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EXPORT DEVELOPMENT CREDIT FUND

THURSBDAY, SEPTEMBER 6, 1973

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 2221
Dirlgz?n Senate Office Building, Senator Russell B. Long [chairmani
presiding.

Present: Senators Long, Hartke, Fulbright, Ribicoff, Byrd, Jr., of
Vix;lginia Mondale, Gravel, Curtis, Packwood, and Roth, Jr.

he CHAIRMAN, This hearing will come to order.

Other members will be here, I assure the witnesses, as the hearing
goes along.

We are concerned today with section 18 of the proposed foreign
aid bill reported by the Koreign Relations Committee. This section
gx;ovides for the establishment of a new U.S. Ex%ort, Development

edit Fund, financed by borrowings of the U.S. Treasury, The

roposed fund would offer financing for U.S, exf)orts to the lowest
ncome countries, that is, those with per capital income of 8376 a
ear or less. The loans will be provided on concessional terms with
Interest rates of not less than 3 percent per year, repayment within
30 years and a grace period on principal of not more than 5§ years.
The fund will be authorized to make loans of up to $3 billion during
314 ﬁ'ears between July 1, 1974, and December 31, 1977.

i‘ e interest subsidy on the ioans, equal to the difference between
the effective cost of borrowing and the concessional interest rate
charged, would be financed by repayment made on past foreign assist-
ance loans.

This proposal comes at a time when domestic interest rates are soar-
ing, The prime rate is now 934 percent, the highest in this Nation’s
history, and there is no end in sight. Americans who have to borrow
to pay medical bills, education loans, or for home mortgages are being
squeezed unmercifuily by inflation and ridiculously high interest rates.

The first major issue with respect to this proposal is: Is a $3 billion
foreign aid fund needed? Is it a priority item at the time of raging
inflation and soaring interest rates? If the answer to the first question
is yes, then we must determine how such a fund can best be admin-
istered, what credit terms should be applied and so forth.

[The bill 8. 2335, and the Committee press release announcing these
hearings follows. Oral testimony commences on page 35.] .

(1)
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PRESY RELEASE
FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE

UNITED STATES SENATE

A 7
ugust 9, 1973 2227 Dirkoen Senate Office Bldg.

RUSSELL B, LONG, CHAIRMAN, COMMITTEE ON FINANCE ANNOUNCES
COMMITTEE WILL HOLL A HEARING ON THE ®ROPCSEL UNITED STATES
EXPORT DEVELOPMENT CREDIT FUND ON SEPTEMBER 6, 1973

“he Honorable Russell B, Long, (D,, La,), Chairman, Committee
on Finance stated that the foreign aid authorizations bill has been referred
to the Committee on Finance for its consideration of section 16, The Chair«
man announced that the Committee will hold a hearing on this section of the
bill on September 6, The hearings would focus on the ramifications of the
proposed United States Export Development Credit Fund -- a '"soft" export
loan program, financed by public borrowings of the Treasury Department,

Summary of Proposed U.S, Export Cevelopment Fund

The proposed Zxnort Levelopment Credit Fund would offer financing
for U.S. exports to the lowest income countries on concessional terms -
interest rates of not lass than three percent per year, répayment within
30 years, and a grace pariod of not more than five years on repayment of
principal,

The Fund would be authorized to make loans of up to $3 billion from
the effective date of the new program (July 1, 1974) until December 31,
1977,

The interest subsidy on the loans -- the difference betwaen the
effective cost of borrowing and the concessional interest rate chargad ..
would be financed by repayments received by the U,S, government on vpast
foreign assistance loans,

“uestions for Committee Consideration

The Committee's inquiry will explore such questions as:

- who will run the program?

“- what credit standards will be applied?

e what nations and goods will be eligible for financing?

e what effect would the fund have on the budget and manage-
ment of the public debt?

- how would the fund be coordinated with AIC and Exports
Import Bank finaneing?



- what 1s the import absorption capacity of develop-
ing countries with per capita incomes of $375 & yesr
or less?

- what has been the level and composition of U, S, ex~

norts to these countries?

. what is the level of private and public debt out-
standing for these countries, who are the principal
obligors, and what has been the history of debt re-
scheduling ?

) what are the export credit terms of other developed
countriee to the poorest of the developing countries?

- what is the current and anticipated cost of borrow-
ing by the Federal government?

- what {s the average interest rate that an American
citizen must pay for a home mortgage, an automobile
loan or an emergency loan £ox\medloal reasons?

Those who wish to testify should submit a request to Tom Vail,
Chief Counsel, Cominittes on Finance, 2227 Dirksen Senate Cffice Build-
ing, by August 24, Because of time pressures, the Committes will not
be able to schedule all the witnesses it would have liked to hear fro.m,
but will be happy to receive written statements for the record,

The Legislative Reorganization Act of 1946 requires that all
witnesses appearing before the Committees of Congress file in advance
written statements of their proposed testimony, and limit their oral pre-
sentations to brief summaries of their argument.

All witnesses who are scheduled to testify must comply with the
following rules:

1, All statements must be filed one day in advance of the day on which
the witness is to appear,

z, All witnesses must include with their written statement a summary
of the nrinclinal points included In the statement.

3, The written state nents must be tyned on letter-size naper (not
legal size) and at least 100 copies must be submitted,

4 Witnesses are not to read thelr written dtatements to the Com-
mittes, but are to confine their ten-minute oral presentations to
a summary of the points included in the statement,



Vritten Statements. -- ‘Witnesses who are not scheduled for
oral presentation, and others who desire to present a statement to the
Committee, are urged to prepare a written position of their views for
submission and inclusion in the printed record of the hearings, Five
conies of these written statements should be submitted to Tom Valil,
Chief Counsel, Committee on Finance, Room 2227, Dirkeen Senate Office
Building not later than Friday, August 31, 1973,

The hearing will be held in Room 2221, Lirkeen Senate Office
Building at 10:00 A, M,, Thursday, September 6, 1973, .
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[Report No. 93-377]

IN THE SENATE OF THE UNITED STATES

Avavsr 2, 1073

Mr. Humeuney, from the Committee on Foreign Relations, reported the fol-
lowing bill; which was read twice and referved to the Committee on Finance
for consideration of section 16, under order of July 27, 1973, to be reported
back not later than September 12, 1973

A BILL

To amend the Foreign Assistance Act of 1961, and for other

\

\ purposes.

1 Be it enacted by the Senate and House of Representa-

[ -]

tives of the United States of America in Congress assembled,
8 'That this Act may be cited as the “Foreign Assistance Aot
4 of 1978".
POLICY; DEVELOPMENT ASSISTANCE AUTHORIZATIONS
8ec. 2. Chapter 1 of part I of the Foreign Assistance
Act of 1961 is amended as follows:

(1) In the chapte;r heading, immediately after “CHAP-

© W QA o o=

TER 1—PoricY” insert “; DEVELOPMENT ASSISTANCE
1

[=1

AUTHORIZATIONS”,
I
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(2) In section 102, relating to stutemcnt. of policy—

(A) insert “(a)” immediately after STATEMENT
© or Poricy.~"; and
(B) add at the end thereof the following:

“(b) The Congress further finds and declares that, with
the help of United States economic assistance, progress has
been made in creating a base for the economic progress of the
less developed countries. At the same time, the conditions
which shaped the United States foreign assistance program in
the past have changed. While the United States must con-
tinue to seck increased cooperation and mutually beneficial
relations with other nations, our relations with the less devel-
oped countries must be revised to reflect the new realities, In
restructuring onr relationships with these countries, the Pres-
ident should place appropriate emphasis on the following
criteria : V

“(1) Bilateral development aid should concentrate
increasingly on sharing American technical expertise, farm
commodities, and industrial goods to meet critical develop-
ment problems, and less on large-scale capital transfers,

which when made should be in association with contributions

from other industrialized countries working together in a

multilateral framework.

“(2) United States assistance should cohcentrate in

,’-pé’.
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particular on the development of employment-intensive tech-
nologies suitable to the less developed countries,

“(3) Future United States bilaternl support for develop-
ment should }oclxs on criticul problems in those funetionnl
sectors which affect the lives of the majority of the people in
the developing conntries: food production; rural development
and natrition; populntion planning and health; and ednen-
tion, public administration, and human P development,

“(4) United States cooperation in development should
be carried out to the maximum extent possible through the
private sector, including those public serviee institutions
which already have ties in the developing areas, such as edu-
cational institutions, cooperatives, credit unions, and volun-
tary agencies,

“(5) Development planning must be the responsibility
of cach sovereign country. United States assistance should
be administered in a collaborative style to support the devel-
opment goals chosen hy cach country receiving assistance,

“(6) United States bilateral development assistance
should give the highest priority to undertakings submitted by
host governments which directly improve the lives of the
poorest of their people and their eapacity to participate in
the development of their countries,

“(7) Under the policy guidance of the Secretary of



4
)
Btate, the agency primarily responsible for administering

this part shall have the responsibility for coordinating all
United States development-related activities, The head of
that agency should advise the President on all United Btates
actions affecting the development of the less-developed coun-
tries, and should keep the Congress informed on the major
aspects of United States interests in the progress of those
countries.”

(3) At the end thereof, add the following new sections:

“Ske. 103. Foop ANp NUTRITION.—In order to allevi-
ate starvation, hunger, and malnutrition, and to provide basic
serviees to poor people, enhancing their capacity for self-
help, the President is authorized to furnish assistance, on sich
terms and conditions as he may determine, for agriculture,
rural development, and nutrition, There are authorized to be
appropriated to the President for the purposes of this sec-
tion, in addition to funds otherwise available for-such pur-
poses, $282,000,000 for cach of the fiscal years 1974 and
1975, which amounts are authorized to remain available until
expended.

“Spc. 104, PoruLaTiON PLANNING AND HEALTH.—
In order to increase the opportunitics and motivation for
family planning, to reduce the rate of population growth, to
prevent and combat discase, and to help provide health serv-

ices for the great majority, the President is authorized to fur-
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nish assistance on such terms and conditions as he may
determine, for population planning and health. There are
authorized to be appropriated to the President for the pur-
poses of this section, in addition to the funds otherwise
available for such purposes, $141,000,000 for each of the
fiscal years 1974 and 1075, which amounts are authorized
to remain available until expended.

“Skc. 105, EpvcatioNy axp ITeMaN RESOURCES DE-
VELOPMENT.—In order to reduce illiteracy, to extend basic
education and to inerease manpower training in skills related
to development, t}\tc President is authorized to furnish assist-
ance on such terms and conditions as he may determine, for
education, public administration, and human resource devel-
opment. There are authorized to he appropriated to the-Presi-
dent for the purpose of this section, in addition to funds
otherwise available for such purposes, $94,000,000 for ench
of the ﬁacnl:ycars 1974 and 1975, which amounts are au-
thorized to remain available until expended.

“8rc. 108. S8ELECTED DEVELOPMENT PrOBLEMS.—The
President is authorized to furnish assistance on such terms
and conditions as he may determine, to help solve economio
and social development problems in fields such as transporta~
tion, power, industry, urban development, and export de-
velopment. There are authorized to be appropriated to the

President for the purposes of this section, in addition to funds
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otherwise available for such purposes, $47,000,000 for each
of the fiscal years 1974 and 1975, which amounts are author-
ized to remuin uvailable nntil vxpcn(-l;‘nl.

“NEC, 1070 SELECTED COUNTRIES AND  ORGANIZA-
T1oN8,~The Presideat is authorized to furnish assistance on
such tertns wd conditions as e may determine, in support of
the zeners’ ccoremy of recipient countries or for develop-
ment programs conducted hy private or international organi-
zations. There are anthorized to be nppropriated to the Presi-
dent for the purposes of this section, in addition to funds
otherwise available for suel purposes, $28,000,000 for each
of the fiseal years 1974 and 1975, which amounnts are au-
thorized 1o remain available until expended.

CREC TOR A PPLICATION 0F EXISTING PROVISIONS,—~
Aasistanee under this ehapter shall be furnished in accord-
anee with the provisions of titles LV or Xoof chapter
2 of thix part, and nothing in this chapter shall be construed
to ke inapplicable the restrietions, eriteria, authorities, or
other provisions of this or any other Aet in aceordance with
which assistance furnished nnder this chapter wonld other-.
wise have been provided,

“Spe. 100, Traxsrir o Frsps.—Notwithstanding
section 108 of this Aet, whenever the President determines it
to he necessary for the purposes of this chapter, not to exeeed

15, per centum of the funds made available for any provision
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of this chapter may be transferred to, and consolidated with,
the funds made available for any other provision of this
chapter, and may be used for any of the purposes for which
such funds may be used, except that the total in the provision
for the benefit of which the transfer is made shall not be in-
creased by more than 25 per centum of the amount of funds
made available for.such provision, The provisions of sections
610(n) and 614 (a) of this Act shall not apply to this
chapter,

“Skc. 110, SttariNG OF ('0818.—No assistance shall be
furmished by the United States Government to a country
under sections 103-107 of this Aet ntil the country pro-
vides assurances to the President, and the President is satis-
fied, that such country will provide at least 25 p‘er centuni
of the costs in any fiscal year of the entire program, project,
or activity with respect to which such assistance is to he
furnished, except that such costs borne by such country may
he provided on an “in-kind” basis,

“Sec. 111, Usg oF RECEIPTS.—Not more than one-
third of the receipts made available under section 203 of
this Act may he used for purposes of any one of sections
103-107 of this Act in any fiscal year,

“Sec. 112, TamiTaTION ON (iRANTS.—Not more than

50 per centum of the aggregate of the funds approprinted
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each year under sections 103-107 of this Act shall be used
for makirg grants.

“Sec. 113. DEVELOPMENT AND USg oF COOPERA-
TIVES.,—In order to strengthen the participation of the urban
and rural poor in their country’s development, not less than
$20,000,000 of the funds made available for the purposes
of this chapter shall be available during the fiscal years
1974 and 1975 only for assistance in the development of co-
operatives in the less developed countries which will enable
and encourage greater numbers of the poor to help them-
selves toward a better life.

“SEc. 114, MULTILATERAL APPROACHES TO DEVEL-
OPMENT.—Qreater efforis should be made to promote and
support sound multilateral approaches to the development of
foreign countries. Therefore, the Secretary of State shall
undertake consultations with multilateral orgtx;lizntions (in-
cluding the United Nations) for the purpose of determining
(1) how soon and which such multilateral organizations
would be able to administer foreign assistance funds trans-
ferred to them by the United States Government for pro-
grams, projects, and activities for the development of for-
eign countries, (2) the kinds of such programs, projects,
and activities which those organizations are able and will be
able to administer, (3) likely methods for the administration

of those programs, projects, and activities, and (4) the ex-




I
A

Y

W O I O U A W M

[ G - T - T - S - R N L T - - - N Y
B W N B O © @ =3O Ot o W N = O

13

9

pectation of increased contributions by other countries to
such organizations for those programs, projects, and activi-
ties. Not later than six months after the date of enactment
of this section, the Secretary shall make a report to the Pres-
ident and the Congress with respect to his consultations, in-
cluding such recommendations as the Secretary considers
appropriate.

“Sgo. 115. ProHIBITING PoLICE TRAINING.—No part
of any appropriation made available to carry out tlus or any
other provision of law shall be used to conduct any police
training or related program for a foreign country.”

" DEVELOPMENT LOAN FUND

SEO. 8. Section 203 of the Foreign Assistance Act of
1961 is t}rllended _liy striking out “for the fiscal year-1970,
for the fiscal year 1971, for the fiscal year 1972, and for the
fiscal year 1978 for use for the purposes of this title, for loans
under title VI, and for the purposes of section 232" and in-
gerting in lieu thereof “for the fiscal years 1974 and 1975 for
use for the purposes of making loans under chapter 1 of this
part and for the purposes specified under part V of this Act”.

AMERIOAN SCHOOLS AND HOSPITALS ABROAD

Sr0. 4. Section 214 of the Foreign Assistance Act of

1961 is amended by striking out subsections (¢) and (d)

and inserting in lieu thereof the following:

20-954 0 - 73 - 2
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“(c) To carry out the purposes of this section there are
authorized to be appropriated to the President for the fiscal
year 1974, $19,000,000, which amount is authorized to
remain available until expended.

“(d) There are authorized to be appropriated to the
President to carry out the purposes of this section, in addi-
tion to funds otherwise available for such purposes, for fiscal
year 1974, $6,500,000 in foreign currencies which the Sec-
retary of the Treasury determines to be excess to the normal
requirements of the United State's.

‘““(e) On or before the termination of thirty days after
the convening of the second regular session of the Ninety-
third Congress, the Secretary of State shall submit to the Con-
gress, for consideration in connection with Department of
State authorization legislation, such recommendations as he
considers desirable for assistance to schools, libraries, and hos-
pital centers for medical education and research, outside the
United States, founded or sponsored by United States citi-
zens and serving as study and demonstration centers for ideas
and practices of the United States.” )

HOUSING GUARANTIES

Seo. 5. Title III of chapter 2 of part I of the Foreign

Assistance Act of 1961 is amended as follows:

(1) In section 221, relating to worldwide housing guar-
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antees, strike out “$205,000,000” and insert in lieu thereof
“$349,900,000”.

(2) In section 223 (i), relating to general provisions,
strike out “June 30, 1974” and insert in lieu thereof “June
30, 1975".

ALLIANCE FOR PROGRESS

SEc. 6. Section 252 (h) of the Foreign Assistance Act
of 1961, relating to authorization, is amended to read as
follows:

“(b) There are authorized to be appropriated to the
President for each of the fiscal years 1974 and 1975,
$900,000 for grants to the National Association of the
Partners of the Alliance, Ine.”

PROGRAMS RELATING TO POPULATION GROWTH

SEC. 7. Section 292 of the Foreigr; Assistance Act of
1961, relating to authorization, is amended by striking out
“1972 and 1973” and inserting in lieu thereof “1974 and
1975”.

INTERNATIONAL ORGANIZATIONS AND PROGRAMS

8EC. 8. Section 802 of the Foreign Assistance Act of
1961, relating to authorization, is amended as follows:

(1) In subsection (a), relating to authorization, strike

out “for the fiscal year 1972, $138,000,000 and for the fiscal
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year 1973, $188,000,000” and insert in lieu thereof “for
each of the fiscal years 1974 and 1975, $120,000,000”.

(2) In subsection (b) (2), relating to Indus Basin de-

velopment grants, strike out “for use in the fiscal year 1972,

‘\‘

$15,000,000, and for use in the fiscal year 1973, $15,-
000,000” and insert in licu thereof “for use in each of the
fiscal years 1974 and 1975, $14,000,000”.

CONTINGENCY FUND

Skc. 9. Section 451 (a) of the Foreign Assistance Act —‘

of 1961 is amended by striking out “for the fiscal year 1972
not to exceed $30,000,000, and for the fiscal year 1973 not
to exceed $30,000,000” and insert in lieu thereof “for each
of the fiscal years 1974 and 1975, not to exceed
$23,500,000”.
INTERNATIONAL NARCOTICS CONTROL

Sec. 10. Section 482 of the Foreign Assistance Act of
19861, relating to authorization, is amended by striking out
“$42,500,000 for the fiscal year 1973, which amount is”
and inserting in lieu thereof “$40,000,000 for the fiscal year
1974, and $30,500,000 for the fiscal year 1975, which
amounts are”.

PROHIBITIONS AGAINST FURNISHING ASSISTANCRE

SE0, 11. The first full paragraph of section 620 (e) (1)
of the Foreign Assistance Act of 1961 is amended by strik-

ing out “no other provision of this Act shall be construed to
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authorize the President to w_aive the provisions of this sub-
section.” and inserting in lieu thereof “the provisions of this
subsection shall not be waived with respect to any country
unless the President determines and certifies that such a
waiver is important to the national interests of the United
States. Such certification shall be reported immediately to
Congress.”
EMPLOYMENT OF PERSONNEL

8Eo. 12. Section 625 of the Foreign Assistance Act of
1961 is amended by adding at the end thereof the following
new subsection: ]

“(k) (1) In accordance with such regulations as the
President may prescribe, the following categories of per-
sonnel who serve in the agency primarily responsible for
administering part I of this Act shall become participants
in the Foreign Service Retirement and Disability System:

“(A) persons serving under unlimited appointments

in employment subject to subsection (d) (2) of this

scction as Foreign Service Reserve officers and as For-

eign Service staff officers and employees; and

“(B) a person serving in a position to which he

was appointed by the President, whether with or with-

out the advice and consent of the Senate, if (i) such

person shall have served previously under an unlimited

appointment pursuant to such subsection (d) (2) or a
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comparable provision of predecessor legislation to this
Act, and (ii) following service specified in clause (i) ‘
of this subparagraph, such person shall have served con-
tinuously with such agency or its predecessor agencies
only in positions established under the authority of sec-
tions 624 (a) and 631(h) or comparable provisions
of predecessor legislation to this.Act.

‘“(2) Upon becoming a participant in the Foreign Serv-
ice Retirement and Disability System, any such officer or
employee shall make a special contribution to the Foreign .
Service Retirement and Disability Fund in accordance with
the provisions of section 852 of the Foreign Service Act of -
1946, as amended. Thereafter, compulsory contributions will
be made with respect to eachrsuch participating officer or
employee in accordance with the provisions of section 811 of”
the Toreign Service Act of 1946, as amended.

“(3) The provisions of section 636 and title VIII of
the Foreig}n Service Act of 1946, as amended, shall apply to
participation in the Forcign Service Retirement and Disabil-
ity System by any such officer or employee.

“(4) If an officer who becomes a participant in the
Foreign Service Retirement and Disability System under
paragraph (1) of this subsection is appdinted by the Presi-
dent, by and with the advice and consent of the Senate, or by

‘the President alone, to a position in any agency of the United
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States Government, any United States delegation or mission
to any international organization, in any international com-
mission, or in any international body, such officer shall not,
by virtue of the acceptance of such an appoint.ment, lose his
status as a participant in the system.

“(5) Any such officer or employee who becomes a par-
ticipant in \the Foreign Service Retirement and Disability
System un(iér paragraph (1) of this subsection shall be -
mandatorily retired (A) at the end of the month in which
he reaches age seventy, or (B) earlier if, during the third
year after the effective date of this subsection, he attains age
sixty-four or if he is over age sixty-four; during the fourth
year at age sixty-three; during the fifth year at age sixty-
two; during the sixth year at age sixty-one; and thereafter
at the end of the month in which he reaches age sixty., How-
ever, no participant shall be mandatorily retired under this
paragraph while serving in a position to which appointed
by the President, by and with the advice and consent of the
Senate. Any participant who completes & pgriod of authorized
service after reaching the mandatory retirement age speci-
fied in this paragraph shall be retired at the end of the month
in which such service is completed.

“(8) Whenever the President deems it to be in the

public interest, he may extend any participant’s service for &
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period not to exceed five years after the mandatory retire-
ment date of such officer or employee.

“(7) This subsection shall become effective on the first
day of the first month which begins more than one year after
the date of its enactment, except that any officer or employee
who, before such effective date, meets the requirements for
participation in the Foreign Service Retirement and Disa-
bility System under paragraph (1) of this subsection may
elect to become a participant before the effective date of this
subsection. Such officer or employee shall become a partici-
pant on the first day of the second month following the date
of his application for earlier participation. Any officer or
employee who becomes a participant in the system uﬂd&r
the provisions of paragraph (1) of this subsection, who is
age fifty-seven or over on the effective date of this sub-
section may retire voluntarily at any time before manda~
tory retirement under paragraph (5) of this subsection and
receive retirement henefits under section 821 of the Foreign
Service Act of 1946, as amended.

“(8) Any officer or employee who is separdted for
cause while a participant in the Foreign Service Retirement
and Disability System pursuant to this subsection, shall be
entitled to benefits in accordance with section 637 (b)
and (d) of the Foreign Service Act of 1946, as amended.

The provisions of subsection (e) of this section shall apply
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to participants in lieu of the provisions of sections 633 and
634 of the Foreign Service Act of 1946, as amended.”
ADMINISTRATIVE EXPENSES

8E0. 13, Section 637 (a) of the Foreign Assistance Act ‘
of 1961, relating to authorizations, is amended by striking out
“for the fiscal year 1972, $50,000,000 and for the fiscal
year 1973, $50,000,000” and inserting in lieu thereof “for
each of the fiscal years 1974 and 1975, $49,000,000”.

PEACE CORPS ASSISTANCE

8E0. 14. Section 638 of the Foreign Assistance Act of

1961 is amended—
(1) by striking out “Peace Corps Assistance” and
inserting in lieu thereof “Exclusions”; and
(2) by inserting immediately after the last semi-
colon thereof the following: “part V of this AQt;”.
COORDINATION

8Eo. 15. Chapter 2 of part III of the Foreign Assistance |
Act of 1961 is amended by adding at the end thercof the
following new section: N

“8E0. 640B. CoORDINATION.— () The President shall
establish a system for coordination of United States policies
and programs which affect United States interests in the
development of low-income countries. To that end, the Presi-
dent shall establish a Development Coordination Committee

which shall advise him and the Congress with respect to
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coordination of United States policies and programs affecting
the development of the developing countries, including pro-
grams of bilateral and multilateral development assistance.
The Committee shall include the head of the agency pri-
marily responsible for administering part I of this Act,
who shall be the Chairman; the Under Secretary for Eco-
nomic Affairs, Department of State; &w Assistant Secretary
for International Organization Affairs, Department of State;
the Assistant Secretary for Inernational Affairs, Department
of the Treasury; the Assistant Secretary for International
Affairs and Comﬁlodity Programs, Department of Agricul-
ture; the Assistant Secretary for Domestic and International
Business, Department of Commerce; the President, Export-
Tmport Bank of the United States; the President, Overseas
Private Investment Corporation; the Special I{eprésentative
for Trade Negotiations, ¥ixecutive Office of the President;
and the Executive Director, Council on International Eco-
nomic Policy.

“(b) The President shall préscribe appropriate proce-
dures to assure coordination among representatives of the
United States Government in each country, under the direc-
tion of the Chief of the United States Diplomatic Mission,
and the President shall keep the Congress advised of his
actions under this subsection. ’

“(0) Programs authorized by this Act shall be under-
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taken with the foreign policy guidance of the Secretary of
State.

“(d) The Chairman of the Development Coordination
Committee shall report annually to the President and the
Congress, and at such other times as requested by the Con-
gress or any appropriate committee thereof, on United States
actions affecting the development of the low-income
countries.”

UNITED STATES EXPORT DEVELOPMENT CREDIT FUND

Stc. 16. (a) The Foreign Assistance Act of 1961 is
amended by adding at the end thereof the following new
part:

“PART V

“See. 801, GeNERAL Aurnority.~(a) In the in-
terest of increasing United States exports to the lowest
income countries, thereby contributing to high levels of em-
ployment and income in the United States and to the estah-
lishment and maintenance of long range, growing export .
markets, while promoting development of such countries,
the President shall establish a fund, to be known as the
‘United States Export Development Credit Fund’, to he
used by the President to carry out the authority contained
in this part.

“(b) The President is authorized to provide extensions

of credit and to refinance United States export credits, for
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the purpose of facilitating the sale of United States goods .
and services to the lowest income countries which advance
their development. The authority contained in this part shall
be used to extend credit in connection with the sale of goods
and services which are of developmental character, with due
regard for the objectives stated in section 102 (b) of this
Act.

“(c) Any extension of credit made under this part
shall—

“(1) not be for a period exceeding thirty ycars
from the date such credit is extended;

“(2) require that annual repayments of principal
on extensions of credit commence not later than the first
day of the sixth year after the credit is extended; and

“(3) provide for a rate of interest of not less than 3
per centum per annum payable annually during the
entire period such credit is extended. - -

“(d) The receipts and dishursements of the Fund in the
discharge of its functions shall be treated for purposes of the
budget of the United States Government in the same fashion
as the receipts and disbursements of the Export-Import Bank
of the United States under section 2 (a) (2) of the Export-
Import Bank Act of 1945, as amended.

“8gc. 802. FINANCING.— (2) As may hereafter be pro-

vided in annual appropriation Acts, the President is au-
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thorized to borrow from whatever source he deems appropri-
ate, during the period from the effective date of this part
through December 31, 1977, and to issue and sell such obli-
gations as ho determines necessary to carry out the purposes
of this part. However, the aggregate amount of such obliga-
tions outstanding at any one time shall not exceed 15 per
centum of the amount specified in section 7 of the Export-Im-
port Bank Act of 1945, as amended, in effect on July 1,
1973. The dates of issuance, the maximum rates of interest,
and other terms and conditions of the obligations issued under
this subsection will be determined by the Secretaronf the
Treasury with the approval of the President. Obligations
issued under the authority of this section shall be obligations
of the Government of the United States of America, and the
full faith and oredit of the United States of America is hereby
pledged to the full payment of principal and interest thereon.
For the purpose of any purchase of the obligations issued
under this part, the Secretary of the Treasury is authorized to
use as public debt transaction the proceeds from the sale of
of any securities issued under the Second Liberty Bond Act,
as now or hereafter in force, and purposes for which securities
may be issued under the Second Liberty Bond Act, as now or

hereafter in force, are extended to include any purchases of

the obligations issued under this part. The Secretary of the -

Treasury may, at any time, sell any of the obligations ac-
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quired by him under this section. All redemptions, purchases,
and sales by the Secrotary of such obligations shall be treated
as public debt transactions of the United States.

“(b) Except as otherwise provided in section 806, the
amounts borrowed under subsection (a) of this section shall
be paid into the Fund and used to carry out the purposes of
this part. Any difference between the interest to be repaid
on export credits made under this part and the interest paid
by the Fund on obligations incurred under subsection (a)
of this section shall be paid into the Fund out of receipts
specified in section 203 of this Act.

“(c) Receipts from loans made pursuant to this part
are authorized to be made available for the purposes of this
part. Such receipts and other funds made available for the
purposes of this part shall remain available until expended.

“Sgc. 803. LeNpING CEILING AND TERMINATION~—
(a) The United States Export Development Credit Fund
shall not have outstanding at any one time loans in an ag-
gregate anount in excess of 15 per centum of the amount
specified in section 7 of the Export-Tmport Bank Act of
1945, as amended, in effect on July 1, 1973.

“(b) The Fund shall continue to exercise its functions
in connection with and in furtherance of its objectives and
purposes until the close of business on December 31, 1977,

but the provisions of this section shall not be construed as
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preventing the Fund from acquiring obligations prior to such
date which mature subsequent to such date or from assuming
prior to such date liability as acceptor of obligations which
mature subsequent to such date or from issuing either prior or

subsequent to such date, for purchase by the Secretary of the

Treasury or any other purchasers, its obligations which

mature subsequent to such date or from continuing as an
agency of the United States and exercising any of its func-
tions subsequent to such date for purposes of orderly liquida-
tion, including the administration of its assets and the collec-
tion of any obligations held by the Fund.

“S8ro. 804. REPORTS TO THE CONGRESS.—The Presi-
dent shall transmit to the Congress semiannudlly a complete
and detailed report of the operations of the United States Ex-
port Development Credit Fund. The report shall be as of the
close of business on June 30 and December 31 of each year.

“Seo. 805. ADMINISTRATION OF FuND.—The Presi-
dent shall establish & committee to advise him on the exercise
of the functions conferred upon him by this part. The Com-
mittee shall include the Se;fetary of Commerce, the Secre-
tary of Agriculture, the Secretary of the Treasury, the Sec-
retary of State, the President of the Export-Import Bank,
and the head of the agency primarily responsible for ad-
ministering part I of this Act.

“S8go. 806, ProvisioN rFor LossEs.—Ten per centum
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of the amount authorized to be borrowed under subsection
802 (a) shall be reserved and may be used to cover any losses
in;urred on loans extended under this part. Receipts specified
in section 203 of this Act may also be paid into the Fund for
in section 208 of this Act may also be paid into the United
States Export Development Credit Fund for the purpose of
compensating the Fund for any such losses.

“Skc. 807, ExrorT-IMPORT BANK PoWERRS.—Nothing
in this part shall be construed as a limitation on the powers
of the Export-Import Bank of the United States.

“SEC. 808. PrOomIBITION ON LOANS FOR DEFENSE AR-
TICLES OR SERVICES.—The authority contained in this part
shall not be used to extend credit in connection with the sale
of defense articles or defense services, This provision may
not be waived pursuant to section 614 of this Act or pur-
suant to any other provision of this or any other Act.

“Sro. 809. DEFINITION, EFFECOTIVE DATE, AND PLAN
OF IMPLEMENTATION.—As used in this part, ‘lowest in-
come countries’ are those countries with per capita national
product of less than $375 a year which need concessional
foreign exchange financing from the United States or other
international donors to finance goods and services on terms
they can reasonably afford, with particular emphasis on coun-
tries in which per capita national product is less than $200 |

a year.”
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(b) The amendment made by subsection (a) of this
section is effective July 1, 1974.

(¢) The President shall, not later than April 15, 1974,
submit to the Committée on Foreign Relations of the Senate
and the Committee on Foreign Affairs of the House of Rep-
resentatives a detailed plan describing the proposed organiza-
tional and operational methods for implementation of the
United States Export Development Credit Fund established
by the amendment made by subsection (a) of this section.

POSTWAR RELIEF AND RECONSTRUCTION IN SOUTH
VIETNAM, CAMBODIA, AND LAOS

Sec. 17. The Foreign Assistance Act of 1961 is
amended by adding after part V thereof, as added by section
16 (a) of this Act, the following new part:

“PART VI—POSTWAR RELIEF AND RECONSTRUC-
TION IN SOUTH VIETNAM, CAMBODIA, AND
LAOS
“SE0. 901. GENERAL AUTHORITY.—The President is

authorized to furnish, on such terms and conditions as he

may determine, assistance for relief and reconstruction of

South Vietnam, Cambodia, and Laos, including humanitarian

assistance to refugees, civilian war casualties, and other per-

sons disadvantaged by hostilities or conditions related to
those hostilities in South Vietnam, Cambodia, and Laos.

“Spe. 902, AUTHORIZATION,—There are authorized to

20-954 0 - 73 -3
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be appropriated to the President to carry out the purposes of
this chapter, in addition to funds otherwise available for
such purposes, for the fiscal year 1974 not to exceed $376,-
000,000, which amount is authorized to rgmain available
until expended.

“SE0. 903. ASSISTANCE 10 SouTH VIETNAMESE CHIL-
DREN.— (a) It is the sense of Congress that inadequate pro-
vision has been made (1) for the establishment, expansion,
and improvement of day care centers, orphanages, hostels,
school feeding programs, health and welfare programs, and
training related to these programs, which are designed for
the benefit of South Vietnamese children, disadvantaged by
hostilities in Vietnam or conditions related to those hostilities,
and (2) for the adoption by United States citizens of South
Vietnamese children, who are orphaned or abandoned, or
whose parents or sole surviving parent, as the case may be,
has irrevocably relinquished all parental rights.

“(b) The President is therefore authorized to provide
assistance, on terms and conditions he considers appropriate,
for the purposes described in subsection (a) of this section.
Of the funds appropriatéd pursuant to section 902 of this Act
for the fiscal year 1974, $7,500,000 shall be available unt_il ‘
expended solely to carry out tho purposes described in such
subsection (a). Not more than 10 per centum of the funds

made available to carry out such subsection (a) may be
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expended for the purposes referred to in clause (2) of such
subsection. Assistance to carry out the purposes referred to
in such subsection (a) shall be furnished, to the maximum
extent practicable, under the auspices of anil by international
agencies or United States or South Vietnameso voluntary
agencies.

“8ec. 904. CoxsTRUCTION Wrti OriER Laws.—All
references to part I of this Act, whether heretofore or he;e-
after enacted, shall bo deemed to be references also to this
part unless otherwise specifically provided. The authorities
available to administer part I of this Act shall be available
to administer programs authorized in this part. The provi-
sions of section 655 (¢) of this Aet shall not apply with

respect to funds made available for fiscal year 1974 under

parts T and VI and section 637 of this Act.”

TERMINATION OF INDOCHINA WAR

SEc. 18. No funds authorized or approprinted under this

or any other law may be expended to finance military or

paramilitary operations by the United States in or over Viet-
nam, Laos, or Cambodia. .

LIMITATION ON USE OF FUNDS

Sec. 19, No funds authorized or appropriated under

any provision of law shall be made available for the purpose

of financing dircctly or indircctly any military or pzara--~

military operations by foreign forces in Laos, Cambodia,
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North Vietnam, South Vietnam, or Thailand unless (1)
such operations are conducted by the forces of the govern-
ment receiving such funds within the borders of that coun-
try, or (2) specifically authorized by law enacted after the
date of enactment of this Act.
WEST AFRICAN FAMINES
Sic. 20, In regard to the famine in West Africa, the
President shall consult with international relief organizations

and other experts to find the hest way to forestall future

famine conditions in West Africa, and he shall report to

Congress as soon as possible on solutions to this problem of
famine and further propose how any of these solutions may
be carried out by multilateral organizations.
POLITICAL PRISONERS

See. 21. Tt is the sense of Congress that the President
should deny any economic or military assistance to the gov-
ernment of any foreign country which practices the intern-
ment or imprisonment of that country’s citizens for political
purposes.

TERMINATION OF ASSISTANCE IN INDOCHINA

SEc. 22, (a) It is the sense of the Congress that the
Agreements on Ending the War and Restoring Peace in
Vietnam, and protocols thereto, signed in Paris, France, on
January 27, 1973, will be effective only to the extent that

the parties to such agreements and protocols carry out the
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letter as well as the spirit of those agreements and protocols.
It is further the sense of Congress that the United States
should not furnish economic or military assistance to any
such party, or make any sale, credit sale, or guaranty to or
on behalf of any such party, unless that party agrees to
comply, and does comply, with those agreements and
protocols. s

(b) This section shall not apply to the provision of food
and other humanitarian assistance which is administered and
distributed, under international auspices or by United States
voluntary agencies, directly to persons and not through nny'
government.

ACCESS TO INFORMATION

Sec. 23, (a) After the expiration of any thirty-five-day
period which begins on the date the Committee on Foreign
Relations of the Senate or the Committee on Foreign Affairs
of the Iouse of Representatives has delivered to the offico
of the head of the Department of State, the United States
Information Agency, the Agency for International Devel-
opment, the United States Arms Control and.Disarmamunt
Agency, ACTION , or the Overseas Private Investment Cor-
poration, a written request that it be furnished any docu-
ment, paper, communication, audit, review, finding, recom-
mendation, report, or other material in its custody or control

relating to such department, agency, or corporation, none of




5 Lo (] [ &4 L

[S= R A N ]

10
11
12

13
14

15
16
1

18

19
20
21
22

34

30
the funds made available to such department, agency, or
corporation, shall be obligated unless and until there has
been furnished to the committee making the request the doc-
ument, paper, communication, audit, review, finding, recom-
mendation, report, or other material so requested.

(b) 'I‘he—provisions of subsection (a) of this section
shall not apply to any communication that is directed by
the President to a particular officer or employee of any
such department, agency, or corporation or to any communi-
cation that is dirccted by any such officer or employee to the
President.

(¢) Subsection 634 (¢) of the Forcign Assistance Act
of 1961 (22 U.S.C. 2894 (¢) ) is amended—

(1) by striking out “(1)”; and

(2) by striking out all after the phrase “so re-
quested” and inserting in licu thereof a period and the
following: ‘“The provisions of this subsection shall not
apply to any communication that is directed by the

President to a particular officer or employee of the

United States Government or to any communication

that is directed by any such officer or employee to the

President.”




35

The CuairMAN. Our first witness today is the Honorable Hubert
Humphrey, Senator from the State of Minnesota. We do have a

number of witnesses to hear, and I will ask each Senator to observe -

the 6-minute rule on the first round of questions so that we can move
on with the hearing and hear all of the witnesses scheduled.

Senator Humphrey, we are pleased to have you and look forward to
your testimony,

STATEMENT OF HON. HUBERT H. HUMPHREY, A U8 SENATOR
FROM THE STATE OF MINNESOTA

Senator Humpurey. Thank you very much, Mr, Chairman.

I would like, for the purposes of time, to file with the committee the
full statement that I have prepared in reference to-the Export Devel-
opment Credit Fund, section 16 of S. 2338.

The CratrMAN. All right.

Senator Humparey. And I will use this time, Mr. Chairman
because I know you have a number of witnesses, to summarize what 1
believe are some of the features of the Export Development Credit
Fund as we have prepared it in S. 2335 which now is on the Senate
calendar.

The Export Development Credit Fund, Mr. Chairman and members
of this committee, as I have indicated, is section 16 of S. 2335, a
congressional initiative, It was first developed by members of the
House Foreign Affairs Committee and reported to the Foreign Rela-
tions Committee by a vote of 12 to 3. The whole purpose of the
Export Development Credit Fund is to provide this country and its
economic structure with the tools which some of us believe are neces-
sary in the competitive struggle for world trade and to fortify the
programs that we have of assistance to the less-developed countries.

I think it is quite obvious now that despite the strength and wealth

“of the United States that we do not live alone nor can we live in a

vacuum, nor can we solve our problems all by ourselves. Even our
internal problems are affected greatly by what transpires or takes
place elsewhere, )

America has become dependent as no other nation on the resources
of the developing world, such as oil, copper, tin, natural rubber
bauxite, timber, coffee, and a number of other Eroduots, and mqst. o
these products are found in the countries to which the Export Develop-
ment Credit Fund is directed. . . _

Now, American direct investment in the developing world is valued
at around $23 billion and this investment {ynelds about 5 percent today
of our corporate profits. I believe it is fair to say that you cannot
expect the nations of the developing world to cooperate in our own
enrichment if we remain indifferent to their needs, In fact, these poor
countries, and the Export Development Credit Fund is directed to
countries that have per capita income of $375 a year or less, primarily
to those with per capita income of $200, represent over a bilfion eople

exclusive of China. Now, if these countries can use, and some of them

have indicated they will use, their growing economic power as a lever
to force a change in American policy, they do possess stratego irgarket
)

- power and they can exert influence on world money markets, in fa.ot,i

they can exert influence even on the revision of the Internatiohal
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Monetary Fund and they could and they do even confiscate invest-
ments. at I am saying, in other words, is that it is important for
us to have good, sound political and economic relationships with them
and they are prepared to exploit economic disputes between the
United States, Europe, and Japan if our relations with them are not
based on constructive cooperation.

