element in restoring debtor countries’
normal commercial/financing relationships with both creditor governments and—
somewhat later—with private lenders. The conditional nature of debt relief has
also limited the incidence of renegotiation applications by confining them to seri-
ous debt situatlons and discouraging requests for the use of debt rellef as a
means of normal resource transfer.

DFBT OWED TO THE UNITED STATES

I would now like to turn to the matter of debt owed to the United States. As of
September 30, 1978 outstanding indebhtedness on United States Government
credits (exclusive of indebtedness arising from World War I) totaled $45.7 bil-
lion, of which $45.0 billion relates to long-term debt with a maturity of over one-
year.

The composition and country-distribution of this long-term debt has changed
little since the Committee’s hearing a year ago. Approximately 50 percent of the
debt relates to humanitarian or development loans which have been extended on
concessional terms. Another 25 percent is attributable to loans at market related
rates by the Export-Import Bank for the purpose of encouraging overseas sales
of United States gnods and services. Smaller amounts of debt relate to other
categories such as Commodity Credit Corporation loans and lend-lease and
other World War 11 related accounts,

The butk of debt owed by industrial countries relates to Export-Import Bank
lending. The more advanced developing countries also have an increasing por-
tion of their portfolio of officlal United States debt in commercial type eredit
(i.e. loans extended by the Export-Tmport Bank and the Commodity Credit
Corporation), while low income country debt remains concentrated heavily in
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concessional loans. For example, approximately 95 percent of the $1.3 billion
owed by the least developed countries was extended either under the Foreign
Assistance (and related) Acts ($563 million) or public Law 480 ($701 million).

Israel {s the largest single debtor country accounting for approximately 9 per-
cent of our long-term debt. The non-oil developing countries account for 54 per-
cent, the industrial countries (including Greece and Turkey) for 25 percent,
OPEC countries for 7 percent, and the Soviet Union and Eastern Europe for §
percent.

United States policy is designed to protect the assets represented by the loans
extended by our official lending agencies. While individual lending agencies retain
the primary responsibility for insuring debtor country compliance with mutually
negotiated repayment schedules, the Department of State and United States
Embassies overseas have the responsibility for pursuing collections.

Most debts owed to the United States are being paid on time. Collections,
including interest, on long-term credits extended since 1940 now exceed $50
billion. In fiscal year 1978, dollar repayments totaled roughly $4 billion. In
contrast. principal and interest payments due and unpaid 90 days or more
totaled $612 million as of September 30, 1978. In axsessing the relevance of these
current arrearages, it is important to note that a large portion of the delinquen-
cies are attributable to few unique situations wher: circumstances have impeded
our ability to collect. For example, about one-third of current arrearages relate
to Korea Conflict Logistical Support Claims, whose validity has not been clearly
established. The House Government Operations Committee has recommended
action to take these off the books. Another third of current arrearages relate to
debt owed by China, Cuba, Cambodia and Vietnam. Following the normalization
of relations with the People’s Republic of China, we are reviewing the situation
and expect to have early discussions of appropriate clais with the Chinese
authorities.

Delinquencies other than the five cases cited above total approximately $200
million, one-half of which are attributable to Zaire ($38 million), Iran ($37
million), and Ethiopia ($26 million), The Zairian arrearage is reflection of the
serions economic crisis which has characterized Zaire's balance of payments in
recent years. Although Zaire has initiated a multilateral renegotiation of its debt
within the framework of a Paris Club, a process which resulted in relief of debt
service owed in 1976 and 1977, the creditor countries have not provided relief
on 1978 and 1979 maturities because Zaire has not yet adopted a stabilization
program that would allow Zaire to reach agreement on a stand-by arrangement
with the IMF, an agreement on which creditors have conditioned further relief.
The Iranian arrearage is a longstanding problem involving two surplus property
agreements signed in 1945 and 194R. Since 1975, Iran has conditioned payment
on progress in settling a claim they have against the United States for damages
to Iranian railways by allied military forces during World War 1I. Recent events
in Iran will likely further complicate efforts to resolve this issue. While there
bas been some progress in reducing arrearages owed by Ethiopia, we expect con-
tinued difficulties with our collection efforts at least until the security siiuation
in that country improves.