I believe that we can aid these very poor nations by making our
exports available to them on terms that they can afford and I want
to emphasize this point. It is not again as if we are in charge of the
ball game. We have competitors who are our friends, the French, the
Japanese, the Germans, the British, the Dutch, the Belgians, the
Italians, and every one of these countries has a program similar to
the one that I am talking about here in the Export Development
Credit Fund. Every one of them is gotting a bigger share every year
of the market in the less-developed countries. And in %y testimony I
present solid evidence showing that in the countries with per capita
income under $365 a year our percentage of growth of exports is very
modest while the percentage of growth for the other countries is grow-
ing very, very rapidly.

or example the United States is losing an important share of the
vast markets in the developing world to the Europeans and Japanese
who have developed export credit systems at concessional rates. From
1965 to 1971 the U.S. share of these markets increased 30 percent
from $3,700,000,000 to $4,800,000,000. The exports of the other 15
OECD members; namely, the industrial countries, increased 143 per-
cent, $9 billion to $21.9 billion. Now, who? Because these countries
have a program of—the Japanese, for example, the French, the Brit~
ish, the Giermans, just to mention some, have programs that are de-
signed in terms of credit terms, time to repay interest rates, et cotera,
that get into these markets. What these poorer countries need are
pr({ger credit terms.

o have the Export-Import Bank loans that take care of countries
like Brazil, but they have a higher than $365 per year capita income,.

We have developed some very big markets through Export-Import
Bank. The purpose of this loan fund is to put an extra level of credit
over and beyond what we call the commercial market in Export-
Import and the developing loan fund, which is 40 year terms, 2-percent
interest, 10-year grace period to have an interest need where you have
a floor of 3 percent, does not necessarily have to be 3, but it is a floor
of 3 percent, 5-year grace period on principal and 30-year period for
the full repayment in dollars to the American Treasury. ‘

Now, the total cost of this program is authorized at $3 billion for
4 years, $750 million a year. It will be a budgetary item, it will be
included in the budget. I shall offer such an amendment to make it a
budget item, The Congress will exercise control over, the Appropria-
tions Committee will set the level of amount of fund that can be made
available and borrowed each year to operate the fund. It will not be
a wide-open Treasury raid with no control from the Congress. The
Congress also will provide the funds for what we call reinvestment or
to use the funds that are coming in from the former loans on AID

: pro%-ams, the Congress will have to authorize each year how much

of those funds shall be available for what we call interest subsidy.
~ There is no demand in this program for new taxes or from- the
taxpayer. The funds that are used for this program will be_funds
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that are available from repayment on old foreign aid development
loans fund repayments. And the amounts will vary depending on the
amount of money that the Congress authorizes for the Export Devel-
opment Credit Loan Fund each year runnin% anywhere from $30 to
$70 million a year will be the total outlay of funds that will be neces-
salg for purposes of subsidy. ) )

ne other point I would like to make on this program, Mr. Chair-
man, and then I know that you have some questions.

This program is for American products, manufactured lSroduct@,
what Public Law 480 has been for American agriculture. Now, this
program will be under the control of an advisory committee. The
chairman of this committee will undoubtedly be, and I shall offer
such an amendment, the Secretary of Commerce, so the business
aspects of export policy will have proper representation. Also, I believe
the Secretary of Labor should be included as a member of the advisory
committee. This program will be operated not on the basis that you
are going to loan out $750 million a l31rear but on the-basis-of what is
needed every year, not more than what the Congress will authorize,

.and the Congress cannot authorize more than $760 million a year

for a 4-year period.

Now, somebodf' might say here we are toda% we have got tight
money, I believe I heard the chairman say this. We have high interest
rates. 1s this the kind of time that we ought to go into a program of
loans to countries that are less developed when we have our own
problems here at home? Well, let me just simply say that the amount
of money, No. 1, is not overwhelming in terms of a trillion-dollar
economy; $750 million plus maximum is not the biggest item in our
budget but it is a substantial item.

Second, there will be proper management of this fund which can
be curefuily supervised by the Congress. We are not going to finance -
goods that are in short supplﬁf, like lumber, for example, and food-
and machine tools. We do not have to step in and borrow if we do not
want to, and if we do have a slack in the economy, which some people
are predicting—1 think most people today are predicting there could
be some modest recession—1 hope it is no more than within the next
year or following year. This program offers us some opportunity to’
pick up that slack. We have to increase our exports according to pro-
ections from the present of $50 billion a year to $100 billion a year

y the year 1980. This is one of the tools that we can use. .

Now, 1 want to repeat again that the floor of interest is 3 percent.
You do not have to stick to 3 percent, that is, you cannot go lower
than that. You can go higher.

1t leaves flexibility for the administrator or advisory committee
that manages this fund. The maximum period of time is 30 years,
You do not have to go to 30 years. You give flexibility. And the impor-
tant part of it is this will finance programs—and let me say this
because 1 have gone into this with meticulous care. Products made in
America, in American factories, in American towns, by American
workers with American labels, sent to other countries to develop &
market. Anybody that knows anything about merchandising knows
that getting the commodity with your label, with your source of
distribution, with your source of manufacture, into a country means’
long-term market development. These countries today that 1 am
speaking of with the $200 a year per capita income or less are not
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necessarily big buyers, but it is fair to say that the less-developed
countries that we speak about sometimes, such as Brazil, to use an
example, and others, the so-called less-developed countries, purchase
more in our exports than Europe and Japan put together. So less-
developed countries which are poor countries have millions and millions
of people. Hundreds of millions of people. They represent as we have
learned over the long period of time the real growing market. Now, we
are going to be competing in these markets and 1 think the question
before this committee is do you want to compete in a game in which
the rules by which you are plahn'ng are different than the other fellow?

We have a man in the White House who likes to use the term
football. Let me use it. We have decided to play the game of economic
competition. If you are looking upon ours like a football team by
denying ourselves the right to pass, we live on nothing but the ground
game. We have normal commercial terms yet we find that every
other major country that is in business around the world has con-
cessional credit terms, low interest rates, 3 percent, 30, 40-year terms,
and they have been getting those markets, We are not only denying
ourselves the ri%ht to pass but they have rules that say if you pass
and touch the ball you score. I think the time is at hand for this
country of ours to get itself in shnﬁe to meet the comFetition that we
have to face abroad, and that is the whole purpose of this, plus may
I say to do so is very helpful in the long run.

For example, in many countries if we want their natural resources
which we are fOinF to need, there has to be a way for them to build
roads, to build railroads, to have tractors, to get the things out, the
product out that our great industrial system needs. This program
provides some of that help. This program does not build factories
abroad to compete with American goods. This program is designed
to bring to those countries the products from the American factories
so that they can lift their standard of living, and if we do not do it
somebody else is going to do it.

I cannot imagine that the Germans and Japanese, in particular, two
reat nations and two sreat competitive peoples are going to F‘lay
ead because we decided we did not need to do business with these

people, and, furthermore, this is a part of our foreign aid program
which I think makes an awful lot of good sense. It is not a giveaway.
It is repayable and it is under the control of the Congress of the
United States.

I believe that pretty well covers some of the points, I should say
there is some difference that will be between myself and possible
witnesses from the administration. I thought the startup time ouq\ht
to be presenting to the Congress the proposal for the structure of this
grogram by April 15, 1974, with the startup July 1, 1974. I have

een told that the administration spokesmen will suggest that they
present to the Congress their plan of administration in November
and start in January. Now, the reason that I wanted it a little later,
to give our committees of the Congress a chance to look at it after
November. Not too many of us are apt to be around here at least
much more than a month and to start uﬁ in January would give the
Congress very little opportunity to really monitor or survey what
this program is all about,. ! S

I suggested in the bill and the committee reported the bill that
starts it at April, I mean as the administration presents its plan by
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April and start in July. It may be a reasonable compromise to have
the administration present its plan in January and start in Apnril,
but I think committees like this and other committees ought to have
a chance to take a look at this program before it is really authorized.

The CrairMaN. We will consider that suggestion, Senator.

Are you through with your presentation in chief?

Senator HumpHREY. Pardon?

The CHAIRMAN. Are you through for the moment?

Senator HumpHRBY. Yes, sir; I thought you might want to go to the
questions. .

The CuairMaN. I would like to remind Senators who have come in
the room while Senator Humphrey was testifying that we will have a
5-minute limitation on the first round of questions. I will ask the staff
to keep time, starting with me.

Senator Humphrey, you have made the point that we must do some-
thing about our devastating and disastrous unfavorable balance of
payments. Now, I regret to say that our State Department and our
Commerce Department have for the last 10 years or more been giving
us what I regard as completely fraudulent and misleading good news
announcements every 3 months about our balance of trade. I raised
this question down at the White House; Senator Fulbright seemed sort
of surprised to hear that I thought it was that bad, and he asked the
President if he thought so. The President did not see it in quite those
terms when he was talking to the whole 1group of us. But he did not
dqu it, and he hes conceded to me that I am right.

hese depurtments are misleading us when they say we have a
favorable balance of trade, because they leave out the ocean freight,
which is a very unfavorable item. You cannot trade with somebody
without hauling the goods.

It reminds me of the experience of a friend I knew in the airplane
business. I loaned him $600 to make a down payment. Every month he
had a profit on a cash-in, cash-out basis, but in 3 years he was broke.
He had not heard about depreciation. When the airplane had worn out
you are out of business, unless you have something to buy a new air-
plane with.

That is about just how much sense it makes to have a great bi
favorable balance of payments that do not take into account one o
your great big unfavorable items, the cost of transportation, and that
does put in all of the aid items as though we were being paid for them,
instead of this being outright gifts and grants.

We all agree that on an overall basis, we are in very bad shape as far
as our balance of payments.are concerned.

Senator HuMPHREY. Yes, sir.

The CHAIRMAN. You made this point that we ought to be competing
in this ball game. Can you explain why we ought to have a Sugar Act
which gives a favorable advantage to all those people selling us sugar,
an assured market, and genem‘l%’y speaking, a favorable price—9 years
out of 10 advantageous price. Why ought we to have that and not ask
something in return of those people? C

For example, there were years when we did not insist that they sell it.
As long as our price was above the world market, they would be_
privileged to sell in our market. When you come to that very situation
you are supposed to have the Sugar Kct to protect you against, the
one time when the world market was way above our price, why should
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they not be required to deliver? Even if we have to pay the world -
. market price when this eventuality occurs, they should make it avail- . -

able to us? I finally got that in the act. - :
They agreed that we %et something out of it, small though it may be, - .
But with as good a deal as this is to the other countries, why should

we not require those people to give us the advantage in buying sugar -

machinery. We are giving them an advantage in selling sugar to us. We
can make manufactured sugar cane, harvesting, planning, and refinery
machineléy, including the millets, cheaper and better than anybody in
the world. Why should we not insist that they give us the break in
that which we have best? I am told by our people that they have been
over there and have not even been offered the opportunity to bid,
and that our State Department could not be concerned about it.
That is none of their business. We have to take the overall inter-
national point of view, better for Japan to get the business than us,

Senator HumPHREY. I do not agree with that. I think we have a
right to expect fair treatment and not only that, when we give con-
cessions to others we have a right to expect some concessions to
ourselves.

The CHAIRMAN..If we are going to give the other guy an advantage,
why should we not ask for an a vanta%e in return?

Senator HuMpPHREY. A very reasonable way to look at it, I think.

The CuatrmaN. If we can get together on some of those things
maybe we can get together on this bill, because I think that is very
important.

want to ask this: Could we not make these loans on better terms?

We are askin%)li fpercent for our disaster loans in this country right
now, which is half of what the prime rate is. Why should we not make

it 5 percent rather than 3?

Senator HuMpHREY. Senator, again, I want to say I am sure there
will be many loans that would be made under this authority that
would be 5 percent. The floor in this one is 3 percent. This is 1 percent
above what is presently in the development loan fund and I was
noticing here in other countries, for example, that Canada has a
ﬁrogram like this at 3 percent with 30 to 50 years maturity. France

as one at 4 percent, Germany 3 percent with 22 to 30 years maturity.
And Japan has one at 3 percent, 25 years maturity.

So I guess what I was trying to get at, and I want to be frank with
you, I do not think the figure 3 is magic at all. I was tr 'n%{to get at a
rate which I thought was competitive. Actually the House, the
original House bill was more generous, more liberal in terms than the
one we finally reported out of the Senate committee. But again, 1
would hope the committee that administers this program, and I want
to help build some legislative history, recognizes it is not a mandatory
3-percent program, it is merely to be 3 percent if we are going to meet
competitive conditions and if we are, the country can afford to pay
better where the competition dves not require us to do any better we
ought to get the interest rate up to 4 and 5 percent on these loans. I
think that makes sense and I think your suggestion merits very serious
consideration. I just want _to get ourselves equipped to do the job,
compete and also to help. It is not to compete but to help. And one
final comment. Merchandising requires, as a manufacturer and
merchandiser knows, to make an original investment that may not be
an immediate payoff

but-down the line it pays off. And I am here to -
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tell you, I know that certain comganies have—the Caterpillar Tractor

Co., and General Electric Co., and others have expressed their support
‘t)lflis tfl{)sn Ibill. I know there is no unfavorable comment from industry on

I know that many of—the Journal of Commerce, Christian Science
Monitor, Washington Post, Minneapolis Tribune, Los Angeles Times,
and others have commented favorably about this particular proposal,
Interestingly enough, no adverse, pointed adverse comment. What
am talking about is the year 1980, the year, hopefully maybe a little
sooner, but at least in the year 1980 I want to see some American-made .
goods with American labels from American factories manufactured

y American workers in the United States of America in these coun-
tries. Today we provide a way so that you can export our cagital
private capital to these countries under guarantees with concessiona
tax programs so that American cu?ital can vault over the Pacific or
the Atlantic, can vault over any of these jurisdictional lines and put
American capital there to develop a factory that is supposedly owned

-. by Americans in that country. Why not have some goods produced in

Louisiana, or Minnesota, or Nebraska, or Arkansas, or Connecticut,
why not have some goods produced here by American workers ex-
ported to those countries rather than just exporting our capital? I
think that is one of the ways that we can help our balance of payments
and our trade picture. That is what Hubert Humphrey is trying to do.
he CHAIRMAN. My time has expired. Senator Curtis. =~~~
Senator Curtis. Senator, we appreciate your comments here,
Vghgt programs do we have now for financing exports of American
goods
~Senator HumpurEY. We have, Senator, of course, the Export-

Import Bank, which is a phenomenal success, from what all I know.,

We do have the Development Loan Fund which is the very low rate of
interest at 2 percent, with the grace period and the 40-year terms.
Senator Curtis. That is our own program, it is not an inter-
national-—
Senator HumpHRrEY. Those are our own programs, yes, sir.
Senator Curtis. How about Public Law 480
Senator HumPHREY. And we have for agriculture, 480, and again,
I think that program shows how you can manage it. It is made
available when the supply is available, and we made that pregram, as

_you know, Senator, primarily a great deal through your help, so we

not have a giveaway but where it is on long-term credits to be re-
payable in dollars.

enator CurTis. Is there not a further program whereby the Com-
modity Credit Corporation can extend liberal credit to a foreign coun-
try purchasing agricultural products.?

Senator HumpHREY. That is correct. As a matter of fact, part of
the so-called food sele of late to the Soviet Union had some credits
from commodity credit. I am not sure how many of those were used
but Commodity Credit does have a program for sales.

Senator Curtis. In your summary you say S. 2335 provides for
fund coordination through an advisory committee. -

Senator HumPHREY. Yes, sir.

Senator Curtis. \Domestic food prices are related to the demand of
the hungry (Feexs-n&ﬁms unable to feed their people. We must aid them
in the production of food in their own interest—well, in our own
interest as well as theirs. ‘
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Senator HumprrEY. Yes, sir. - o

Senator Cyrtis. If I correctly interpret, the objective and the
guidelines of this legislation provide that exports, Government-
encouraged exports, will not be used to increase the price of farm
commodities. _

Senator HumpurBY. No, Senator, there will be in times of short
supply, such as we have for the immediate period, it would be my h(:ge
that the agenc administering this would not be ti%htenin up the
market and tig t.enin‘% ug the supply situation by subsidized exports
under this Frofram. e have a program for agricultural exports, it is
called Public Law 480, and it is well administered and it has a long
history. We also have the commodity, Commodity Credit Corpora~
tion, which is likewise reasonably well administered, therefore, the
purpose of this proFram is primarily for industrial products rather
than the agricultural products. -

Senator Curtis. Well, I realize that just a selective sentence here
and there is not quite fair, but I was disturbed about the implication
of it because at the present time we do have agitation against the ex-
port of any agricultural products,

Senator HumpHREY. Yes, you know, I do not agree to that, I think
you know I believe we must have exports in agricultural commodities,

Senator Curtis. Actually, there are no farm prices that are too high.

Senator HumpHREY. Not in my judgment, sir. - ‘

Senator Curtis. They are not.

There are some prices quoted on the market that are rather out-
landish but no farmer has any of them to sell.

Senator HumpHREY. Those are speculative prices based on futures.

Senator CurTis. Paper prices where there are no more soybeans to
call in from farmers.

Senator HumpHREY. Correct.

Senator CurTis. And the prices actually paid to farmers have been
low for so many, many gears that bringing them u(f) does have an
impact on our economy, but it should not be regarded as an evil. We
cannot accegt the premise that our whole price level continues to
move up and not have it affect the ?roduction of food. It has got to.
But it is also a lot of demogoguery for writers, politicians and others
not to include all of the facts and all of the inequities that should be
mentioned in connection with food prices.

Senator HumpHREY. Absolutely right, and I am happy to recite
once again that the American worker or the person, the American
people spend a smaller share of their income to date for food than any
other person in the world. So that despite the high cost of, what some
people attribute to be high cost, the market basket that we take home
today for the American family takes a smaller percentage of the total
income than any other family in the world.

Senator Curris. I will not take time. That is the bell. I would like to
insert this in the record. You state that the Fund will create jobs in
the United States, as many as §0,000?

Senator HumpPHREY. That is an estimate. - .

Senator CurTis. That would be at a cost of $60,000 a job, and I am
told .tlll)a.t in our general economy an investment of $20,000 prodiices
one job. L

Senator HumpHREY. Could be, Senator. What I am getting at more
importantly than anything else h

ere is this is not the export of Athers . .
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ican jobs, this is the exi)ort of American goods, and it ought to have a
stimulating effect, patticularly in some industries that may be lagging,
The purpose of this program in a very real sense is both standby end
present. In other words, I would hope that those who administer the
program would not go gung ho, so to speak, at a time when in tight
money and tight su&)ply, and that is why I want the Congress to have
this monitoring and that is why I want to have this a visorer com-
mittee include the Secretary of Labor as well as the Secretary of
Commerce and other secretaries, and then when we get a slack in the
economy, if we do get one, and I hope it is not great, we can use it
more fully than we do at other times. We have done that with Public
Law 480 and I think that is exactly the way it ought to be here in the
industrial sector.

Mﬁ' staff assistant just noted to me at the time Export-Import
Bank calculate each $12,500 of exports creates one U.S. job and
makes use of funds authorized for the Export Development Credit
Fund here could mean an additional 50,000 American jobs. That is a
calculation. I even hesitated to put it in the summary because those
predictions sometimes do not come throuih. All I am saying, it is
not ﬁmrg to hurt American jobs and it ought to help.

The CrairMaN. Would you restate that multiplying factor?

Senator HumpurEY. The ExporthmEort Bank calculates that each
$12,500 of exports creates one U.S. job. Maximum use of the Fund
authorized for the Export Development Credit Fund in this proposed
legislation could mean, therefore, an additional 50,000 American jobs.

Senator Curtis. There is something wrong with the mathematics.
Three billion dollars by $12,600, will make more than 50,000 jobs.

Senator HumpHREY. Let me point out the $3 billion actually is
available for the purpose of loan at about $2,700 million because
there has to be some money set aside for bad debts, et cetera. Maybe
I was not very good in mathematics anyway, it may be very wrong.

Senatur Curtis. Computers are cheap now, you can get some help.

The CHAaIrMAN. I would be curious to know how much import
does it take to lose us one job. Would you mind giving us that figure?

Senator HumpHREY. I do not know.

; ’iI‘nhe CuAIRMAN. We would like to know how many jobs we are
osing.

Senator HumpPHREY. I do not know but I am sure we are losing
some.

The Cuairman. I would be curious as to how many millions we
are losing on a $20 billion yearly adverse balance of payments. ‘

Senator FuLsrigHT. Mr. Chairman, I would like just a few points,
I think this proposal should be considered on its own merits and not -
as a part of the foreign aid bill. This proposal was not in the original
administration request. It was worked up in order to circumvent
Congress’ growing opposition to, and the reductions it has made in
the economic aid program. Under the development loan program we
have been ﬁnancing exports to foreign countries under loans over a
40-year period, at 2 percent for the first 40-year irace period and 3
percent for the remaining 30 years. This program has been losing its
aﬁ)peal, so this proposal was brought in as a kind of a way to evade
the restrictions which the committee and Congress has been seekmg
to make in the regular foreign aid grogram. This is a foreign ai
program primarily estimated to cost about $40 million a year, at least
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for every $1 billion loaned, in direct subsidies because of the interest .-

rates. It should not be in this bill. It should stand on its own merits.
Personally, I do not think it has any merits. It has not been given &
thorough examination; the time spent upon it in the period of 2" days
of hearings was negligible, '

In my opinion, it is but a device to evade the gradual effort to
restrict the regular economic foreign aid program. This is an attempt
to %ve that program new life. It is the same afpromh they are using
on Radio Free Kurope. It was running down. It was obsolete so they
come in with a completely new a%proac}\ doing the same thing under
a new committee to give it an indefinite life. This committee should
recommend that the proposed export sulleid{l program be considered
on its merits as a separate bill, going into it thoroughly as to how it is
administered. The guidelines the Senator from Minnesota has spoken
of, with all respect, are his views the way it should be run. There is
nothing in the bill to require that it be administered that way. Under
the bill he has presented all of this money could be used to equip
factories in one country. It could equip shoe- factories or textile
factories or any other thing in practically any country in the world
the administrator wishes to do it. I am not sure whether it is intended
to be foreign aid or domestic aid or whether it has short range foreign
policy objectives, all of them are involved. My recommendation is
that the section be taken out of this bill and considered on its own
merits; then the Senator from Minnesota and the others can make
the case for it.

The Wall Street Journal is rather interested in these matters and
I wish to put in the record: an article of May 21, 1973, not on this
particular bill but on the general field inducing underdeveloped
countries to borrow money. It states that the outpouring of credit to
developing nations is seen as spelling trouble and that, despite mis-
gi;ings, banks rush to make such loans. Will the debts get repaid, it
asks,

This demonstrates the danger of continuing to burden the under-
developed countries with more loans. It says here, already debt service
takes 15 to as much as 25 percent on export earnings of many country’s
earnings, according to World Bank figures. N

Another article of July 13 quotes Mr. Kearns as saying it is safe to
anticipate an increase in U.S. exports of 15 to 20 percent each year
through fiscal 1976. That is coming about because of the devaluation
of the dollar and I do not think we need this new program.

[The following articles were submitted by Senator Fulbright:]

[From the Wall Street Journal, May 21, 1973)

Uneasy MoNeY—OurpouriNg oF Crepir To DEeviLoriNg NaTioNs SEeN
SPELLING TROUBLE

DESPITE MISGIVINGS, BANKS RUSH TO MAKE SUCH LOANS; WILL THE DEBTS GET PAID?
‘Beware of Shylock Syndrome’
(By Charles N, Stabler)

New York,—Rivers of e&s{acredit are flowing out of international money
markets into Africa, Asia and Latin America, and the outpouring is stirring deep
misgivings among lenders and debtors alike.

o problem is that the money may not come back as readily as it is going out,
Fears are rising that repayment of debts of some of the so-called “develo ln%’(:
countries will be delayed or even defaulted. Or, in cases where countries do
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mevt their obligsat,lons, there's fear that heavy debt payments will strain skimr
national budgets and slow developmert of these impoverished parts of the world,

Either way, the situation spells intensified political friction between rich nations
“and poor ones as well as financial anguish for some private lenders, many of them
U.8. banks and financial firms.

“We are deeply concerned,” says Gerassimos Arsenis, chief of the external
financing branch of the United Nations Conference on Trade and Development.
He warns of soaring annual interest and amortization costs, perhaps a doubling
in the next five years, for many low-income nations. And they owe an increasing
portion of this debt to private lenders ra‘her than other governments or inter-
national institutions that are better able to wait for their money. :

“The only question is whether the{lcan roll over this debt—-cover it with ne
borrowings—as it comes due,” says Mr. Arsenis gloomily. “They can’t pay it.”’

AWASH IN MONEY

Some bankers themselves voice increasing worries about the risks they are
taking on low-profit, relatively long-term loans of Eurodollars, which are dollars
on deposit in their foreign branches. But the Eurodollar market is currently
awash with funds, and 200 or more international banks are competing aggres-
sively to attract borrowers. So, like it or not, they feel they must accommodate
the poorer nations.

““Ihere’s such an intense desire to %et inty international banking, such a rush to
build this capacity, that a lot of banks are doing things intemationally that they
wouldn’t dream of doing domestically,”’ says one New York banker, “I'm afraid
what has developed is a dual credit standard, one domestic and one international.’’

The Federal Reserve Board is known to be taking a closer look at the oredit

standards of foreign branches of U.8. banks. The lending officers themselves throu
" the Bankers Association for Foreign Trade, have formed an international credit
standards committee. It has held two meetings with top executives of various
banks ‘““to talk about the problem,’” says a member of the group.

‘‘S8ome of these people (bank presidents and directors) are on some sort of ego
trip, seeking the prestige of being an international bank with a branch in London
and all that,” complaing one middle-rank internationalloan officer of a Philadelphia
bank. But a London branch is costly to operate, around $500,000 a year, and this
forces some banks to reach for customers they wouldn't touch at home, in hopes
of earning a return on their investment. .

THE SHYLOCK S8YNDROME

In an address to the recent annual meeting of the Bankers Association for
foreign trade, Richard H. Cummings, scnior vice president of National Bank of
Detroit, blasted what he described as ‘“‘the rapidly deteriorating situation in .
international credit standards.”” And Guido Hanselmann, director general of the
Union Bank of Switzerland, warned of political risks ahead when loan payments
. .become overdue, )

“Watch out for the Shylock syndrome,”” he said, ‘‘when the friendly banker of
the past is seen as bossy and is resented.”

Accurate, up-to-date reports on the external debt position of many nations are
impossible to come by, a fact that doesn’t help mitigate the rising agitation of
the creditors. Staffers at one international institution put the debt now owed
by governments of 80 developing countries at around $100 billion, with half of
that coming due in the next five years. That's up 199, from the.$84 billion level
of 1971, estimated by the Organization for Economic Cooperation and Develop-
ment, an international body made up of the major nations.™

Debt.-service payments, interest and amortization, naturally, also are mlnq
at an accelerating pace. irving S. Friedman, an economist at the Internationa
Bank for Reconstruction and Development (Wor]d Bank), says in a 1971 analysis,
‘“Qiven the erratic hehavior of private investment, it would not be surprising to
find at some time in the 1970s that the servicing of external debt was pre-emptlng
50% or more of the flow of financial resources to the developing countries.’

CHANGING DEBT PATTERN

Already, debt service represents a lien of 15% 10 as much as 256% on export
eamin%a of many countries, earnings that are a ﬁey source of foreign currencies,
_ according to World Bank figures. :

20-964 0—178——4
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Financial problems of developing countries have been chronie for years, of
course. What is significant now isn’t only the rapid rise in debt but also a change
in the pattern of the debt. : -

‘“We are seeing a dramatic switch from public to private sector financing,” says -
the UN’s Mr. Arsenis. Using 1970 figures, the World Bank reports, “Debt to
private banks and all other private lenders, which represented a'relative -ginall

roportion of public debt until very recent years, rose by 67%. Their share of
tal debt increased from 13% to almost mg/;,." '

The portion of debt owed to private institutions, including credit extended‘!:l;;
corporate suppliers of foods, clearly has grown further since 1970, Much of ¢
kind of borrowing isn’t reported anywhere. But, counting only publicly announced
government bond issues in the Eurodollar market, one major New York bank
caleulates such ﬁnancinﬁ increased fivefold from 1970 throug/ 1972, o

In 1970, countries like Argentina, Brazil, Mexico and Venezuela announced
Eurobond issues of about $455 millfon, In 1972 developing countries borrowed
over $2.5 billion by this route, and a whole lot of new names were on the list of
credit-worthy nations—including Algeria, Indonesia and Peru. Then, in the first
quarter of this year alone, borrowings skyrocketed to over $1.3 billion, compared
with $5622 million in the first quarter of 1972. Among the 1973 borrowers weré the
Iv%x'iy Coast, the Phillli)lnes and Senegal and Zaire in Africa.

ore than 40%, of all publicly announced Eurodollar loans from private sources
lagt year went to developing countries, compared with 10% in 1970 and 359 in
1971, say economists at New York’s Morgan Guaranty Trust Co. “Of course,”
the bank adds in.a recent report, ‘‘there were many other Eurocurrency bank
credits to these and other areas that weren't publicly announced,”

Analysts caution against generalizing about the financial health of developing
nations, Many appear to be entirely capable of takinF on new debt in order to
boost their economies. Some, like the nations of the Middle East and some Latin
American countries, have oil or other natural resources to export. Others, like
Brazil, Korea and Taiwan, have a rapidly growing manufacturing base for exports,
And others, like Mexico, have important income from tourism; Mexico’s external
debt is large and debt-service payments run over 20% of its export income, but
bankers consider the nation an excellent credit risk.

Some Latin American countries are “‘going toward a much more guided type of
economy, with bettér collection of taxes, and looking to their Iong—term problems,
says Larry Glenn, a vice president at First National City Bank of New York.,

But even where the fiscal picture looks considerably less rosy, the bankers are’
shoveling out money. Referring to the growing practice of syndicating loans, in
which a lead bank sells shares in a loan to other banks, a top executive of a major
New York institution says, ‘‘We could sell just about anything.” He doesn’t look
happy about it.

A BELLOUT FOR PHILIPPINES

Last September, the investment banking firm of Kuhn, Leob & Co. put together
a comprehensive financial program for the Philippines, including a $50 million
loan on promissory notes of the Development Bank of the Philippines. On the
morning the firm gent out invitations to other financial institutions to join in the
financing, Philippines President Ferdinand E. Marcos declared martial law in the
troubled nation. ‘

One might think this would give investors pause. But, according to Yves-Andre
Istel, a Kuhn-Loeb executive, the notes were all sold within a month, The firm
has done many other financing deals for developing nations and just recently was
a co-manager of a $15 million loan to Gabon, an_African republic. (Among the
suppliers of credit was Moscow Nardony Bank Ltd., the London-based com-
meroial bank of the Soviet Union.) ) B

Gabon, Mr. Istel concedes, is a rather small nation, but its foreign debt also is
still rather small, and its foreign exchange reserves have been rising.

But, without referring specifically to any nation, a New York economist
cautions, “‘Some countries seem to be in the same position as a family without
much in savings taklnﬁ on a large, minimum-down-payment mortgage. You can
figure the payments will be met because the husband has a good job, but what if
he loses his job, loses his health or whatever? Lots of things can happen.”

A REVOLUTION AND A MORATORIUM

Some nations in recent Years have. alreadg run into severe financial trouble and
have apparently been able to correct it. But that’s a painful political process,
often involving import cutbacks, increased taxes and other measures that may
not be popular with the citizens. ‘
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For example, Ghana under the rule of Kwame Nkrumah in the 10808 ran up
large overseas debts, often spending the money on prestige buildings and Cadillacs
for govetnment officials. ‘Getting out of that bind took a revolution and two
chan%gs of governments,” says an official of an international institution. A
moratorium on the debts was agreed to by creditors carrlying rel;lmgment forward
to 1081, Most recently, the Marxist government of Chile has had to seek rene-
gotiation of its external debt.

In many cases, international economists say, the developing countries are well
aware that they are storing up trouble for themselves by increasing thelr external

ebt. “‘But,” says one analyst, “‘you can hardly expect a country like the Ivory

oast to turn down money when the bankers are offering it, even thoufh the finance
ministor knows the country could be in trouble 10 years from now. Is he going to
tell the minister of agriculture he can’t buy tractors because it will mean trouble
10 years from now?”’

for the lenders, they are under competitive pressures to make loans, “The

London branch of a New York bank, say, knows that if it doesn’t take the busi-
ness, & Japanese bank or a French bank will,” says the UN’s Mr. Arsenis. Also,
he says, much of the debt %oes to pay suppliers of goods and services—Japanese,
German, British and American multinational corporations. “Much trade now is
gone on' the basis of financing terms offered the customers, rather than price,”

e 88YS.

It's far from clear where this trend will lead, most analysts agree, Studies are
under way in a variety of international organizations, but so far, says one insider,
fithe governments have agreed onl,v that there is a problem; tl’xey haven’'t come
around to doing anything about it.”

{From the New York Times, July 18, 1978]
Rist oF 15 PerceNT Is SEEN ror U.S. ExrorTs BY EXIMBANK Heap
(By Edwin L. Dale Jr.)

WasuiNaToN, July 12.—Henry Kearns, chairman of the Export-Import Bank,
said today that there were “potential” United States exports in the next five years
of between $9.75-billion and $12.5-billion in the single area of “‘coHection, liquefica-
tion and storage facilities” for natural gas abroad.

Mr. Kearns cited projects now being discussed in 10 countries involving natural
gas, including the Soviet Union. He also said at a news conference that major
minerals and other projects, tOﬁether with natural gas, would need between now
and mid-1976 “between $30-billion and $40-billion of export f’mancln§ support.”

Based in part on the Export-Import Bank’s preliminary commitments to
finance exports, Mr. Kearns said, ‘I believe that it is safe to anticipate an inorease
il% 7%'3"”‘1 States exports of from 15 to 20 per cent each year through fiscal year

He said this would mean an equally large jump in Export-Import Bank ﬁnanoing
with exports “supported” by the bank’s various programs rising from the recor
programs rising from the record $10.5-billion of fiscal 1973, just concluded, to
as much as $15.5-billion in fiscal 1976.

OTHER POINTS MADE

Mr. Kearns made these other points:

{His agency is “examining” the possibility of offering insurance against foreign
exchange rate fluctuations to aid the nation’s export trade, but he cautioned
against any assumption that such a program was imminent. Ho said France had
not had a ‘hapf){ erperience with a program of this sort.

{Given the likelihood of a big increase in the volume in the bank’s export
financing, there will be a “‘gradual” increase in the years ahead in its borrowin
in the United States capital market—borrowing which amounted to about $800-
million last year.

Senator FuLsriont. Finally, this is simply a device to try to increase
our foreign aid, economic. aid program when we cannot a ord it. The
interest rate, as you well know, we will have to pay on money borrowed-
to service these loans are very high. Treasury now pays over 8 percent,
the prime rate is 9% and you are offering here to len that money at 3
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gercenf:. As a matter of fact, my calculation of 40 million is based upon !
orrowing at 7 percent, less than it presently is. b

I think it would be a great mistake for this committee to approve( 4

this scheme without much more thorough examination and insuring
that tight, detailed guidelines are laid down if such a plan is found to:
be desirable. o

The CuairMaN. We are going to get both sides of the ment, I
have added Congressman Otto Passman to the witness list. If he
supports the Treasury, I think I will probably stg)porb it. ‘

nator Huympurey. May I comment, my distinguished chairman
and friend, the Senator from Arkansas, Mr. Fulbright and I have
not agreed on the whole subject of foreign aid. We agree on many
things and I respect him greatly. First of all, this was not born over'
nigglt, this initiative came out of the House, men like Congressman
Zablocki, Congressman Fraser, and others over a long period of time,
it was not an administrative initiative, and I am happy to say that
the administration does support it. I am not known as the patsy for
the administration. I think it has merit and, therefore, I am delighted
that we have support from the administration as well as from Members
of Congress. The fact we only had 2 days of hearings is not due to
this bill. I think we ought to have had many more aﬁs of hearings
so it was not suddenly born. As to guidelines, I realize that the guide-
lines are not too specific but I do presume that there are some people
in the Government that have enough sense not to want to take all
of this in one country for factories in one country.

The aid program presently under its Development Loan Fund
restriction covers loans to countries that will not export any more
than 20 percent of the output of a factory. In other words, they do
not make loans presently under the 2-percent loan fund, to a country
that is going for a factory in a country that will have over 20 percent
of its exporting to the United States. So that there are people that
are going to be concerned about this. I do not believe that the Sec-
retary of Labor, for example, if added to the advisory committee, and
the Secretary of Commerce, who is vitally concerned about American
industries, is going to sell out under some ridiculous guideline procedure
the interest of the American industr¥I and the American worker. I
just do not believe it, nor is Hubert umphreir nor is Senator Ful-

right. We are not going to let that happen. f the guidelines need
to be more specific we can do that. For example, one reason the House
turned this bill down was because it was not included in the budget.
I want to amend this bill and will offer such an amendment that will
see that it is a budget item.

Second, we are making sure this procedure goes through the Appro-
priations Committee process so that the Appropriations Committee
will set the limits on how much you can borrow. The $3 billion for
4 years is the maximum. It is the authorization. The Appropriations
Conimittee may say you can only get $200 million for 1 year, or
maybe for 1 year you did not get anything. The Congress maintains
its control over this. This is not some ﬂ{y—by-night scheme that has
been concocted up here to bail out a foreign aid program. I ,’f““
hapéxen to believe that it is to our national interest to get American
products made by American workers in American factories and
American towns into countries that are sometime down the road -

either going to be buying goods from us or from somebody else. You . -
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are going to make up Kour mind you want to buy it all from Japan
or (ermany because they have lE)l'ogmms to finance this. Or are we
going to have a program that will make us competitive?

If we are going to be in the economic competition for exports, I
want to be able to compete, and I do not want to stand on some
of old-fashioned .theor)i that we have to pay so much interest. If
the other guy—listen, T have been running a drugstore in my life—
when the guy-down the street is selling Bayers aspirin for 16 cents

it does me no good to say you have to pay a quarter. You ma{ be
t in

able to get by with this up in Congress, but you cannot do
business. o

The CuairmAN. Senator Ribicoff.

Senator RiBicorr. Two questions. What has been the general
composition of U.S. exports to these countries listed, the 70 countries?

Senator HumMPHREY. Senator, I cannot give you the specifics on it,
but it is my understanding it is mostly what we call industrial com-
ponent ﬂarts for dams, machinery for their roads, for their railroads,
and we have been losing those markets, to be frank about it.

Senator Riprcorr. What do you think the import absorption
capacity would be for countries with a per capita income of $375

enator HumpHrEY. Well, the other competing countries with

which we must deal in the marketplace today found that they have
been able in these years, as I indicated, 156 OECD members increased
their exports to these countries with $375 a year per capita income or
less, by 143 percent in the period from 19656 to 1971, from $0 billion
to $21 billion. Now, that is in a period of 8 years, and they increased
in a period of 6 years $12 billion. It was about $2 billion a year for their

" increase of exports. I do not want to make a prediction, but I do think

that is the prediction on the amount. I do think, however, as these
countries get along, that the opportunity to increase this. Our exports
there is rather substantial. It surely would run as much as the European
countries have been able to demonstrate.

Senator RiBicorr. As I look at these countries, they seem over-
whelmingly to be in the southern half of the globe.

Senator HumpHrEY. Yes, sir.

Senator Risicorr. There has been a pattern developing around the
world. As soon as a nation raises its wages, its factories start moving
toward the southern half of the gll‘obe where wages are much lower,
often just a few pennies an hour. Then these plants compete with the

“developed countries where the wage rates are higher.

This process has witnessed industry moving from the United States
to Japan, to Hong Kong, to Korea. Now they are going into the
South American and African countries. So we have a flight of industry
and production facilities, not only from the United States, but from
other relatively high wage-rate countries to the Southern ﬁemisphere
cﬁlut%tries. What impact do you think your proposal would have on
this

Senator Humpurey. That, Senator, is my understanding—what is
happening there is the flight of capital investment to those countries
for the purposes of manufacturing or development, which obviously is
of aid to those countries, and some of those profits do come back here,
but I recognize some of the competitive problems. For example, as
thig haﬁ)pened in textiles in the instance we are aware of, and shoes,
and others.
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Senator Risrcorr. You see—— o T R

Senator HumparEY. May I just say that here we are talking about
not the export of capital ‘yer se, the only purpose of this capital loan
and its Government to

corporation based overseas, but the U.S. corporations right here in
our own country. o

Senator RiBicoFr. It would include, would it not, high technology
items, machinery, and equipment, that could be used to set up fac-
tories in these low wage-rate countries. ‘

Senator HumprREY. It could. It could be used for that. However,
as I have said earlier here, that the committee or the administrator
that administers this program with the advisory committee, would
surely, I would hope, follow at least the guidelines that AID presently
has, and it is my judgment that this program ought to be administered
through AID, and that program, as I recall, or those guidelines as I
recall, state something like this. .

That a development loan would be made to a company provided
that that company did not export over 20 percent of its product into
the U.S. market. Now, we would not have any less standards than
this, and it would be my hope that out of the legislative history here,
we would come to understand we are not trying to bypass or we are
not trying to set up competitive industries, as I said here in my sum-
mary statement. The whole purpose is not to set up competitive
industries to American-based companies, but rather to help those
countries to develop their own economy. :

Senator Ripicorr. That may be the cbjective you have, but in_
practice would it work out that way? Labor, today, is the least
important factor in the entire trade picture. Technology, capital,
and management are the key factors, because it is so easy to shift
these three factors from one nation to the other, while utilizing and
training very rapidly labor in countries where their wage rates are
gnly a pittance in comparison with the wage rates in the United

tates,

Perhaps Senator Humphrey has a good proposal hers, Mr. Chair-
man, but I do think we have to look at the whole international trade
picture and the impact that this proposal would have on it in its
entirety. I would imagine that when the trade bill gets to the Senate
from the House, these are some of the factors that you would want to
go into, Mr. Chairman.

Senator HumparEY. Might I just say this, Senator Ribicoff? V

Wae are not-in control. It is not as if we do not do this that a factory
will not be set up, let us say, in one of the countries. I have a list of
70 countries that would qualify.

The CuarrmaN, Put that list in the record.

Senator HumprREY. Yes, sir. I want to include thatin therecord.*

It is not, for example, as if that Kenya, that has a per capita income
of $180 a year would not be able to get exports of parts that could
be put into a factory, because if we do not at least have a chance to
compete in the area, to send American-made goods to this country,
the British will, the Canadians will, the Japanese will, I read the

“terms that they have. They are every bit as generous and some more

* The list is printed in this hearing at pages 200 and 201,

‘ overnment, is to purchase American goods -
from the United States of America, not even from an Americah - .
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50 than ours. So it is not if somehow or other if the United States says v

you boys do not 1?)lay, the game stops. The question is, are we going
to be in the game -
Senator Risicorr. My feeling is if these developed countries in the
past, Mr, Chairman, had given large infusions of aid to many of these
so-called backward countries, we would not have $100 billion floating
around the world and maybe our monetary position would be better.
1 think we ought to encourage other nations to contribute more for
development. I do not think this approach in any way reflects upon
the United States, which should have learned a lot from the past 20
years' experience. .
Senator HumpHREY. I would surely “z;ﬁree to that. May I say this is
not a gift, this is not a contribution. When you go to the savings and
loan company and get a 30-year mortgage, they are not giving you
the money, you have to pay it back. When you go to this, let us say
that this legislation is adopted and a comgan&r and a country gets a

loan, it has got to pay it back. It is paid back in dollars. It is not a

grant.

The only concession in this is a concession on interest. That interest
is variable and flexible. It is a part of the total package that we have
to implement the national policy of assistance to other countries on
export development. You bring both of them together. Assistance to
other countries, that is why I put it under the aid program and export
development and 1 believe that in the long run, as we have said, we
have had a slogan here, trade, not aid. This is trying to stimulate
trade and in due time I think fortify and maximize the effect of any
aid and hopefully can help do away with the necessity of aid. I do not
think in the foreseeable future we are going to see the end of assistance
programs to less-developed countries. It is my judgment that that
program.will have to go on for a long time, not just bg us but by others,
and others are making substantial contributions. Our friends to the
north, Canada, give a much larger share of their national budget to
aid than we do in the United States.

Senator RiBIcorr. But their balance of trade with the United States
is so substantial, something like $2)% billion last year. They can afford
to do it. I would be very happy to see Canada and Japan and West
Germany and France giving more substantial sums. Maybe that will .
help right the financial balance in the world. It certainly does not
bother me to see them give more,

Senator HumpurEY. This does not hurt our balance of payments.
This helps our trade picture. This improves it. And I noticed you ask
the question about the capacity, the import absorptive capacity. I
have received some information that the total merchandise imports
in 1972 in these less-developed countries with per capita income
under $3756 was approximately $30 billion. If import absorptive
capacity is defined as the capacity to utilize increased imports, pro-
ductively there can be little doubt that the 675 million average
annual flow which this program would authorize could be absorbed
since it would constitute less than 3 percent of the existing import

level, and I believe that the increase in exports from the old, the.

industrialized countries, OCED countries, indicates that there is & -

- great absorptive capacity there, and I have never noted that either

the J. a%ané'se or the Germans were poor businessmen. They seem to be
able, the yen and the Deutsche mark are both good currencies, and -
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they have had a program like this for years. Maybe this is one of the
reasons when we go to these countries we look ‘around and we see
Dutch, German, Japanese, ﬁoods, with labels on them all over the
place. And frankly, one of the reasons we insisted that the Develop-
ment Loan Fund have at least 80 percent, about an 80-percent repur-
chagse back in the United States was because we began to see that.
They were in days gone by we would make grants and loans to other
countries only to find out that they are going to Britain or some
place else to buy their turbines, to buy their goods. This program is
designed, I repeat, to do one thing above all, to see that the goods
that are Xurchased under this program, under a businesslike operation,
will be_American-made by American workers in-American factories .
in the United States of America, shipped from the United States to
the countries that are the recipients to be repaid in dollars under
terms which are competitive with our competition.

Now, unless I misunderstand business principles as well as humani-
tarian concerns, that is a pretty ﬁood program.

The CualrMAN. Senator Mondale.

Senator MoNpALE. You mentioned, Senator Humphrey, the export
Promotion programs of other developed countries for lending on
avorable terms to less-developed nations. Could you be a little more
specific? For example, do you know at what terms German, Japanese
and other exporters are able to compete in these less-develope
countfies?

Senator HumpHrEY. Two to three percent. Mostly 3 percent for 22
to 30 years, That is Germany.

Senator MonpALE. Do you have so-called grace. periods?

Senator HumpHrEY. Yes, sir. Some of the grace periods went up to
10 years. This grace period has been cut to 5 and the the grace period
in some of the countries, for example, no payment on either interest
or princi?al for the first 5 years. And we have payment at least on
interest. I was opposed to any kind of grace period that would elimi-~
nate the payment of interest in the first years. And again, may I say
to the chairman, in the House bill the terms were 2 percent, 40 years
and a grace period much lon%er than the one that we have provide(i
both on interest and principal.

So the Senate bill is a tighter bill, to use a word I guess, that we
understand.

Senator MoNDALE. Last year I was Chairman of the Subcommittee
on International Finance which reported out the liberalized Exim-
bank proposals. I was concerned at that time, and still am concerned,
that the foreign equivalents of our Eximbank are always out-
competing us in Eastern Europe with favorable terms.

I gather that this is even truer when it comes to competition for
exports to the less-developed countries.

enator HumMpHREY. Senator Mondale, that is exactly right. Now,
the export credit agencies for what you might call the Kastern Euro-
ean countries a.ndg the -countries agove the $375 a year, our Exim-
ank with your legislation, has become more competitive and I think

" that the Eximbank is great, has been a great asset to America, but
we have faltered except on the development loan and the development
loan is the 2 percent, 40 years, but the program is tied not only to
developments, the development, but the export development, and I
am trying to emphasize in this bill and the committee is trying to

\
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emphasize the relationship between effective use of aid funds on the
one hand and the development, long-term development of exports
from the United States on the other, and it is the matter of getting a
hold, getting a foothold in a market. ,
Senator MoNDALE. As we meet here today the so-called Third World

- countries are meeting-in Algiers. One of their consistent complaints is
that the major powers have ignored their best interests. It has been
my impression that during the last few Prears our policies have been
preoccupied with what you might call great power politics—our
relations with the Soviet Union and China—and, of course, the
normalization of these relationships are critical. But I do believe that
there has been a deemphasis of the problems of the less-develcped
countries. I think we have seen some olf) this in West Africa during the
tragic drought and starvation, Yet we seem to be very active in
peddling arms to less-developed nations. -

Do you not see the proposal as a means of steppingbup U.S. concern
and help in an enlightened way? Should this not be an important
element in our foreign policy as well?

Senator HuMPHREY. Ydo, I surely do. Just as you, Senator, took the
load amongst with others here in trying to open up the Eastern
European markets, which was a sensi%le, responsible approach both
to the international diplomacy and our domestic economic needs, we
will at our peril ignore these less-developed countries. I tried to indicate
in the beginning just from a very selfish point of view many of these
less-developed countries are treasure houses of natural resources.

We are not going to be al.le to g» in and grab them by brute power,
as in the past other countries did. We frequently have not had relation-
ship with these countries on the basis of colonial relations such as the
French, Japanese, Italians, or British, so we have to find a way to
show our deep concern for their well-being on the one hand and on
the other hand a sensible financial fiscal responsibility for our own
needs here at home, and what I believe that this Export Development
Credit Fund does is to show that we are prepared to help these
countries with reasonable and indeed, concessional credit terms so
that they can get some of the things that they need, and we show our
concern for those needs. But on the other hand, Senator, it does not
hurt us a bit. As a matter of fact, it is wise merchandising and good
long-term investment because if these countries all fail in terms of
their economic system, it is going to promote a world disaster and we
cannot exclude ourselves from this world. If these countries slowly
develop or even more rapidly develop it is to our benefit providin
that we have shown them some interest. Now, we have to serve wit.
these countries and work with these countries in the United Nations.
The Committee of Twenty that is working on the International
Monetary Fund has representatives of these countries, it is not as
somehow or other we are going to write the rules for the International
Monetary Fund without their consideration or help or cooperation.
Everything in which we are involved includes these countries. And I
would think a country that is oil short, metal short, timber short, and
with a few other shortages that we have, that we would be deeply
interested in how, what our relationships are with the less-developed
countries. ‘

Senator MonDALE. I thank the Senator-for what I thought was an
excellent answer.
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Mr, Chairman——

The CuairMAN., I believe the bell has rung on—— s

Senator MonDALE. I did not hear it. I was going to make one re- :
quest. Could the staff prepare for us an analysis of similar credit -
bankinfi'l institutions on the part of the developed countries which
assist their exports into less-developed countries, and an analysis of
our current credit instruments, whether it is———— '

The Crairman. I will ask the staff to obtain that information for
Kou. They will, of course, need the cooperation of the executive

ranch, but I am sure they can obtain it.

Senator MonpALE. Could we get the same figures on what kind
of credit instruments we have for sale of U.S. arms overseas?-I would
also like figures on the guarantees of U.S. capital overseas in the
construction sector. That would be a helpful document.

Senator HumpHREY. Very helpful, and might I add I remember the
argument in the Congress about the sale of arms and here it is, If we
do not sell it to them under these terms somebody else will.

Senator MoNpALE. That is right.

The CuairmaNn. I would like for the representatives of Treasury,
State, and Commerce present to take note of it and to provide us
with what they have on the subject. We will try to help you get that
information.

Senator MonpaLE. Thank you. -

(The following was subsequently supplied for the record:)
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Comparative terms of economic assistance programs of the United States and other industrialized countries

Net bilateral
grant and loan
disbursements
in 1971
Average grace (millions of
Country and agency Interest rate (percent) Maturity period (years) dollars)
United States: Agency for International Development_ _________ 2.0-3.0 Upto40yrs..____ 9.7 182, 900
Canada: Canadian International Development Agency_______!_ 0-3.0 30to50 yrs_______ 9.9 295 o
France:
Ministry of Economics and Finance_. ... ____.___.__.______ 3040 15t020yrs..__._. 3.2 980 o
Mxmstrv of Foreign Affairs__. ___________________.______ 0 Grant. . eieaoo
aigse Centrale de Cooperation Economique_ . __________ 3.0-5.0 5t020¥rS .o mmen
My Kredxtanstalt fur Wiederaufbau_._ ____________._____ 2.0-3.0 22t0o30 yrs._____. 8.3 528
Italy. ediocredito Centrale__ ____________________________. 3.0 11 yrs. (average).._ 20. 5 137
Japan: Overseas Economic Cooperation Fund_________________ 3.0-5.0 20to25 yrs...___. 6.7 432 '
United Kingdom: 1
Qverseas Develo ment Administration___________________ 0 25 Y8 6.3 487
Export Credi uarantee Department__ ________________ 35 Upto 15 yrs o eeem

1 Includes $1 billion under Public Law 480.
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Comparative terms of export credit programs of the United States and
other industrialized countries '

Interest rate !
Country and agency (percent) Maturity P"?ﬁ%ﬁm'é %
United States: Export-Im- 6.0 Up to 15 years.... 80
port Bank.?
Canada: Export Develop- 6.0 Up to 20 years.._.. 85
ment Corporation.
-France: Banque Francaise . 5865 Uptol2years.... 70
du Commerce Exterieur.
Germany:
Kreditanstalt fur Wie- 7.8-8.5 8-15years........ +70,¢76.5
deranfbau.
Ausfuhrkredit-GmbH . . 8.5-10.5 Up to 15 years_...
Italy: Mediocredito. ... 6.5 Up to 10 years.. .. 80-90
Jap?tj : Export-Import Bank 4.5-7.5 Up to 20 years. 49-64
of Japan.
United Kingdon: Export 6.0 Up to 15 years._.. 80-85
Credits Guarantee De-
partznent.
1 Interest rates do not include private fi ing costs, insurance, or other fees, some of which might add

2 t0 3 percent to the cost of borrowing from the U.8. Eximbank and some other e?ort credit agencies.

2 The pereent of contract covered includes that portion of the transaction financed through private credits
guaranteed by the U.8. Eximbank and some other credit agencles.

1U.8, Exron»lmport disbursements totaled $1,400,000,000 in 1971. Comparable figures for the other
credit agencles were not available. -

4 Bupplier’s credits.

4 Buyer's credits.

Terms of U.S. foreign military sales programs

Interest rates Maturity Grace period

Cost of money to U.S, Government.! (7% 5 to 10 years.... 1 to 2 years.
percent—September 1973).

t Rate extended to borrower is cost of money to U.S. Government. Interest rate on Department of De-
fense money, when used in combination with private credit, may be lower 8o that combined credit to bor-
rower remains at cost of money to U.8. Government.

The CrairMAN. Senator Packwood just left the room. It was his
turn,

Senator Gravel.

Senator GRAVEL. I was not quite sure, Senator Humphrey, if you
said that this would not support high technology exports to these
poorer countries?

Senator HumpHREY. I said, Senator, that that would be within the
jurisdiction of the advisory committee but that under present rules
of the AID administration, and it is my hope that this program is so
designed to be under AID, that the high technology would not be the
subject of export under this program.
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Senator GraveL. The only problem I have with this is that, as we "
both recognize, high technology exports could be used to compete
very quickly with us in many areas since we are a high technology
country. Furthermore, it seems to me that this program appears to
be a tﬁ'pe of commercial imperialism, although that term may sound a
little harsh. That is, we have to reach out and get markets because it
creates jobs at home. Probably the best example I could show this
with is the case in Libya where the Italians were finally ensconced
as a result of their activities prior to the Second World War. The
British, abetted by our foreign policy, were able to get the Italians
out of i.ibya because they wanted it as part of their economic arena.
All we had was continuous economic agreement which was severed
immediately while the Italians had large scores of people in Libya.
We had a situation in which there was a true Western incursion of
some permanence in Libya, had it not been for the attitude of elbowing
the other guy out. So I am not chagrined to see Canada aggressively
pursue markets, or Britain or Japan either. I think that is a healthy
situation.

Senator HumpHREY. Do not misunderstand me, I am a competitor,
8o are you, in politics, and I do not want in any way to say they
ought not to do that. I simply said if we are going to be in the contest,
that I do not think we ought to be running on one leg.

Senator GravEL. Let us define precisely what the contest is. As
Senator Ribicoff was alluding to, and may have brought out if he
had more time, there is an evolution taking{place in the acquisition
of capital, which is a very painful process. You go from sweat shops
to high technology. Essentially what you have is a program designed
to get them from a subsistence level to the sweat shops as soon as
fossible, so that they can evolve to a higher level in ensuing years.

do not Y)&rticularly want to see us export to get these people into
the small hand shoe factories so they can sell us this humble sweat off
their brow. If anything, I think we might move more rapidly to a
cybernated society by a rapid dispersion of high technical capital
intensive equipment around the world rather than what has been
the customary evolution in our industrial society.

Senator HumPHREY. Yes. Well, I think the point has to be, the point
I was trying to make, which I hope makes some sense, is that we are
not attempting here to use the export program as a way of setting u
under concessional terms, industries or factories that will be competi-
tive on unfair conditions to American goods.

Senator GRAVEL. The export credit proposal stipulates that no more
than 20 percent of the goods produced abroad as a direct result. of
Joan activities could be exported back to the United States. In other
words, as soon as they began producing, you sort of nip them in the
bud, so they will not hurt us.

We give factories to them so they can set up the sweat shop. Then,
as soon as they are ready to export back to us, we shut off the market.
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I suspect we will have frustrated them at that point in time. They

will go running to the Canadians and to the Germans because they
are so teed off at us. .

Senator HumpHREY. I do not think that has been the case in the
past with the operation of AID. There is that possibility. .

Let me say a word about hi%h technology. I am no expert in it but
one of the big problems we had with the programs in the past is that
we have always been interested in helping countries build big steel
factories and big electronic instrumentations and we find out that
they just do not have either the educational base, the management
base, the middle management base, the supervisory base, the skilled
labor force to oPerate them. You do not make a high technolo,
country by mereg exporting them computers. It takes years to train
a population to be able to use high technology. This is why high
technology is something that we can talk about rather freely because
we have had a 150 years of public education with large masses of our
ﬁeople being brought into an education experience but other countries

ave not had that, particularly the countries we are talking about

where the rate of literagly is 75 to 80 to 90 percent and per capita income

from $50 up to $375. They need some basic, they need some things
that make life worthwhile, they need a pump to get a well.

Senator GrAVEL. Senator, I share your emotional concern for these
nations and applaud it. I think your motivation is sincere. .

Senator HumpHREY. Thank you very much.

The CuAIrRMAN. Senator Roth.

Senator RotH. It is always a pleasure to have the junior Senator
from Minnesota before us and I sympathize with his objectives. I do
have some questions. I am a little concerned as to whether or not we
have a mixed bag here. Is this program primarily for the purpose of
incr.easins exports? Or would you say it is primarily to help the under-
developed countries? What is the principal purpose?

Senator HumPHREY: It is both, and it is a happy combination
because I do believe its first purpose will be, of course, to be of some
help to the less-developed countries, countries that today are not
receiving the kind of credit terms from the United States that can
be helpful to them. .

Second, it will immediately give some help to exports but in the
long term will give much greater help because I believe-it is fair to
say that our experience in market development either at home or
abroad indicates that you sometimes make initial investments which
for a é)eriod*of time are not too productive but in the long term are
valued to be very productive. .

This is the way many a product has been marketed within this
country. This is the way, for example, that a little product called the
soiv)bean. We spent millions and millions of dollars talking about
subsidy. The soybean producers of this country were subsidized and
market developed all over the world and today soybeans are more
valuable then gold to the American economy. It is better to have a
room full of soybeans than a room full of gold. And we did that by
market development and I was one of the authors of that program.
It is & part of Public Law 480 and that market development took 10
to 12 years. We spent millions of dollars and today it is one of-—there
is no end to the demand for that product. That had to be developed.

Senator RorH. Could 1 ask this question? In administering this
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law, in deciding whether or not to make a loan, to what detail would
the administration be expected to consider the impact on the local
economy? Let us say we have two proposals before us. One is the
simple matter of promoting the export of American goods, the other
_is tied into some particular local development project. Are we saying
the administration, whoever that may be, is responsible for, like the
World Bank, going into detail as to how these goods are going to be
used? If we are, are wé not running into some problems? Japan, for
example, has been criticized in the past for using their so-called aid
program to export goods rather than for developmental purposes.

Senator Humpurey. We have criticized them for that because we
saw them taking the markets, we have been crying and I think it is time
to quit crying and go to work. I remember when Mr. Tanaka was here
not long ago, the Prime Minister, I thought he was very gracious about
it, which is their way of simply saying that, you know, you can learn
how to export. Somebody was saying, well, why do you not buy more
American cars and he said, why do you not mal'Ze a car the way we like
it? We make cars the way you like it.

Getting down to this, T think we ought to have a semiannual
report, and I am going to require that as a committee amendment, as
to the impact of any of these loans or the total program on American
jobs in the American economy. This will be required as a part of this
program.

Senator RoTH. Let me ask you this. If we had two proposals, one
strictly involving American goods and having no particular impact
on development of that foreign countrg, and another proposal that
involved less American goods, but probably keyed in better to their
development plans, which should get priority under this legislation?

Senator HuMpuREY. I think the export would Eet priority under
this f)articular section 16 because we have in the balance of the bill
development loan funds and technical assistance for the purposes of
the improvement of agricultural production in nutrition, health and
education, and certain specified projects. The hope is that this program
will be an assist or aid to development assistance and I think it is, but
it has, as I said before, a combination of assistance to the less-developed
countries that are really less-developed, the low income countries on the
one hand, and it also has the impact of assistance to American industry
in terms of getting goods into other markets. )

Senator Rota. I would like to make one comment. I wonder if the
language, and I have not studied it very carefully, does give this

direction. The (})uestion I have with respect to your proposel is, it does
“ seem it is very broad and I agree with its purpose, but it is very broad
in its guidelines and I wonder as an administrator, if one could not do
anything he wanted to. You do have language, if I might point out,
that says “with due regard,” which is, I think, somewhat vague,
referring you back to some of the early objectives of the legislation.
One of the earlier objectives of the legislation is that U.S. assistance
should concentrate in particular on development, employment in- -
tensive technologies suitable to the less-developed countries.

Senator HumpHREY. Right. .

Senagor Rorn. This brings me to some problems raised earlier, I am
not ﬁassin judgment on it, but should this program be used to develop

" textile industries in some underdeveloped countries? I can read the
- language that way.
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. Senator HumprREY. Yes, I think you have to rely upon some good
udgment of people that operate this pro just like %gu rely on .

xgort-lmport Bank. We put billions of dollars into the World Bank
and we rely on them. One of the advantages of this )irogram is that -
before it goes into operation, Senator Roth, we will ask, and we have
demanded that the administration present-to the Congress its plan
of aotion, its guidelines, so that we have a chance to review it.

Senaablm Rorn. But there is no power of veto, if I understand your
proposal.

Senator HumpaREY. No; but I would think there is what we call
the power of consultation and accommodation.

Senator Rorn. One of the things that concerns me, and I will
conclude, is that will all of the criticism being made of the Congress
not playing its proper role as to whether or not this legislation has
precise enough guidelines. That is the basic question that concerns me.

Senator Humprrey. We might want to take a good hard look at
this, but one thing about this legislation, it is congressionally initiated.
This did not come down from on high, and I do not claim credit for its
ilenesis. The genesis of the program comes from Members of the

ouse, These men I give due credit. We think we have refined it and
made it a more acceptable program here. It is a congressional initiative
it does provide for congressional control through the Appropriations
Committee process, it does provide that the administrators must come
in first with its mechanism and its guidelines and its administrative
structure and we have a 3-month period in which to take a look at it
and come back to them and if need be, pass a new law. If we cannot
Eass an amendment in three months we ought to get out-of here, We

ave from April to July under this legislation and if we change it from
January to April we still have our 3 months, but I would like to work,
a8 I do find 1t a pleasure to work, with {ou, Senator Roth, and we
could look through the text of this and if there need to be what we
call technical or refining amendments, I think we could work those
out,.

Senator Rorn. Thank you.

The CHAIRMAN. Senator Byrd. -

Senator Byrp. No questions. - .

The CuarMaN. We will hear both sides of the argument in the
hearings, and we will make a suggestion. But quite apart from this
item, which has a lot of merit to recommend it, we are e)irﬁeo s
hopefully in the first sessicn, t6 have sent over here a trade bill whic!
is relevant to this. It is my hope that in connection with this trade bill
we can make a tremendous contribution in the areas of full employ-
ment, balance of payments and balance of trade. .

Now, you have been part of the administration, just like I, at one
time, was assistant majority leader in the Senate. I had somewhat
paraflel responsibility with you in trying to consider administration
problems and all that. You and I know how the Administration likes
to send a bill up here and say fellows, that is all that can be done,
We do not want you to make suggestions. Give us what we are as
for, it cannot be improved on.

Now, if two men are in business and they always agree, then one
of them is unnecessary. If the other fellow cannot make a contribution
he ought to go home and get in another line of endeavor. My belief is .
that the Congress is here for a purpose. I believe that we in the
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Congress can make a major improvement on our balance of payments
and on our balance of trade and on making this whole trade aid loan
subsidy program work to the national interest. I think we ought to
do so. In my judgment, we are going to have the same sorry disap-
pointment as a result of this year’s trade bill as we have had with .-
regard to all of the other trade bills that we had great hopes for,
unless we in Congress make a major contribution.

I am here to offer you a standing invitation to take a look at the
trade bill when the House sends it, and I would suggest you offer
¥our sugﬁestions to this committee. We would like to have them.

would hope that we can incorporate some of them into the trade
bill that we work out. I am not anxious to confront your amendments
on the Senate floor. I would appreciate it if you would suggest them
to us while the bill is still in the committee.

Senator HumpHREY. Thank you. May I most respectfully suggest
to you I will be more than happy to do that because I enjoy workin
with the distinguished chairman of this committee and a friend an
a col]earue for many years. You are so right about administration
proposals. I have carried a few of them over here myself indicating
to my then former colleagues it was like holy writ, you know, like the
Dead Sea Scrolls rediscovered some of these administration proposals
of even previous administrations. There is no partisan monopoly
as to wisdom, you know, or self-declared wisdom. When something
comes from the executive branch to the Congress, why you are suppos-
ed to say that is right.

I do agree with the Senator from Louisiana that when it comes over
here we do not say it is wrong but we say we would surely like to take
a good look at it and make some constructive suggestions.

'he CHAIRMAN. Well now one item that concerns me in our present
bad situation is the simple matter of trying to encourage people to
spend some money investing in this country. Canada spends a great

eal more money encouraging Americans to go to Canada on their
vacation than we do encouraging Canadians to come here. They spend
a lot more money encouraging Canadians to stay home than we spend
encouraging them to come visit the United States and see what we
have here. -

Up until now we have not been able to get anywhere with this
because Congressman Rooney has some very profound ideas on this
subject. For all intents and purposes he succeeded in defeating the

rogram that would spend money to advertise for people to visit the
nited States. It would have had a tremendous return in my judgment.

If we cannot get it through the Appropriations Committees. the
tax writing committees can initiate something just as we did with
revenue sharing. Your idea about a revolving fund a self-financing
program is one way we could perhags give the House a chance to
vote on this. I have no doubt that the Senate is going to do something.
You and I know the power of subcommittee cﬁairmen, especially
the House. So it just might be possible to persuade the House to do
something about this in a bill aimed at trying to correct some of the
short falls in our program.

Now when we have the trade bill before us I am here to issue an
invitation.

Senator HumpHrEY, Thank you.

20-954—78——8
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The Cuairman. Look at it and give us your suggestions. [ would
much rather hear them for the first time in the committee than on th
Senate floor. : o,

Senator HumpureY. Thank you I will be there.

I want to thank you for the courtesy you have oxtended me Mr:
Chairman and members of your committee. Thank you very much.

[The prepared statement of Senator Humphrey follows:]

Prerarep TesTiMONY oF Husert II. Humpuriy, A U.S. SENATOR FROM THE
StAaTE GF MINNESOTA

SUMMARY

The Export Development Credit Fund—Section 16 of 8. 2336—is a Congres-
sional initiative first developed by members of the House Forcign Affairs Com-
mittee and reported by the Foreign Relations Committee by a vote of 12 to 3.

Our domestic economic problems cannot he solved in a vacuum. We need to rely
on other nations, on international systems and institutions for cnoperation in
solving what used to be purely internal problems.

America has become dependent on the resources of the developing world—ofl,
copper, tin, natural rubber, hauxite, timber, coffee, etec. American direct invest-
ment in the developing world is valued at $23 billion. This investment yields 5%
of our corporate profits.

We cannot expect the nations of the developing world to cooperate in our own
enrichment if we remain indifferent to their needs. In fact, these poor countries
could use their growing economic power as a lever to force a change in American
poliey. They possess strategic market power, they can exert influence on world
money markets, and they could confiscate investments. They arz prepared to
exploit cconomie disputes between the U.S., Europe and Japan if our relations
with them are not based on constructive cooperation,

Domestie food prices are related to the demand by hungry poor nations umable
to feed their people. We must aid them in the production of food in our own interest
as well as theirs.

We can aid the very poor nations by making our exports available to them on
terms they can afford. This type of mutually advantageous economic relationship
has become a part of European and Japanese foreign economic poliey.

The Export Development Credit Fund of 8. 2335 will eximnd American exports
to the 70 poorest nations containing a market of over one billion people—excluding
China.

The Fund will borrow from the Treasury or the public $3 hillion and lend $2.7
billion from June 30, 1974 until December 31, 1977 to the lowest income countries,
The minimum lending terms at 39, interest, 5 ycars grace period and 30 years
to repay. All repayments in dollars. The difference between the Fund’s financin
costs and loan reccipts would be met from past aid loans available at a vote of
about $300 million a year.

Poorest countries defined as those with per capita GNP under $375 & year and
special emphasis on countries with GNPs of $200 per capita.

The bill will be amended to include the Fund’s receipts and disbursements in
the budget. L -~

8. 2335 provides for Fund coordination through an advisory committee drawn
from State, Treasury, Agriculture, Commerce, Ex-Im Bank & AID, The Secretary
of Commerce would chair the Committee.

The U.S. is losing an important share of vast markets in the developing world
to the Buropeans and Japanese who have developed exﬁort credit systems at
concessional rates. From 1965 to 1971 the U.S. share in these markets increased
309,—from $3.7 to $4.8 billion. The exports of the other 15 OECD members
increased 1439 from $9 billion to $21.9 billion.

Very poor countries simply can’t afford American products under present credit
arramgements and Export-Import Bank credits go to the richer developing
countries.

The Fund would provide the U.S. with an institution to compete with the
Europeans and the Japanese for the first time. .

The Fund will create jobs in the U.S.—as many as 50,000,

Unlike investment abroad by multinationals, the Export Development Credit
Fund would aid in the exyort, only of American products, made by Ametican
workers in American factories. -

The Fund co 11 export commodities such as transport equipment, electrical .
equipment, agricultural equipment, tools and supplies for industry. aimed at .
domestic or non-importing export markets. - o :
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‘The Fund will not export factories or components of highly de\}eloped in‘d\mt!fy?

‘which will build up foreign competition to U.S. industries. .

The Fund will not subsidize U.8. business or a forcign business, Only anothef'

government will benefit by the Fund’sgoft loans. .

Many of the unanswered questions concerning the Fund’s operation will be
dealt with by the Exccutive branch when it submits to Congress on April 15, 1974
on operational plan, The Fund will begin operating ot July 1, 1974. : :

Congress will be able to exert control over the Fund’s operation. Its borrowing
authority must be appropriated. Receipts from old aid loans used in the Fund are
subject to reauthorization and to annual appropriation. :

STATEMENT

Mr. Chairman, I am pleased to have the privilege of appearing before this
distinguished Committee in favor of the Export Development Credit Fund.
(The Fund is section 16 of S. 2335, the Foreign Assistance Act of 1973.)

I wish to point out that S, 2335 is a Congressional initiative first developed by
members of the House Forcign Affairs Committee. I introduced the Zablocki-
Fraser bill with Senator Aiken because we believed that it merited the support of
the Scnate as an important, new approach to our relations with the developing
(;gugtries. The bill was reported by the Foreign Relations Committee by a vote of

My objectives before the Finance Committee are twofold.

First, I want to explain the purpose of the Export Development Credit Fund
within the context of this new approach.

Secondly, I would like to outline the probable way the Fund would operate and
in so doing answer some of the questions raised in the Finance Committee’s press

release of August 9, 1973,

Mr. Chairman, the Congress considers foreign economic assistance this year in
an atmosphere still poisoned by the bitterness and despair following more than a
decade o} involvement in Indochina. Our deteriorating cconomic situation at
home which affcets every American family has intensified this mood. The result is a
growing skepticism of the need for America to play a significant role in the world-
wide struggle against poverty, disease, starvation and illiteracy.

I can well understand this sentiment.

But I want to say today that we are decciving ourselves if we think we can
simply turn our backs on the world’s poor and then set to work solving our own
economic ills.

The risin% food costs, sky high interest rates, energy shortages which daily
plague our lives will not disappear even if Congress refuses to spend a single
penny on foreign assistance. B

In fact, our domestic economic problems will grow worse if we abandon the
poor nations, if we are blind to their importance to our own well-being.

Few Americans realize how dependent we have become on the resources of the
developing areas of the world.

Our dependence on these countries for scarce natural resources increases every
year,

It is estimated that our imports of oil alone will be increasing by $20 billion by
1980. The supply of other important raw materials critical to our industrial
needs is in the hands of a small number of developing nations: Four countries
export 80 percent of the world’s copper supply; two countries export 70 percent
of the tin we need: the combined export of four countries accounts for more than
50 percent of the supply of natural rubber; and four countries export over half of
the bauxite needed for the production of aluminum. Even the suppH' of com-
modities such as timber, coffec and tea are controlled by very few developing
countries.

Beyond the arca of natural resource supply our interdependence with the
developing world is evident.

—American direct investment in the developing world was given a book value
of $23 billion in 1971—the real market value is estimated to be twice this figure.
About five percent of U.S. corporate profits are derived from these investments,
Our investments in these poor countries contribute about $1 billion to our balance
of 'Fayments.

he notion that we can somchow refuse to help the people of these nations to
solve their most urgent problems and then expect their economic and political
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co?‘peration in our own enrichment is sheer folly. This notion might have had some . -
validity in the early 1950’s—with Europe and Japan still struggling to repair
their war-shattered economies and most of the developing countries of Asia and
Africa still colonies-—but not in the world we live in today. .

There is reason to belicve that the nations of the developing world, frustrated
and bitter over American indifference to their needs, could-use their growing -
economic power as a lever to force a change of American policy. .

—They possess considerable strategic market power.

-—-l-(Tlt’x:ir dollar holdings allow them to exert growing influence over world money
markets.

~Their ability to damage our investments through counfiscation is a real
possibility.

—And a repudiation of debts is not out of the question.

In short, the devel(H)ing countries have enough cconomic clout to inflict serious
damage on the United States,

The developing countries are very much aware of the individual economic
vulnerability of each one of the world’s three major economic powers—the
United States, Europe and Japan. They are prepared to exploit economic disputes
for their own advantage if relations with the United States are not based on
constructive cooperation.

I believe it would be well to pay heed to the words of an economis. familiar
with the relations between the United States and the developing world, Mr. Fred
Bergsten of the Brookings Institution. (n a recent article he said:

The United States cannot buy economic concessions any more than, in
the past, it could buy political allegiance. Indecd, hard bargaining on nu-
merous specific issues is likely in light of the sharp increase in Third World
independence and power. But U.S. policy must seck to contain such bargain-
ing within a framework of generally cooperative relations, rather than a
framework of confrontation and hostility. ’

And beyond the necessity of building such a framework of cooperative relations
with the developing countries, it is also clear that we have a very direct stake in
helping them with certain speeific agpects of their development efforts, such as
increasing agricultural production. For, unless we assist more developing nations
in the production of food, we will perpetuate a permanent group of hungry client
states dependent, on our agricultural abundance. I don’t have to tell members
of this Committee the implications of this situation for the survival of large
numbers of persons whose agriculture is barely at the subsistence level in the
best of yvears. Nor need T mention the effect on our own domestic food supply
and price structure as a result of continued demand by hungry people abroad.

We must take the steps today to aid the more than one billion people in this
world who are desperately poor, or we will imperil our own prosperity tomorrow.

But far more is involved than an aid relationship. Increasingly we live in a
world where the most urgent of our domestic problems cannot be solved by
domestic actions alone. Increasingly we must turn to other nations~—or to inter-
national systems and institutions—for cooperation in solving what used to be
purely internal problems. _

This is true of narcotics, and of its corollary, crime in out streets.

It is true of the security of our airways against skvjackings,

1t is true of our efforts to protect the ecarth’s environment from deterioration
and to assure that there will be meat in our markets. It is true of our important
ne}c;d to bring order to the use of the oceans and to protect threatened species of
fish. ’

It is true of the protection of American jobs, of American investment abroad,

of the value of the American dollar. The list could go on.
_. Welive in a world where our actions affect other people and their actions affect
us—in a world where we depend on healthy, orderly functioning of international
systems and institutions, which in turn depends on mutual cooperation. And the
simple fact is that if we want international arrangements to work well, we must be
sure that the over 100 poor countries containing almost three-quarters of the
world’s people are getting a good enough deal out of cooperating with us to want
these arrangements to work.

One of the ways in which we can demonstrate our-disposition to cooperate with
the poor countries is by making our exports available to them on terms they can
afford. Doing that may be of direct help to them, but it is also an investment in
making the world work better, to evervone’s benefit. And it is a way of fostering
mutually advantageous economic relations with countries whose importance to us
is growing daily.
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Our economic competitors have recognized this fact of life. The Europeans and
the Japanese are making their relations with the developing world a high priority
of their foreign policies. The Common Market is making a major effort in. Africa
among former Erench and British colonies. They have even begun to line up
economic allies in Latin America. The Japanese are developing economic relations
with a similar aggressiveness in Asia and clsewhere.

It is with thesec facts in mind that the new approach to our relations with the
developing countries which is at the heart of S. 2335 was devised. The bill deals
with these new realities in three ways.

1. The bill secks to focus our bilateral development aid program—for which
this authorization is the smallest in twenty-five years—on solving the most
pervasive problems confronting the poor countries, primarily in the areas of
food production, nutrition, and rural development; population planning and
health; and education and human resource development—and to do it in wa;
that will not just enrich a small elite, but will enrich the lives of the majority who
are poor.

2.l The bill seeks to improve the coordination of all U.8. policies and programs
affecting the development of the poor countries—whether in the areas of bilateral
or multilateral assistance or in fields such as trade and monetary relations, U.8,
investment abroad, the availability of sources of energy, the exploitation of the
oceans, or the protection of the environment.,

3. The bill sceks—1through creation of the Export Development Credit Fund—
to expand U.S. exports to the approximately 70 poorest countries in the world—a

- potential market, excluding China, of well over a billion people—hy providin

credit on terms that will enable these countries to buy American goods an
services which contribute to their development.

All three of these elements proceed from a new appreciation of our broadening
relationship with the developing world and afé important parts of our attempt
to deal realistically with this evolving relationstip,

Let me turn now to the specifies of the Export Development Credit Fund—
what it would do, how it would operate, how it would be financed, and the like.

The Export-Development Credit Fund would authorize the President to borrow
either from the Treasury or the public up to $3 billion and lend up to $2.7 billion
between June 30, 1974 and December 31, 1977 to the lowest income countries to
finance U.S. exports. Ten percent of the Fund would be reserved for losses,
“Lowest income countries” are defined as those with per capita GNP below $375
a yvear with particulur emphasis on those with per capita GNP under $200 a year.

The Fund’s loans would be concessional, with the minimum terms set at 39
interest, 5 years grace period and 30 years to repay. All repayments would be in
dollars. These terms are harder than the minimumn terms for AID development
loans and could be harder still for some countries using Fund credits.

The difference between the Fund’s financing costs and loan receipts would be met
rom receipts from past aid loans which are already available for relending at a rate
of about $300 million a year.

I want to emphasize that the Fund’s net cost would be funded from the loan
receipts that would otherwise go to AID for relending, and not from new appro-
priations,

No additional tax revenues would be required.

The Fund would involve an increase in the public debt equivalent to its
borrowing.

Under the bill as reported, the Fund would be treated exactly the same as the
Export-Import Bank in terms of exclusion from the budget, However, the Admin-
istration and some Members of Congress have questioned this provision, and I see
no reason why the bill could not be amended to provide for inclusion of the Fund’s
receipts and disbursements in the budget if that is deemed desirable.

The Fund would be closely coordinated through an advisory committee which
would include State, Treasury, Agriculture, Commerce, the Fxport-Import Bank
and AID. I believe that the Secretary of Commerce would be an appropriate chair-
man of this comittee because of the Fund’s export expansion function.

A quick examination of American export statistics to the lowest income countries

points to the very real need for the Fund.

—In the 70 or so countries with a per capita income below $375 a year, U.S,
exports increased 30 percent from 1965 to 1971, from $3.7 billion to $4.8 billion.
However, exports of the other 15 members of the OECD jumped 143 percent, from
$9 billion to $21.9 billion.

—In eleven of the poorest nations with nearly 909 of the population of the non-
communist countries with annual per capita incomes below $200, U.8. exports
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dropped from $1.7 billion in 1966 to only $1.2 billion in 1972. But the exports of the
gm?r OECD countries increased during that same period from $2.9 billion to $4.3
on. .

These figures of a declining American commercial and economic role in a very
large and potentially lucrative market have resulted from one simple fact: very
poor countries simply can’t afford to buy American machinery, steel, fertilizer
and other goods under present credit arrangements.

Ex-Im Bank credits go to the richer developing countries. In 1972, the Ex-Im
Bank financed 37 percent of our exports to countries with per capita incomes
from $200 to $500. The Ex-Im Bank financed only 9 percent of U.S. exports
to the poorest developing countries. In sum, Ixport-Import terms are too hard,
in the first place, and they are in any casc not available in large amounts to the
hoorest countrics—which Fx-Im, as a bank, gencrally consigcrs too risky for

arge exposure. Private commercial loans are scarce, and cash sales are few. The
result has been a serious loss of markets for American goods and services.

The Furopeans, Japanese and Canadians have seized upon this lack of American
initiative and our failure to plan for the future. They have developed markets
in many poor countries by combining aggressive export promotion programs with
attractive financing on terms poor countries can afford. -

The French and Japanese in particular have mixed normal export credit funds
and aid funds in the financing of projects of particular long run export interest
in order to make their exports more competitive. Both the Japanecse Kxport-
Import Bank and the French development and export credit agencies have great
flexibility and are able to eoordinate the use of aid funds snd export loans.

No American institution has been zble to mateh this flexibility in overseas
financing. The Kxport Development Credit Fund would provide the U.S. with
this capability for the first time. .

I believe the time has come for us to recognize that we are needlessly losing
markets in the developing countries to the wropeans, Japanese and Canadians
beeanse we are unwilling to adopt practices which make our products credit
competitive. Not only is foreigu competition n growing source of difficulty at
home, but these overseas markets are in the process of heing developed by many
of the same foreign concerns which loom large on the Ainerican economic scene,
There is also much evidence to substantinte the fact that once overseas markets
are lost and European or Japanese firms= are in place, it is an uphill struggle to .
establish American salesx outlets, =ervice facilities and other financial and com-
mercial components needed to develop viable markets for U.S. goods.

By greatly expanding American exports to the poorest developing countries,
the Export Development Credit Fuad will ereate jobs in the United States.

The Export-Import Bank ealculates that cach $12,500 of exports creates one
U.3. job, Maximum use of funds authorized for the DCE could mean an addi-
tional 50,000 American jobs,

The Congress, and the Finanee Committee in particular, have heen greatly
concerned with the export of American jobs and cupital by the multinational
corporations.

Unlike investment abroad by-a multinational corporation, the Fund would aid
the export only of American products made by American workers in the fifty .
States. The Fund would concentrate on commodities such as transport equipiment,
electrical equipment, agricultural equipment, and tools and supplies for industry
aimed at domestic or non-competing exnort markets—not on financing the pur-
chase of advanced technology in cither goods or services which would put these
very poor countries in a position to compete with American industry, The Fund
is not meant to export factorics or the components of highly developed industries,

I believe that J’.e Fund will be good for the American” worker, If [ didn't, I
wouldn’t support it.

I want to clarify an important point. The Fund would provide no direet subsidy
at all to U.S. business or to any business in a developing country. The Fund’s
concessional terms would not be available to forcign companies importing U.S.
goods and services, but only to the governments of the importing countries,

Mr. Chairman, the Forcign Relations Committee intentionally delayed the
operation of the Fund until July 1, 1974, .

. A postponement of the actual start-up of the Fund will provide the Executive
Branch with enough time to prepare a detailed operating plan for the Fund, 8.
2335 requires the President to provide the Congresss by April 15, 1974 with a
detailed plan for the Fund’s implementation. . . .
. Many of the questions which have been raised about the Fund’s operation will
be discussed in the report. . A
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The Finance Committee, as well as the Foreign Relations Committee, will have
an opportunity to review the Executive Branch’s plan,
U also understand that the Administration witnesses scheduled to appear before

the Finance Committeo are now prepared to deal with some of the operational -

uestions that have been raised, as well as propose a revision of the implementation
ates.

In addition to the opportunity which the Congress will have to review the
Administration’s detailed proposal before the Fund begins to operate and the
built-in limitations provided in the bill (such as the ceilings on both borrowing
and lending levels and a fixed termination date for the Fund’s operations without
further Congressional action), the bill contains a number of other means of keeping
the Fund’s activities under continuing Congressional control.