Remaining delinquencies are distributed among a large number of countries,
and relate to a broad variety of lending and credit programs now administered
by United States Government agencies. A large portion of these delinquencies,
however, reflect technical factors rather than conscious decisions by foreign gov-
ernments to avoid repayment.

1

DEBT RENEGOTIATIONS

It is United States policy to participate in multilateral debt reorganizations
only in extraordinary circumstances where the reorganization is necessary to
insure that creditors get repaid. and to help the country to re-establish normal
financial relationships. While this objective should in the long-run facilitate
a sustainable pattern of economic growth, development criteria per se are not
an integral part of the renegotiation process.

Although a larger number of countries have faced considerable economic
difficulty in the recent past, the incidence of multilateral debt reorganization
has remained small. There have been five multilateral rescheduling agreements
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concluded in the last three years with the United States participating in the
agreements for three of the countries, viz.,, Zaire, Turkey and Peru.

I have already noted the critical nature of Zaire's balance of payment posi-
tion. and I expect that additional multilateral relief will be necessary once
Zaire adopts an effective stabilization program.

The May 20, 1978 multilateral understanding with Turkey provided debt re-
lief of roughly $1.1 billion, of which the United States share was about $191
million, on debt service, falling due through June 30, 1979, Turkey's economic
situation continues to be very difficult, however, and the task of correcting the
Iarge imbalance in the country’s external account will not be easily resolved.
It is likely, therefore, that a new multilateral meeting will be convened to
consider a Turkish request for further debt reorganization .

Under the terms of a November 3. 1978 Paris Club understanding with Peru,
the United States will reorganize approximately $55 million in payments due
in 1979 and $49 million of payments scheduled for 1980. This will represent
about 20 percent of the amount to be rescheduled by the 14 countries participating
in the multilateral understanding.

I have already noted the importance we attach to linking multilateral debt
relief to debtor country actions designed to restore a viable balance of payments
position. This is a necessary principle agreed by all creditor countries. It re-
flects the fact that past experience has shown that the key to the effectiveness
of a renegotiation generally will rely on the country's implementation of its
economic policy commitments rather than the amount or terms of debt relief
extended.

Recent developments in indebtedness have also highlighted the relationship
of multilateral renegotiations to private lenders. There has been a significant
expansion of private lending. The non-oil developing countries, for example,
now have about 60 percent of their debt—and about 75 percent of their annual
debt service obligations—related to private sources. The lending standards of
the private lenders have, however, generally been high, and private lending
is concentrated in countries with the mnst promising economic prospects. Never-
theless, in those few situations where debt renegotiation proves necessary, private
debt often will constitute a major factor in the servicing difficulty.

Creditor club negotintions affect government and government guaranteed
deht, and private lenders do not participate in club negotiations. Moreover, most
creditor governments—including the United States—have no legal authority to
bhind private creditors. At the same time, creditor governments believe that the
risks of lending should be shared by public and private creditors. United States
policy now explicitly conditions our participation in debt reorganization on
agreement by the debtor country to make all reasonable efforts to reorganize
private credits on terms comparable to those covering government credits, It is
now standard creditor club practice to reference the principle of comparable
treatment in the text of the multilateral understanding.

“DEBT” IN THE NORTH/SOUTH DIALOGUE

T would now like to review the status of our debt policy within the context of
the ongoing dialogue between the industrial countries and the developing world.
For a number of years, “debt” was a highly contentious issue, with the Group
of 77 (the caucus of developing countries in the United Nations) arguing that the
traditional “case-by-case” approach to determining eligibility for debt relief
was no longer valid. Citing the economie difficulties faced by the developing
countries, the Group of 77 maintained that generalized (i.e., across the board)
debt relief was necessary to assist in achieving developmental objectives. Few
countries were, however, interested in relief on commercial debt, and discussions
focused on relief for the official concessional debt held by low-income countries.

Most creditor countries, however, wished to preserve the traditional case-by-
case approach for dealing with acute debt crises and to maintain a distinction
between multilateral debt relief and development assistance. They also doubted
that generalized debt relief is an efficient mode of resource transfer since bene-
fits would be distributed on the hasis of the historical profile of borrowers rather
than on current country performance or need.

Given the wide divergence in views, substantive North/South agreement on
the deht issue has been slow to emerge. In March 1978, however, a ministerial
level meeting of the UNCTAD Trade and Development Board adopted a resolu-
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tion may have defused debt as a confrontation issue, The resolution had two
basic elements.