The bill requires that the Fund’'s authority to borrow must be specified in
annus] appropriation acts. The Fund cannot borrow a dollar without Congres-
sional approval through the appropriation process.

The receipts on old aid loans which the Fund is authorized to use arc subject
to reauthorization by the Congress when the foreign economie assistance program
is renewed every year or two and are also subject to the annual appropriation
process, -

In formation about the Fund’s activities would be available to the Congress in

the usual ways—through specific requests, through presentation of information:

in support of Execcutive Branch budget requests for authority to borrow and
proposed lending levels, and through the bifl's requirement for a complete and
detailed semiannual report on the Fund's operations. .

Finally, I urge you in your consideration of this proposal to rot lose sight of one
of the important purposes and effects of the Fund in addition to its potential for
export exlmnsinu and development of mutually advantageous trading relation-
ships—helping people so that thev will be able to help themselves.

The Export Development Credit Fund will bring plows to Mali so that farmers
will no longer be dependont to sticks to till the surface.

The Fund will provide machine tools for back-alley shops in the cities of Pakistan.

t will 1prnvidc medical supplies so that a young child in Sudan will avoid the
scourge of filariasis

It will permit an unemployed worker in Bolivia to work in a small factory.

It will provide trucks to haul produce to market in Nigeria.

It will provide the villagers of Bangladesh with the pumps that make possible
a second, dry-scason crop.

In other words, the Fund combined with a revamped bilateral assistance
program is targeted at the human needs of the poor. ‘

For all these reasons, I strongly urge this Committee to comment favorably

on Section 16,

The Cuamyax. Thank you.

Next we will have a panel of witnesses, made up of three Members of
Congress who support this position. They have agreed to testify
together. The Honorable Clement J. Zablocki of Wisconsin, the
Honorable Dante TPascell from Florida, and the Honorable Don M.
Fraser from Minnesota,

I will ask the Senators on the far end of the table to ask the firs
questions, ‘

STATEMENT OF HON. CLEMENT J. ZABLOCKI, A REPRESENTATIVE

IN CONGRESS FROM THE FOURTH CONGRESSIONAL DISTRICT OF

THE STATE OF WISCONSIN

Mr. Zasrockr. Thank you, Mr. Chairman and distinguished m‘em-lt

bers of the committee. I want to thank you for the opgortun'ity to
appear before you today in bebalf of legislation aut:

proposed Export Development Credit Fund. I welcome the con-
sideration being given by this important committee to this proposal.

the excellent testimony given by Senatcr Humphrey.
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In the interest of time, if it is acceptable to you and the members of -
the committee, I will summarize my statement and probably go into a
little detail on one or two issues. _

The ’proposed Export Development Credit Fund is a major compo-
nent of the foreign aid reform advanced by the Senate Foreign Re-
lations and House Foreign Affairs Committees. The reform is a con-
gressional initiative aimed at removing deficiencies that have de-
veloped in our traditional foreign assistance program and restructur-
ingrlb to meet present-day realities.

he proposal hes drawn wide support albeit, of course, there was
some opposition to the proposal because the proposal was widely
misunderstood in some segments of our economy.

Mr. Chairman, the Export Development Credit Fund would narrow
the focus of U.S. bilateral economic aid to concentrate on the acute
problems common to the developing countries, such as food pro-
duction, population growth, and health and education. C

(1) Create an Export Development Credit Fund which would give
the United States a better chance to compete in the market of the

oorer countries and provide a means for us to reduce our largé-scale
ilateral development lending; and, ’

(2) Provide for a coordination of U.S. activities bearing on de-

_ velopment. that has been lacking in the past. The fund would promote
U.8. exports to the poorer countries by offering them concessional
credit terms for purchase of U.S. products needed for their develop~ .
ment. Like the Export-Import Bank, it would be financed by public
debt, all subsidy and operational costs would be covered by
payments from past aid loans.

t is not true that the Fund would take away American jobs by
promoting exports of U.S. factories to other countries. To the con-
trary, it is estimated the lending operation proposed in S. 2335
could create up to 50,060 new jobs in this country by increasing sales
of American goods abroad.

We in the House who helped draft similar legislation, are keenly
aware of American labor’s legitimate interest. The legislation makes
plain that the Fund is to contribute to, and I quote, “high levels of
employment and income in the United States,” and not export our
factories overseas. }

We have made it clear again and again that the exports which will
be funded will be finished products made with American labor, not
plants whose output will some day compete with American-made

oods. To confirm that view one only need look to the legislation
itself. Under section 901, the general authority section, it states, and I
quote: “e

The Rund is being created in the interest of increasing United States exports to
the lowest income countries thereby contributing to high levels of employment and
income to the United States and to the establishment and maintenance of long-
range, growing export markets. .

The proposal refers to high levels of employment in the United .
States, not abroad. It talks about contributing to high levels of
income in our own Nation, not overseas. , U

Let me call your attention, Mr. Chairman, to other language in
section 901. Subsection (b) states that the President provide extension
of credit, and I quote: : B

For the purpose of facilitating the sale of United States goods and services with.
advance mutual development. . L
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The language states quite plainly that the goods and services are to
be American ﬁroduced, not produced abroad, and they are to be sold
on credit to the mutual benefit of both countries, not just the benefit
of the recipient nation. In order for truly mutual benefit to result,
sale of those goods must contribute to the high level of employment _
~-and-income in the United States, otherwise there is no mutuality.

. It should also be pointed out that the goods and services provided
under the Fund must be of a developmental character with special
reference to section 102(b) of the act. That section makes clear that
the United States aid is to be channeled away from industrial products
and into areas of agricultural production, nutrition, health, education,
and family planning. . :

It is clear;~Mr-—Chairman, from this language, that the entire
concept of the Fund and of the new Mutual Development and Co-
-operation Act is alien to the idea of exporting entire industrial plants - - -
or various capital goods which can be used to displace American-made
products, either in the near or long term.

The point is made explicitly in the House committee report on the
MutualpDevelopment Cooperation Act. Let me quote at this point,
because 1 am sure Senator Roth, this will partially reply to your
concern about exports and the proposed bill.

And I quote:

Further, development in this context does not mean irdustrial development
through exporting to the United States or competing with the United States
eiéports; The provisions of Scetions 201 and 211 dealing with possible adverse
effects on the U.S. economy, with special reference to areas of substantial labor
surplus, and on the United States balanee of payments, would apply to the Fund.
The Fund shall not be used to displace production of or use of modern equipment
and facilities in the United States.

Some of that language was added at the direct suggestion of the
legislative department of the AFL-CIO. Also, at its suggestion we
added new language to section 640B, which establishes a new mecha-
nism for coordination of U.S. development efforts abroad and requires
& Presidential repcrt on U.S. actions affecting the development of
low income countries. —-

As a result of consultation with respresentatives of labor, we added
language mandating the President’s report must also assess the impact
of foreign assistance on ‘“‘the national income, employment, wages,
and working conditions in the United States: -

The proposal for the Fund was approved in cur committee by a
vote of 24 to nothing. When the bill, H.R. 9360, came before the House,
however, the provision for the Fund was deleted by a vote of 240
to 137.

As Iindicated earlier, I believe this vote on the House floor on July
26 was due largely to a misunderstanding which could not be cleared
%f fast enough as we moved toward passage of the aid bill. Some

embers of the House had the impression that the Office of Manage-
ment and Budget was against the Fund on the ground that the moneys
. appropriated to the Fund and the net effect of the Fund operations
would not be included in the U.S. Government budget. However,
after conference with Mr. Roy Ash, our distinguished colleagué from
Florida, Mr. Fascell, offered an amendment to make it clear that the
Fund would be included in the budget. The amendment was supported
by the chairman of the House Appropriations Committee and adopted
A(li_)yf the (rouse. Unfortunately, the whole proposal, nevertheless, was

efoated, - : o

—
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- Mr. Chairman, to make plain that the Office of Management and
Budget does in fact support the proposed Fund, I ask your permisison:
to submit for the record a letter from Mr. Roy Ash, Director of the
Office of Management and Budget, and 1 shall quote now only a couple
of sentences from that letter from Mr. Ash. C

Our understanding of OMB'’s position on the Fund is correct. The Office of
Management and Budget was not opposed to the Fund as contained in H.R. 9360
as reported, provided that the bill was amended to assure the Fund’s'ﬁnanclai

operations would be included in the total of the budget. We, therefore, were in
favor of Representative Fascell’s floor amendment. This is still our position,

Mr. Chairman, distinguished Senators, I hope I have conveyed in
my brief statement, that the Export Development Credit Fund is a
basic com}I)‘onent in our effort to move away from the old foreign aid
program. The Fund offers a way to shift from bureaucracy to business.
in_supplying American goods needed by developing countries. It
will give American business a decent competitive opportunity in
important foreign markets.

t will increase employment for Americans at home and improve
our balance of trade abroad.

As I noted earlier, this new realistic approach to foreign assistance
has received considerable backing from both within the Government
and in many segments of our society. I urge this committee to add its
wholehearted support.

Thank you, Mr. Chairman. -

[Mr. Ash’s Jetter and Mr. Zablocki’s prepared statement follow:}

Exrcurive OFrFick OF THE PRESIDENT,
Orrice oF _MANAGEMENT AND BubGeT,
Washington, D.C., August 29, 1973.
Hon. CLEMENT J. ZABLOCKI,
House of Representatives, -
Washington, D.C.

DeAr MR. Zanrocki: This is in reply to your August 17 letter concerning the
proposed Export Development Credit Fund in H.R. 9360, as reportéd by the
Committee on Foreign Affairs. .

Your understanding of OMB’s position on the Fund is correci: The Office of
Management and Budget was not opposed to the Fund as contained in H.R. 9360
as reported, provided that the bill was amended to assure that the Fund's ﬁnanci‘ai,
operations would be included in the totals of the budget. We, therefore, were in
favor of Representative Fascell’s floor amendment. This is still our position, .

I regret that there has been any confusion or misunderstanding about OMB’s
position on-this matter, and am happy to have this opportunity to clear it up.

Sinccerely
’ (8) Roy L. Ash
Roy L. Asn,
Director.

Preparep StaTement ny THE IloNoraBLE CLEMENT J. ZABLOCKL, A REPRE-
SENTATIVE IN CONGRESS FROM THE STATE OF WISCONSIN ‘

Mr. Chairman and distinguished Members of the Committee:

Thank you for the opportunity to appear before you today in behalf of legisla~
tion authorizing the proposed Export Development Credit Fund. ‘ ;

1 weltlzome the consideration being given by this important Committee to this
proposal. ’

The Fund is a major component of the foreign aid reform advanced by the Senate .
Foreign Relations and House Foreign Affairs’ Committees. - S

As sponsor of the aid reform legislation incorporated in the House-passed bill

- perhaps I can be most helpful by outlining briefly the philosophy and general ¢on«

text of our effort to restructure the U.8. bilateral economic assistance prograrm;

b

Ry Taests,
LR R Y
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T .our thinking, I.might quote from a letter gent to the President last -
A‘n'ﬂ‘ ,»bﬁh{?‘)’«{embem of the Houge Foreign Affairs: Committee, including my¥
solf, We told the Presidoent—and I quote: ‘ ) . o

“We believe that the time has come to put an end to foreign aid as it has been
conceived and administered in the past. c

“In our view, many of the conditions which once made that program effective
and feasible no longer obtain. The needs of developing countries have changed—
and go have our own requirements here at home. :

*“This does not mean &at we advocate withdrawal from our responsibilities as
member of the international community . . . ‘

“What we do overseas in the future, however, must be related to our own na-
tional needs and our capacity to meet them.” .

In calling for an end to the “traditional” type of foreign aid known since the
Marshall Plan, we had in mind such criticisms and changed conditions over the
years as:

An inadequate sharing by the poorest masses in the develo(s)ing countries,
in the benefits of economic development achieved with our aid.

Excessive American burcaucratic involvement in the economic devplo
ment programs of aid-receiving countries, at a time when they are increasingly
able to handle these themselves. :

The drop-off in American exports to much of the developing world, while
our competitors in Kurope and Japan expand their sales to these important
and growing markets.

And, of course, America’s deep financial problems in recent years. I refer
both to balance of payments and trade difficulties abroad and to our deficits
here at home.

It was in this context, with these thoughts in mind, that a reform package was
proposed in and adopted by the Forcign Affairs Committee this year during its
annual consideration of foreign assistance legislation.

The restructuring we seek will bring about the most extensive overhaul of our -
bilateral foreign aid since the Foreign Assistance Act was enacted in 1961,

l:I‘he Foreign Relations Committee’s economic aid bill, S. 2335, contains similar
reformns.

The Foreign Affairs Committec action followed a month of hearings. Our
reform proposals drew wide support, ‘

We had support from the Administration. We had support from labor, including
the President of the United Automobile Workers Union; from representatives.
of industry, banking and finance, including the President of the National Associa-
tion of Manufacturers; from farm cooperatives, eredit unions and other organiza--
tions, including the National Farmers Union; and from a host of others with a.
variety of interests.

The main reform features of the bill, 11.R. 9360, as reported by our Committee,.
and S. 2335, as reported by the Forcign Relations Committee, include:

First, narrowing the focus of U.S. bilateral ecconomic aid to concentrate on.
acute problems common to developing countries, where the aid benefits will
reach the poorest masses of people.

We specified these c{)roblcm targets: food, rural development, and nutrition;:
population growth and hesalth, and education and human resources development.

econd, creation of an Export Development Credit Fund which would accomplish.
two things: It would give American goods a bettor chance to compete in the
markets of the poorer countries: and it would provide the means for us getting
out of large-seale bilateral development lcnding.

And third, provision for coordinating all U.S. activities that bear on develop-
ment. Such coordination has been lacking in the past. .

As you can’sce, the proposal to establish the Export Development Credit.
Fund, contained in the bill 8. 2335 which has been referred to your Committee:
for consideration, fits into the reform effort in important ways.

Just as the Export-Import Bank offers credit to countries which can afford its
relatively hard terms, the Fund would promote U.S, exports to the poorer counttries -
by offering them concessional eredit terms for purchase of U.S. products needed
for their development. - R

The Fund would be financed by public debt authority, All subsidy and opera-
tional costs would be covered by repayments from past aid loans. =~

“In this manner, the Fund would offer a means of shifting away from the tradi-
tional, government-to-government loans which have characterized our aid in the .
past, As our Committee report states: . e
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under the Export Development' Credit Fuid will be substitiited o
lending as a means’of providing needed‘ products to developing countries
introducing American goods to their markets.” -

Further, in line with the reform philosophy, the Fund by its recourse to matrket-
place borrowing and its facilitation of commercial transactions between private
parties in the United States and the importing countries would stimulate involve~
:’negt by private enterprise in the development process and help our balance of

rade. -

Moreover, the use of this ap{)mach would reinforce the assignment of primary
development planning responsibility to the aid-receiving countrics, rather than to

ashington bureaucracy. —

I wish to lay to rest one misconception T have heard about the Fund. That is,
that it would take away American jobs by promoting éxport of U.S. factories to
other countries. ‘

Nothing could be further from the truth. In fact, we estimate that the Fund
w;)mlddcreate jobs for American workers by increasing sales of United States goods
abroad.

If the lending operation proposed in 8. 2335 is approved, up to 50,000 new jobs
could be ereated in this country, -

“The Committee anticipates that to the fulledt extent posslblé;w m; Wy ’ y
d |

Fears that creation of this Fund will have an adverse effect on employment are’

groundless. Those who make such charges have no basis for them.
Those of us in the [House who helped draft this legislation have been keenly
aware of the legitimate interests of American labor.

‘e have made it clear again and again that the exports which will be funded will
be finished products—made withi American labor-—not whole manufacturing
plants whose output will =ome day compete with American-made goods.

To confirm that view, one need only look to the legislation itself.
Under Section 001—Ceneral Authority, it states that the Fund is being
ereated—and I quote;

“In the interest of inereasing United States exports to the lowest income

countries, thereby contributing to high levels of employment and income in the

United States and to the establishment and maintenance of long-range, growing

export markets . . . .
he proposal refers to high levels of employment in the United States—not
abroad. It talks about contributing to high levels of income in our own nation—
not overseas.
Let me call your attention 1o other language in Seetion 901. Subsection (b)
states that the President provide extensgion of credit—and I quote—
“. . . for the purpose of facilitating the sale of United States goods and services
which advance mutual development.”
The language states quite plainly that the goods and services are to be American
roduced, not produced abroad. And they are to be sold on eredit to the mutual
Ecncﬁt of both countries-—not just the benefit of the recipient nation. In order for
a truly mutual benefit to result, sale of those goods must contribute to high levels
of emiployment and income in the United States. Otherwise, there is no mutuality.
It should also be pointed out that the goods and services provided under the
fund must be of a developmental character, with special refercuce to section 102(h)

of the Act. That section makes clear that U.S. aid is to be channeled away from

industrial projeets and into areas of agricultural production, nutrition, health,
education and family planning. ‘

It is clear from this language that the entire concept of the Fund and of the
new Mutual Development and Cooperation Act, is alien to the idea of exporting
entire industrial plants or various capital goods which ean be used to displace
American-made products, either in the near or long term. -

The point is made explicitly in the House Committee Report on the Mutual
Development and Cooperation Act. Let me quote it at this point: )

“Further, development in this context does not mean industrial development

through exporting to the United States or competing with U.S. exports. The
rovisions of Sections 201 and 211 dealing with possible adverse effects on the
.8. economy, with special reference to arcas of substantial labor surplus, and
on the U.8. balance of payments, would apply to the fund, The fund-shall not be
used to displace production of, or use of, modern equipment and facilities in the:
United States.” . e -
Some of that language was added at the direct suggestion of the legislative
department of the AFL-CIO. T '

"
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"Also o its suggestion, we added new lanﬂxage to Seotion 640B which estahlishes
% new mechanism for coordination of U.S. development efforts abroad and
requites a Presidential report on U.S. actions affecting the development of the
low-income countries. )

As a result of consultation with representatives of labor, we added language
mandating that the President’s report must also assess the imﬁwt of foreign
assistance on ‘‘the national income, employment, wages and working conditions
in the United States.”

The proposal for the Fund was approved in our Committee by a vote of 24 to 0.
When the bill H.R. 9360 came hefore the House, however, the provision for the
Fund was deleted by a vote of 240 to 137, .

1 believe this vote on the House floor July 26 was due largely to a misunder-
standing which could nut be cleared up fast enough as we moved toward passage
of the aid bill,

Some Members of the House had the impression that the Office of Management
and Budget was afminst the Fund on grounds that the moneys appropriated
to the Fund, and the net effect of the Fund’s operations, would not be included
in the U.S. government budget.

However, after a conference with Mr. Roy Ash, my distinguished colleague
from Flori(ia, Mr. Fascell, offered an amendment to make it clear that the Fund
would be included in the budget. The amendment was supported by the Chairman
of the House Appropriatiens Committec and adopted by the House,

Mr. Chairman, to make plsin that OMB does in fact support the proposed
Fund, I ask vour permission to submit for the record a letter from Mr. Roy
Ash, Director of the Office of Management and Budget. I shall quote now only a
couple of sentences from Mr. Ash: )

“Your understanding of OMB’s position on the Fund is correct: The Office of
Management and Budget was not opposed to the Fund as contained in H.R. 9360,
as reported, provided that the bill was amended to assure that the Fund'’s financial
operations would be included in the totals of the budget. We, therefore, were in
favor of Representative Fascell’s floor amendment, This is still our position.”

Mr. Chairman, distinguished Senators:

I hope I have conveyed, in my brief statement, how the Export Development
Credit Fund is a basic component in our effort to move away from the old foreign
aid program,

The Fund offers a way to shift from burcaucracy to business in supplying
American goods nceded by developing countries.

It will give American business a decent competitive ~pportunity in important
foreign markets.

It will increase employment for Americans at home and improve our balance
of trade abroad. __

As I noted earlier, this new, realistic approach to foreign assistance has received
considerable backing both from within the government and in many segments
of our society.

I urge this Committee to add its wholehearted support.

The Cuairman. Congressman Fascell.

STATEMENT OF HON. DANTE B. FASCELL, A REPRESENTATIVE IN
CONGRESS FROM THE 12TH CONGRESSIONAL DISTRICT OF TH
STATE OF FLORIDA -

Mr. FascerL. Mr. Chairman, members of the committee, I have a
prepared statement and I ask permission that it be included in the ~
record at this point. I will proceed extemporaneously in a totally
different vein to cover points which have been raised by the discussion
and questions earlier when Senator Humphrey was on the stand.

I think that we are fortunate that this committee has not adopted
the “‘killer”’ attitude in connection with the reference to it of section 16
of the foreign assistance bill. It has addressed itself seriously and com-

etently to the issue before it. I am delighted that it has. The questions
ave been very pointed and prncticzﬁ, starting with those by ‘the
chairman himself. This is a very pragmatic approach to the issue, Mr.
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Chairman, and the pursuit that the other members took shows-that =

a2 majority of the committee is vitally interested and sees a need of
doing something without committing themselves to the specific
proposal before us. '

ut there is a view which says, “let us not do anything.” I would
like to examine that for a minute because I think thatis the alternative
which is before us: Let us leave things like they are.

-~~ Part of that view says this: That whatever foreign assistance the
United States extends, whether it be military or economic, is really
not in our best interest because what it does is to get us all involved
in these countries and that is counterproductive. According to this
view we ought not to be there at all anyway. Let us let the World
Bank do it all. Let us let the Inter-American Development Bank do
it all. Let us let somebody else do it. Because we are politically vulner-
able and we get called nasty names and sometimes we even get in
;ronb[e ; the best way to handle the rest of the world is stay away
rom it.

Now, Mr. Chairman, I do not believe that is logical. I do not believe
we can do that looking to the future. I do not believe it is in our besi,
interests. I believe that the American people must have some direct
bilateral negotiations or business with the rest of the world, and T
think it is particularly important that we have some kind of & foot'in -
the door with respect to the developing countries. C

If that is a logical position, if we agree that we cannot dump every-
thing-into the gU.N‘, the World Bank, the Inter-American evelop-
ment Bank and other multilateral institutions, if we are agreed it ig in
our best interests to maintain some kind of a bilateral program with-
the rest of the nations of the world, because it is in our political and
economic interests to do so, and when we add to that humanitarian
aspect of it, it is a plus for the American Government. And I think on
the whole our record over past years has been good, not bad. When one
considers whether the money has been o “give-away,” or as an invest-
ment, and however one can define the exact benefit in terms of our
country, I think that no matter which way you analyze this, Mr.
Chairman, one must come down with the ultimate conclusion that the
American people by and large, particularly since World War II, have.
been a greater effort than any other people in the history of the world
to help other people.

We have not always been successful but I think it is a dramatic
record. I do not think we can turn our backs or ou%flt to turn our backs
on that, and that is where this bill comes in, Mr, Chairman. )

We can say leave the situation like it is. We have an Ex-Im Bank.
They deal in commercial rates and they do a good business. If that is
all the business we want, if that is all the kind of help we want, we
can let the bank compete in the high level markets in the rest of the -
world and we can hold our own. I do not think there is any question
about that. ' :

Question. Do we want to leave the rest of the market, the great
future of the world in terms of potential market, to the othérs? We
can say go ahead Japan and keep on developing, keep on exporting.
your technology and your goods and your services, go shead Germany,

Canada, all the restof you, we are out of it. That is what it boils down -
to if we do not try to do something sensible. I
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like it or not. Someway, somehow, they are going to get the things
thtéy want. They think it is in their best interest. -
o
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- There is the other side of the coin in the dgvelopin'gﬂcountr‘y 4nd that

}s that if they want to do something they are going to do it w ether we

me way we ought to associate ourselves with this very important
development process of these people in the &oorer countries, We are
in the minority, we are not in the majority. We may hold much of the
capital in the world and we may have much of the technoloiy. Iam
not so sure how long we can hold on to it, or whether is would be worth
holding on to with the rest of the world strugglin(g and going another
way with us totally on the outside. In short, Mr. Chairman, I think it
is absolutely vital in our foreign {)olicy interest as well as in our
economic interest, to join in the development process of these countries.
Now it is clear that there is a gap which exists, which is being filled
by other countries. What is wrong with us coming up with a program
that says we are going to participate in this area where we are losing
out because our programs are not satisfactory? Mr. Chairman, in
response to the very fine questions asked by this committee the com-
Imittee has the Executive response with respect to what other devel-
oping countries are doing in this area. That one table tells the whole
story right there. We are out of it in terms of competinig with those

countries for these markets. We are out of it. We can stay out of it -

if we want to, and that is where we will be if the proposed fund is
killed or we do not have something similar to it, we will stay with
what we have and hope for the best. In the meantime we disregard the

potential market of these countries for all of these ‘yenrs and leave -

ourselves out of the very important identification of the developing
process of hundreds of millions of people who are trying to get some
of the better things in life and whose life and assistance we need in
many ways, economic and political. -

In short, I believe when this committee gets through with its inter-
ro§at.ion and making its record, that there will be no conclusion, it
will be inescapable, no conclusion other than the fact that the United
States is not in this area of marketing right now, that it is an essential
matter for the development process of the developing countries with

which we ought to be reasonably associated, and that to do nothing -

would be contrary and harmful to our best interests.
[Mr. Fascell’s prepared statement follows:]

PrePARED STATEMENT BY THE HoNoranrk Dante B. FAsCELL, A REPRESENTA:
wive IN Conaress FroM THL STATE OF FLORIDA .

- SUMMARY
The share of American oxports in the large and growing markets of the world's

* poorer countries has been declining in recent years. Our competitors, the Buropeans

and Japanecse, have developed vigorous financing programs under which thelr
goods are gaining in sales far ahead of us.

To meet this situation, we should set up the proposed Export Development

Credit Fund. The Fund would operate like the Export-Import Bank but would
not be in competition with it. It would extend easy-term credit for purchase of
U.S. development goods needed by the poorest countries which cannot afford
Ex-Im’s standard terms. ,

The Fund, like Ex-Im, would be financed by public borrowing authority. Its
minimum terms for credit to finance U.S. exports would be 3 percent interest,

¢

b years grace, with up to 30 years maturity. 1t would operate under & $3 billion -

to Dee. 31, 1977. Its credits would be for goods going

ceiling, from July 1, 1974
sidy
‘k

to countries whose annual per capita income is $375 or less. The interest su
would be covered by repayments from past aid loans, o e
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The Fund would foster good U.B. relations with poorer. countries ﬂi\tm h,
promoting sales of U.S. goods helpful to their economie developmetit:which they "
could not otherwise afford. It is a significant Congressional inftiative which would:
Reduce the need for annual appropriations of tax dollars for bilateral
development loans. ) o
Increase the flow of development-oriented resnurces from the U.8. to the
poorest developing countries. o
Reduce the expensive and outmoded government bureaucracy which today
administers foreign aid. -
Increase opportunties for new U.8. production with econsequent improve-
ment in our employment situation,

STATEMENT

Mr. Chairman and Members of the Senate Finance Committee:

1 appreciaté” this opportunity to appear before you. I am pleased that this
distinguished body is giving close examination to the proposal for the Export
Development Credit Fund. i

In the House Foreign Affairs Committee, I offered the amendment to establish
the Fund which was adopted by the Committee by a vote of 24 to 0.

This action followed a thorough-going study by the Committee both during a
month of hearings on foreign assistance legislation and before that, in informal
sessions by Congressmen and others interested in aid reform,

- I am sorry that the House, tired by a long debate on foreign aid and apparently
}nisled byb(E(l)lnﬂicting signals from the sidelines, subsequently struck this proposal
rom our bill,

By the same token, I was pleased that the Senate Foreign Relations Committee
decided Lo include it as a section of its bill, S. 2335, which has been referred to you
for your review. ‘

At this point, the central issue before the Congress seems to be: Do we want
to become increasingly isolated from a large and important part of the world?

That is the trend now, as our trade and aid to the poorest countries shrink—
and as support in Congress for continuing with bilateral development lending
continues to decline. .

Or do we want American products—and American influence—to share in these
growing markets?

Our competitors, the Europeans and the Japanese, have decided what the
answer is for them., They have devologod vigorous financing programs under
which their goods are gaining in sales while we lose.

Our answer could be the Ex{)ort Development Credit Fund—a new and largely
self-sustaining operation which could promote our sales to the poorer countries
by offering competitive financing terms for U.S. goods—while at the same time
aiding their development.

-—  As proposed in the bill before you, the Fund would operate like the Export-

Import Bank but would not be in competition with it. It would extend easy-term
credit- for U.S. development goods needed by the poorest countries which cannot
afford Ex-In’s standard terms and to which Ix-Im credits are largely unavailable,

Like the lixport-Import Bank, the Fund would be financed by public borrowing

‘authority.

The bill S. 2335 specifies up to 30 years maturity, 5 years grace, and at least
3 percent interest.

The terms would be harder for borrowers which can afford them—and could
vary, depending on the type of goods being sold. ’

The Fund is for less developed countries whose annual per capita income is
$375 or less, with particular emphasis on the poorest countries whose per capita -
income is $200 or less. Credits are to be limited to purchases of U.8. goods and
services needed for their economie devclogmcnt. They would finance no luxury
items, no plants which would export of U.S. jobs. :

The cost of the Fund’s easy-term credits would be covered by receipts from
past aid loans, Let me explain how this would operate: ‘ o

If the Fund’s cost of horrowing is 7%, and it lends at 3%, its cost on $1_billion
of credits per year would be $40 million. This $40 million would be appropriated
from repayments on past aid loans, which now are used for development lending,

I should point out also that this {nterest subsid&would be subject.to the apnual -
appropriation process in Congress. In addition, Congress would have to approve -
the Fund’s borrowing authority every year. R

Under the bill, the President is given the decision as to where in the government
he wishes to have the Fund administered. : ‘ .
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As has been ‘donq for Public Law 480, there would be an advisory committee

for the Fund. The committee would include the Sécretarles-of Treasury, Com=-
merce, Agriculture and State; the President of the Export-Import Bank and
the foreign aid administrator. o

" The measure reported by the Senate Foreign Relations Committee differs’ in
some respects from the Foreign Affairs Committee proposal. For example, the
Senate bill places a $3 billion ceiling on the Fund’s transactions rather than our
$5 billion, and would postpone its openingl effective date until July 1, 1974,

1 do not oppose the modifications in the Senate bill. I am impressed by the
Senate Committee’s recognition of the key issues of development and national
self-interest embodied in this bill,

We have been doing well in our sales to developing countries generally. Our
exports to them are up_by nearly one-half from 5 vears ago, and they now buy
almost as much from us as Europe and Japan combined. :

In 1972, our sales to developing countries as a whole totaled $16.3 billion. To’
%si, aSHbBi‘Hid, the European community, including the United Kingdom, they were

X on,

But our sales to the poorest nations—$200 per capita income or less—have
been dropping both absolutely and as a-share of the market.

The Europeans and Japanese have been stepping up their governmental
assistance for their exports to these countries. American goods ate at a growing
disadvantage. Iu many cases, it is lack of competitive financing terms rather
than price or quality that blocks American sales.

It is important that we reverse the trend now so that we do not suffer long-
term disadvantage. These markets arc growing and will some day be huge.

I point to Taiwan as an example. In 1960, we exported $100 million to the
Republic of China. Ninety percent of those exports were U.S. government~
financed. Last year Taiwan bought more than $800 million worth of American
products, almost none on soft terms.

There is a further factor I hope this Committee will consider. That is, that the
developing countries occupy 60% of the world’s land surface and control large
untapped resources. We Americans consume 40 percent of the world’s annual
output of raw materials and energy. —

It is clearly in our interest, through trade and aid and other means, to foster
good relations with these countries.

Selling them American goods helpful to their economie development, which
they could not otherwise afford, is one way of keeping our lines open with them.

he Fund would serve this important foreign policy goal.

I sincercly hope that your Committee, being knowledgeable in the ways and
means of our foreign economic policy, will consider this proposal on its merits as a
gignificant Congressional initiative to—

—Reduce the need for annual appropriations of tax dollars for bilateral devel-
opment loans. —_

—Increase the flow of development-oriented resources from the U.S. to the
poorest developing countries.

—Reduce the expensive and outmoded government bureaucracy which today
administers foreign aid; and .

__ —Increase opportunities for new U.S. production with consequent improve-
ment on our employment situation.

The CuairMAN. Thank you.
Next we will hear from the Honorable Donald M. Fraser from
Minnesota. — :

STATEMENT OF HON. DONALD M. FRASER, A REPRESENTATIVE IN
CONGRESS FROM THE FIFTH CONGRESSIONAL DISTRICT OF THE
STATE. OF MINNESOTA

Mr. Fraser. Thank you very much, Mr. Chairman, members of
the committee. I will touch just on two points and do it very briefly.
I would like to submit my statement for the record, if I may.

The CuatrMAN. Certainly. o .

- Mr. Fraser. First, on the question of figures that aroge—the
_ estimate of the job creation potential. The estimate is based on the
20-054—73——8 -
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-calculation that $12,500 worth of exports creates one job for 1 year. -

If you use that, as the Export-Import Bank uses it, as the basic"ind‘éiik'
with this bill as drafted proposing $3 billion over 3% years, this wou (i
theoretically produce some 68 000 jobs-a year. If it moves to a 4-year
period by starting on January 1 rather than July 1 next year then
it would be 60,000 jobs a year. So a 50,000-job-a-year estimate; I
think is conservative. : ‘

Mr. Chairman, I just want to make one other point and that is the
fact we are losing markets in the poorest countries. There either has
been or will be submitted tables spelling this out, The fact that the
United States is dropping in its share of the exports to the poorer
countries of the world ought to be a matter of concern to somebody.
It is a matter than cannot be really effectively helped by Export-
Import Bank. Terms are too hard. Credit is too much of a conven-
tional nature, and unless we provide this additional credit facility I
fear that we are going to lose over the long term a very important
gro(\lving market, a market important in the expansion of America
trade. '

Finally, I have been a very strong supporter of foreign aid. I have
watched its gradual decline in the (%ongress. My own view is that if
we are going to continue to play any role in helping other countries:we
have to marry the interest of the American business community and
American workers with the interest of these poor countries. And that,
I think, is essentially what this proposal does. It stimulates exports
and does it in a very open manner. It creates a very constructive
relationship between the United States and the poorer countries, one
of a buyer and seller, and I think it gets around and away from some
of the unfortunate features that have characterized foreign aid in the
past. -
P Mr. Chairman, T hope this committee will give this matter the kind
of serious look that it has already indicated it is going to give it and 1
hope you will support it.

‘hank you very much.
[The prepared statement of Mr. Fraser follows:]

Preparkp StatemeNtT BY Hon, DoNaLp M. FRASER, A REPRESENTATIVE IN™"
Coxagreiss Frov THE STATE oF MINNESOTA

Mr. Chairman and distinguished members of the committee, thank you for the

op}yortiunity to appear before you today. - ’

will be brief. Because my Foreign Affairs Committee colleagues have spoken
to the foreign aid reform and the Export Development Credit Fund, I will limit
myself to responding to some concerns ahout the latter proposal that have been
raised in the Congress. . : :

1. Congressman Zablocki already has dealt with the contention that the Fund
would export American jobs. I believe the opposite to be true—it will increase
jobs in the United States.

From its réeent ex[)crienco with the job-creating effects of exports, the Export-
Import Bank has calculated that each additional $12,500 of exports creates one
new American job. Under the Senate bill’s $770. million-a-year level, the Fund
would be promoting perhaps 60,000 new jobs. A more conservative estimate would -
be 50,000 new jobs,

2. The funding of this Export Fund follows a pattern we have used for years
for many domestic programs as well as for financing exports, : c

The Export-Import Bank has $20 billion worth of public borrowing authority,
The Commodity Credit Corporation has $111 billion worth. All told, nearly 50
programs and agencics have Congressionally-approved borrowing -authotity

" totaling some $233 billion,
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. 1f the Senate bill is amended as the Administration has suggested, ‘all of:the
Fund's receipts and disbursements would be included in the Federal budget and
would be subject to budget totals. o

In this respect, the Fund would differ from the Export-Iniport Bank which is
exempted from the budget, as are the Federal National Mortgage Association,
the Federal Home Loan Banks, and a number of other government activities
which involve borrowing in the private market and relending. o

3. The Fund will be subject to the annual appropriations process, It will have
to come to Congtess for the subsidf\/{to cover the difference between its borrowin
Gosts and its export credit terms. Moreover, the Fund’s borrowing authority.
have to be approved every year. -

The President would have to provide Congress with a detalled report on the
Fund twice & year. The Fund would be subject to oversight of Congressional
committees and the GAO. It also would come under the proposed Federal Financ-
ing Bank being set up by Congress to supervise and coordinate all borrowing by
government agencies.

4, The proposed Export Fund would establish a realistic and honest relation-
ship between the United States and the poorer countries—that of a seller and a
buyer of goods or services, In this relationship we no longer find the disquietin
features associated with current aid pro;};‘mms. Under the Export Fund the Unite
States no longer tells other countries what they must do or how they must do it.
Thus, under this Export Fund, we end what might be calléd a patronizing approach
to our dealings with other governments.

By encoum%ing American firms to scek markets in these poorer countrics, a
foundation is Iaid for an expanding trade relationship as the capacities of these
countries to Qurchase from abroad increases. As earlier testimony has pointed out,
the United States is currently falling behind other industrial nations in trading

with the poorest half of the developing nations.

The time lags and bureaucratic involvement which characterize current aid -

programming is ended. This means that there will be more efficient- use of the
resources transferred under the credits generated by this Export Fund,

This method of assisting the poorer countries contains one feature attractive in
multilateral aid. The relationship is a commercial one and thus is far less likely to
be used as leverage in pursuing short-term foreign policy objectives. But it has the
advantage over multilateral aid of direetly promoting American exports.

I hope the committee will agree that the kind of relationship encouraged by the

use of the Export Fund between the United States and recipient countries repre-

sents the healthiest and most constructive kind of relationship possible in a bi-
lateral relationship.

This Export Fund proposal represents a_congressional initiative in the field of °

foreign policy which has succeeded in eliciting wide support, including support
from the administration.

I hope vou will give it your support.

Thank you.

The Cuairman. Mr. Roth. ) ‘

Senator Rora. Mr. Chairman, I would like to welcome to the com-
mittee m?r former colleagues on the House Foreign Affairs Committee.

I know them for their eloquence, their great dedication to this area,

and their expertise.

I am pleased that they are taking the time to be with us today.

1 agree with those who expressed the opinion that we should do
something, and my question is not directed at the thought we should
do nothing, but I am still disturbed as to exactly what 1s the purpose
of this legislation. Are we really trying to promote American trade and
incidentally, help development of) some of the foreign countries, and
if that is the case, and I am the administrator, how do I evaluate what

is the intent of Congress? How do we weigh which is the more im-

Eortant objective? I do not think it is fair to say to the executive -

ranch we are going to give you broad discretion and then sit on the
sideliries later and criticize whatever you do. I do not see in this

legislation in my very brief reading of it, many %ui'delines as to how
the Government, the executive branch, is:to

dminister, this loan. -
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___ countries comes in and wants a piece of hi
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Which is more important, if you are the administrator, is it more

important to promote traJe, or is it more important to go into whut

is the impact on the developing country? R

Mr. Zasrockr. 1f T may answer and invite my colleagues to join
me, or if I am in error, correct me. The intent of the Fund is the latter.
Priority would be given to the development of the lowest or the poorest
countries in the world. That is the highest priority, But bear in mind
that our assistance through the export fund would not be placing in
jeopardy some of our own country’s national interests or job op-
portunities, in the domestic economy. As Senator Humphrey so
eloquently has stated, that the legislation pros)oses to do both. Both
are important. But if you want to separate the two and ask which
has a higher priority, in my opinion it is the development of the poor
countries, less developed countries. I do believe we have guidelines in
the bill. But I believe it is very difficult to spell out in detail some guide-
lines. We have no wish to hamstring the administration or executive
branch to a point where the legislation could not be administered. We .
are giving guidelines in the legislation. The legislative history is clear
in stating the intent of Congress: We must pay closer attention to
channeling assistance to the less developing countries by trade credits,
This proposal would permit our Government to subsidizing interest
costs in concessionary credits which would be available through public
borrowing, as the Ex-Im Bank operates. Lesser developing countries
could take advantage of the situation and improve their own lot

_economically. Our own industries, our own people employed in the
industries could benefit by this trade.

Senator Roru. The legislation, proposed legislation, says that the.
authority contained in this section shall be used to extend eredit to =
sale of goods and services which are development in character with due
regard to the objectives stated in 102B of this act. Do you feel that
adequately states that the primary purpose is development and not the
promotion of American goods? \

Mr. Fraser. Let me say that one of the first things we were con-
cerned about was that it not end up being a device to finance luxury
items. We did not want to set up a subsidized credit operation and
have colored television sets or perfume or some of the other more
notorious, fills being exported, so we wanted to write that out. That.
was one of oiir first principal objectives in dealing with the language in
the House bill, which is similar to this. A

Beyond that we were very much conscious in the other part of the.
foreign aid bill where we had set out three major objectives: Health,
rural development, and education. We said these are the niain problems. -
facing these very poor covntries. We think to the extent that there is a
priority system to be developed, the priority ought to go in support.
of those objectives. - ‘

Let me make this as an illustration. Sup}:osing one of these poor:

technology sc they can
run an airport control system so airplanes do not run into each other.
We may have an interest in that anff we may be on the airplane. That
is a piece of technology because it is a point of contact between that.
country and the rest of the world. I would not rule out financing that
piece of high technology through this Fund, but in general our thg)u'%htv
was the priority should go to the development character stressing the
three main sectors we talked about. . ' T

BEST COPY AVAILABLE |



81

Mr. 'Fasepit. If 1 'may-add just one other thought on that, and: -
that is that there is no precise definition of what is developmént assists
ance that exists angwhere. Basically the two countries, the recipient
country and United States, would have to got together on an agree-
ment as to the line of credit and what is the developmental assistance
which you are seeking. I think it is going to have to be on a case-by-
case bagis and one is going to have to use judgment. I do not believe
that there is any way to spell that out in legislation. There may be
‘some way of doing it by way of regulations or practice or proce(g'ure,

but I do not believe you can be too definitive in legislation and arrive

at what you are trying to achieve. '

Mr.. ZasrLockl. Even the rate of interest was left flexible because it
has to be considered on a case-to-case basis by the Administrator,
or I should say by_the Administrator of the Fund and the recipient
country, It is difficult to spell out definitively by legislative uct how
the fund should operate.

- Senator Rorn. Going to the question of the credit terms, is there
anything in the language which imposes a duty on the administrator
to get the most favorable rates, from the U.S. standpoint or are we
leaving that in the discretion of the Administrator?

Mr. Fraser. Well, I think obviously the discretion is built into the
bill, but the Administrator would have the natural interest of conserv-
ing his resources. To the extent that there is a more generous credit
term he also would be faced with seeking greater appropriated funds
to pick up the subsidy. i

Senator Rota. The thing that concerns me is that, you are right,
we always assume whoever the Administrator is he is going to use his
best judgment. One of the things that ddes concern e is that the
.congresstonal intent is not at all clearly spelled out. It seems to me

" this is one wenkness of the legislation,

Mr. FasceLL. Let me comment on that. [ do not know, Maybe it is
i)ossible, and T would like to see work toward that accomplishment.

believe the purposes are inseparable. Any export is going to aid
development somewhere.

Mr. Zasrocki. If 1 may add something, Mr. Chairman. As I stated
carlier, the ability of the borrowing country to repay will be the
principal yvardstick for the Fund in determining export credits, but
the Senate report for S. 2335 requires a report from the executive:
branch by April 15, 1974, prior to the start of the Fund, that is, in
July 1, 1974. 1t is expected to go into details on rates and terms which
the Fund would apply under various conditions and circumstances.
There, I think, we in the Congress will have an oppcrtunity to again
review, study and either approve or disapprove the rates.

Senator Roru. I guess what I am saying is if we expc ct the executive
branch to be uble to administer it the way we want it seems to me we
should sct with-more precisicn. In view of the criticism that has beer
made both of the executive branch and the Congress it is well worth
:vh}]e to take a look from that standpoint and try to draft that legis-
ation. :

Mr. Frasgr. One of the complicating things here is that there will
be a blending of different credit sources. For example, if a developing
country is interested in the purchase of some gcods or services, ang '
the exporter of it in the United States comes to Washington sayi

L ‘cannot do this without some credit help, our thought is that they might
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set up a package-deal, you go to Exim for 50 percent of: i-t'wihh':haﬁdeg?g
terms and then we will carry the other 50-percent, somewhat'like the- ...

Small Business Administration tends to do. So this is.another feason:

it is a little hard to spell out unless we set general standards; which I.
certainlg would supsport. R 3

The CuAtrMAN, Senator Byrd is next. L

Senator Byrp. Thank you. I have no questions at the present.time.: .

Senator HARTKE. In view of the present financial situation in the: -
United States and the fact that we have so many neglected areas in.
the United States, how can you really justif ‘extending the 3-percent
interest ceiling on this tyﬁe of cperation and not providing it, say, for,
veterans or the people who want to buy homes in the United States
and the poorer peopl»; in other words, why would not the same type
of theory a pliv here .o help some of our people in the poverty and.
ghettos ancF places like that, they have incomes probably less than
that if in fact they are subsidized by welfare payments. e\,fhy woul
you not make that type of approach first?

Mr. Zasrockr. 1f I may reply, Mr. Chairman. In our domestio
programs we have various interest rates. Even in our housing -pro-
grams there are those who are better able to finance a home who are
prevented if their income is too high, from being eligible for Govern-
ment loans. o

Senator HarTkE. I am talking about people on welfare. You have
about 15 million Americans on welfare now, lots of them from broken
homes, no income whatsoever other than their welfare checks. Why do
you not provide some type assistance to them?

Mr. ZaBrockt. We have no objection in providing such assistance
in other bills but it does not belong in this bill.

Senator Harrke. How can you justify to the American taxpayer,
for example, who is paying the taxes, ultimately going to have to bear
this load, that he is wiiling to go ahead and make this type of proposal
and we-have neglected and refused to go ahead and provide for the
15 million Americans who are on welfare and another 20 million who
are below the poverty line in the United States? RS

Mr. Zasrockr. The direct answer to you, Senator, is there is not
any taxpayer money involved in this Export Development Credit
Fund. There is not any taxpayer money involved. As Ip am sure you
know, there arc two possible ways of financing the Export Develop-
ment Credit Fund. One way would be assisting foreign countries first
by. appropriating funds raised as taxes imposeg on American citizens,
and the second way would be to borrow from the private market.
Now, the only amount that is Government funds, you might say,
funds from past repayment of interest and loans, which today- are
reverted into development funds, would be available to pay the in-
terest subsidy on the new export development loan. ' ‘

Senator HARTKE. That is playving games but that is all right. .
Those are funds which are coming %ack in. This is ultimate money
which is an obligation paid to U.S. Government and going to cost
about $5 billion, as I understand it. Am I wrong in that% o

Mr. Zasrockr. Yes. '~

Senator HArrxe. Where am I wrong?

Mr. Fraser. What we are doing, what the Ex-Im Bank'dt_)es' on
‘the private money market is borrow the money and reloan it and

get back a promissory note which will be paid off. Where the direct
subsidy comes is in the differential in interest rate. : -
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*. The Fund would work this way. We go out on the private money -

. market, borrow $500 million—

Senator Harrke. At what rate of.interest?

. Mr. Fraser. We will say 8 porcent. - ‘
- Senator HArTkBE. You cannot borrow money at 8 percent. The
prime is’ 9% now.

Mr. Fraser., Well, whatever the rate is. I agree the rates are
excessively high, too high today. :

Senator HArRTKE. You are going to borrow $500 million at 8 or 9
or 10 percent? .

Mr. Fraser. Right.

Senator Hartke. Who is going to borrow, the Government?

Mr. Fraser. Yes, sir.

Senator HarTkE. Sell bonds for it?

Mr. Fraser. Yes.

Senator Hartke. And going to pay the going interest rate?

Mr. Fraser. That is right. Then that money is going to be spent,
let us say, over a period of a year. We are going to spend that $500
million. That money is spent in the United States to finance exports
to this category of poor countries and it is in that situation that there
will be job creation.

Senator HARTKE. Yes.

Mr, Fraser. Now, the loan will be made. A lower interest rate
might be extended at 5 percent, 4 percent. It cannot go below 3 per-
cent, which is above the present development loan rate which 1s 2
percent. The cost comes in that difference in the interest rate.

"~ Senator HArTkE. Plus the 5-year grace period?

Mr. Fraser. Well

Senator HARTKE. Plus the interest of the 5-year grace period?

Mr. Frasgr. The 5-year grace period is the period in which you do
not get repayments.

Senator HARTKE. You do not get repayment or payment of interest?

Mr. Fraser. What you have is a carrying charge. 1f you have a
carrying charge of 8 percent, then you have got to pick up the subsidy,
the difference between the interest rates until the loan is paid off.

Senator HarTke. Who is going to pay that?

Mr. Fraser. The money comes from the repayment of old develop-
ment loans.

Senator Hartke. I understand that. But that is money which
under normal circumstances is taxpayer money too.

Mr. Fraser. That is right.

Senater-HarTke. What you are saying is that when you get this
money back, which ordinanly would come back to the United States,
which is our money, which is taxpayer money in the original, what
you are saying you are going to use that again and refinance the.
operation? :

Mr. Fraser. Except it is already being used for development.

Senator HarTkE. I am not arguing about that, but I am saying it
i r money, it is not created from the private market, this.is
not private funds?

r. Fraser. No. - ‘
Senator HArTkE. Those are Government funds coming back. .
Mr. Fraser. I am only trying to put it in the context of where

things have been and the way things have been. Two to $300 million - »
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8 year coming back in development loans have been reappropriated
for development. - R

* " Senator HArTkE. I understand that, "

Mr. Fraser. So this does not add any new cost to the taxpayer, . -
That is the point I want to make. ’ ‘

Senator Hartks, Well, all 1 ask you again, even in view of that, if
you did recapture that money why could you not use it for the 15
million people on welfare and use it for those people below the poverty.
line and provide for them to give them that interest break? - »

Mr. Fraser. You and I, I think probably share the same view: We
have tried housing programs, 235 and 236 housing programs. I wish -
we were doing more. Unfortunately, our committee does not have
jurisdiction over the questions

Senator Hartke. I am not talking about committees. The Congress
as far as I am concerned has an obligation first. This Government was
organized first for the benefit of our people, right?

Mr. FrasEr. Yes. o

Senator Hartke. What you are saying is that since your cannot do
it for our own people, you do it for people overseas. -

Mr. Fraser. No, I think the '

Senator HarTke. [ am not arguing against helping those people
but I am saying to you I cannot see how you can in all good conscience
come here and say you are going to permit the steady deterioration of
the American society because of the fact you cannot accommodate
people in need at home, but you are going to go ahead and do some-
thing for people overseas.

Mr. Fascenw. [ disagree, T dispute this, it is illogical, but I think
the Senator is entitled to his opinion. As a matter of fact, if one were to
follow what the Senator suggests you hurt the people you are trying
to say vou are helping. I have supported, as the Senator says, all of the
programs you are talking about. Furthermore, I support this ‘bill for
the very reason that it is in the best interests of our country.

Let us look at it that way, because that is the way it ought to be
looked at. If one wants to follow the logic that the heck with the rest
of the world because we have all of the problems here and we can live
within ourselves and we consume all of our production, and that is the
way to help our people, you are not going to have the 15 million people

on welfare or unemployed, you are going to have twice that number;.

Senator HArTkE. Let us get away from the unemployed. I am
chairman of the Veterans’ Affairs Committee and you people forced us
to cut back on programs, and there is a big story out that the Vietnam
veteran is not getting what I got after World War II. Why do we cheat
them? You say you have not said that. I am telling you the Congress
has said that. \};e Congress has said that they are not going to pro-
vide for their own people and I am saying to you that what you are
saying here is that you are going to give something to other people
that you are not going to give to our own people. .

Mr. FasceLn. No, sir. What I am saying is that it is absolutely
essential and in the best interests of the United States—meaning the
American people—for us to compete in the markets of the developing

countries so that our businessmen can make money, can make ]obs'i

and our peo%le can thereby be assisted. That way maybe tl::{vuwil o
not have to be on the unemployment rolls, Senator, or they —hgt

L}
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R ~have to be on_the recipients of special programs. Maybe they can:
- make it on their own. But you cannot just ignore the fact that there
_are markets out there in which we are not participating and we are
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not competing. :
- Senator HArTkE. I grant you the Burke-Hartke bill, if you adopt -

that, you will save more jobs than you are going to provide. Let

me——

Mr. FasceLL, Now we are talking about something else.

Senator HARTKE. 1 am talking about exports. You know all—-

Mr. Fascert. In other words, you are going—— ‘

Senator Harrke. The balance of trade.

Mr. Fascern. You are suggesting that we should not export?

Senator HarTkE. No, T did not say anything of the kind.

Mr. FasceLt. T misunderstood.

Senator Harrke. If I am over my time let me know.

The CrairMaN. You can have my time. N

Senator HArtkeE. What T am saying to you is that you are saying
here that we are going out and we are going to subsidize, that is what
it amounts to, subsidize the export of certain American products. Is
that not true? -

Mr. FasceLL. Yes, sir,

Senator Harrke. That subsidy is coming from the taxpayers of the
United States.

Mr. FasceLL. Absolutely.

Senator Harrke. That-is right; is it not?

Mr. FasceLL. That is right.

Senator Hartke. What is illogical about that? T am saying that
the Congress in its wisdom or in its ignorance, I do not know which,
maybe you do, has made that conscious decision not to provide any
substantial low-interest loans for the people of the Umted States.
Where can you say to me in good conscience if you are going to help
people who are suffering in Nigeria, where they are hungry, but 1 am
saying, how can you in good conscience take American taxpayer
money while you refuse to take care of the 15 million on welfare,
you refuse to take another 20 million below the poverty line, where
you refuse to give the Vietnam vet which I andp the rest of us got
when we came out of World

Mr. Fascern. 1 am amazed, as able and articulate as you are that
you are not able to get your programs through the Congress.

Senator HartkE. I could but the House of Representatives would:
not give us the votes in the conference. We passed it unanimously
in the Senate but you people were the ones who took the veterans
down that road. You gave a little more than the President but not
much more. Not me. I was not shortchanging the veterans. The
House of Representatives shortchanged them, you passed $200, I
passed $250, and it was not me that gave those figures, this said that
the Vietnam vet is not getting his fair share compared to the World
War II vet. ,

Mr. FasceLL. I believe we ought to help all Americans, Senator,
and this bill proposes to help some Americans to help other Americans.

Senator HarTkEe. Let me go to another one, the education bill.
You have all of the kids going back to college. You show me any

~ college student that can get a subsidized loan today. I am not talking
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now about the real poor, I am talking about a man with five children’
making $12,000 a year, he cannot get & guaranteed loan at any rate,
a loan at 5 percent, he has to pay 8 percent from any bank in the -
United States. . SRR

Mr. FasceLL. I am not sure he can get an unsecured loan. -

Senator HarTke. From what I understand they have'eliminated.
them because they do not consider them to be high enough interest
paying loans, ‘

{r. Zasrocki. Mr. Chairman——

Senator Harrke. I am saying this is a wrong approach toward
helping these people. I think.you are trying to do something here .
that is not going to solve the problem of exports, and for the record’s
sake anybody who thinks our balance of payments or our balance of
trade is in good shape, last month we hm} tfxe highest imports in the
history of the United States. If it would not be for the fact we are
exporting our natural resources and food at the expense of the Amer-
ican consumer, we are giving cheap food overseas at the expense of
the American consumer, we will not come close to the balance of trade.

Mr. FasceLr. You left me with a paradox. Here we are trying to
help exports, help the people we are talking about, and you say it is
the wrong time and wrong place and wrong people and all we are
trying to do is help America. What are you talEin about?

Mr. Zasrockr. If I may make an additional comment-to the

. Senator from Indiana. We all three are sympathetic with the domestic

problems he has raised. Ie is lecturing to the wrong three Members
of Congress because we are in agreement with you. And if T may point
out to vou that the repayment of loans and interest on former loans
and interest on those llounsy that are now channeled back in the de-
velopment loans fund are really continuing some of the problems that
you with your Burke-Hartke legislation, which I was tempted almost
to s‘ponsor until 1 read it twice.

We are trying to improve the situation by using those funds to
subsidize export credit funds’ for the lowest, the poorest countries,
that are not in competition with the United States as far as our export
or import markets, and we are trying to help you, Senator, but you
do not see the light.
~ Senator Harrke. They are in competition with us. Japan and
France and in the business

Mr. Zasrocki. France could not benefit one dime.

Mr. FasceLn, He means they

Senator Harrke. That is not so. Because the countries which
would go ahead and get that are the 11 African nations which are
still underneath the Government of France at this moment and if
you think any amount of products is going to be shipped into those
countries unless they arc handled by a French agent you are dead
wrong, you cannot get through in Senegal unless you go through a
French trading company. o

Mr. Fascenn. Under this legislation they would not qualify for a
credit loan because the end product would have to be manufactured
in the United States and transported to the recipient country by an

_“American firm.
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Senator HarTke. That is right, transferred to them through a
French agent. 1 guarantee you that is right end if you can go to
Senegal and see whom you have to talk to, any item importe into
Senegal has to go throug'h a French agent and you pay them, you are
going to subsidize this 1import business. That 1s what you are doing.
> The CrairMaN. Do 1 understand your position about, this Burke-
Hartke matter as bein% those who say we ought to spend it for other
things first are sort of like the preacher-that gets u}) to a half-empty
or not coming to

church? The people that he ought to be talking to are the folks that
did not show up, not-the folks that are there. You gentlemen have

- been voting for veterans benefits, housing, low-interest rates and the
agproprmuons to help the poor. Your attitude is he ougiw to be
c -

astising the guy that did not come.

Mr. ZaBrockt. He is talking to the choir.

Senator Hartke. I understand what you are saying but the fact
of it is that the Congress of the United States is making these decisions
and you are asking us over here to take a position which is contrary
to the common will of the Congress. .

The CuatrMaN. I think you have three votes for your veterans
bill sitting before you, Senator. --

Mr. FasceLr. 1 think we got the message somewhere along the line,
Mr. Chairman. '

The Crarryan. 1f you did not have three votes, 1 think you picked
up at least one,

Senator Harrke. Thank you.

The Cramryan. Thank you very much, gentlemen, We will now
hear from the three administration witnesses: the Honorable William
Casey, Undersecretary of State, the Ionorable John Hennessey,
Assistant Secretary of the Treasury, and the Ionorable Lawrence
Fox, Deputy Assistant Secretary of Commerce for Domestic and
International Business. The witnesses will be called together. I
understand that has been agreed to.

Senator Byrp. Could T ask a question? How long do you continue?

The Cuamyvan. I thought we would hear this panel of witnesses
and then come back at 2 o’clock and hear the remaining witnesses.

Senator Byrp. Will the questioning of this panel of witnesses oceur
after 2 o’clock? -

The Crarryan. Well, if you want it that way, it is all right with me.
I would be willing to recess now and come back at 2. We could hear
them then and ask questions.

Senator Byrp. I think there is a vote on the floor at the moment.

The CratrmAN. Well, if that is the case, Senator Byrd, can you be
back here at 27 -

Senator Byrp. Yes.

The CHamrMaN. I would suggest then, if it is all right with you,
Senator Roth, that we stond in recess now and hear you gentlemen at
2 o’clock. I will try to get other Senators to hear you.

Thank you very much.

[Whereiipon, at 12:17 p.m., the hearing was recessed, to reconvene
at 2 p.m., the same day.

li
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APFTERNOON SESSION

The Crairyan, This hearing will come to order. ‘
I would like to ask Hon, William Casey, Hon. John Hennessey and

Hon, Lawrence Fox to take the chair. We will have other Senators -

along in due course, but in the meanwhile I will ask this panel to pro-
ceed to explain their views on this measure. At this moment we are
voting in the Senate, but I expect that the Senators will be along fol-
lowing the vote, :

STATEMENT OF HON. WILLIAM J. CASEY, UNDER SECRETARY 0
STATE o

Mr. Casey. Shall T proceed ?

The Criamaax, Proceed. sir. )

Mr. Casey. Mr. Chairman, I appreciate this opportunity to appear
with my colleagues from Treasury and Commerce to speak to you
about the proposed U.S. Export Development Credit Fund. Senator
Humphrey and Congressmen Zablocki, Fascell, and Fraser covered
in considerable detail this morning and I will merely hit some high
spots and respond to questions. My written statement I would
like to put in the record. The impression I have is this could play a
very valuable role as a new addition to the range of policy tools which
we need-to pursue foreign policy goals in the developing countries.
These countries are a large and diverse group. Qur economic goals and
interest with regard to each particular country will vary, trade, invest-
ment and development concerns, generally unique mix of interest and
reaction. in the case of each particular country. There is great differ-
ence among the less developed countries as to ways to advance their
economic development. For example, those which have already devel-
oped a basis for modern economic structure look primarily to trade to
earn the resources they need to further their own development. They
supplement this with credit in the World Bank and Regional Develop-
ment Bank and with conventional exports credit.

For many larger groups of nations who are still in an earlier stage
of development, concessionary financing is of vital importance. With- _
out that kind of financing, imports of the developing goods might be
restricted and development pf:ms curtailed. We believe it is 1n our
national interest to have these countries become successful participants
in the market-oriented world economy leading to mutually beneficial
and commercial investment relationships over the long term. Our con-
cessional assistance through AID and through the soft loan windows _
of the international financial institutions helps promote development, .
does not provide all of the resources which these countries can prop-
erly use, aid programs specifically designed to build export markets,
although they do offer valuable support, we believe this bill will
develop and create long-term exports. The Export-Import Bank offers
credit facilities for trade with more advanced developing nations with
tight credit standards and relatively hard repavment terms. This
makes the Export-Imnort Bank less well suited to the needs of-the
poorer developing nations. The availability of credit on terms which
the importing countries can afford to service is essentially making sales

-
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" 1o the poorer developing countries and our declining share of the
" market in many of these countries is evidence that we are not meeting

this need. R
As Senator Humphrey developed so well this morning, we are out-

‘financed in country after country and the European countries, par-

ticularly Japan, are acquiring their share of the market while we are
losing our share at the time when the market in the 70 poorer nations
of the world represents over a billion people.

This Fund would help the United States improve our export per-
formance in these countries. It would make financing for American
exports available on attractive terms. It would bring American ex-
porters and goods into these poor countries and develop a long-term
market there and would enable the recipient countries to purchase
more without unduly increasing their debt burden. This will serve the
twin goals of making resources available to the developing countries

* while creating long-term markets for U.S. exports.

1 am especially pleased with the Export Development Credit Fund
because it is a congressional initiative. This indicates that there was a
widespread concern in the Congress that we shape our policy toward

" the poorest members of the world community nations in such a way

as to continue to be responsive to their developing needs while at the
game time pursuing our own economic goals. The executive depart-
ment is anxious to pursue this. We have already held departmental

_consultations on how to put this Fund coneept into practice while

details remain to be worked out before complete design of the Fund
can be submitted to Congress with special serutiny. The concerned
giepall‘tments of the executive branch agree the Fund should be enacted
into law.

The Congress will receive a detailed plan for the Fund hefore it
begins operations, We would like to suggest a modification of the legis-
lation in this regard to permit the Fund to begin operation’on Janu-
ary 1, 1974, for 60 days after submission of the plan of implementation,
whichever last occurs. We would contemplate submitting a plan
November 1 so it could be implemented beginning 1974, We feel it is
important to establish the Fund and allow it to begin operation as soon
as possible since there will inevitably be a slow startup period, some-
thing of a pilot model operation. An earlier beginning date will give
us operational experience so that we will be better prepared to submit
requests for any needed change in need of legislative changes with the
submission of authorizing legislation for fiscal year 1976. If the Fund
effective date is not advanced to July 1, 1974, the actual startup of the
Fund may be further delayed until action is completed on the fiscal
year 1975 budget requests and the Fund would not he able to actually
start lending operations until quite late next vear, 197+ -

We feel that the purpose of the Fund could be better achieved with
an earlier starting date. :

Design of the Fund structurally we will seek to assure through care-
ful coordination with aid and Ex-Im Bank. The Fund will supplement
and not compete with or displace the interest we now have to promote
exports and development. We will direct these goods primarily to those
of the poorest developing countries which offer the promise on long-
term markets and have the ability to use these additional resources.
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Tn short, we believe that this bill would enable us to creatd a Fund
‘which will promote export growth, assist the developing and serve 4s -
a valuable instrument in support of our overall foreign policy goals.

That completes my statement. R

The Crraryan. Thank you very much.

[The prepared statement of Mr. Casey follows:]

PREPARED STATEMENT OF WILLIAM J. CAsEY, UNDER SECRETARY OF STATE FO)
EcoNOMIC AFFAIRS )

SBUMMARY

Why Do We Need the Export Development Credit Fund?

The United States neceds a variety of instruments to pursue our policy in--
terests in the developing countries. United States interests cover a variety of
trade, investment, and development issues.

For the poorer developing countries, concessional financing is necessary to
support the imports necessary for development. Only by providing such financing
can we establish markets for our own exports while promoting economie de-
velopment,

Over the last several years the level of our bilateral AID program has not
inereased. Other industrialized countries have been increasing their programs
at a rapid rate. Exports of the other rich countries to the developing countries
have grown with the level of their aid programs, while US exports to the poorer
countries have been lagging. ;

The Export-Import Bank finances many of our exports to developing countries,
but the terms and conditions of Eximbank lending are better suited to the rela-
tively more advanced of these countries, While Eximbank lending to the poorer
LDCs has been increasing, this lending is concentrated in a few countries and -
a preponderate amount goes to such projects as minerals and fuels development
with a high short-term economic return. Eximbank lending is expensive and
often unobtainable for the less immediately profitable projects typical of most
of the poorest countries,

What would the EDCF do?

Under the proposed legislation, the EDCF would provide, over the four-year
period of this legislation, $2.7 bil'ion credit on soft terms to the poorest couh-
tries for the purchase of US goods and services.

This credit would permit these countries to finance their development pro-
grams on favorable terms.

Assured availability of credit will make it possible for American businesses
to enter new markets, and expand their long-term sales potential.

How will the Fund be operated?

AID will manage the Fund under the policy guidance of the statutory advisory
commmittee, L
The Fund. would be a flexible instrument, with procedures designed to assure

that goods with both development impact and export potential are financed.

All developing countries with per capita incomes under $375 -and not ineligible
for US aid programs would be eligible to participate. : ‘e

In keeping with the concept of mature partnership, financial authorities ‘of
the recipient countries will play an important role in the allocation and use of
Fund resources. -

The Fund will be coordinated with AID and Eximbank programs to ensure that
its operations supplement and not compete with these organizations. ‘

I appreciate this opportunity to present the Administration’s view on the
“United States Export Development Credit Fund” from the vantage of the
Department of State. This proposed fund would help to.finance United States
exports to the poorest of the developing nations, with the dual purpose of promot-
ing present and future U.S. exports while making resources avaflable to these
countries to promote their economic development, )

I would lke to discuss the BDOF in the context of our overall economic rela-
tions with the less developed countries. ‘We are talking about an extremely
diverse group of countrles, varying in size, natural resources, econpwic orgas -
nization, and degree of present development, as well as a host of political faetor .
that affect their economic situation. The economie interests and goals of the




— 91

_United States with regard to these countries cover a range of trade, investment,
and development I1ssues with the relative importance of issues differing from
country to country. We therefore need to approach the less developed countries
with a varlety of policy tools which will be responsive to their varying needs
and our specific interests. :

These countries differ fundamentally in their present degree of economic '
“development. Some have achieved much economic development during the past
decade and are nearing or have attained a stage which will most likely carry
them out of the ranks of the less developed countries within a few years. For
these ““‘emergent” countries, .concessional development assistance is less impor-
tant than trade, export credit and private investment as a source of the resources
needed to carry on the development process. The United States has tried to meet
the needs of these countries by encouraging trade and by bringing them more
‘fully into the world financial system. We.have {ntroduced as part of the Admin-
istration’s trade bill a system of generalized system of preferences which would
open export markets so that these developing countries can earn-through trade
the resources needed to support their development, We have encouraged these
countries to participate in multilateral trade negotiations. “They and other de-
veloping countries participate in negotlations to reform the world monetary
system. We have supported the growth of the World Bank and-the reglonal
development banks through which the emergent developing countries can obtain
development financing on moderate terms, While supporting the aspirations of
these nations, we have also tried to encourage 'U.S. exports. The Export-Import
Bank has been an important instrument for financing exports to these countries,
assuring the availability of financing on terms commensurate with their ability -~
to service external debts.

While our relations with the emergent nations are increasingly centered
on trade and investment, development assistance still plays acentral role in
relations with the large group of developing nations which remain desperately
poor. Amost seventy developing countries' still have per capita gross national
products under $375 a vear, and for 42 of them per capita GNP is under $200.
Many of these countries are poor in natural resources and infrastructure and
also lack the industrial base and skills necesary to take advantage of trade-
promoting tools such as general preferences. These countries ean only hope to
acquire the external resources necessary for development with the aid of con-
cessional financing. The extent to which this is true is shown by the fact that—
official USG commitments from all sources—AID, PL 480, Eximbank—amounted
in 1972 to 82 percent of the total value of US exports to the poorer (per capita
GNP under $200) developing countries. This percentage decreases as per capita
income increases. The composition of the official commitments also changes: in
1972 Eximbank commitments amounted to 57 percent of government financed
US exports to countries with per capita GNP from $200-500, but only 9 per-
cent of government financed exports to countries wnder $200, with the balance
coming from more concessional AID and PL 480 programs,

The Bxport-Import Bank, as noted above, extends relatively little financing
to most of the poorest developing countries. Eximbank authorized loans and
guarantees of $1,258 million to countries with per capita gross national product
under $375 during fiscal 1973, but these authorizations were concentrated in a
small number of countries (75 percent went to only five countries: Algeria,.
‘Indonesia, Turkev, Korea. Zaire) and much of it was for snecial nrojects suech
as Tuels’ development with a high short-term economic payout—auot; tnfortu.
nately. tvnicnl of the poorest countries. Bximbank’s strict eredit standards,
dictated by legislation and policy, rule out many developing country credits.
Eximbank terms, while softer than commercial terms, still earrv interest rates
which developing countries can {1l afford and are for relatively short terms:
comnared to concessional financing. Such neav-comnrercial export credits im-
pose a heavy debt service burden on the 4mnorting country, and excessive use of
exnort credits can easilv carry a developing country into debt service crises
whieh require debt rescheduling. :

Although the ability of the roorer develoning eanntries to huv the resources
.  they need for development is limited by the availability of concessional assist-

anre, the finw of official develonment assistance from the United States actually

decreased 7 mercent from 1963 to 1971. Other major donor nations have been

* {nereosing. thelr nrograms: officlal development assistance from all other DAC

countries more than doubled over the same perfod and most OECD countries

_.mbw earry-a higher assistance burden than-the United States wheh agststance

s compared to donor country GNP, : R et
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We wwelcome these contributions to the development of the poorer countries,
but we are also concerned about the implications of this situation for the predent
and future trade position of the United States in developing country markets,
With concessional support too limited to support expanding exports, and Exim-~ -~
bank unsuited to the circumstances of the poorest developing countries, the . . -
growth in US exports to these countries has lagged. In 1972, they totalled only .-
$4.8 billion out of total US exports of $49.7 bilMon. The US share of the import =
market in these countries was 17.8 percent, compared to 28.6 percent in countries -
in the $375-$1,000 GNP category. In 11 of the poorest LDCs, comprising 89 per-
cent of-the population of the non-communist countries with per capita income
below $200, US exports fell from $1.7 billon in 1966 to $1.2 billion in 1972, At
the same time, these same countries increased their imports from the other
major Development Assistance Committee (DAC) donors from $2.9 billion 'to
$4.3 billion. This decline in US exports contrasts sharply with an increase
of 44 percent in US exports to all LDCs over the 1966-72 period. This means -
that other developed countries are developing markets, distribution networks,
brand familiarity, and financial relationships, that will induce additional ex-
ports over a.period of years. Since even the poorest (per capita GNP under
$200) developing countries represent a market of one billion people, with average
GNP increasing about 3 percent annually, this represents a sighificant mdrket, __. .

The EDCF is designed to remedy this lag in export growth. It will help US
exports by :

Permitting the poorest developing countries to import mmore from the US by
inereasing financing on terms they can afford to service. Since debt servicing is
an increasingly important problem for the LDCs, their import capacity is severly
constrained under conventional, harder term export lending. It is this limitation
on import financing capacity which makes the new soft term export eredit fund
.an appropriate vehicle for supporting US exports to these countries. -

Offering financing to many more poor developing countries, AID is restricted
to just 20 countries outside Latin America under the.-Kereign Assistance Act.

Sneouraging US exporters to cultivate potential markets. —

Facilitating US entry into markets still dominated by traditional colonial
trading patterns.

Giving priority to commodities with a follow-on export potential.

Expanding developing country murkets, through long-term economic growth.

The dollars flowing out under this program are to be 100 percent tied to U.S.
exports. To the extent that Fund dollars result in additional U.8. exports—i.e,,
purchases from the U.S. the recipient nations would not otherwise have made—
there is no addition to free reserves that could be used to repay loans from other
sources, On the other hand, if the Fund dollars were used to finance purchases
from the U.8. that would have been made anyway, the dollars originally intended
for that purpose are thereby freed for other uses such as debt repayment, imports
from third countries, or reserve accumulation. It is highly likely that the actlvi-
ties of the Fund will generate exports that are fully additional to the level of
.exports that would have otherwise occurred. Experience has indicated that in the
case of AID commodity financing, additionality is in the order of 90 percent for
all countries but is higher than this—approaching 100 percent—in the poorest

~-EDCs. This is due to the fact that in the lowest per capita income countries the

U.S. share of the market tends to be smaller than in more developed countries.
The opportunity for substitution is therefore much less. In view of the low and
declining U.S. share of the imports of these countries, their continued growing
need for goods in which the U.S. is otherwise competitive, and the heavy depend-
ence of these sales on concessional credits, it is reasonable to expect that the
leakage of Fund.dollars to other uses would be minimal.

Simultaneously with promoting U.S. exports, the EDCF would make new de-
velopment resources available ta the developing countries. Over the initial life of
the EDCF, the developing countries would receive a flow of developmentally-
oriented goods and services worth approximately $2.7 billion repayable on soft
terms over a long period of time. The importance of imported goods to the
poorest developing countries cannof be over-emphasized. The majority of people
in these countries are still engaged in agriculture, often subsistence agriculture.
Most of these countries have only a few established industries, producing basic
consumer goods such as cotton textiles, shoes, and some processed foods. Hven
such basic items as light bulbs must typically be iiported. Virtually all develop--
mental goods, such as machinery, trucks, construction equipment, and most spare

-parts, need to be imported. The «nva}labmty of financing is at present the chief

constraint on the level of imports and, consequently, on the size gt d_evelopment L




pragrams. The developing countries are looking desperately for ﬂmnchifg'd a

number of. them—including, some; of the poorest, which can il afford 31

had to vesort to borrowing on the Buro-dollar market, o tq : a g
. "he-initial lending volume for the Export Development Credit Kund,would be
well. within the “import absorptive capacity” of the countries. with. per.capita
gross natlonal product below $875, If the F

annual lending volume over the four year period would'be $67 ; million; A

, und were to commernce operations .

January.1, 1974, as proposed by the Administration, the roximgte ‘?i'eragg »
though -

loang would probably not be extended to all of these countries by the Fund, dhgt"zi Lo

for these countries provide an {llustrative basis for measuring. absorptivé ca- -

pacity. The total merchandige imports of tliese 70 countries in 1972 were ap:

proximately $80 billion, If “import absorptive capacity” is defined as capacity to .

" to-utilize increased imports proditctively, there can be little doubt that the $675

" milllon average annual flow could be “absorbed,” since it would constitute less

ttian 8 percent of the existing import level.

The EDCE would not only make resources available to the poorest cotintries, -

but it would do so in a way which will promote the mature partnership which
the United- States seeks with the developing countries, We recognize that the
ultimate responsibility for development planning and financial management rests
with the developing countries. The United States cannot dictate priorities or
oversee all- aspects of development planning and implementation. The EDCF
would make resources available but, within reasonable guidelines to prevent
abuse, the initiative would rest with the borrowing countries to decide which
programs are most important and to allocate resources accordingly. The BDCF
would be more flexible and less encumbered by red tape than traditional aid
approaches. We would expect that it would also require less oversight, minimizing
management costs. -

The Advisory Committee etsablished by Section 805 of 8. 2335-consisting of
the Secretaries of State, Commerce, Treasury, Agriculture, the President of the
Bxport-Import Bank and the head of the Agency primarily responsible for ad-
ministration of the Fund—will provide overall policy coordination, The presence
of the President of the Export-Import Bank on the Committee will insure that
the policies governing the operation of the Fund are consistent and compatible
with the policies and activities of the Export-Import Bank. Specific policies
governing loan criteria and Fund operations would be set forth through the
Advisory Committee, and these policies would be designed to insure that loans
made by the Fund not infringe upon or compete with credit financing offered
by the Export-Import Bank. These procedures could include, for example, an
adminlstrative mechanism to avold Fund financing in cases where Exim financing
is-appropriate, In practice, the activities of the Fund should not confliet with
those of the Bank since the Fund would operate primarily in the poorest of the
1.DCs—where Exim exposure is limited—and for the financing of development
programs which do not obtain Exim financing.

In regard to coordination with AID activities, it is the current intention of
the Administration to lodge operating responsibilities for the ¥Fund in that
Agency. Because the Fund Is to serve important export promotion objectives re-
quiring flexibility and a swift response capability, detailed advance program-
ming of Fund resources is not contemplated. However, AID in the context of ita
overall economic assistance activities, would include consideration of the Fund's
actual and contemplated commercial credits to a particular country in order to
take into account the tofal flow of US resources into that country.

Lending is contemplated, depending on circumstances, through government.

to-government agreements, via intermediate credit institutions, or directly to

private borrowers. Credit judgments will be made in terms of the ability of the
borrowing country to service the additional debt and the economics of the par-
ticular project. Factors involved in evaluating debt servicing ability of an LDC
include their current level of debf, the future debt servicing burden, potentlal
f(txrmeamlng foreign exchange, possibility for economic growth and economic
stabjlity. ’

It is presumed as an initial matter that BDCF financing would not be extended
to communist countries and countries with whom the United States has mo
diplomatic relations. Within this $373 category, general guidelines will be estab:
lished to insure that the benefits of this program are not totally absorbed. by &
few countries and that special consideration will in fact be given to the very
poor with per capita incomes under $200 who can least afford the harder Exim

terms. Exports financed by the Fund will be screened to insure thetir consistency
with developmental needs, the promotion of U.8. markets and U.S. employment”
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objectives through simplified operational procedures. The objective 18 to prevent" L
abuse and misallocation of PDOF funds while at the same time avolding the
adoption of extensive and burdensoine rules and requirements. With regard to

- development, goods will be selected with an eye toward increasing the production

capacity of the reciplent country. Luxury goods and frivolous items, of course,
will be excluded, ‘With regard to export promotion, the emphasis wilt be on goods__.
which require follow-on procurement, which would not othérwise be purchased
from the U.S., and which establish new markets. ‘ .
The Congress will receive a detailed plan for the Fund before it begins opera:
tions, We would like to suggest a modification of the legislation in this regard, to

" permit the Fund to begin operations on January 1, 1974, or 60 days after sub-

mission of a plan of implementation, whichever last occurs, The Administration
would submit the plan of implementation on or shortly after November 1, 1078.
We feel that it is important to establish the Fund and allow it to begin opera-
tions as soon as possible, since there will inevitably be a slow start-up perdod.
With an earlier-beginning date, we would be better prepared to submit requests
for any needed legislative changes with the submission for FY 1676 authorizing
legislation. If the Fund’s effective date is not advanced from July 1, 1974, the
actual start-up of the Fund may be further delayed until action is completed
on fiseal year 1973 budget requests, and the Fund would not be able to actually
start lending operations until quite late in 1074, We feel that the purposes of
the Fund can be better achieved with an earlier starting date.

If these prinelples are followed, and sound lending procedures sith minimal
essential controls are devised, the EDCF can simultaneously achieve its twin
goals of export promotion and development assistance. We feel sure these condi-
tions can be met and the Export Development Credit Fund can become a valuable
addition to our foreign policy instruments.

The CHAIRMAN. Now. the next statement will be from Mr. John

Hennessey, Assistant Sccretary of the Treasury.

STATEMENT OF HON. JOHN HENNESSEY, ASSISTANT SECRETARY
OF THE TREASURY

Mr(.1 Hex~essey, Thank you. I will submit my statement for the
record.
Let me just also make a few highlights or remarks, if T might.

T think T can add very little to what Secretary Casey has said and
some of the discussion which went here earlier. Let me make three
brief remarks. The first is that the Treasury Department, as well as the
administration as a whole, supports this congressional initiative of
establishing the fund. We believe that it does have a twofold purpose.
It is a little difficult to describe whether the glass is half full or half
empty. It does meet & dual objective. It does help us promote exports,
incremental exports, exports which would not otherwise take place,
but I think it is also true it is going to_help the nations who receive the
exports and will help meet thieir development aims.

In the second place, T think there are some suggestions we would
make to put the fund on as prudent a financial basis as we could. I
think two out of the thiree we have in mind were mentioned earlier
this morning by Scnator 1Tumphrey as amendments which he in-
tended to propose and we would support, that is, namely, to include
the operations of the fund within the budget and to have the annual
borrowing and reflow allocation process go through the normal ap-
propriations process in the Congress. We think those are two very
necessary and desirable aspects and we would support those.

Finally, there is a provision in the bill, in the Senate bill which
would allow for refinancing. it would allow for refinancing of exports

BEST COPY AVAlLABLE" .



96

already made, and we sce no need for this tm)e of facility in this t {m
of export development fund and so we would suggest perhaps that
eliminated.

And, finally, let me say that we have spent some considerable time
in the Treasury Dopartment analyzing what the potentinal might be in
trying to answer the two questions which was on our own mind and
perhaps on the mind of the Congress. Could these conntries absorb
more goods, firtst of all, and. second of all, could they pay us back?
And after quite o considerable analysis the answer which ‘we arrived
at in both of these cuses was yes, these countries could absorb addi-
tionn]l amounts of funds if they were on the correct terms, if they were
structured to their own finaneinl situation, and at the same time they
could also pay back these additional capital imports provided once
agnin the financing of these exports from the United States were
struetured in n proper finnneial manner, )

So, in sum, ¥ am adding the Trensnry voice to that of ‘the State
Department in saying we do support this initiative nnd we think it
can be n nseful addition to the inventory of tools which we do have to
promote U8, exports while at the same time helping out countries in
which we have an inereasing intorest,

Thank you,

| Me. Hennessey's prepaured statement follows ]

NEATEMENT oF JouN M, TIENNUERSEY, ARRIRTANT SECRETARY FOR INTERNATIONAL
Arranis, U, Trewewy Deeavesesy

Mr, Chairman, and Members of the Committec: [ weleome this opportunity to
appenr before the Renmte Finanee Committee in support of leglslation for an
Fxport Development Credit Fund, as proposed in Sennte Bill 8. 2335, The 1.
partment of the Treasury supports the basie coneept of the propoged Fund, but
we l\lamuld Hke to suggest some modifieation in it operational aspects, as 1 will
outline,

In the hill as presented, both in the House and Senate vergions, the pr«umsml
Fund hins bheen justitied in terims of serving two major objeetives of United States
foreign economie policy: (1) it will serve ns an indtrimment for expanding U.N,
exports into new markets in the low income conntries, and (2) it will be a means
of eontributing to the evonomie development of these countries, In addition to
these two objectives, T would add n th:r(l of growing importanee to us, that is,
the Fund will aid in the development of new and continuing sonrees of raw
materinls and fuels for the American ceonomy, While the Fund is not deslgned to
contribute directly 1o development of new sourees of ratw materials, it will in-
directly do go through provision of necded transportation, communieations and
power equipnient to couniries which have extensive nutural resourees to hring
0 the world market, The United States currently purchases 28 percent of s
Imports from these low ineome conntries, a manjority of which. are raw mnterlals,
and the prospecta are gomd for further inereases, The development of export
markets and additional sourees of raw materlals go hand in glove, for as we buy
more from them, they have the effeetive demuand to buy more from us,

In stimulnting greater exports to the low income eountries the United States
musat have reasonable assurapee that we will he repaid and that theze new export
markets will be sustalned. 1T will address briefly each of two questions: the first
on the markoet development potential in the low ineome countries, und the second
on the prospects for repayment,

Market Development Potential

What is the market development potential in the low income countries?