The first was a commitment by donor counties to seek to adopt measures for
the benefit of poorer developing countries that would allow the terms of past aid
loans to be adjusted to the easier terms of today or to adopt equivalent measures.
The commitment, sometimes referred to as a commitment to retroactive terms
adjustment (RTA), is clearly framed as a device for increasing the concessional
element of aid, rather than debt relief. Each donor country is lefl free to deter-
mine the nature and distribution of the measures, Most donor countries, the
United Kingdom, Sweden and the Netherlands being notable exceptions, are
expected to restrict retroactive terms adjustment to those countries on the United
Nations list of 30 relatively least developed countries.

The second element of the March resolution was an agreement on four basic
concepts to guide international action on future debt problems, with a commit-
ment to continue efforts to expand these concepts. \

For our part, we supported a Congressional jnitiative which provides authority
1o undertake case-by-case terms adjustment for past AID loans to the least
developed countries. Under recently passed legislation, such countries may be
permitted to make dollar payments due on past AID loans in local currency that
will be used for mutually agreed development activities. Authority to extend
these provisions will not become effective until October 1, 1979, and an appropria-
tions request of $20 million has Lieen included in AID's ¥Y 1980 program. This
amount represents about 4 percent of total AID reflows which now exceed $500
million annually.

While we do not expect ‘‘debt” to disappear as a North/South issue, we hope
that the constructive spirit which characterized the Ministerial meeting last
March will carry over into future discussions. In this context, we are encouraged
by the growing recognition that debt cannot be addressed on a narrow basis, and
that the best way to avoid debt problems in the future is to combine sound
glolal economic policies with sound national economie policies.

In elosing, Mr. Chairman, T would like to restate my belief that if a reasonably
healthy international economy can be maintained, serious debt servicing prob-
lems should continue to be confined to a relatively few countries where they
can be handled effectively in a manner similar to the approach used in the past.

[ Therenpon, at 11:30 a.m., the hearing in the above-entitled matter
was recessed, to reconvene at the call of the Chair.]

APPENDIX

MEMORANDUM

Re hearing on foreign indebtedness to the United States.

To: Subcommittee on Taxation and Debt Management Generally.
From: Finance Committee trade staff.

Date: February 1, 1979.

On Monday, February 85, 1079, the Subcommittee on Taxation and Debt Man-
agement Generally will hold a hearing on foreign indebtedness to the United
States, The hearing will begin at 10:00 A.M. in Room 2221, Dirksen Senate Office
Building. Scheduled witnesses include Mr. C. Fred Bergsten, Assistant Secretary
of the Treasury for International Affairs, and Mr. Julius Katz, Assistant Secre-
tary of State for Economic Business Affairs.

Extent of foreign indcbtedncss.—Total foreign indebtedness to the U.S. Gov-
ernment now exceeds $70 billion. This figure is the sum of outstanding World
War I debts ($27.5 billion) and other outstanding foreign credits of U.S. Gov-
ernment agencies as of September 30, 1978 ($45.7 billion). These figures do not
include contingent liabilities of the United States on insurance and guarantees
of private contracts, which are quivalent to about $13 bilijon. Neither does it
include callable capital used to guarantee bond issues of international financial
institutions. Such capital is a contingent liability, but will almost never have to
be drawn upon; it is fully appropriated by the Congress.
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Delinquencies.—Principal and interest due and unpaid for 90 days or more on
U.8. credits total $612 million. Of this amount, approximately $524 million is due
from official foreign government obligors, while approximately $88 million is
due from foreign private obligors. Over 100 countries have principal and inter-
est due and unpaid for 90 days or more. Countries with amounts xceeding $20
million due and unpaid include the Republic of China (‘l'aiwan) ($109 million),
Finland ($40 million), 1ran ($37 million), the Philippines ($4S million), Thai-
land ($20 million), Turkey ($95 million), and Zaire ($38 million). Some of the
arrearages are technical in nature, pending coneclusion of negotiations or discus-
sions between the borrower and the collecting agency.

Reporting and settlement of foreign debts.—No preseunt statutes require a con-
solidated report on the status of active foreign credits of the United States. Such
a report {s, however, prepared by the Treasury Department and includes both
long-term and short-terin loans and credits to foreigners. This report is prepared
pursuant to the requirements of the Foreign Assistance Act of 1961 and various
requests from Congressional committees.