Our analysis of U8, trade with the lowest income countries shows that the U.8.
market share in these countries is relatively small and has been deelining during
recent years., Our cxrnrt performance has heen particularly weak relative to our |
major competitors. Part of this may be explained by distance and traditional
relationships, but it must be recognized that a laurge proportion of the Imroru
of these countries are financed by official foreign credits, and U.8. credits to these
countries have been growing much more slowly than those of our competitors.
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The quesation arlxos, of courso, as Lo whethor these countries have-the absorptive
capacity to import g«mds and services of tho magnitudé envisioned' under the
Pund. An initial lending volume of $675 million annually would amount to about
2 pereent of the total 1072 merchandise imports of the 67 countries involved,
Another standard, basod on ostimated tots! annual investment of 847 hillion
(189, of GNP of ﬁz«m billlon) in these countries, exclusivo of communist nations,
indiestes the annual flow would represent a little more than one percont of invest.
ment in 1972, Bused on these criteria, it would certainly xeem possible for these
countries to inoreaxe thoir hnports by the 88758 million which would be added
through the Fund,

In determining which producte would he provided assistance undor the Fund,
onreful consideration wonld be give + to those areax which offer the best lpm...pootu
for expanding markets for U8, products, Presently, U8, exports to the twolve
lnr'?out purcharers in the group in terms of broad categorios can bo broken down
s follows: 31C; agrloubiaral goods, 28¢; In raw and intermediate matorials, and
415, in manufaetured machinery and equipment, However, it should bo clarified
that the proposed EDCTE would not finanee agricullural products, since there are
slready adequate programs to handle these exports, We can export more manue
factured products to the low income countries if we offer termr that mako senso
In view of their own economie situation; wo beliove that the proposed Fund
would help us to do that,

Proapeets for repagment

Turning now to the seeond question, what are the prospeets that the roclpionts
of these proposed eredits will he able 1o repay the United Siates?

The combited externnl debt outstanding of the 67 developing countrios with
GNP’ of less than $375 per caplita amounted to $30 hilllon asx of Decombor 31,
1070, Nearly $20 billlon of thix amount was concentruted in four countries
(South Koren, Indonesia, India, and Paklstan), The remaining 50 poreont of the
outstanding debt wax distributed among 63 countries,

The concentration of o considerable portion of the totul LDC debt in a relatively
small number of countries does not necessarily mean that theso fow countries
will be unable (o meet their obligations nor that the remalning LDTC's will ho
freo of dobt problems, The immedinte cause of LDC debt problems, where they
in fact exist, s due to the inndequate ability of the economy to generate sufficlent
foreign exchange to serviee the debt obligations, The rousons for this inadequacy
vary but may be attributable to unsophistieated cost henefit anulysis of projeots,
ineffective debt management policles, suffivieny efforts to promote exports,
or alternatively, may be due to factors entirely bayond the control of the LDC's
themselves, aueh o deterlorating torms of trade or declining aid flows,

It ix generally In the interest of the United States to inance exports to develope-
fng countries when there is n reasonable assurance of repayment in accordanco
with agreed sehodules, Thix, of course, poses the question of how one obtalns such
rensonable assurances, No single indleator oxists of the ability .of countries to
service their debt obligntions although reference s frequently made of the dobt
service ratlo which compares a country's debt service with its enrnln?s from mer=
chandise exports or from exports of goods and services, Tho fact Is that the deht
service ratio may be quite inisloading. A country with a low debt sorvicoe ratlo
may have a limited capneity to absorh additional debt if it pursues unsound finan«
clal and economic policies, while a country with a hl(;h debt service ratio may well
be able to take on additional obligations If 1t is actively and suecessfully attempting
to promote exports, pursuing sound internal policies, and promoting a favorable
{nvestmoent climate. Mexico l»mvlden us with an outstanding oxample of a country
in the latter situstion, In 1066 Mexico's dobt service obligations absorbed 54
rorcm\t. of its current aceount earnings, a ratlo considorably hls;her than those

ypieally found in countries havin difficultios teeting thelr ob I¥ati(mu. Brazil

{8 another example, After rescheduling its debis in 1961 and again in 1004, Brasil
has been fullowln? sound financial policles, attracting high inflows of foreign
private and public investments, and is today constdernd a sound eredit risk.

Thus, with the terms propoded in the Scnate bill and with careful attention to
the nature and uses of the commaoditios financed under the proposed Fund, we
belleve that the low income countries will be able to offer us reasonable assuranco
of repayments, It s worth noting that the developing countries are currentl
paying out about $7 billion annually to service outstanding external debt. Of this
total the United States Ix recolving about a third, or about $2 billion, por year.
The United States is currently receiving annual repayments on AID's development
loans alone of $300 million. This will rise to $600 million in the next decade.
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Buggested Modifications

I would like to turn now to some suggestions for modifying the provisions
regarding the proposed Fund In order to make its operations more consistent with
sound fiseal practices,

First, in pogard to its budgetary impact (Section 801(d)), we note that the hill
trouts the Fund in the snme manner s the lixport-Import Bank operations, which
excludes 1t from the budget. We recommend that the hill he amended to provide
for the inclusion of itx conts i the budget totals, and also for the financing of the
Fund through regular Treasary securitios,

Second, wo recommend climination of the language (n Seetion R01(h), which
anthorizes the refinaneing of UK, export eredits, Thix authority wonld confliot
with the use of this Fund for market development pirposes,

Thivd, we want to ensure that the intent of the hill is to subjeet both the amount
of the horrowing and the use of the reflows for interest subsidies to the annuasl
appraprintions proeess,

Conelusion

In brief, T would like to add the support of the Treasury Department to the
propoxed "l.v.purl Development Credit Tund, With the few modifications 1 hivo
suggentod, [ our view that the proposed Fand makes good economie sense hoth
for the United States and for the low fneome conntrios,

Senator Bexwrsex [now presiding], Mre, Seeretary, wonld you give
me gome iden of how what yon nre proposing compares with what the
Japanese ure doing today in the wny of soft credit sales, theiv rates,
and their amounts? '

My, Hesxessey, We have submitted some data to the stail* Let me
fust prefuce my remnrks on this particular one to say it is vory, very
ditlienlt to be definitive, Other conntries oftentimes nre not as open
ng wo are in deseribing what we ave doing and for example, oftentimes
we obtain information only through the nonoflicial veporting—busi-
nessmencoming intouy,

Senator Bexrsex. Sometimes there is a tendeney on the part of those
people, T suppose, to exnggerate what is being done, to exaggerate
their competition !

Mr, Heswessey, Tt may well be but we do have sufliciont proof, T
would sny. to know. for example, the Japanese do offer 3- to h-percent
interest terms, from 20-to 2i-year repayment terms: the Germans from
2 to 3 percent, also repayment terms which go-from 22 to 30 years,

Senator BexrseN, Do these terms go in tur to these types of nations
that might not have a eredit rating?

My, Hexyrssey, T think in certain cases they do not restriet it to
those cases hut at least the evidence we wonld have would seem to say
that is the way they have penetrated those markets and this is one of
the major reasons why we have lost market share, There has been a
quite notable deeline over the lnst 5 years in the percentage of ex-
ports to those countries where the T8, market share has declined,

~and ono of the rensons is quite cleavly they are gotting ensier eredit
© terms from these other indnstrinl nations,

Another reason, of course, was the exchange rate and-the devalua-
tion of the dollar does put us in a more competitive position, but it does
not explain the entire amount nor does it explain the continued ability
of these countries to sell in those markeots,

Senator Bextsex, On whose data would you make a determination
whether or not the per eapita income was less than $375 per person$

Mr. Henxessey, We depend on, T would say, two sources, One is our
own analysis of the cconomies and the other is the World Bank, which

*fec appendix B, page 108,
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does per capita income studies as part of its annual economic analysis
of each individual country.

Senator BenrskN, Does this not really amount to just sort of a soft
arm extension of the Exf)m't.-l mport Bank?

Mr, HenNessey, T think you could deseribe it as a soft export
window, that is one of its major purposes, I think that it, as I say, has
n dual purpose, Whether it is a primary one or not is liko asking
whether glass is half full or half empty. But it is quite clear this is
going to 1ln-mnom U.8. exports that would not have taken place and
that is what Tximbank s promoting, exports, but on commercial
terms, Tt is for that particular reason, as T understand, the Senate has
thought it move appropriate to lnunch this facility in the AID, We,
too, have denwn the line in export-import operntions on n strictly com-
mereinl basis, and for that renson, it seems to us more appropriate
to mnke the Eximbank-A1D separation,

Senator Bexesey, 1 heard you state something about your belief
in the ability of these people to absorh these produets and in turn to
pay for them, What has heen the history of countries with under $200
per cnrim income in_their repnviment of debts and rescheduling of
debts, iow good a eredit visk are they?

Me Thessessey, T do not have the figurves precisely at my fingertip,
Senator, There have wen o number of reschedulings and they ten
to have fullen with countries at least, in my own experience, actually
somewhat ahove this group of countries with $200 per capita income,
However, the lower group does include some countries which have had
to refinanee their debts in the past, T think. in general, the need for
longer term finneing is demonstrated by the fact that if we loaded
them up with strietly commercial debt then we would be assuring our-
solves they wonld not be able to pay it. T think the purpese of the
fund is to provide finaneinl terms, repayment terms, loan terms whiech
would permit them to repay and not fall into debt refinancing o debt
rescheduling operations,

1 have some data here, if you would like, which T ean read.

Senator BexrseN, Yos, T would ,

Mr. Huensessey, Sinee 1056, 10 developing countries have partiei-
pated in 23 multilateral debt resehedulings,

Senator Brxtsex, Ten? What are the eriterin for developing
country insofar as per eapita income?

Mr, Tl zessey, That would be under a thousand dollars,

Senator BenaseN, Now, you do not have anything that really deals
with these countries that have under $3751¢

My, Hexsessey, Six of these 10, and they aceounted for 18 of 23
reschedulings, A couple of them fallinir in the $375-and-under cate-
gory had to reschedule more than once, There was an additional agree-
ment. rescheduling agreement which we renched with the United Arab
Republic in 1071,

Senator BrxtseN. .\ rescheduling n{n'comont with which country?

Mr, Hrx~essev, United Arab Republie, which was not included in
the six. That apparently has—let me check my list of per capita
income, Its per capita is under $375 so that that would make a total of
7 of the 67 countries that full into the per cnlvim income of $378 and
under category. Seven of those countries have had reschedulings in the
past, some of them twice. There have been a total of 14 reschedulings
for these countries since 1956, accovding to the information I have here,
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Senator Bentsen. Now, if you were in my {)osition and had to go
back and report to your constituency, how would you justify an inter-
cst rate such as this whoen the people in my State are having to pay
three and four times that for home mortgages?

Mpr, Ien~NEessey, I think there are two points to make here, 'The firat
is that 3 percent is a floor—nnd I think the intention is not that every
loan will go out at 8 porcent, I think there will be a subsidy element in
the majority of the lending by the development fund. That is justified
because it will create incremental U.S, jobs, it. is going to promote new
exports, then it will promote new 1.8, jobs and it will go——

senator BexrseN, Would not additional homebuilding in this coun-
try at lower intevest rates create these jobs?

My, THexNessey, Ixcuse me!

Senator Bexrsex, Could you not argue the snme way that lower
interest. rates for homebuilding for mortgages would ereate more
homebuilding and, in turn, more jobs?

Mpr, Hunsessey, I believe you can,

Senator Bexrsex, The sume argument. would prevail,

Mr, Hexsessey, Yoes, it certainly will, This will have the double
benefit of promoting exports at a time when we ave all concerned and
agree that the United States just has to improve its trade \)osition.

Senator Bexrsex, As fnr as exports, let us talk about balance of pay-
ments, let us talk about the TU.S, debt, What effeet would these loans
have on the balance of payments and the debt strueture?

Mu Hessessey, Well, the purpose of the fund as we see it, it will
proniote new U, exports that would not take place. There will be
associnted with it an extension of evedit and in that sense the longer
the eredit terms the longer it takes us to reconp it, As was stutc(ﬁ I
think quite eloquently this morning, one of the major purposes of a
fund li\m this would he market penctration, getting into the market
where we donot now operate and where the supplier system and the
machines that ure alveady there come from other countries so slpm'e
parts and the whole system is oriented toward other countries, I think
tho initial impact. would he beneficial on our trade balance and in the
longer run it could be very substantially benelicial as these conntries
grow and as we have seen other countries grow in their demand for
exports, '

IScmator Bexrsen, Would the loan proposals be initiated by the
fund, by the United States, or by the recipient country ¢

Mr, Hex~esseEy, Let me defer on that to Seevetary Casey. I believe
this is one of the details which he wns mentioning we would submit
in the detailed plan,

Mr, Casey, Well, the money would be made available either to
other countries or to intermediate development banks which function
in those other countries or direetly to importers in the other countries,
private traders in the other countries, and this would be determined
on a case-by-case basis. Also, a portion of the fund might be made
available to another country to use under rules to be presoribed and
to be part of our plan of implementatign, which will be filed here for
congressional scrutiny, and then we would impose those standards
as a guide to the other country in making the loans for development
purposes,

Senator BexrseN, Mr, Secretary, T understand this is a floor inso-
far as interest rates are concerned. Do you have any figures that
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would show our experience, whore we have had this type of situation
where we have hnc* a floor, as to whether that floor became the rulef

Mr. Casey. I do not have any at hand. I think we might look at the
experience of the development loan fund which has a 2-percent rate,
1 (Ho not know whether this is a floor or—that is a flat vate,

Senator Bextses, The development fonn fund, ns 1 understand it,
was 244 percent ? )

M, }E.\'NEHSE\'. Two percent during the 10-vear grace period and
3 pevcent therea fter,

Senator Bexeses. Did not that in effeet become the rule rather than
the floor?

Mr, Hexvessky, T think it was always intended to be a flat rate,

.;%‘onntm' Bexrsex, It is my understanding from the statl that was
a floor,

Mr, ITex~essey, T wonld have to cheek that, T do not know,

('I'he Department of the ‘Freasnry subsequently subiltted o letter to the Com.
mittee which states In pnrt .

sNoetlon 201 (d) of the Forelgn Assistance Act of 1061, a8 amended, requires
that. development lonn funds shall not be lonned nt a yate of less than three per
cont por year commencing not nter than ten Yeurs after the lonn s made, and
not less than two per cent per vear during the injtial ten-year perlod, These rates
huye beeome the standard mtes at whieh the majority of development lonn funds
nre extended,”

Senator Bexrsen, That rate, in effeet, heeame the rule. That is what
concerns me when we talk about a floor like this, What pressure is
there to try to get what might be considered a rensonable rate, what
the traflie will hear?

My, Ihex vessey, This is designed to be a fund to make it possible to
provide competitive financing to that offered by other countvies in
economic competition, T would think insofar as we could control it
and try to control it we would keep the vate ns low as necessary to get
the buginess, That has to he an element of judgment in that, Tn addi-
tion. T think that the higher an interest rate can be ehareed the fur-
ther the fund would go. The lesser and lesser reflow you have to sup-
port a concessional rate the fewer loans von could support, There
would be an incentive to maintain s high a rate as the situation
would stand,

T helieve in that vespeet there will be a review by the Congress and
it. has bheen suggested not only the annnal appropriation hut therve he
some interim review every vear, 6 months or whatever, 1 think there
has been an adequate logislation history, taday 3 pereent is a {loor, it
is not a flat rate. so that 1 think there are ample mechanisms on the
art of Congress to make sure that it does not hecome not only a floor
nit a ceiling,

Senator Bexrskx, Thank you, Mr, Chairman, T have no further
questions at this time.

The Ciramyan. T am concerned abont one or two things, which in-
cidentally you may be able to provide some information on. We have
been confronted for many venrs now with these quarterly good news
announcements out of the Department of Commerce that we had a
favorahle balance of pavments or elge that we did not have a verv un-
favorable balance. T think you say in this quarter we had a balance,
You leave off the ocean freight or leave off the giveaways and leave off
the soft loans. So by the time vou get through leaving off all of the
minuses on ocean freight. you add on a bunch of pluses on these foreign
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giveaways, gifts, soft loans, and all that. You Hmt a lot of pluses on
there that do not belong on there and take oft a lot of minuses that do
belong, You show up with the deceit ful, it makes my blood boil, fraud.
ulent presentations when you say that we had an even break in trade
when, according to our caleulntions this quarter, we are going at the
rate of a $5 billion defieit, i

Now, what excuse do you *)eople have for not putting that ocean
freight account us purt of these trade figures and of putting this
deficit where it really is rather than deceitfully misleading the publie
to think we had an even break. We lost our hat and about everything
beneath our hat when you look at the cost of the ocenn freight, most
of which is hauled in foreign bottoms, nnd nt well as the fact that
you nre taking a foreign aid program like Public Law 480 and count-
ing it us if we were paid hard ensh, You put it down at a great big
gain us though you made money, when you actually gave the com-
modities away to some foreign nation like Indin, So the farmer takes
less for his product and you can get away with it on the theovy that
it is worth absolutely nothig, On that basis we would have saved
money on the ocean freight by duniping it in the oconn or burning it
or lighting a mateh to it, But you put it down as though you made
money, 1f vou gave a hillion dollurs, vou made n billion dollar
profit and charged the billion dollars off. Tlow do furmers and people
who know about that ehicunery put up with it? How can you (}ofm\d
that 2 Do not 90 percent of the countries on this Earth keep their
foreign nid Agured on b, husiness taking trade into account ?

STATEMENT OF HON. LAWRENCE FOX, DEPUTY ASSISTANT SECRE-
TARY OF COMMERCE FOR DOMESTIC INTERNATIONAL BUSINESS

My, Fox, Senator Long. as vou know. the Department of Commeree

has been aware of your interest and the committee’s interest in the
subjeet for some time and T am pleased to tell you that heginning Jan-
uary 1 the data will he published in the conventional way ax well as on
n el basis, The new datn when they ave available, will permit n com-
parison on a edf, basis with fo.b, aud you can compare them with any
country’s and 1 think we would attempt svlovti\'oll,\' to make possible
(inmlmr'mnn.-t for prior years so that it will be possible to see a series of
data, -
I believe the history of the subject is a long one and 1 think we
started colleeting our data Loy, simply heeause we had an f.ob, tariff,
and that is the conventionnl way countries colleet their data, on the
basis of the way they value their imports,

The Craman, g I understand it, the reason that von have the
statistics that way, is the provision in the Constitution that prohibits
discrimination as between ports, 8o that with respeet to tax policy and
tavifls, if we are not to diseriminate botween ports——recognizing that
ovenn freight to one port would he greater than the ocean froight to
another one—the tarift would be charged on an f.o.b, basis, which is
baged on foreign value,

Now if you want to tell the Amevican people whether you made or
lost money. it is relevant to know how much you paid for it, ineluding
the cost of ccean freight. ‘

The way most people do business, the snme way businessmen do it,
is to sell without putting the freight down on the hooks, because the
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man on the receiving end pays the freight, Tf he is buying, the freight
is part of the cost of his goods, so the freight is reflected in the price he
ghows, 'The way the books have been ]presentod to the Ameriean publie
for many years now, has led the public to believe that we have a small
deficit, when actunlly we have had a big deficit. Wo had a ‘wmpd of
B years running when it was made to appear that we had a $12 hillion
profit, when actually we had a $14 billion deficit. ‘T'hat is n difference of
$20 billion,

And now, frankly. T have had Seerctaries of the Treasury tell me
they think T am right about that matter. The lady over at the Tariff
Commission who is Chairman nlso seems to think that that. is corvect,
T do not. understand why we do not got this matter straightened ont
now. When you people go to the international conferences, and T have
heen at some, they take vour own trade figures and rub your nose in it,
They say you people either have a balanee or you have o favorable bal-
ance, This, then, complotely destroys the basis of your argument that
thev ought to make concessions or absorb more Ameriean imports,

Why in the devil do you want to deceive yonur own people and fix
it up so that you cannot succeed in a trade conference, Tt frustrates
your own purpose to begin with, before you ever go there, to try to
make it appear that vou have a great big profit, when you know and
wo know, taking it ail into account, that you have a big loss, Tt seoms
like the illustration T gave this morning about my old friend trying
to work his way through school trying to teach people to {ly airplanes,
On a day in and day.out basis, he made a profit every day. But after 3
vears he was broke, because he did not know enough about. deprecin-
tion, ITe did not have enough set aside to replace the nirplmm after it
wore out., Is it not about. the same way when you represent to the world
that you are making a big profit when the fact is that you are actually
showing a loss?

Mpr. Fox. T hope the new system will meot. the problem that you re-
ferred to, Tt certainly is a real one, There is no question that if you
value the imports f.o.h, vou do understote the actual cost paid by the
U.S. public for imported goods.

The Ciramraran, Iere are the balance of trade figures that my staff
member handed me. Tn the st quarter on an f.ob, basis, you have
minus $1 billion. Our estimate on a c.i.f. basis is minus $214 billion,
Second quarter, f.o.b., you have a minus 0.3 hillion. We estimate a
minus $2 billion, For the first half, by your bookkeeping system, it
would be minus $1.3 hillion. By ours, which we think is correect, it
would be minus $4.5 billion.

Which do you think more nearly reflects what our situation is in
world trade?

Mv, Fox. I think it depends on what you ave looking for,

The Criamaan, I am not talking about charging a tariff, T am talk-
ing about whether wo make or lose $1.8 billion or do we make or lose
$4.5 billion ?

Mr. Fox. I think if you are looking at the trade balance and nothing
else, how much did we get for our goods and how much did we pay
for the goods, then c.i.f. method of valuation gives you a clearer pic-
ture as to what the balance isin trade.

\

If you are looking at the total balance of [{)uyments it should come out -

the same because 1t would then show f.o.b. figures for imports, you

would show the shipping charges in your shipping accounts, so in the

balance of payments you should get the correct figure either way,
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The Crtamrman, Well, the balance of payments ought to be corrected,
ITera_is the problem about the balance of puyments, The balance of
Raymenm is an overall figure. According to the best estimates that I

ave had for many years, the {myments defieit has been made up almost
entirely by the defieit in trade, But cach department tries to make it
look like ‘it is somobody clse’s problem. So the people in the ATD
business try to make it look like AID has no impact on the balance of
{)nyments. hen, the people in the trade business try to make it appenr

hat trade is o big profitable item. Foreign investiment is supposed to

be a big plus item and then the military suggests it has only a very
marginal impact, But when you add up all these alleged pluses, you
got a great big minus,

Now, to me the logical way for us to do business—if we over get
around to looking after the publie interest and to taking eare of the
average citizen in the country--is to take the attitude that we arve
going to set these books up to show just exaetly where our deflcits ave
coming from, We need to know those countries which have great big
surpluses, which mean defieits to us, such as Japan, Canada, West
Goermany, Then woe can go to work doing business in such a way as to
make them either ship us less or buy more,

Thoso of us who ave all-ont advoeates and worshipers of free trade
enn sy, welly let us make them buy more, That is all l'i&lt with me,
But if you cannot mnke them buy more, then we ought to make them
ship less, hecnuse we eannot afford to buy nll of this,

Ilero is the estimate on the balanee of puyments handed me by my
stafl. On a liquidity hasis they ave estimating a defieit of .2 billion

* during the first half of this venr, On the oflicinl settlement: hasis, they

ave estimating $10 hillion, That is the first half. By the way. the $4.h
billion teade defieit T gave vou is just for the fivst half. It might he a
$#10 billion deficit in tvade by the time the venr is out. For the entire
vear at that rate. the defieit in balanee of payments would be 20
billion, I it is that bad, what is that going to mean to this country ?

Mr. Fox. Perhaps Mr, Tlennessey would like to comment on the
balance-of-payments figures, T do not have those.

My, Hexnessky, I think again, with the difference hetween the f.o.b,
and the ed.f., 1 think those figures are correet, I think you will also
recognize there have been considerable improvements, We would cep-
tainly be the last department to tey and maintain our situation is a
strong one and it is one of the motivations why we think we need
another tool in our chest of weapons to attack the export problem and
bnlmwc-of-lpuynwnt's problem in general, There is a serious problem
and we do hope it is getting better but we have n long way to go,

The Cramsax, Well it would appear to me that if we have a $20
billion defieit in balance of payments this vear in addition to what we
have had alveady, it will lead to disaster for the kind of program that

- you fellows have been advoeating up here for the last 20 years, It

menns ahout the snme thing I oneo told a Japanese businessman who
camo to see me with an article out of the New York Times, This was

~back in the days when you were ro&mrting a favorable balance,

nlthough we knew that we had a big deficit, 'I'he article asked why
would we want to cut down on Japanese imports when we had a favor-
able balance of trade. It argued that we ought to do more of the same.
Maintaining sn})port for continuing existing policies is the only excuse
I can think of for giving the public this kind of misinformation
quarter by quarter by quarter. So he said, well, you see, you ought to do
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moie business the way you ave doing it. which would mean more dof-
icits in trading with Jupan, beenuse we have u fuvorable balance of
trade, I said, we have got this great big deficit and if we keep this u})
much longer, what T am advocating will have to happen. Tho deficit
will be corrected for the simple reason that you will not take our dol-
lars any longer, because they will not be any good in world trade.

Is that not just about what you are headed for the wuy you are
going ¢ A $20 billion deficit this year in addition to all of the deficits in
prior yearst .

Muv, Fox, I am eertninly not one to minimize the seriousness of the
teade or balunce-of-payments situation and I and the Dopartment of
Commeree are ulmoilmoly dedieated to an improved export. position
and I agree with the observation that if we eannot sell more ultimately
we will have to buy less and that we have to get a vastly improved
trade account ns an indispensable condition for satisfactory overall
bulanee of payments,

My, Hexsessky, Lot me add, if T might, that most of that deficit,
particulavly the official settlement defieit, took place just in 1 month
when there was a lot of speculation early in the year, in February.
I think if you look at the figures in the second quarter you will see
actunlly we had an overall surplus on the oflicinl sottlements basis and
I think what we see is that we have touched bottom and that the trend
in strongly favornble, We have got a long way to go but a $20 billion
defieit for this yeur. I think, is vot in the cards for us,

The Craeman, 1f you look at the trade on n eif. basig you do
not have to worry about that kind of dramatic ups and downs, It is
just running vight along, n great big deficit—#214 billion the first
quarter, $2 hillion the second. 5 hillion for the fivst half, And it
will be more than that for the next half, T really do think you people
ought to quit ‘)l'np()sin;: stggestions, quit sending us bills, and let us
write one up here, T think we ought to he going back to what the
Constitution intended to begin, Congress should run trade policy,
without any suggestions whatever from the administration,

We have listened to the recommendations from your people under
Mr, Nixon now for 5 years and under My, Johnson, ‘\&r. }{ennedy.
and My, Eisenhower, And all you people do is give us bigger and
bigger deficits, 1 think we make a great big mistake by listening to
your people. We onght to work out a trade bill ourselves,

I have expressed my alarm,

NSenator Byen, Thank you,

Sceretary IHennessey, you are Assistunt Seeretary of the Treasury?

Mr, Hexsessey, That is correct, .

Senator Byro, How does this program differ from the multitude
;l;ut‘w{(- have now, specifieally the {Cx-pm't-lm port Bunk and the World

ank

Mr. Hexsessey, It differs from the Export-Import Bank in that
it would provide a range of Hexibilities both in the interest rate and
in the vepayment terms that are not now available for Iximbank,

Senator By, In other words, you feel that the Iximbank is not
liberal enough in its lending policies?

My, Hex~zessey, Well, they do have an export expansion facility
which allows them to deal with higher credit risks, They, following
the dictates of the Congress, as I believe you well know, Senator, have
been constrained to primarily, I would say, exclusively commereial
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torms and this is a halfway house here. The Export Development Fund
oes beyond commereinl terms, to put us on a footing, & competitive
msis with what other nations, industrial nations in paiticular, have
heen doing for many years, 8o in that sonse it is different, it gives us
(#) more ﬁo.\'ibility on interest rates and (D) on repayinent terms, and
it allows you to custom tailor it to what the traffic needs, you ean then
adjust the rate with this partienlar gronp of conntries in which the
Unitod States has boen loging more and mare market shave,

Me, Fox, If 1 might ndd to what Ma. Hennessey has suid, Senator
Bywd, the Eximbank in conneetion with the export expansion facilities,
is not permitted to charge n differentinl rate, That was ll)m in the
stutute when the export expansion facility wan established, go there
is no flexibility in the Eximbank rate to go to the concessional terms,
and that is one of the mnjor rensons for this additionnl--- -

senntor Bynn, How does this differ from the soft loan window at
the World Bank

Mr, Hexzessey, The goft Jonn window at the World Bank does not
promote U.S, exports, “There is competitive internationnl bidding de-
pending on our position on a partienlar projeet, We may or may not
win it, When 81 of this is lonned, von know, it is going to result in
$1 of n U.S, export going out and there is no loeal cost and other
things ussnoiutv& with it. It means $1 of cither U.S, sorvices of an
engineering firm and %1 worth of netual phyrien] goods coming out of
the United States,

soenator Byro, This is n new spending program,

My, TTesyessey, It is o spending progrum in the sonse that there
will be a subsidy element inat which will he taken from the aid ves
flows and go to support this export promotion facility, ‘The horrow-
ings will not result in u view of new approprintions of funds from
the Congress, it will he rechanneling.some of the past aid loans, aid
repayments and using those to anderwrite, if you will, this export
promotion activity,

Senator Bynro, Tt is corveet, ig it not, the fund will borrow from the
Treagury or from the public %3 billion ?

Mr, Henyeesey, Yes: we have thought it hest to keep the horrow.
ings under the debt eeiling, ‘That was our suggestion, To the extent
thpl\: borrow from the ‘Treasury. they do fall within the general debt
ceiling,

Sungnfm- Byun, So vou will go out into, the Treasury does not have
1;1.1{-]‘!63 ’l)i]lion. the Treasury will have to go out and borrow the $3
illion ?

Mr, HTeNNEssEY. Actunlly, beeause of the requirements in the bill,
there is a 10-percent reserve, if you take 10 percent less it would be $2.7
billion over the life of it, Depending on reflows, the Treasury would
have to go out and borrow additional funds, As you know, we have to
do that to the extent of disbursement, When you make a loan on a
project it may take 6 months to a year to a year and a half before it is
dispersed but essentinlly, you are correet, we will have to borrow more
money.,

Senator Bynn. Borrow more money and you are paying what interest
rate now ¢

Mr. Hexxessey, On long-term ﬂ\ancing, around 714 percent,
roughly the same range.
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Senator Byrn, On short-term money you are paying as high as 0.271

Mr. HEn~NEssEY, On ghort term. We are falking about here 30 years
amortizable, which is the equivalent of 15 years,

Senator Byrn, But you plan to loan $2.7 billion between the first of
July next year and the last of December of 19771

r. Hennessey, That is correct. But the borrowings will go out in
the market and we will borrow on, in other words, up to 25 years, up to
15 years, on average, to finance the activity berause we do not want to
borrow short to lend long. There would be a matching up, If the
fund is going to lend at 20 years on a particular project the borrow-
ings from the Treasury would have to go out in the market at an
equivalent period of time. )

Senator Byro, In any case, you are borrowing at a very high interest
rate,

My, HexNEssey, There is no doubt about that,

Senator Bynn., You are more of an expert on this, but the more the
Treasury goes out and borrows money the searcer money hecomes, T
assume, and the higher the interest rate will be, it has an effect on
interest rate.

Mr, Henwessey, Tt would have an effeet on interest rates beeanse the
demand for eredit would be going up. the ‘Ureasury would be going out
jssning new securities. The amounts which would roughly be some-
where in the order of $675 million o year, in the overnll total 11,8, out-
standing debt of $160 billion, would not have a very large impact on
interest rates, but. it obviously would have some marginal impact,

Senator Byrn, Would Tndin and Pakistan be involved in this?

Mr, ITen~Essey, They would be eligible as both of those countries
have per capita incomes of below $375, I think those are two markets
where the United States has not done as well and—-

Senator Bynn, You say the United States has not done as well?

Mr, HenNessEY, In exports,

Senator Byrn. Have not those two countries gotten the bulk of the
money that. the Congress appropriated for the soft loan window of
the World Bank?

My, Hexxessky, Those countries have gotten o very large propor-
tion of the goft lonn window of the World Bank, What I was refer-
ring to was the faet that our exports, onr commiercial and Ex-Tm Bank
operations in those particular conntries have not been as successful
a8 some of the other countries and we think one of the reasons is that
we did not have this ability to compete in that intermediate range of
being able to offer longer torms,

_Senator Byrn. We can establish the fact, can we not, that we have
given both Indin and Pakistan a great deal of money through the
soft lonn window of the World Bank?

Mr, HeN~NEssey, Yes, sir, we have,

Senator Byro. Tg this new legislation for the benefit of U.S. busi-
ness or for the low-income foreign countries? ‘

Mr. Henvessey. I think wo could debate that for a long time. I
think it serves both purposes. Ts a glass half empty or half full§ It is
quite clear if wo give longor terms to the poorer countries they will
have been henefited. If we promote U.S. exports that would not
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otherwise take place then the United States has benefited, we have
created jobs, created new exports and have gotten a foot in the door
in a market where the door has been closed.

Senator Bynrn, Would the I*und finance the total cost of these ?roj-
ects or would cash downpayments by the borrower be required

Mr. Hennessery, It would only finance that part of the project
which had to do with U.S, imports, I cannot conceive of many rofects
which would have 100 percent fund financing. There would be local
costs of labor and other things that would not be covered under the
terms of the Ifund as set up. It would only cover the U.S, engineering
gervice or the turbine or the generator, whatever it is, that came out
of the United States,

Senator Bynp. Would the foreign government bo the borrowr. §

Mr. Hexxessry, 1 suspeet it would be in the majority of cases but
not exclusively. If we can, ngain, the terms can be tailored to get the
business and 1 think if it could be done so we could strengthen the
private sector in these countries und not bite off our nose to spite our
own faces, I think that option should be kept open,

Seervetary Casey may have some views on that.

Mr, Casey, Yos, Toagree, T say that in |'<=31‘)()1|s(! to Senator Bent.
sen’s questions before, some of the loans would be to government,

Senator Bexrsex, T cannot hear you,

Mr, Casey, Others would be to intermedinte eredit fucilities and
others to the private sector,

Senator Byun, Knowing the countries ag you do, would not the
majority of them be lonns «ﬁl'vutl,\' to the government ?

Mr. Carey. Yes, T think so,

Senator Byno. Directly to the government ?

Mr. Carey, Yos, sir.

Senator Bynp, For example, suppose a government wonld default
on their lonns, what do wo do then?

My, Casey, We do whatever we ean to colleet,

Senator Byun, Tt me nxk you this for the vecord, then. Tlow many
countries now owe the United States?

Muy, IexNessey, 1 do not have that number ofthand, It is well in
excess of, T guess 60 or 70 countries, Let me say in terms of default
that all of these countries are menihers of the World Bank and the
IMF and there have been no defanlta sinee 1945, ‘ ,

Senator Byrn, How many countries now owe the United States and
have not paid the United States what they owe !

M, HExNEssky, There have been, s T reported to Senator Bentsen,
there save been some 14 reschedulings where the original terms could
not be met, they had to turn, ns a commercial bank gets into a problem,
they turn around and reschedule it,

enator Bynn. 18 it not correct, just to tnke one country—France-——
owes a debt to the United States nn& it has not been paid ?

Mr, Henvessey, There are some, as I understand it, some clnims
related to the troop withdrawals which are under disenasion with the
French and which we are hopeful will result in a payment to the
United States, There is, of course, also World War I zlcbts. France is
current on all its other debts to the United States,
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Senator Byun. Has Russia paid its debt to the United States?

Mr. Hexsessey, Under lend-lease an agreement was arvived at with
them and they are meeting those payments at this time,

Senator Byun, The agreement was to cancel the bulk of it, was it not ?

Mer, Hexxessey, There was o digpite on what was the correet
amount due, there was no underlying contraet on most of that, and
vou are right. large parts of what we considered at the outset to e
owued to us was written off,

Sematar Byno, Under the legislation that we are considering heve is
there a imit ns to the proportion of this Fund that ean be loaned to any
particular conntry ¢

My, Hexsessey, Therve is not at this time, T think that ix one of the
aspeets that would have to be juelnded in what Secretaey (Casey
referred toin the dcadled plan which the administee tion would submit
to the Congress for st wuthorvization priorto Novewher 1,

Senator Byeo, Well, whnt effeet would the Fund have on the budgm
aned the manngement of the public deln ¢

Meo Thossessey, Under the suggestions which we have mnde pnd
whieh T understund at Jeast from Senator Thumphrey's testimony this
morning., the aetivities of the Fund wonld come within the bdget, it
would be i the general totals and the disbursements woudd fall in the
onthivs Indgeet and the borrowings wonld he from the Trensury, so it
would fall indivectly within the pubilie deb Tanit, so they would have
those types of financially pradent safeguards built into i,

senntor By, Tt seems toane that this is a rather intriguing idea,
The point that comes tomy mind is this, To what <honld we give fivst
priovity £ Welli et mie nek you, As Assistunt Seeretury of the Treasury,
what do you feel ix the dominant problem facing onr country today ?

My Hexsesseys Wello T othink it is quite Gearly onr internationn!
cconomic position and <o primarily we are interested in the export
promotion aspects of this,

Semtor Byeo, Yot mentioned international ceonomie conditions,

M Hexsessey, Wello onr balnnee-of - payiments situation, our trade
situation,

Senator Byun, What about the financial situation of the Government
itwel £, a deficit of, Federal fund defivit in 1970 of %131 billion; 1071,
of #3830 hillions 1972, %202 hillion: 1973 S20,9 Lillion : and by Treasury
estimates for 1974 it will he $18.8 hillum, That is aceumulated defieit
of & years of $116 billion. Now, is that 1ot cause for deep concern?

Mre, Hexsessey, 1 think you bave to relate the level of the hudget
to the status of the economy and whether it is at full employment or
not at full employment, and we think that the amount of stimulus that
was provided in previous years was needed once again—-

Senator Byro, Tam not talking ahout the rensons for it, T would like
to get vour thinking ns Assistant Seeretary of the Treasury, Do you
feel that a defieit of 116 billion in 5 yvears is cause for alarm?

My, Hex~essey, T think it is a large amount and T think the Presi-
dent has been and Seerotary Shultz hias heen ontspoken as saying wo
need an old-fushioned balanced budget, not a full employmont bal-
anced budgel. -

Best Available C’opy
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Senator Bynp. The point I am susfgestring is that you do not have
any good old-fashioned balanced budget. You have got the greatest
degmt that this country has ever run, ever run, except durin the 4-
vear period of World War IT when we had 13 million men under arms
und fighting & war on two fronts.

We do not have a balanced budget at all and that is why I am con-
cerned abont going into a new prograyy and concerned about the Treas-
ury Department coming down here and advocating a new program
at 'n time when we have these unbelievable deficits,

1 am not clear from your response as to whether you feel that these
deficits that we have heen ronning from 1970 fiscal year through 1974
are or are not a cause for deep concern,

Mr, Hexyessey. [ think we are looking at the current situation
rather than looking backward. but looking forward we believe that
our fisenl policy ix just abont right to bring it back to what is called
a soft landing, we do not go into recession and at the snme time, we
come to grips with inflation,

Senator Byrp. You feel you are right in running a deficit of %116
billion in 5 vears?

Mr. Fexxessey, T do not think it was perfeet but T think there
was additional stimulus needed. There mav have been too much, T
think we conld sav again you cannot fine tune it and it is———

Senator Byrp, That is exactly what you have been trving to do
and that is what T have been saving. vou eannot fine tune it. But that
is exactly what vou have been trying to do. You cannot fine tune it
and T am pleased that vou said that. That is what T have been saying
and T have been contradicted hy others in your Department,

I want to ask the question again becanse T think it is of some imnor-
tance to know vour thinking. Ave these deficits totaling $116 billion
in & vears. is that a cause for alarm or is it not cause for alarm?

Mr. Hexxessey, Senator, T think that by itself it is not a cause
for alarm. Agnin. vou have got to relate it to the state of the economyv
and what the purpose of running a deficit was at that time. T think
if vou put_ it in the context of the fiseal situation, when we are going
to get back to balance, and the goals of the administration. the answer
is vou ean argue whether it went a little too far or some people did
not think it went far enongh. Nevertheless we have to get back to the
¢ood old-fashioned balanced budget and we all agree on that and I
do not think it is terribly useful to what went on in the last 5 years.
It certainlv was not much too much.

Senator Byrn. T think it is useful to discuss it because we are not
going to solve this problem unless the people who have the responsi-
bility for helping solve it regard it as a real prohlem. a grave problem,
and ‘'what T want to find out from you, do yvou regard it as a grave
problem?

Mr. Hexxessey, T would regard it as a grave problem if we were
not coming strongly back into a strong economy and a full growth
economv where our revenues were going up and growing quite quickly,
and 1 think that is the part of it which offsets and I agree with you

20-954=-783—8
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there is an element of concern in deficits of that magnitude, On the
other hand, there are elements of coficern in having an unemployment
economy and a lot of unemployed resources around to get a balance.

Senator Byrp, I want to read the deficits again, In 1970 you had a
deficit of $13.1 billion; in 1971, $30 billion; in 1972, $29.2 billion; in
1978, $24.9 billion ; and even with these tremendous increases in revenue
that you are speaf&ing of, there will be a deficit in the Federal funds
of $18.8 billion for the current year, according to your own estimates,
estimates of your own Department.

Now, I point out that this $116 billion is 25 percent of the total
national debt of this country accumulated over a period of 150 years,
25 percent of that has accumulated in the last 5 years, § years ending
this coming June.

If wo do not consider that to he a cause for great alarm, then I do
not think we are going to get our problem solved.

You mentioned the interest. Interest on the debt in your new budget
is $27.5 billion, To relate it another way, 17 cents of every personal
and corporate income dollar paid into the Federal Treasury goes to
pnfr the interest on the debt, just the interest.

neidentally, the total interest payment in the 5 years equals $116
billion, just by coincidence.

I would like to support this program but I do not know how you
are going to keep going into new programs, The Treasury Depart-
ment, the department responsible for trying to get some soundness in
our Government's financial affairs, keeps coming down here and ad-
voéating new programs, and this is not the only one that the Treasury
Department has advocated. You came down here and advocated the
so-called revenue-sharing plan, $30 billion, a new program, when the ™
Government lias no revenue to share, only deficits,

Thank you,

Thank you, Mr. Chairman,

The Ciatryan. Gentlemen, I would like to urge that we try to limit
ourselves on questions as much as possible, to try to conclude this
hearing today. I know that I am as guilty as anybody. I hope we can
abbreviate it. -

Senator Byrn, Could I ask to put in the record some figures I have
co:nPiled on our deficits?

The Ciratrman, Yes, without objection, agreed to,

[The table compiled by Senator Byrd follows:]
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Deficits in Federal funds and interest on the national debt, 1966-74
inclusive

[In billions of dollars)

Surplus (+)
o

r defi- Debt

Receipts Outlays elt (=) interest

1068, e 58. 1 62. 3 —4,2 6.4
1966. e 65, 4 63.8 +1.6 6.8
1967 e 68.8 67.1 +1.7 7.3
1968 e e 66. 6 69. 7 -3.1 7.8
(T 65.8 77.0 —11.2 7.8
1960 . oo oo 75.7 74.9 +0. 8 9.5
1961 . ... 76.2 79.3 —~4,1 9.3
1962. . . ... 79.7 86. 6 —~06.9 9.8
1963 e e 83.6 90.1 -0.5 10. 3
1064 e . 87.2 95. 8 —~8.6 11.0
1966. - o oo 90. 9 04. 8 -3.9 11.8
1066, . 101. 4 106. 5 -5, 1 12.6
1967 e eeeee e 111.8 126. 8 —-15.0 14,2
1068 e eea 114.7 143. 1 —28. 4 15.6
1969. .o .. 143. 3 148. 8 —5.6 17.7
) ) 143. 2 156. 3 —13.1 20.0
1971 - 133.7 183.7 —30.0 21.6
1972 s e 148. 8 178.0 —29.2 22. 5
1978 e e 161. 3 186. 2 —24.9 24,2
1974 181.0 199. 8 —18. 8 27.5
20-year total...... - 2,056.2__ 2,270.6 —214. 4 273. 4

! Estimated figures,
Nore: Prepared by Senator Harry F. Byrd, Jr., of Virginia,
9?gm‘ce: Office of Management and Budget and Treasury Department, Aug, 1,

Senator Fan~in. Thank you, Mr. Chairman, and I will be brief;
however, I did want to ask a few questions that I think are important.
I am sorry I was not here all the time to know what has been asked
previously. -

But, Secretary Hennessey, the bill both presented in the House and
Senate versions the propose& fund has been justified in terms of serv-
ing two major objectives of U.S. foreign economic policy. You go
on to say it will serve as an instrument for expanding U.S, exports
into new markets in low-income countries, and it will be a means of
contributing to the economics of these countries, Then you say in
addition to these two objectives I would add a third of growing im-
portance to us; that is, the fund will aid in the development of new and
continuing sources of raw materials and fuels for the American
economy.
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Now, I would like to ask you a question, we are short on fuels; what
fuels are you talking about?

Mr, Hex~essey, I am talking about petroleum and natural gas,
Senator.

Senator Fanyin, Well, T would certainly like to know more about.
that, That is vital to us and if you can show us that you can increase
the flow of the petroleum produets to this country I think it. would be
very vital, T do notice that nearly $20 billion of this amount was con-
centrated in four countries, South Korea, Indochina, Pakistan, and
we do get fuel from Indochina. I understand the Japanese were a
little smarter than we were. When they went in they put money into
Indonesia but they put it in refineries that control, and the product
comes from there, the product that comes from those refineries goes to
Japan. What have we done in that regard?

Mr. Hex~essey, In Indonesia? T believe we have also financed
through Eximbank. some expanded facilities for refineries and I
know all this is not directly in my line of responsibility. Secretary
Simon handles this moye directly, and now Mr. Love, but there have
been discussions with the Indonesians leading to some tvpe of sharing
or access to their new production of erude oil. T think the point T was
trying to make, Senator, in a general way, there was many of these
countries today which are poor and which we do not have a foot in
either in selling of the manufactured goods or in buying raw materinls
from them—many of them are ex-colonial countries, many of them
are in Africa, Nigeria is going to be a large exporter of oil and natural
gas and if we are able to sell them T.S. goods and U.S, services, if we
are able to build financial and economic relationships which then will
provide us with an option of sources of supply, in other words, they
will not be all tied up with markets in other countries. Tn things like
Pauxite and tin and copper, et cetera, we see more and more of the
newly discovered reserves are particularly in these countries and if we
can sell them the tractors to build the roads to get the sources, to get the
minerals out, then we will be that much better off, So T think it all
hangs together. is the point T was trving to make.

Senator Fax~in. I hope you are vight, Mr. Secretary, because if you
ean do that, 1 think you can justify your program, I certainly do not
look with favor on laaning money that we do not have at a lower rate
than we ean borrow it, unless we are going to have some benefits, We
are no longer the Great White Father——we cannot be—and I think we
have to recognize that we arve probably the poorest of those countries
as far as our balance sheet is concerned.~I do not think any of them
could be in debt to the extent we are in debt, so I am vitally con-
cerned and I trust you can furnish for the record the information
concerning the petrolenmn products and other strategic materials that
are being obtained through this program. Fuither, what manufactured
products are we able to sell as a result of this program. I think this
would certainly go a long way toward justifying an investment if we
had this return, Unfortunately, in most instances we have not had a
good return, In most soft loan programs there has not been the return
to this country. Eximbank has been very successful in raising of
capital by floating loans in the securities market. I think you can
point, the administration can point with pride to what has boen done
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by the hard loan institutions as far as the repayment record, but I am
concerned about this program. As I understand, this would be ad-
ministered by ATD; is that right?

Mr, HennNessEY. It would be administered by AID but closely co-
ordinated with the Eximbank. heeause obviously, there are potentinl
arens of overlap, Our first priovity is if we can export it through a
private bank, good: if they cannot do it, use Kximbank; if we cannot
meet the terms, the Fund would be the mechanism, Under the proposal
of Senator Humphrey, this adisory committee would be chaired by the
Secretary of Commerce, So you have all of the U.S, industrial and
export industries well represented there, :

Senator Faxxix, 1 am concerned about how much of it would be
under AID and would not be given the same seriitiny that perhaps the
Fund that would be under the Eximbanlk would have, I trust that one
of vou, orall, could furnish some informution on just what benefits are
acerning as far as petroleum products or strategic materials coming
to this country as a result of this program, and what we are able to
export that is manufactured in this country.

Ihank you.

['The following information was subsequently supplied for the
record ¢

Value of T8, imports from lowest income less developed countries
[Millions of dollars]

Ruw materlals Total As per-

ruw cait of
Rith- Lum- Tron Petro- ma- total
Country ber ber ore lenm Other tertals tmports
Afghanistan..... .__.. e e e e e e e an 0.9 0.9 30
Algeria. ..o . ... ... 1013 1.6 1029 90
Bangladesh . .. T .. 2,2 2.2 6
Bolivia. ..o .. 0.7 150 ) L1007 60
BotsWaNa . e .1 0
BUPMA . - e 0
Burundi.. ..o e aaaaan 0
sambodin. .. . e i iemanamecaaanan 0
AMCTOON . - o e ee e e e n R .2 1
Central African Re-
public. oo i .2 .2 3
[ 1Y PP 0
Colombinae. . coonun... 01 2.7 .4 1556 10.5 38.2 14
Congo (B) ..o . S U, | .3 10
Dahomey. it e maiaaenmameeaencanana 0
Dominican Republie.. . ... ...... 15.8 coonnns Lo 17,3 7
Feuador. ... ... ....... P 29 ....... 15,3 1.4 10.8 16
Ef_vpt ....................................... 7.4 2.5 9.9 59
Tl Salvador. ..o i eiiiceanaaana.a .0 .6 1
Fithiopin . o oo e e i e e evcenmannan . 4 .4 1
Ganbin . oo m e ceeciammmneemmeaamaanane 0
Ghant. ..o ieiceenaannn b
Guatemala 3
uinef. ... ..... 0
Guyans ..o . 31
§ €117 S SRV 9
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Value of U.8. imports from lowest income less dévelopetl
countries—Continued

(Millions of dollars)
Raw materials Total As per-
row cenit of
Rub-  Lum. Iron  Petro- mae total
Country ber ber ore leutn  Other terlals  imports
Honduras....... 11
India_.__. 5
Indonesia. a!
Iraq...... 81
Ivory Coast.. 4
JOPAON e e e e eamm——————— 0
Kenye o e V2 . 4, 8 5.0 18
South Koretv. oo oo eeo oo ) By S ) 3.1 NA
L8 o e e e e e et e e e e e mmecama e i emaumm e 0
Le8OtNO0 - - e e .1 NA
Liberitv. o oo oo 2.5 ceeelo. 22,7 e 5. 2 80
Malagasy Republie.. ... (A 4 . 1.4 2.5 7
MWl e mnaimcamemnm———————————— 0
Ol e e e e aeeeememmmmescaeman———— 0
Mauritanio. oo oo m e T ommem—m—a- 7 04
Maur S - o o oo e e e e emmmemcmamem————- 0
MOTOCCO M meae e e ) I 1.4 2.8 25
NPl e e e i 1 .1 6
N O o e e et e e e e e e e e mm e amm e am——————————— 0
Nigerite oo e cee oo .. 2.0 7 1.1 250.8 .2 236, 4 04
Pakistan. . .coeooe oo . B R 4.2 5.1 13
Paraquay oo . R I .3 .4 3
Phili&)pinos ............ . .2 5O 337 cooo... 6.8 457 9
Rhodesitn. e m oo ee e 2.8 _._... .1 2.9 23
Rwande e oo oo ieicieiceaeeacmenaae L0 .0 8
Senegal .o eaanan 1 .1 4
Slerra Leone. v oo o P B 2 .4 2
)1 111 | S 1 .1 50
Sri Lanka. o ... .. .. 2.9 N | .7 . 8 50 18
SUdAN . e e a———— 1.4 11. 4 93
Swaziland. oo o e ee i iieecimecememssecensner——— 0
e A0 o [ SO O PR TP PRI 9 .9 31
ANZANGN L o o oo e e e ——— e m———— 0
Thailand . oo o oneo ... 8.2 2.6 24 ... 7.5 207 18
D O 0 e e e et e et mm e e e e e miesasaaaianeanameemen—————— 0
T R 14
Turkey.. 7
Ugnnda.. ... 0
Uppoer Volta.. ... 0
South Vietnam 3 13
Y CINCN . e et e eaaa——a- 2.8 2.3 85
1:11 - P b U 9.2 1L7 27

Note: NA—less than 1 percent.
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Summary table. U.8. imports from 87 developing couniries, calendar year 1978
o
i
importe
Amount Jrom 67
(mniilions) LDC's
Total U.S. imports (67 LDC'8) e v ceveeeeimcneeaane $4,307.4 7. 8?{;
Total raw material imports (67 LDC'8) e e cnnan.n 010.5 10.5%
(1) Natural rubbera e e e e e e e m 101. 1 39, 82
(2) Wood, lumber, and CorK. oo me e cirieacianccnnan- 20,5 2.2
3) Metaliferous Ore8. .. oo oo oo e emmmem— e 124.4 12,2
4) Crude petroleum. ... oo e aaaeaa- 518.7 12,1
6) Other raw materials. . _.oveemr e iiceccemmcaanne 130.8 7.3%

EXPLANATORY NOTES

The tables were constructed from date in General Imports, World Area by
Commodily Groupings (FY-155-72) for calendar year 1972, Raw materials are
defined in the tables to include most items in Standard International ‘I'rade
Clagsifieation (SITC) groupings 2 (Crude materials, inedible, except fuels) and
3 (Mineral fucls, lubricants, and related materials), Individual raw material
tlzolr)n onents, in turn, were disaggregated by principal U.N, imports from the
4 o

[In millions of dollars]

Rubber. - o e i a————— (SITC 23)
Wood, lumber, and cork. . ... (SI4C 24
Metaliferous ores and metal SCrAP . oo oot ot (SI'TC 28
Petroleum and petroleum produets. .. ..coooe oo i (SI'TC 33
Other raw materials . - ... e eime e aaaan )

1 Total raw materials less SITC 23, 24, 28, und 33,

The Cramrman. We have not had the chance to hear the statement of
Sceretary Fox. I apologize to you for that.

Mr, Fox, Thank you very much. I will be brief, ‘

It is very important that U.S. business be given the opportunity to
compete effectively in these developing markets, and to do that, of
course, they need the tools,

We feel now that the currency relationships are reasonably cor-
rect and they no longer suffer a disadvantage of an overvalued dol-
lar. However, the matter of the credit remains vitally important. It
is, therefore, an important and I think in many respects a very timely
moment that the Economic Development Credit Fund proposal comes
before the Congress,

I would like to provide some economic data that I think we have
not focused on previously.

There has been a considerable deterioration in the United States
share of the markets of these 70-odd countries with low income. This
deterioration has taken place at a time when overall these markets
have been growing annually at a rate of 8 percent. In 1965, the im-
ports by these countries from the industrialized countries amounted
to $12.7 billion, of which $3.7 billion or 20 percent camo from the
United States. By 1971 these developing country imports from the
QECD countries had grown by nearly 50 percent to $19 billion, while
the United States declined to 24 percent or $4.6 hillion.

I am submitting for consideration by the committee, and I would
hope you would put it in the record, Mr, Chairman, a table containing
data of the relative shares of the United States and of its three major
competitors in the markets of the 10 most important countries among

-those potentially eligible for ECDF credits, These 10 countries
together account for more than 50 percent of the imports of all po-
tentially eligible countries,
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The pattern that emerges in these selected countries is one of great
concern to us. In most cases the U.S. market share has over the past
6 years or so declined or remained constant. Meanwhile, our major
competitors have gencrally increased their shaves.

For example, in India, the U.S. market share has declined from
8714 percent in 1966 to approximately 1514 percent in 1972.

In dl‘urkey our share declined from 24 to 12 percent over the same

eriod,
P In Nigeria U.S, share dropped from 16 to 11 percent. Most of these
losses were recorded as gains by our three major foreign competitors,

The Crrairaran. Was that not because our Public Law 480 sales were
cut il; half, because we just-did not have that much to give away that

ear?
y Mvr, FFox, No: I think it is across the board—-

The Cuamyan. In Indin, was that not becanuse we just did not
have as much to give nway that year?

Mr. Fox. T think-—

The Crramarax, Ts that not a prime example of what [ am talking
ubout.) where you say you made a profit beeause you gave something
away!

Mr. Fox. The decline is not entively due to Public Taw 480 but is
across the board and is recorded in the manufactured goods sector in
addition.

The Ciramarax. On that Tndia figure vou gave, how much of that
decline was heeause you did not have that much to give away that
vear? They did not have a famine that year and, therefore, we did not
have as mueh to give away that year.

M. Fox, T think 1 would like to supplv it for the record and break
ont the Publie Law 480 figures from the other,

The Ciamarax. When you bring a statement np here telling how we
are losing trade, in actuality we did not have enough surplus to give
something away that vear, Or we gave mote away ohe year than we
gave away the other vear, and we did not get paid:for it. In any event
I think it would be most helpful. if you told us that we actually lost a
sale, not lost a chance to make a gift,

Mr, Fox. Right.

The Cramyan, Beeause as far as the American taxpayer is con-
cerned, if we lost o chance to give something away. he could not care
less. Tf we lost a sale, that is something he might be interested in.

Mr. Fox. It is not Public Law 480, We will provide for the record
the differential between 480 and other goods.

[The following information was subsequently supplied for the
record :]

PAERCE
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U.S. Government-financed and other erports to 10 selected developing
country markets, 1966-72

{Mfli{ons of dollars]

Destinatlon 14906 1967 1468 1069 1070 1974 1072
Colombia:

U.S, exports, total ... __ 287 218 3190 303 305 378 317

Public Law 480. _ .. _.____. 4 11 19 1+ 21 10 15

D loans and grants._.... 45 50 78 ™ 2 48 12

Military grant-aid. ... .. .. 4 3 G 0 3 2 "

Exfmrts, excluding Public
w480, AID, and MGA
shipments. ... ... ___. 204 152 216 208 280 300 290

()

India:
U8, exports, total__._____ 0937 456 TIS  AI8  3T4 650 350 7
Public Luw 480, .. ... ._.. M7 491 342 247 201 N7 86
AID loans and grants. ... 193 300 200 1N 224 228 60
Military grant-nid. ... .. __. 6 i4) 1 ] (%) ] (O]
I'Ix;)m'ls, excluding Publie
aw 480, AID, and MGA
shipments., ... ... .... 191 156 115 87T Y 24 2204
Indomesia:
U.S, exports, total.___.__. .68 68 167 200 266 2063 308
Public Law 4R0_ ... ... ___ 25 21 a6 114 136 08 11¢
AID loans and grants__ ... . 1 6 28 21 7 41 31 26
Military grantenid. ... ... ... ... 2 3 8 10 "
Exports, excluding Public
w480, AID, and MGA
shipments. ... ... 42 41 47 63 81 124 2169
South Korea:
U.S, ex&)nrts, total. . ... . 342 416 510 699 643 681 735
Public Law 480, ...... ... 42 75 09y 172 130 105 200
AlLD loans and grants___... 67 101 70 45 a0 (0] 34
Military grant-nid.__. .. _.. 137 120 134 236 167 143 )

Ixports, excluding Public
Aw 480, AID, and MGA
shipments_ ... ... .. 9G 120 198 246 200 373 24906

Moracco:
U.S. exports, total ________. 63 5l 70 3 80 102 H8
Public Law 480 .. ........ 31 23 45 14 20 40 29
AlID loans and grants. ... 10 2 3) H 7 8 3
Military grant-aid. . ._.. ... 8 2 6 2 3) ©) ")
I')xlports, excluding Public
aw 480, ATD, and MGA
shipments. _......... ... 14 24 16 B 62 H4 220
Nigeria:
U.S. exports, total ... ... 103 64 1)) 72 120 168 114
Public Law 480. .. _____._. *) 1 0 1 10 i) ®)
AlD loans and grants_. ... . ... ...... i i 2 7 5
Military grant-aid. ... ... ... .. ..... e ieem e *)
Exports, exeluding Public
aw-480, AID, and ,
MGA shipments.._..___. 103 63 49 60 117 136 100
Pakistan:
U8, exports, total.._.. ... 248 348 309 190 328 214 183
Public Law 480 . 4% 147 09 23 00 74 63
AID loans and grants. 91 138 116 134 04 70 20
Military grant-aid......... 7 3) [ I (D]

Exporty, excluding Public
aw-480, AID, and
MGA shipments......... 102 63 094 40 144 04 01

Footnotes at end of table,
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U.S. Government-financed and other exports to 10 selected developing
country markets, 1986-72—Continued N

(Milifons of dollars)
Destination 1960 1067 1968 1969 1970 1971 1073
PhﬂiE‘pines:

58, ox{)orts, totadeoeee.o.. 348 430 436 374 373 340 365
Public Law 480. .. ........ 4 13 16 13 16 21 30
AID loans and grants.._ ... .. ....... (3) 4 2 1 (’Z
Military granteaid. .. __._. 8 9 14 14 10 11 (
Ixports, excluding Public

Law-480,  AID, and
MGA shfpnwnts ......... 336 408 407 343 345 307 %335
Thailand:
U.8, exvorts, total......... 147 185 197 150 1565 147 172
Public Law 480 . . o o coeoeoano. . ® 1 1 1 ®) 1
AID loans and grants_..... 5 156 15 b 6 4 1
Military grant-aid. . __._... 21 22 8 ieeccimmeccananan )

Ex\)nrts, excluding P. L. 480, 4
Turk AID, and MGAshipments 121 148 173 144 148 143 2170
urkey

U8, exports, total . . ... 265 232 207 200 315 307 317
Public Law480.. ... __.. 22 7 12 42 38 36 9
AIDloans and grants....... 95 90 70 52 57 74 43
Military grant-aid. . . ...._. 96 135 145 1Hh4 139 129 ™

Exxuris, excluding P.1.. 480,
ID, and MGA shipments. 52 20 40 51 81 08 3205

1+ Not avallable,

¢ Ineludes milliary grant-ald shipments for which data are not nvailahle,

3 Tass than £500,000, .

Souree: Bureau of the Census, Ageney for International Development, Departmont of Agriculture,

~ The Ciamearax. You would make a far more improved statement, if

you talked about losing sales, not the opportunity to give away the
Jtaxpayer's resources, but. sales that we lost, 1t makes a great deal of
difference, You agree with that?

Mr, Fox. Of course, We are interested in sales of goods, Neither the
Eximbank nor the Agency for Internatipnal Development can help
the American exporter faced with this type of competition with other
countries providing competitively more concessional finance than we
are able to do. The Eximbank eredits are useful in the niore highly
developing countries but in general, less.so with respect to the lower
income countries, ‘

In the ease of ATD in the past, the poliey has generally not been to
finance specific projects when such financing was available from other
sources, frequently meaning competitor countries interested in the
export potential of the transactions, Also, the AID method of pro-
graming did not allow suflicient flexibility for U.S. exporters to meet
particular project opportunities as they arose.

We believe that the Export Development Credit facility can go a
long way toward providing the necessary flexibility to permit U.S.

usiness firms to compete on competitive terms for projects as they
become known,

We believe that if the Export Development Credit Fund is estab-
lished this would go a long way toward placing American business in
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a competitive position with German, French, and United Kingdom
firms in dealing in these markets, and for that reason we urge the com-
mittee give consideration to it.

We think over the longer term the economies of these countries will
improve. They should be in a better position to buy goods from us on
harder terms and, of course, it would be the intention of all of us in
the executive branch having responsibility for participating in the
administration of this fund to require as hard terms as the conditions
wonld warrant.

[The prepared statement of Mr. Fox follows:]

PREPARED STATEMENT OF LAWRENCE A, Fox, DEPUTY ABSISTANT SECRETARY OF
COMMERCE

1 appreciate the Committee’s invitation to testify on the proposal for the
establishment of the United States Export Development Credit Fund, as incor.
porated in 8. 2335, I am pleased to reiterate this Administration's support for
the proposed Fund and to give our views on some of the questions that have
bLeen raised relating to it,

Since the expansion of U.S, exports is a major concern of the Department
of Commerce, we are particularly interested in that objective of the Fund. The
Commerce Department’s Bureau of International Commerce is responsible for
developing and operating a varlety of programs designed to assist American
firms in increasing their sales in foreign markets, and we participate in inter-
agency policy formulation in the trade area with a view to insuring that U.S.
export expansion objectives are taken into account,

In our work in this area, it has become inereasingly apparent that export
financing is an important element of international commereial competition,
Such competition is especially acute in developing country markets, The pro-
posed Export Development Credit 1'und, I belleve, could help materially in
strengthening the competitiveness of U.S, products in these markets,

The EDCE proposal is particularly timely since we have seen the U.S. share
of many of these markets decline in recent years. To a great extent, the erosion
of the U.S. market position has been a consequence of price differences that have
been corrected by the recent dollar devaluation, But another major factor has
heon our inability to offer financing that s competitive with that made available
by our major competitors in these markets. We helieve that the proposed Export
Development Credit Fund would go far toward restoring U.S. export financing
parity.

The deterioration of the U.8. share in the markets of the nearly 70 developing
connfries in whieh EDCEF eredits might be extended is accentuated by the fact
that these markets have been growing by about 8% a year, In 1965, their imports
from OECD countries amounted to $12.7 billion, of which $3.7 billion or 20%
came from the U.8, By 1971, their imports from OECD countries had grown
by nearly 50¢%. to $19 billion, while the 1.8, share declined to 249 or $4.0
billion. I am submitting to the Committee for its consideration a table contain-
ing data on the relative sharves of the United States and of its three major
competitors in the markets of the 10 most important countries among those
potentially eligible for EDCF credits. These 10 together account for more than

- 50 percent of the imports of all potentially eligible countries.

The pattern that emerges in these gelected countries shows the basis for our
concern, In most cases, the U.8. market share has, over the past six years or 8o,
declined or remained constant, Meanwhile, our major competitors have generally
increased thelr shares, For example, in India, the U.S. market share has declined
from 87.5% in 1966 to approximately 15.5% In 1072, In Turkey, our share de-

- ¢lined from 249, to 129, over the same period. In Nigeria, the U.8. share dropped

from 1695 to 11¢4. Most of these U.S. losses were recorded as gains by our major
competitors.

In denling with customers in many of the poorer developing countries, Ameri.
can husinessmen have found that if they cannot meet the buyer's demands for
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softer credit terms, they simply will not get the rale. Further, they usually find
that their British, French, Japanese or Germuan competitors can meet the buyer's
requirements and will generally be awarded the contract,

Neither the Export-Import Bank nor the Agency for International Develop:
ment can help the American exporter faced with this type of competition, Exim-
bank credits earry harder, commercial type terms—with maturities rarely going
beyoud 10 years and interest rates at a standard 6 percent. AID generally follows
a policy under which it will not finance projects for which alternative financing
on reasonable terms ix available, Also, ATD normally pre-programs its lending
and does not have the flexibility that would allow it to support U.S, exporters on
case-hy-caxe hasis,

Thus, by offering terms more liberal and arrangements more flexible than those
available from the United States, other cquntries ean and do effectively elfmi-
nate U.N, suppliers from competition for fmportant export contracts, While it
may be called “economic assistance’’ and have a development impaet, such finane-
fng, used in the manner I have deseribed, constitutes o wedge leading to the
establishment of a long-term commercial position for the lending country. With
the help of a soft loan, n supplier of telecommunientions equipment, for example,
may be able to win a contract to huild a ground satellite station, Ie is then in a
position to win follow-on orders for equipment by building on contacts with the
buyer's technienl personnel and by stressing the complementarity of other items
in his Hne with the station's equipment. Often later soles can be mande with
finaneing on harder termx than those earried by the eredit that won the toe-hold,

The Department of Counnerce believes that establishment of the Export De-
velopment Credit Fund would represent an important step toward giving Amenri-
can exporters the same kind of advantage thelr foreign counterparts now enjoy.
‘'he Hmits of 30 years maturity and 3% Interest provided in the proposed legis-
lation would provide ample scope for meeting competitive situations requiring
financing terms more Hberal than normally available from U8, commercinl
sources,

In view of the export expansion obhjectives of the Fund, the Seeretary of .
Commerce might approprintely be named to Chalr the interagency committee
which would be set np under 8, 2335. For export pnrposex, it wonld also be
necessary that the Fund be administered flexibly, so that it could respond effec-
tively and quickly to export opportunities identified by U.8, firms, businessmen
in the developing countries and host governments,

Algo, as regards administration of the proposed Fund, we helleve it should
provide support for private buyers in the developing countries both divectly and
thirough intermedinte eredit facilities and government agencies.

T will be happy to try fo answer any questions you may have with respect to my
testimony.
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1966 1967 1968 1969 1970 1911 £743
Colombia:
Total imports (millions)............ $674 $497 $638 $684 $309 13677 ®)
Market shares (percent):
nited States....... . 48.0 45. 50.9 45, 41.8 43,7 1)
3 major competitors. ... . 19.7 24, 17. 19, 19.3 21.1
Germany.......ooennn 1n.1 10. 9.2 9. 8.6 10.2 *
Japan, ...cveeennn-n 3.3 7. 3. 5. 6.9 6.4 3
3 United Kingdom.... 5.3 6. 5.0 4.4 3.8 4.5 2
- ndia:
Total imports (millions).. .. .. $2,750  $2,691  $2,507  $2,116  $2,095  $2,409 181,555
Market shares (percent):
United States......... 3.5 38. . 29. 2.3 23.3 15.
3 major competitors. ... 21.7 20. 20. 16. 17.8 2?,7 zg.
nited Kingdom. ... 8.5 8. 1. 7. 6.7 11.6 12.
JAPAN. ..o 5.6 5. 6. 4. 46 8.4 )
ndonesi Germany...... 1.6 1. 6. 5. 6.5 6.7 3
ndonesia:
Total imports (millions)............ $526 $649 $716 $781 $893  $1,174 181,042
Market shares (percent):
United States.........ooceeeee 9.3 8.0 17.2 19. 17.1 16. 16.
3 ma]ol competitors. .......... 36.3 43.1 36,7 42, 44.4 49, 49,
PAN..eeaenn 26.9 28.0 22.2 28, 29.4 33 35.
Germany.... 9.1 12.4 9.8 8. 9.5 9, 8.
p South Singapore. .. .3 2.7 4.7 5. 5.5 6. 5.
orea, South: .
Total imports (millions)............ $716 $996  $1,463  $1,824  §1,984  $2,394 $2,522
Market shares (percent):
United States................. 35.5 30.6 30.9 29. 29.6 28. 25.
3 ma}or competitors........... 45.5 49.4 48.8 47, 46.8 48, 45,
apan.... .. al. 1 44,5 42.7 41, 40.8 39, 4g.
German .1 3.1 5.1 4, 34 3 .
France... .3 1.8 1.0 2 2.6 k) 1.9
Morocco: ]
Total imports (millions)............ $480 $518 $522 $559 $686 $698 14697
Matket shares (percent):
United States........coeevemcnenns 1.8 10.2 13, 1.6 1.3 14, 8.
3maeor competitors. . .. 43.5 50.0 44, 45.9 45,2 44, 44,
38.9 37.4 3l 30.6 31.0 30. 3l
] 9.0 7. 9.9 8.8 1. 1
Nigerl . 3 3.6 5.0 5.4 5.4 6. 5.
erla:
¢ Total imports (millions)............ $7 $627 $540 $696  §1,059 $540 14261
Market shares (percent).
Umted States 16.2 12.5 11.6 1.8 14.5 14, 10.8
3 major competitors. . 46.1 43.6 45, 49,1 50.0 52 64.4
United 29.8 28.9 3l 3.7 30.7 31 3.5
( 10.7 1.3 11, 10.6 13.0 12. 13.4
J .6 8.4 3 3.8 6.3 8. 9.5
Pakistan: .
Total imports (millions). $899  $1.101  $1,049  §1,007  $1,002 $916 24666
ted 29.3 32.8 28. 24.4 28.4 24, 23,6
34.2 29. 30. 35. 32, 30. 24.5
10.3 8.5 8. 12.1 10. 5 8.8
1.1 12.8 11. 12.6 10. il 1.9
Japan 8. 8.6 10.4 1.1 10, 10. 7.8
Phlligplnes: )
otal imports (millions)............ $957  §1,172  $1,458  $1,261 81,443  $1,330 181,076
Market shares (percent):
United Stat 341 36.6 34, 30.6 3l 26.9 25.5
3 ma}or competitors 38.0 349 39. 41,0 41, 42.2 3.2
AP, eensnee 28.7 26.2 28. 29.4 31 30.5 28.0
e Germany... 5.1 4.8 [} 7.6 5. 6.4 5.0
Thailand United Kingdom.......... 4.2 3.9 4, 4,2 4, 5.3 3.7
ailand
Total imports (millions)............ $395  $1,050  $1,142  $1,248  $1,299  $1,290 491,281
Market siares (percent):
1] 16.3 16.7 19. ¢ 15, 14. 14.2 16.7
51.0 52.3 49, 53.5 53.4 §3.0 48.7
35.3 36.1 34, 36, 31.4 3.6 36.3
1.7 8.8 8. 9. 8.5 L1 1.2
urk 8.0 1.4 1. 7.8 1.5 1.7~ 5.2
urkey:
sz imports (millions)...u...o..o $724 $690 $770 $756 $889 81,088 $1, 508
Market shares (percent):
United $tates 4.0 1.9 15.8 16. 19.4 11.8 11.6
3 major conpatitors. 34.2 39.7 42.1 40, 3g. 3 3.7 }
ermany....... 16.7 19.6 20.4 18, 18.5 17.9 18,
United Kingdom. - 11.0 12.9 12.9 12, 9.9 w‘; 1.0
1 L 2PN 1.5 7.3 8.8 9. 7.9 10. 10.9

1 Partial year data,
2 Not availadle,

3 Full year data, but does not Include trade of former East Pakistan,

Note: Data compiled by the Department of Commerce from various sources,
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The Cuamrman. The Senate is voting, That is one reason both
Senators had to leave. I simply elected to miss this vote so we can
continue this hearing, -

Senator Roth.

Senator Rorir. I would like to go back to the question of the prin-
cipal purpose or purposes of this legislation. I still remain somewhat
confused. I listened to the testimony this morning and if I under-
stood correctly it was a viewpoint of the junior Senator of Minnesota
that the primary purpose was to promote sale of U.S. goods, at least
that was his answer in the specific illustration I proposed.

Subsequently, the representatives of the Foreign Affairs Committee
in the IHouse scemed to feel that the primary purpose was economic
development of the underdeveloped countries.

Mr. Hennessey said in his testimony that he sees two objectives,
If that is the case, if there are two objectives, are they not somewhat
conflicting in terms, if yon arve going to promote the development of
underdeveloped countries by building dams, or I notice one of the
things that was mentioned, helping to build labor intensive industries
that are going to promote snlles of .S, goods.

Mr, ITexxessey. Well, it does not promote, Senator, the sales of
U.S. goods, then the Fund would not finance it, and I think again,
we can argue whether the glass is halt full or half empty. I do not
think they are mutually exclusive objectives. I think the advantage
of this Fund is it is tailored so it will uctually accomplish those two
purposes.

Senator Rorir. What are the criterin on which you make the
decision { :

Mr. ITexwessky. Let me take a case in point. In the case of strict
development. loans, you would look at it certainly from a different
way. You might do it anyway whether it promoted U.S. exports or
not. In this ease what you are saying, is theve going to be U.S. goods
or service sold by U.8, citizens-or 11.8. companies involved with this
particular financing done by the Fund. T t}\ink it is different. from,
for example, the way thev would approach the Development Loan
Fund. The Development Loan Fund's main eriteria is what is the
cconomic impact going to be on the host economy~—cost. benefit ratio?
In this way the Fund is going to say first, are we going to sell the
turbine, are we going to sell the cement. tractors, and, two, what impact
is it going to have, can they pay it back? Are we going to get the
sale, do we have to make it easier, we are going to sell it at maybe
4 percent interest instead of § percent to he able to compete with

‘Japan. Can they pay it back in 20 years or do we have to give them 25%

Senator Rorm. Again, Jet me ask you this, In making a specific
decision, what is the principal purpose? Is it to promote development
or to promote the sales of goods? If you are talking about 20 per-
cent, 10 percent, 80 percent, maybe discretion is necessary. But I am
somewhat concerned about the lnck of guidelines in the legislation
particularly in light of the criticism that has been made in the past of
Con{gmss failure to s;;ecify clear policy guidelines,

Mr. Casey. Could T try that, Senator? As T understand the way this
bill would operate, the way we intend to have it operate, the eredit
would not be made available unless it satisfied both purposes, It would
have to involve an American export and it would have to achieve a

-BEST COPY AVAILABLE
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developmental purpose. So there would not be any conflict. The devel-
opment requirements of these countries are so great that the amount of -
funds, the amount of credit we are talking about here, would cover
only the American export produets that might contribute to those
development requirements, and if the credit or the project or the
piece of equipment to be financed was not an American export and
also did not make a developmental contribution, it would not qualify.

If I could just take that a little more broadly. What we have here
is a situation where the United States has been in the development
activity for a quarter of a century. We have encouraged other na-
tions to join and all the other advanced nations accept some kind of
developmental obligation, We have reduced our development com-
mitment over the last 7 or 8 years during the period of time in which
other countries have doubled their development assistance, What we
have here is the adaptation of n continuation of our development pro-
gram to a new set of circumstances, circumstances in which we feel
the need for concessional financing to increase our exports and our
trade revenue, particularly in these poorer countries. So it is intended
to serve a double purpose. What you have here then is o reflow of
development loan funds, which are being used to generate n credit
fund. This fund will carry on our developmental commitments on a
basis which builds our export trade without damaging our balance of
}mymeuts osition in the first instance, and over the long term we be-

ieve it will build our market position which will promote our long-

term trade efforts, That is why I think this is a good program, be-
eanan it dons effectively, not in a contradictory manner, achieve these
multiple objectives.

Senator Rorm. T wonder, assuming your position is the correct one,
if we should not write the legislation with more precision making
those requirements mandatory, because, as T indicated, the witnesses
t{ﬁs morning took an opposite point of view, if T correctly understood
them.

Mr, Casey, T think that is a matter within vour diseretion. T do not
think we would like to see a lot of detailed rules written into the leais-
Tation but a combination of these objectives should be made as explicit
as need be,

On that score, Senator, there are two points, You vead one of them
this morning on page 20 of the bill, line 19; it is confined to the sale
of goods and services which are of developmental character. That is
one place where T think vou haveto meet hoth requirements, and then
also T draw your attention on page 19, line 19: the general authority
refors to establishing long-range growing export markets while pro-
moting development. of such countries, Se it seems to me you have to
satisfy yourself that you are financing a particular American export,
that vou are building a long term export market, and you are also
contributing to the development of the country. If you are not satisfy-
ing those ohjectives T do not think the transaction would qualify.

Senator Rorir.. T am disturbed. Tt scems to me this legislation ¢ould
be administered quite differently depending upon who is in cham@e of
its nldminist ration. It scems to me Clongress has a greater responsibility
in that.

One further question. T know the Chairman wants to move on. With
respact to the advisory committee, now, last year, the Congress set up
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statutorily the Council of International Keonomic Poliey. Certainly,
this legislation will have a great impact, it seems to me, or should have
an impact in that area, We are setting up another advisory committes
and I will be very honest, it seems very often even the advisory com-
mittees do not niount to much, the people on them do not have tima to
get involved in much detail. '

Wy would not this bo an appropriate area for the Council of In-
ternntional Keonomic Policy to play a role or would it play a role?

Mr, Casky. 1 think the basic position of the administration on this
legislation has been formulated within the eontext of the Council of
International KEconomic Policy, As 1 understand it, what you have
nere, what this bill proposes, 18 an advisory committee charged with
a specific function, a function of Pwviding the detailed policy guide-
lines nnd secing that they ave followed, It is more of an operational
oversight committee rather than an advisory committee, x\laybe it is
culled ndvisory committee. But they have a specific funetion here and
it is intended fo bring together the people who have an interest in these
dual funetions, export promotion and (llc\'elopmont. -

Senator Rorn, 'l spent several months last yeur on the study of the
many udvisory committees that have been adopted in this Government
and T must have very juundiced eyes in trying to ereate a new one, We
should use the ones that exist,

Mr, Casky, 1 think there are many species of advisory committecs,
many different varietios,

Senator Rori, My time is up, Thank you, gentlemen,

Senator Haxsex, Mr, Chairman, 1 said eavlier T would not ask any
questions hut. I do want to ask one, and 1 would invite whoever wishes
to respond. 1 1 read the sign correctly, there is a growing reluctance
on the part of Congress to engage in foreign aid with countries around
the world. Will not this plan enable the United States to do through-
backdoor inancing that which more and more seems not to be approved
of by the Congress in direct foreign aid?

Mr. Casey. Well, Senator, I would respond to that by saying, first,
it seems to me that we have suggested that this legislation be modified
80 it is not backdoor financing, so that the cost goes through the budget
process and that the eredits go thmuf;h the appropriations process;
thus there is strict congressional control,

Now, as 1 said in response to some questions by Senator Roth while
you were away and voting. this is a method of adapting the repayments
of previous aid programs and utilizing what amounts to a substantial
eredit fund designed to permit American exporters to compete effec-
tively in the poor country markets with other countries w&xich have
similar concessional eredit programs—Japanese. Canadians, Germans,
French, 1t will constitute aid only to a limited extent in providing
concessional financing which has the further purpose of promoting
American goods and building markets for American goods over the
long term. So I think this is adapting the developmént commitment
into something which earries that commitment forward while at the
same time promoting the export of American goods and creating jobs
in that manner and building markets for the future,

The Citamyan, Thank you very much, gentlemen.

Thus far every witness and. I believe, the entire panel scheduled to
testify, testified for the bill. That does not give us much indieation as
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to why the IHouse, for example, in its wisdom rejected a similar pro-.
posal, Therefore, 1 have requested Congressman Otto Passman to tes-
tify on this matter, The Congressman is here, I would like to ask him
to take the witness stand and explain his views on this.

Perhaps you can explain to us why the House did not agree to this,
when n similar proposal was made on the House side. So far we have
had some explanations from those who were for it as to why the House
did not buy 1t. But there have been no explanation why the House did
not buy it by some of those who voted ngainst it. I believe you opposed
this in'the House and did not agree to it

STATEMERT OF HON. 0TTO E. PASSMAN, A REPRESENTATIVE IN

CONGRESS FROM THE STATE OF LOUISIANA

Mr, Passaan, That is right, Senator Long, members of the commit-
tee, my conseience brings me before this distinguished committee this
afteroon. I am o bit frightened for fear that I may lack the persuasive
power or intellectual capacity to get through the actual facts as they
are but if I should succced, this bill will die in this committee room,

With your permission, I shall cover certain statistics which I slipped
oft the floor of the House a few minutes ago and typed myself because
we have been very busy on the llouse side and I did not want to miss
an important vote.

Thank you, Mr, Chairman and memboers of the committee, for
aflording me the opportunity to testify before your committee in op-
position to the new proposed export development eredit fund.

With your permission, I should like to refresh your memory on some
rather frightening but factual statistics and to reflect the unbelievable
extent that the foreign aid program has been fragmentized and so com.
]\)_]_etely scattered throughout the budget that even the most astute
NMembers of the Congress have difliculty in putting all of the pieces
together,

‘he new proposed fund only had its birth very recently and not in
the administration as such, because the funds requested were not con-
tained or mentioned in the budget. 'The proposition was so prema-
turely put together that even the Foreign Aflairs Committee of the
House imd not succeeded in recommending an agency to administer
the fund. It was only very recently that the administration embraced
this new program which, as.I just said, was not requested in the budget.

When the subject matter was presented to the I]'[onso of Representa-
tives ealling for a new foreign aid spigot amounting to $5 billion,
necording to the IHouse version, it so shocked the membership that
they were inereasing foreign aid when we were supposed to be cutting
the program down, the House adopted an amendment killing the pro-
posed program by a margin of 103 votes,

The foreign aid program is already in very serious trouble. With all
of the influence that the leadership of the ITouse could muster, the

- foreign aid authorizing bill was adopted just before the recess by only

five votes, . ] . )
Now, Mr. Chairman, to some pertinent and frightening statistics.

Contrary to the belief of some, the foreign nid requests are growing
larger every year, Since it has been my privilege to chair the Appro-
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priations Committee handling foreign aid, I felt that it was my re-

sponsibility to research the budget and put together the total requests
or foreign aid and assistance for the current fiscal year. ,

Mr, Chairman, it has reached an all-time high, This year the total
requests for all spigots of foreign aid and assistance amount to
$18,008,191,000. N

In addition to this terrific sum, there is a pipeline of undisbursed
funds corresponding to the $18 billion in the new requests amounting
to $26,800 million,

So, not including this new sllﬁgot of foreign aid, if the Congress
should approve the requests in the budget then there would be a pipe-
line of old and new funds of $44 billion.

I respectfully bring to the attention of the committee that both the
Congress and the administration have lost control of the foreign aid
})ro ram because it has been so fragmentized and it is so overlapping

n foreign aid, distributors are getting in each other's way in many
countries of the world,

The foreign aid program as such started under President Truman’s
administration. At that time we had a public debt of $159 billion,
Today the public debt is $461 billion, an inerease since the inception of
the foreign aid program of %302 billion.

ITow many of nus realize that $253 billion of this increase represents
foreign aid? In other words. all but $49 billion of the increase in the
public debt has ocenrred since the inception of the foreign aid pro-
gram. This aid has been distributed in 127 nations of the world.