The U.S. Government has no authority to cancel international debt owed it.
However, the Government has engaged in debt rescheduling when obligors have
indicated problems in repayment. The specific policy response toward a resched-
uling request is developed through the National Advisory Council on Interna-
tional Monetary and Financial Policies, which {8 chaired by Treasury. That
actual negotiation of the government-to-government rescheduling agreement is
usually carried out by the State Department with the assistance of Treasury
following multilateral discussions. When it comes to the detailed rescheduling
of the individual loans, such as an Export-Import Bank loan to Zaire, those
details are negotiated by the operating agency.

Since 1970, the U.S. Government has engaged in nearly 30 debt rescheduling
exercises involving over one dozen countries. In 1977, three debt rescheduling
exercises were held involving India, Zaire, and Sierra Leone. In 1978, debt re-
scheduling exercises were held with Peru and Turkey. United States policy on
debt rescheduling has four major elements: '

(1) Debt service should be reorganized on a case-by-case basis and only in
extraordinary circumstances were necessary to assure repayment.

(2) Debt service payments normally should be reorganized in the framework
of a multilateral creditor club arrangement.

(3) When a-reorganization takes place, the United States will participate
only if the debtor country agrees to make all reasonable efforts to reorganize
unguaranteed private credits falling due in the period of reorganization and to
implement an economie pogram designed to respond to the underlying conditions
and to overcome the deficiencies which lead to the need for reorganization of
deht-service payments.

(4) The amounts of principal and interest to be renrganized should be limited
to payments in arrears and payments fallen due not more than one year follow-
ing the reorganizing negotiations.

TABLES SUBMITTED BY THE TREASURY DEPARTMENT

LONG-TERM DEBT OUTSTANDING TO THE U.S. GOVERNMENT BY PROGRAM,
EXCLUDING WORLD WAR | DEST

[tn millions of dollars and equivalents)

Dec.31, Dec.3l, Oec, 31, Dec.3l, Sepl 30
1974 1975 1976 iort 1978

Foreign Assistance Act and related programs:

Development assistance. . . .. . .. .. ... 12,635 12,998 13,435 14,010 14,872
Military sales_......___ 1,627 2,210 3,462 4,179 5,531
Export-Import Bank Act. .. ... . _.____ 8,126 9, 621 10, 594 10,949 11,436
Agricultural Trade D P 5, 040 5,721 3 6,578 7,029
Other Programs 3. el 5,352 4,979 5, 122 5, 29 6, 165

(Lend-lease/surplus property and other war accounts). ... .. €1,649) (1,520) (1,421) (1,368) (1,336)
L N 32,780 35589 38,821 41,610 45,033

1 Primarily 1346 British loan, lend-lease and other war accounts, ar.d Commodity Credit Corporation,
tinctudes 1966 “‘Freeloc’” agreement with France,
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Total forciyn debt outstanding to the U.S. Government as of
Sept. 30, 1978

Outstanding
(millions)
1. World War I indebtedness o . oo e $27, 463
World War X credit- e 25, 541
German World War I? fndebtednesS - oo oo 1,922
II. Post World War I indebtedness on U.S. Government credits_______ 43, 715
(a) Long-term government credits________________________.._ 45,013
Foreign Assistance and Related ActS- oo __ 20, 403
Export-Import Bank Act. . __ o __._ 11, 436
Agriculture Trade Development and Assistance Act._. 7,029
Lend-lease and other war accounts_.__.__.__.______. 1, 336
Commodity Credit Corp. export credits._____._______ 1,918
Other eredits__ e 2. 893
(b) Accounts receivable evedit. . ________._____________ 414
Military logistical support_ el 218
Military Sales Acto e 37
Atomic Energy Act. . e 3
Other o e 66
(c) Short-term credits: Commodity Credit Corp_ - oaeo—.._ 288

III. Public and private U.S, claims settled by the U.S. Government®___ 32

Grand total _________._____ e e ccmmm—ec———— 73,210
1Includes interest due and ungaid.

3 Actual indebtedness is denominated {n reichsmarks. These figures are estimates only.
3 Includes 1966 ‘“‘Freeloc’ settlement with France.
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