Foreign aid is an uncontrollable program. There are 77,000 indi-
viduals drawing monthly checks out of all spigots of the foreign aid
program,

You may refer to the fiseal year 1973 hearings on page 74, part 2,
before the FTouse Appropriations Committee for verification,

All of these individuals are indeed ambassadors for more foreign
aid, In addition thereto, we find many former AID employees. many
high-ranking former Federal employvees ineluding many admirals and
generals are now connected with some part of foreign aid appearing
almost daily in my office lobbying me to support additional amounts
for foreiom aid. And. of course, these admirals and generals and for-
mer employees of ATD and other departments of Government do not
work without compensation. They are promoters of more foreign aid,

So great has been the outpouring of our wealth that our Federal
public debt now exceeds by £133 billion the total public debt of all of
the other nations of the world.

My, Chairman, T think it wonld interest the members of the com-
mittee to learn that there are already 15 loan programs in existence
under the various aid spigots, covering almost every imaginable tvpe
of loan, inclnding loans running for 50 years with no interest, Onr
appetite for more foreign aid has been so great for the so-called de-
veloping countries 1intil under the previous administration our Gov-
ernment established a policy of going into many of these developing.
countries and where thev found a surplus in the foreign exchange ac-
counts, thev borrowed dollars from these developing nations while at. -
the same time they were pouring more foreign aid in the back door, -
One nation in particular was Thailand. They had a $1 billion surplus -
in their foreign exchange account and there was a big argument in
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diplomatic circles because we wanted to borrow $250 million. Thailand
agreed to make us a loan of $100 million at 8 percent repayable in
414 years, That loan fell due 60 days ago. I do not know if the loan
has been repaid. '

Let me mention the rate at which multilateral organizations are
growing and the unbelievable manner in which they are operating.

Last year, for the three main multilateral organizations, namely,
the International Development Association, the Inter-American De-
velopment Bank, and the Asian Development Bank, the Congress ap-
{)ro riated funds amounting to $738 million, which was an all-time
1iq . However, this year in the budget they are requesting $1,020
million, which is so fantastic it is hard to believe.

In addition to this tremendous increase, the administration will
request Congress at an early date to pass legislation that would increase
the funds so these international organizations by as much as 50 per-
cent,

TFor instance, with respect to IDA, they are going to request an

- inereased authorization raising the 17.S. contribution by $114 billion

to be nllocated over 3 or 4 years, ‘

Can we afford to create a new foreign aid program when there is
in reality more foreign aid agencies than a single Member of Congress
can understand and so many of them are concessionary,

This money is going to have to be borrowed. A quick look at the
record will show by our foreign aid extravagances, the dollar, M.
Chairman, has lost 64 percent of its purchasing power since you were
gworn in as a Member of the Senate. We also should not forget there
are already $80 billion in .S, dollars floating around the world that
people do not want. Some of the wealthiest nations in the world, such
as Kuwait and Japan, are not S}mnding their surplus foreign exchange
for what they buy from the United States, but rather they are bor-
rowing from the United States knowing very well if wo pursue the
same policy in the future as we have in the past with regard to our
cconomy that they will be able to repay these loans with cheap dollars.
Mpr. Chairman, a few years ago, Ja;ian needed to buy some sophisti-
cated aireraft, commercinl aireraft. They had a $16 billion surplus in
the foreign exchange account. Did they spend that surplus for the air-
craft.? No. They went to the Eximbank and borrowed the money and
from that time until this afternoon the dollar has depreciated by 36
percent against the yen in value.

Lot us look at Kuwait, They have billions of dollars they do not
know what to do with. They are looking for places to invest that
money. They also borrowed from the Iix-Im Bank. Evidently they

- said the United States will continue mismanaging its fiscal affairs so

let us borrow the money, and at some subsequent date we wilt-pay it
back at 50 percent on the dollar, Also, we have been very lax with the
foreign-aid program with regard to those multilateral institutions, Let
us look at the U.N, Development Fund. Do you know who is dipping
very heavily into the program? Kuwait! They have had projects .
funded out of the TUNDP. Japan, one of the wealthiest nations in the
world, has slipped into the UNDP program and had one of their proj-
ects funded for $738,000. All of this can be verified, Mr, Chairman.

All T want to do is do a credible job. We are borrowing this moneqi

- make no mistake about it, Tf this new program would enable us to sell .
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our commodities and realize cash, that is one thing, but the facts are
we are going to borrow the money at from 8 to 9 percent and we are
going to make it available at 3 pereent, and, no doubt, in subsequent
years charge the money off. That has actually been our experience.

Mr, Chairman, may I summarize very briefly? So many of these
nations who are former recipients of our aid are today insulting us.
Let us take Libya. It seems to me that was the last one who kicked us in
the pants, They had a substantial aid \)rogrum. T think $220 million is
what we gave that little country, and this week they said if we sell
you oil we will not accept dollars in payment, which means, of course,
they want gold.,

Now, as I said carlier, we have 15 different lending agencies by
which we can finance these programs. Let us take, if we may, just one,
that is the Development Loan Fund under the ATD agency.

Do you realize that under this program the terms are 40 years with
a 40-year grace period ? They have, every year, large unexpended funds
in this particular account because the demand is not there, They have
so many different spigots by which these 5)1'0 rrams can be financed,
until they wind up with unobligated funds, We also find, in many
instances, that many of these programs are used to finance public
works programs and are funded sometimes from 8 to 11 years in
advance of completion date, You do not do that in Ameriea,

With your permission, I shall place in the record the table showing
the total new ro«]]uo.sts at o later point in the record. So many people
confuse the total aid program with the abbreviation of the Agene
for International Development. You see in the press where the gresi)-'
dont. requested $214 hillion for ATD and they say, gee, it is way down,
But that is only one program. I can assure you the aid program is
going up by $+5 billion from 1971 to 1973. AID is an abbreviation
for the Agency for International Development. It does not mean that
is your total amount of aid, because there are 27 different spigots of
the foreign-aid program by which money can be drawn from,

If I may make this one observation with regard to the International
Development Associntion, This is one of your international organiza-
tions, Now, you have different members of IDA. India is a member
and for every dollar they put in they draw out 40, Every dollar that
Pukistan puts in they draw out 52, Do you realize we put just about
all of the money in IDA actually, because the donors became the re-
cipients? Now., two former colonies of the United Kingdom get 60 per-
cent of all of the money appropriated to IDA. - ‘

1 can agsure you I do not have all of the answers but I know if
vou kill this program and approve the other requests there will be
$44 billion available in the pipeline under 27 spigots and many of
them will do the identical thing you are considering in this legislation,

Thank you, Mr, Chairman, for giving me an opportunity to appear
. before the committee, As I stated earlier, I do not have all o}) the
answers but it was a matter of conscience with me believing I under-
stood something about this hill.

Thank you very much. )

The Crtamaan. Congressman Passman, would it be fair to su%\gest
that if they want this additional bill, which you defeated over there,
that they be requested to subtract the $5 billion or the $3 billion which
it is now from the $44 billion that they have on hand and in the pipe-
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line. They could just reach over to some of the 27 other spigots that
they have and take it out of some of those. Is that what you would like -
for them to dot :

Mr. Pagsman, I desire to be abundantiy fair. I am glad to see some
former high AID officials in the room, 1 hope they will try to rebut
what I have said because I will state the facts here and ask for rebut-
tal because they know I am quoting the facts correctly. This is what
grows up in the agencies, The obli{,rate funds for projects and subse-
quently deobligate these funds and these funds then become avail-
able for new projects. But the so-called $26,800 million on hand,
they say that money has been obligated, of course it has, but they can
draw from that to carry on other projects by deobligating funds.
The $18,003,191,000 request for additional funds, that is to erente new

rojects, All in all, if you kill this program there is still in excess of
&4 billion available under 27 different spigots and 15 different places
whore you can go borrow money, )

The Cramman, Congressman Passman, [ think the record might
as.well reflect something. T am satisfied that it is true. You, at least,
might know whether it is true or not,

ome years ago when Dwight Tisenhower was President, he invited
A group to come down to the White TTouse and talk about foreign aid,
I was not there, but Senator Richard Russell told me he was there on
that occasion. After hie got through making the presentation about
this matter, I guess in the Oval Room, you said well, Mr, President,
they have not told you evervthing about this program, There are so
many billions, so many hundreds of billions of dollars, down to the
last penny according to the last report available, And the President
asked John Foster Dulles, Sceretary of State. And Dulles asked the
man behind him. And that fellow asked the man behind him., who had
a verv big book. And they passed the answer on up. Yes, that is true,
Mpr. President. You have u)‘ of this monev, so many billions. so many
thousands down to 80 many cents, ns of June 30 in this program over
here, They have not told vou that they did not even spend that money
over there. Was that true, Foster? And Foster asked the man be-
behind him. And he in turned asked the man behind him. And they
assed the answer up. They went through the process like that for
wlf a dozen questions, And then you said. Mr, President, further-
more, they do not need to pass these facts back. I can give voun the
fnets, You have this much here and that much here and this much for
this, and for that, and the other thing. T think by anybody’s stand-
ards it would be a Jow priority item, And vou gave a fow of the facts,
Someone in the room referred to you as the human caleulator, Fur-
thermore, you said that if these figures were not correct you would
resign from the Congress. So when the meeting broke up, I was told
by Senator Russell, President Risenhower asked one of Ris assistants
who the fellow was who had all of the facts. The fellow said his name
is Passman, e is Chairman of a subcommittee over on the House
side. The President said be sure the next time we diseuss this subject
he_is not invited back. :

Mr. Passaan, The greatest asset T rossess is knowing my limitation,

. 1im _to do certain things if you
expose him to the subject often enough. T have been chairman of this
committee for 19 years and I want to extend a cordial invitation to all
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former Cabinet members, all former AID people, and all people con-
nected with some organization drawing from foreign aid, and let me
buy them a lunch and bring them before the committee for & session
to discuss these programs, I extend an invitation to them, if they are
right I want to know it, and if I am right I want them to admit it.

am not a scholar and I do not have all of the answers, but it is
frightening to think that we have given away $250 billion of our re-
sources and some of the recipients, even developing countries, are now
kicking us in the pants, What have we gotten for it? Nothing: But, if
f'ou insist on having the program, Mr, Chairman, how about using the
development Loan Fund?! Why create another foreign aid spigot?
They cannot even spend all of the money in that account,

I could have won a new automobile this afternoon, I would not take
advantage of the man because he is o very prominent attorney and a
member of the House. I mentioned to him about the multilateral
organizations and the maintenance of value payments, What kind of
mess have we gotten ourselves into?

Let us take this year for the Inter-American Development Bank.
They are asking for $693 million in new funds. Then, they are asking
for an additional $510 million for the Inter-American Ievelopment
Bank in the MOV category, That is the maintenance of value pay-
ments, We have to put in an additional $510 to bring our original
contributions in dollars up in value so they will buy the same things
now as they would at the time we gave it to them.

When you go through the international organizations you find that
this year you are going to have to appropriate $2,250 million and give
it to the multilateral organizations so those dollurs that we previously
gave them will buy what they wonld buy at the time we gave it to them,
Maybe we are both crazy but these statisties are aceurate,

The Cuamyax, You mean we owe $2 billion on what we thought
we gave away ?

Mr, Passyran, We did give it away. There is no provision for any
of it to come back but we have to give them $2.250 million more 80
that the dollars we previously gave them will maintain their value.
It is unbelievable we have let such a thing go on.

I will answer any questions you may want to ask,

The Cuamyan. T am surprised every day. T did not realize we owe
money on what we thonght we gave away. I thought when you gave
something away, that was the end of it. The other guy was that much
richer, T am dismayed to find ———

Mr, Passyay, Under the bilateral program. the payments come back
into the U.S. Treasury and we can use it to retire a debt or do some-
thing for our own jl)eo sle, Under the multilateral programs, it goes
out and never comes back.

Senator Haxsen. I have no questions, Mr, Chairman. Thank you
very much,

Mr. Passaan, Gentlemen. I do not know whether my prayers are
listened to but I am going to pray that you kill this fund.

Senator Byrn, May I say, first, Congressman Passman, I think that
your testimony is tremendously interesting and T want to as a citizen
of our country, commend you for the work that you have done in this
ficld over the past 19 years. I try to keep up with some, and I get some
of your reports, T would be pleased if you would put me on the list te
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get all of them. I think you have done a great job in this field and let
me ask you about a couple of figures. )

I have been figuring that the total foreign aid cost has been in round
figures, both current fiscal year, the one we are workim% on now, and
nlso the one just passed, at $9.5 billion, to use the round figures. You
mentioned $18 billion.

Mr, Passman, That is right. May I have the privilege of reading
them into the record? T delight in going over these programs beeause
they are fantastic. ,

will give you the sheet.

Senator Byro. This is what was being sought ?

Mpr, Passyan, Foreign aid requests this year.

Senator Byro. Requests for this year?

Mur, Passaan, That is correet. Here is the list.

Mr. Passyman [reading].

New requests for authorization and/or. appropriation for foreign aid and assislance
contained in the fiscal year 1974 budget document

1. Forelgn Assistance Act (Includes military assistance). . ... $2, 428, 850, 000
2. Oversens Private Investment Corp .. voevennnnnennn.. 72, 500, 000
3. Foreign military credit sales .. ..o o eeenineea s 525, 000, 000
4. Inter-American Development Bank . .. ..o .on 493, 380, 000
A, International Development Association. ... ... ... .... 320, 000, 000
0. Asian Development Bank. ... . ... .. 100, 000, 000
7. Aslan Deovelopment Bank (proposed). ... . ..... ... .. 108, 571, 000
8. Asian Development Bank (maintenance of value)........ 24, 000, 000
9. International Development Association (maintennnce of
L0 1Y LY U 141, 000, 000
10. Inter-American Development Bank (maintenance of value). 510, 000, 000
11, International Bank for Reconstruction and Development
(maintenance of vaAlUe) . ... oo e aiaa. 774, 000, 000
12. International Monetary Fund (maintenance of value) . ... 756, 000, 000
13. Maintenanee of value adjustment ... ... ..o ..., 25, 000, 000
Subtotal, maintenance of value (hudget amendment).. (2, 250, 000, 000)
14, Receipts and recoverles from previous programs._ . ....... 304, 464, 000
15, Military assistance (in Defense budget) ... ... . ........ 1, 930, 800, 000
10, International Military Headquarters. ... o oo oinon .. 83, 800, 000
17. MAAG's, missions and milgroups . _..... . .... - 168, 100, 000
18, Permanent military construction—foreign nati . 190, 700, 000
19, Export-Import Bank, long-term eredits ... __.. - 3, 850, 000, 000
20, Export-Import Bank, regular operations . .. . 2,200, 000, 000
21, Export-Import Bank, short-term operation - 1,600, 000, 000
22, Peace Corps. .. . 77, 001, 000
23. Migrants and refugee . 8, 800, 000
24. Public Law 480 (agricultural commodities). . . 653, 638, 000
25, Contribuitions to international organizations. . 109, 787, 000
26. Lducation (foreign and other students) . . 59, 800, 000
27. Trust Territories of the Pacific ov. oo ovr oo ia.. 56, 000, 000
28, Latin Ameriea Highway (Darien Gap)e. oo ooiooaeann. 30, 000, 000
TOtal e e e i raar e der e ——————— 18, 003, 101, 000_

NOTE :—Tatal approprintion requests for maintenance of value amount {o
2,200, (00,000,

Senator Bynn. T think I catch where we do not have the same, the
reason we do not have the same figure, T did not know whether to
include the fund for the Export-Import Bank. j

Mr. Passyaax, T will toll you why, Senator, they are included. I
defend the Export-Tmport Bank as being one of our profitable, good
agencies but you have three gpigots to the Eximbank., !I'hey ean go up
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to 25 years on industrial equipment, then again, you have one section
of Eximbank where they may make loans on concessional terms, By
that the credit criteria do not have to be up to standard. I thought
I should make it all inclusive and put. it in because the purpose of the
Export-Import Bank is to finance U.S. commodities abroad, but this
is only one out of 15 loan accounts, You can move on to some of the
others. You have the Overseas Private Investment Corporation. They
can make lonns and, of conrse, you get into your multilateral organiza-
tions, like the Inter-Ameriean Development Bank. The Eximbank,
they have one section whereby yon ean lower the eredit criterin and,
all in all, it is assistance. I am not eriticizing the Bank but it is
sonree of funds to finance 1S, commodities,

Senator Byrp, Well, as 1 recollect from you reading that list very
hurriedly, there must be $7 or $8 hilli- .. in new funds.

Mr, Passyax, I am speaking of the limitation, I would like to leave
vou this sheet heeause some of the experts who are going to testify
after I leave, who were previously with the AT agency, might try to
dispute these figures but they have heen eertified. As you may note, I
said foreign aid and assistance. Al of this money is available to finance
commodities ahrond or to do anything else that you do with aid dollars,

Senator Byrp., Does any of that Exim money come back to the
Treasury? ‘

Mr, Passyan, Yest it is a good ageney, we have a substantial profit
init. Iam consistent, Tsupport the Kximbank,

Senator Byrn, So do 1.

My, Passyan, Tt isa good ngeney, certainly it is,

Senator Byup, And T am not clear in my own mind as to whether
the Fximbank tunds should be included as a part. o fo——

Mr, Passaax. T would not know why not. You make it available
to finance exports, It is strietly for financing exports, The bill before
vou is to finance U.S. exports, I expect you heard that all day long,
we need this money so we can finance exports. Lots and lots of dif-
ferent countries are receiving loans out of the Xximbank, On some
of these loans, it is very doubtful we will get any money back.

The Ciamaran, I suspeet that T have found on this list you gave
us, part. of the explanation of what this whole thing is all about.
Somewhere on the thing, T see that there is a list of receipts and re-
covery, This really is good news to me, Item 14, It really is good
news to me, Receipts and recovery from previous programs, $894
million. That is what this bill is to take care of, I suppose. We are
ahout to get something back for $250 billion,

Mr, Passyan, Tf vou get it back, they will use it in the program.
They want, to take everything that has been sent out in the way of
foreign aid and they say, “Do not let. that money come back to the
’lfrou.;wuzv, give it to us and let us give it away for you again.” It is that
simple, '

The Criamyax. T have suspected for years that all of these soft
loans—50 years with no intevest or 1 percent—have been peddled out
as loans heeause the Congress refuses to give the money away an
longer, We are going to have to make the American Congress thinz
that this money might come back into the United States some day. Do -
not. worry, it will never come back. You will never really have to pay -
it back. That being the case, I suppose that when it comes time for
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some of these things actually to come back, the stage is set to come in
and let us make sure that nothing ever does come back. So we would
like to have your authority, if anything does come back to the Treas-
ul'{ to give it back.

Mr. Passatax. Would you tolerate a little decent levity ? I have been
Chairman of this committee for 19 years and you have some wonder-
ful people who work with the A1D with big titles but by their actual
background they could not qualify to be a member of a country bank
capitalized at $50,000, yet they become overnight international
bankers. You understand there has never been but two bankers aplpear
before my committee in 19 years, vet they sit up there and they have
the right to allocate millions of dollars for the areas,

Senator Haxsun, I did say I had no questions, but I am impelled to
make this observation, It seems to me that this &)ro posal before us
today might be likened to a proposal that we add the ORO programs
to all of the other welfare programs, and I would just observe that if
these deficits are not important, if spending is not important, I cannot
see why the President would find any justification for impounding
funds. I thought the objective of that was to try to bring this budget
more nearly m balance in order that we might nccomlﬁish some of
the things you fought so ardently for in the Iouse and others in the
Senate have fought for, and would you not agree that it seems difficult,
it does for me at least, I would like your observation, if it is important
to impound funds, what justification can there be for spending this $3.
billion in order to accomplish what by direction, it seems to me, the
Congress has said they want very little more of !

Mr, Passyax, Let us let the readers arrive at their own conclusion
and enjoy a good laugh. Foreign aid is a sacred cow, There has never
heen until 2 years ago, and I pushed them so hard, any reductions made
in foreign aid by the Office of Management and Budget, Whatever
they go to OME with, and former aid people listening know I am
telling vou the truth, they got the full bucket of blood. There has
never been a dime anvwhere on the face of the earth impounded for
a foreign aid project but there has heen a lot of projects down in my
congressional distriet. impounded. What actually happens? You go
out and cook up a foreign aid program in July, you fund it in August
and you are making disbursements the following year, If there are
projects for my district, it takes 11 years and 9 months to get a flood
control project approved from the time you start until you get the
first funding. Tf it is a million dollars project we come up here just
on hended knees and plead for $100,000, You do not know if you will
get another dime and vou get one slice and we have to hound the
Congress for 10 or 12 years to get the money to complete the project.
There are 7 in mv district now that funds have been impounded. You
find me one foreign aid projeet whore the funds have been impounded
ond T will give voumv seat in the TTonse. :

T would assume at some point in time this new fund would try to
bypass the appropriations process, They are trving to get out from
our control and not let us know anvthing about it. If the people need
~an additional 83 billion. let them make their recommendations throngh

~ the hilateral program. Let it be handled by the development loan fund

in AID and increase their category to finance these loans. The fund is

there. the monev is there, why pnt another complieated program on
top of another one ? ‘
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Senator Byrp. Congressman Pagsman, may I ask you another? I just
want to clarify. You said Export-Import Bank regular operations?

Mr. Passman. That is a normal operation. There are actually three
suctions of it. And I would defend all of it, even the concessional'l)('
section, where you have lower credit criteria, The Export-Import Ban
is under very good management and you do have the three different
operations, long-term, regular operation, concessional operations,
Now, to break them out, how much has been spent out of each, I do not
have it and I cannot keep up with all of it.

Senator Byrp, I want to get the understanding of the term as yoy
used it, regular operation,

One final question. Your note at the bottom says total appropriation
requests for maintenance of value amounts to $2.2 billion, ?s that figure
included in the $18 billion?

My, Passman, Yes; it isseattered throughout,

Senator BByrn, Seattered through, but you add it as a note?

My, Passyman. Yes; I want you to know the total because this $2.250
million is frightening, it is disillusioning, it is shocking, and ridiculous.
To think we entered into agreements where we let these nations take
our money with no provisions for a dime of it ever to come back to the
.8, Treasury, That is had enough. But to come along later and say
that we are going to have to give you %2.250 million so those dollars
we previously gave you would buy as much as they bought at the time
we gave them to you, if that is the way to run a show then I ought to
check out.

The Cinamestan, 1 have got to ask one question. It may be embarras-
ging but I have to ask it,

My, Passmax. T have not heen embarrassed for vears,

The Cuamyan, One of the staff members said that that man makes
an impressive statement, Senator, but I eannot understand this, With
that man chairman of the subcommittee over there, how in the world
did they ever manage to spend $250 million on this program?

Mr, Passman. I would like to answer that question, if I may. I
want to be very deliberate because the record is on my side. The end
justified the means, I have never voted for one dime of foreign aid
authorization, consistently T voted against the authorization. It is a
new coneept in foreign policy and I think by any fair evaluation
we are on the minus side and not on the plus side of foreign nid. Of
course, the people profit by it, the giveaway }zeop]o and paid lobby-
ists, they have to make a living and they make pretty good enses if
you do not know the other side of the coin, I say with humility that
my committee supports me. Since I have chaired that committee we
have reduced the budget requests by $14 billion. Qur annual redue-
tion is almost an average of $1 billion, So by riding herd on this pro-
gram, keeping it before the public and before the Congress and mak-
ing these people in the bilateral seetion justify the requests, we have
been able to cut. the bill, Under the rules of the House I must either de-
fend and vote for the bill T bring out or T must step aside. One year I
refused to handle the bill because one of our great chairmen died,
after wo marked up the bill, we had a new chairman, He said he
wanted me to call the committee back and put some money back in,
T went back and presided and put the money back but I would not
handle the bill on the floor. The end justifies the means, I think I'have
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done a fair job, Mr. Chairman, controlling these exﬁenditures, stay-
ing on top of it, and knowing their schemes by which they try to by- -
pass the Congress, and unfortunately, sometimes t;h‘e{l succeed.

Finally, at the expense of being repetitious, I say without equivoca-
tion, without mental reservation, you have in the bilateral programs
and you have in the multilateral programs the machinery, the law,
and the money to do exactly what is being reqnested in this legisla-
tion before you. The difference being in the bilateral programs this
money comes back into the U.S. Treasury and we have control over it,
but if you turn it loose, as proposed here, you will have another pro-
gram in which there will be no return to the U.S. Treasury.

I want to thank you, Mr. Chairman, for permitting me to sound
off. I get carried away, I am frightened and frustrated for fear I do
not have the persuassive power maybe to get through to some of my
colleagues in the Senate and in the House, but we must bring this
thing under control or we are going to be in more serious trouble.
We hiave 80 billion U.S, dollars flonting around the world that people
ave running from like they would from a dog with rabies, They do
not want these dollars and T mean some of the underdeveloped na-
tions, they have been dumping them, they have too many, and it is
ridiculous to think yon are going to add to the $80 billion floating
around the world. If you do not think that they are trying to get rid
of these dollars go into some of these countries and try to buy some-
thing. They will tell you to go and exchange it for Japancse yen or
Swiss francs. T have had the experience,

Now, the time has come, to mv wav of thinking, to bring these things
under control, This fund wonld be duplicating what you already have,
They are not asking to cancel out. some other program, this is in addi-
tion to everything else, Passman cannot defeat this bill but T will
guarantee the statistics that T have given voun this afternoon and others
I have coming. can defeat the foreign aid hill,

iMr. Chairman, thank you for letting me appear before your com-
mittee.

The Crrammax. Thank you verv mueh,

Next, we will hear from Mr. Orville T.. Freeman, president of the
Business International Corp.

STATEMENT OF ORVILLE L. FREEMAN, PRESIDENT, BUSINESS
INTERNATIONAL CORP.

My, Frepsan. Mr, Chairman, Senator Byrd, T will be very brief.
This committee has been in session for a good many hours and it is not
through yet. so T will curtail my statements very sharply..

Throughout the testimony and the questioning, there has been a
good bit of attention focused on the balance of trade. The balance

~of trade is an extremely important item. Qur relations around the

world, our prestige, our effectiveness economically are related inti-
matelv to it, and as the dollar strengthens, which T hope it will, it.
will do so only if our balance of trade strengthens as well, Therefore,
I think that every medium, everv action that we can take which will
improve our balance of trade shonld be followed, This bill, in my
judgment, would make such a contribution, _ _
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Starting with Senator IIum})hrey, there have been a number of very
offective itemizations of how this would be done. Let me quickly draw
on my own experience and indicate that I think the fund’s contribu-
tion could be quite substantial.,

In the first place, our trade with the less-developed countries is

highly significant. Until I prepared to come here I did not realize that
our trade with the less-developed countries is roughly equivalent to
our total trade with the lsuropean Economic Community and Japan.
‘That is a mighty good hunk of trade.

But when we look at the countries with the per capita income undor
$20(),l we find a steady decline, and this is 60 percent of the world’s
»eople.
. I\}ow, if our trade is declining with 60 percent of the world’s people
in the low-income groups, witﬁ enormous potential demand, T think
that is » rather sorious prospect—particularly when we see liow our
trade has grown to such dimensions to the more aftluent less-developed
countries in the higher ranks.

I can remember very well testifying repeatedly before the 1Iouse
about agrienlturnl technicul assistance programs. One of the conten-
tionus made was that it did not make much sense for the United States
to give agriculturnl nssistance so that countries like Korea and Taiwan
and a number of others would then be able to produce agriculturally
and to compete with us. I took the position that that would not lmf)-
pen, that in the overall agrieulture development was essentinl to the
growth and progress of those countries and that they would become
strong customers and good buyers, I'f yon take a look and bivak down
that trade record now of $16.3 billinn to the less-developed countries,
why that is where it has come from, And a good bit of that has been
agricultural exports, beeause those countries have gotten to a level
where they could afford to purchase from us,

Again, in the interest of time, I will not go down the line and repeat
the numbers, but on page 7 of my statement it shows the pereentage
increnses and the dollar increnses of our trade with certain less-
developed countries, which were the direct result of the economie
progress of those countries, which again related to the agricultural
assistance which made that possible,

The other point T would like to make, My, Chairman, is this: The
importance and potential of the export development. eredit fund are
underlined by an examination of the possible role of the fund in im-
proving the global agrieultural outlook. I am deeply concerned, as
one who has had a little exposure to agriculture both in this Nation
and globally. at the world situation today. We are more food-short
than we have been for 2 vears, Tt there should he bad weathor any
place around the world. we could be in bad trouble very quickly. This
country has prevented famine around the world sinee the end of World
War II. We could not do very much about it right now, because wo
do not have the stocks to do it, Now, our prospects at the moment look
fairly bullish for good erops worldwide, and I would venture to hazard
a predietion, and this considers weather continuing favorable, that
we will get back into a more comfortable position in a couple of years, .
But it is going to be pretty tight during that period; we are paying
pretty high prices, and we have disrupted our economy and contrib-
uted to our inflation and a number of other things, so it is not a com-
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fortable situation. If the weather favors us, we can get back into a
more comfortable situation.

What worries me, in looking down the road a little more, about
5 years, getting close to the end of this decade, is that unless something
very dramatic takes place, we are going to face a situation with grave
shortages, with potentiat famine, with great world disruption, because
n second factor has come on ‘the world seene so far as consnumption is
concerned. and that is not only the inereasing number of people but
the fact that these people are eating better, That means animal prod-
uets, which are extremely expensive, which chew up a lot of grain,
and which take a lot of land, Europe today in terms of animal prod-
ucts consumption is about where the United States was in 1940, and
with an expanding economy and a higherievel of afluence that demand
is going to grow very strongly. By 1978 or 1079 I would venture to
predict. that the so-called developed world—Canada and the United
States, really, in terms of prime agricultural producers——the developed _
world will no longer be able to afford the 50 million or so tons of grain
that is now going to the less developed world, which means that the
less developed world is going to have to feed itself-and is not going
to he able to get much from us. That means developing tropieal agri-
culture, which our teechnologv can do. T have stood on land around the
world in tropical countries that can produce four, five, six, seven times
ns much as the best. we have in the United States, because they can
produce all the year around in five, six. and seven crops. But that
requires a high level of skill and a major input.

The question ig, Tlow ean we get tropical agrieulture moving in
time to prevent what. could be a very serious development. worldwide?
It would affect the United States adversely in terms of our own food
costs, it wonld affect our relations. it would affect our ability to get ~
many of the resources, minerals, et cetera, that we need from that
part. of the world. Properly administered, the Fund can focus on
agriculture, which is essential to the development of these countries
anywayv. Agriculture is an area in which we have great comparative
advantage. The fertilizers, the pumps, the farm machinery, the
trucks—agriculture draws on all of them. and the availability under
the Jfund could be focused to reach the less developed countries in
tropical areas and carry forward the process that has begun with the
so-called green revolution—which T submit to you is absolutely essen-
tial if we are not going to find ourselves in less than 10 years facing
the very horrendous prospect of massive starvation in certain parts
of the world. -

So T suggest, Mr. Chairman, that on two counts the Export
Development Fund wonld make a major contribution to this country.
TFirst, it would make a contribution to our own balance of trade that
has been outlined here to a great extent. Second, properly admin-
istered, it could contribute to and stimulate the process of getting
trovical agriculture moving in the poorest. less developed countries,

Senator Bynp [now presiding]. Thank you very much.

We are very glad to have you. Governor Freeman. Thank you for
yvour testimony. It was most interesting.

The main aspeet that concerns me—TI am very much worried and I
am in the minority, I might say, about this deficit spending by the
Federal Government. I am very much concerned about spending money

BEST GOPY AVAILABLE
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we do not have and concerned about at this particular time borrowing
money at 9 percent and lending at 3 percent; but, nevertheless, yous
testimony brought out some new points that have not been brought
out today and it is most interesting, and thank you very much.
Mr. Freeman. Thank you, Mr. Chairman.
[The prepared statement of Mr, Freeman follows:]

STATEMENT BY ORVILLE T, FREEMAN.! DPRESIDENT, BUSINESS INTERNATIONAL
CORPORATION

SUMMARY-

The Export Development Credit Fund g an tmportant element in the pro-
posals for u newly structured forelgn assistance program, The United Btates is
losing ground to other developed nations in the supplying of exports to the world's
poorest nations, In many cases the reason for our lagging position is not our
fnability to produce competitively, but our failure to offer goods on terms com-
mensurate with the ability of the poorest nations to pay. These nations need
long-term concessionary financing of their necessary importy, such as the EDCF
would supply.

In contrast with the United States, Furope and Japan have been fiucreasing
their level of concessionnry export financing for the developing countries, and
thetr share of this growing export market has risen as ours has fallen, Other
donor nations have paid much greater attention than the United States to the
development of export markets within the activities of their aid programs.

The EDCHF would spur a significant growth in Ameriean exports to the poorest
nations, erenting tens of thousands of johg at home and holstering our weak
halanee of trade position, At the same time, the goods and services supplied could
serve as a eatalyst for sustained growth in the developing nations,

Experience demonstrates that entry into markets through subsldized financing
can lead to future growth in commercinl markets as the poorer economies de-
velop. Our experience with the PI~480 program in agriculture provides strong
evidence in this regard. In the case of many developing nations, trading patterns
established initially with PL—80 assistance are now paying off in a phenomenal
growth of dollar-producing agricultural exports, :

There i¢ some question as to whether the EDCF's subsidy will line the pockets
of elther U.8, businesses or private Importers in the low-income countries, How-
ever, as I understand the Fund’s operation, the only subsidy would go to the
government of the borrowing country.

An examination of the global agricultural outlook underlines an additional
possible benefit the EDCF could bring, Due to a rapldly rising global demand
for food, a demand fueled both by population growth and rising affluence, it 18
likely that international supplies of important foodstuffs will be more or less
chronfeally tight in the coming decades. This means that less food will be avalil-
able for aid when poor nations are threatened with famine, and that food prices
will he extremely volatile (and generally high) for everyone—tich and poor.

The greatest untapped agricultural potential in the world today lies in the
developing countries—but the development of this potential will require, among
other things, large-scale imports of fertilizers, pesticides, improved seeds, pumps,
marketing technology, construction equipment, farm machinery, ete. The United
States enjoys an international comparative advantage in many of these areas,
and the EDCF could thus play an important. role in inereasing poor country food
production, reducing pressures on global food supplies, and boosting U.8. exporta
of agriculture-related goods and services.

Mr, Chairman, it is a great honor to appear before this distinguished Commit-
tee, testifying on such on important subject,

1 have followed with interest the progress through the Senate Committee on
Foreign Relations and the House Foreign Affairs Committee of the creative new
measures for foreign assistance initiated by a majority of cach of the Committees.
1 find myself both in full sympathy with and in full support of the major aspects
of the proposed changes.

t The views expressed in this testimony are those of the witness, and do not necessaril
represent those of Business Internatioal Corp., or others of its directors, oficers, or staff,
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The reorfentation of foreign ald proper to a concentration on probleni solvin
in those areas which most immediately and directly affect the most distresses
majority in the poor countries is especially welcome, In every developing country
1 have visited—and I have visited most of them—I have been impressed by both
the primitiveness of agriculture and the eagerness of villagers fof improved
ways ; by the prevalence of disease and the terrible toll it takes in human misery
and inability to perform; by the desperate desire of people in the villages and
slums throughout the world for better medical care; and by the enormous waste
of human potential caused by lack of educational training., Concentrating our
assismn,ce efforts on problem solving in these areas is a direct and constructive
approach,

The Export Development Credit Fund needs to be recognized as the comple-
mentary aspect of this major Congressional initiative, It too Is a response to an
inndequacy of past assistance efforts—indeed a continuing inadequacy in the
total array of mutually benefieial economic relations between the United States
ind the poor countries,

As the members of the Committee may be aware, avallable evidence indicates
that the United States is rapidly losing ground to other developed natlons in
supplving goods and services to the world’s poorest nations: those countries with
per capita incomes below $200. In many cises the reason for our lagging position
is not our inability to produce the needed goods at competitive prices, but our
failure to offer the goods on terms commensurate with the ablility of the poorest
nations to pay. Although the Export-Import Bank, which provides credit on only
alightly concessional terms, has provided powerful support for American exports
to those nations with incomes above $200, it-has had little impact on sales to the
lowest-incuine nations., This is proper and necessary under the Bank's statute
and long-established relation to the Congress, which requires it to be fully selt-
supporting and to refrain from lending if there is appreciable iisk of default, The
poorest countries cannot meet thiose terms on a large scale, for they are striving
to develop, and this process entails investing for extended periods of time more
than they can save, and importing more than they can export, In short, they
require not short- or medium-term credit, but long-term financing, such ag has
been avallable under A.1.D. and PL 480. However, neither of those programs any
longer provides the muscle it used to for U.8. exports,

By contrast, Kurope and Japan have continually tnereased their level of con-
cessional export financing for the poorer countries and their share of this market
has grown accordingly. From 1967 to 1071, total assistance and private invest-
ment from the United States to less developed countries increased by 22 percent
while that from other donors doubled. At the same time, U.8. exports to all de-
veloping countries increased by 32 percent while those from other major donors
fnereased by 60 percent to 135 percent, In eleven of the largest of the poorest
countries, imports from the United States actually shrank from $1.7 billion in
1067 to $1.2 billion In 1972 while those from other donors increased from $2.0
billion to $4.3 billion,

These adverse trends are due not only to the greater willingness of other
wealthy countries to provide aid, but to their superior flexibility and greater
attentlon to export development in administering their aid. American aid pro-
grams sprang not from a long-range commercial impulse but from a generous
and forward-looking vision of reconstruction, mutual support, and common de-
velopment. Initially our assistance programs had to fight for supplies, at a time
when U.S. businessmen faced virtually no foreign competition. Buropean and
Japanese assistance programs, on the other hand, have developed as an aspect
of the search for forelgn markets. They were given thelr initial impetus by tlie
Amerlcan typing of ald procurement in 1939, which cut off that source of finan-
cing for thelr investment goods exports. .

The impact of these origing Is still with us, There Is a good clearance hetween
A.LD. and the Ex-ITm Bank in the sense that there is noninterference, but there I8
no positive collaboration. There has been little if any communication hetween the
export promotion staff at Commerce and A.LID, programmers. In the U.8, Govern-

" ment, nssistance problems and trade problems are looked upon as different ; they

are handled hy different people who have little occasion to talk to each other or to
affect each other's work,

This does not appear to be the case in other donor countries, Export market
development appears to be consistently included among the criterfa of selection
for assistance projects. For example, the Germans and Canadians have Inclided
in thelr assistance programs a number of telephone systems, which open up
strong prospects of follow-on sales of components for growth and matntenance,
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The French have pushed TV stations. The British have offered products from
depressed industries—pumps, railway equipment. The French dand Japanese have
on oceasion offered a mix of hard export credit and concessional assistance financé
to ensure a competitive offer for a particularly desirable piece of business. It ha

proved very difficult for the United States to compete on these terms. :

The Export Development Credit Fund is designed to improve the U.S. ability
in this area. The Fund is directed to the poorest countries, where there is the
greatest need for financlal support of long-range export market development
«n appropriate terms. Institutionally, the Advisory Committee will bring together
A.I.D,, Commerce, Agriculture, and Ex-Im Bank for active collaboration on the
conduct of this new business, I was delighted to hear Senator Humphrey
suggest that Commerce chalr that committee, while I consider it fully appro-
priate that A.LD. carry the operational responsibility., I expect there will be
tension between them on how the Fund should be operated. Working through
the policy and operational problems on & joint basis may prove very difficult.
We certainly met such difficulties when the interagency committee ran PI, 480,
But the outside was constructlve then, and I have every confidence it will be
now—leading to a major improvement in the U.S, ability to conduct foreign
assistance with long-run mutual benefit.

Therefore 1 feel that the proposed Export Development Credit Fund would
fill_an important gap in the American forelgn assistance program. This Fund,
if established, wonld permit a significant growth in American exports to the
poor countries. This would mean tens of thousands of new jobs for American
workers, At the same time, the goods and machinery we can supply could serve
as a catalyst for sustained economie growth in many poor nations.

This economic growth, so badly needed in the poor nations, can be viewed
as a worthy goal in itself. HHowever, a generation of experience also indleates
that economic progress in developing nations can lead to a future rapid growth
in exports from the more advanced nations. Thus the economic development
which today’s financed exports can help promote ean provide escalating future
benefits both for the poor countries and for the United States. :

I would also like to point out the proposed Fund’s potential for improving
our long-term balance of trade position. Many feel that our growing trade defleits
constitute the greatest single threat to the welfare of the United States today,
1 do no think we would be wise to pass up the opportunity his proposed Fund
provldfs to bolster our future trading position among such a large number of
countries,

Our eighteen year of experience with Public Law 480, the legislation which
enabled us to export farm products to low income countries on concessional
terms, is instructive in considering this legislation,. That earler legislation had
two important objectiVes: to reduce U.8. farm surpluses and to alleviate hunger

in the recipient countries, helping them buy time with which to modernize their

own agricultural economies. A large number of these countries have been remark-
ably successful, as is evidenced by the pronounced decline in requests for food
aid over the past six or eight years..

An important by-product of PL 480 was the development of dollar markets
for U.S. farm exports as various developing countries acquired a capability for
commercial imports. Fortunately for our balance of payments, U.8, commereial
exports of farm products are soaring, climbing from under $5 billion in 1083
to an estimated $11 billion in fiscal year 1978, ending this month,

Looking only at the less developed countries, our commercial agricultural
exports to them moré than doubled betwene 1965 and 1972, rising from $894
million to $1,848 million. Meanwhile, PI, 480 exports to the developing colntries
have declined somewhat—from $1.32 billfon to $1 billion, Gradual reductfons in
concessional food shipments have been accompanied by a strong growth in com-
}ner{-lnl sntles to many of the nations which benefited importantly from PY 480
n the past, . - ‘

Commercial_agricultural exports to Talwan increased by %81 per cent in the
geven year period, reaching a totnl of nearly $188 million in 1972, Similarly, our
commercial farm exports to the Republic of Korea rose by 648 per cent, bringing
in about $159 million in 1972, while our commercial farin exports to- Mexico
increased by 212 per cent, topping $181 million in 1972. In these countries and
others, the trading patterns established initially with the help of PI 480 assist- -
ance are now paying off in a phenomenal growth of dollar-producing agricultural
exports, Countries which became accustomed to using U.8. farm products when

they were available under concessional terms have continued to use them as .
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they have switched to commercial purchases, Previously established working
relationships with U.S, exporters have facilitated continuing purchases of U.8,
farm products, .

In a sense, the proposed Export Development Credit Fund would be a PY, 480
program for industrial production, paralleling our very successful program for
agricultural production. In effect, what is being proposed in this legislation is a
program to develop concessional markets for U.S. industrial exports in markets
where we are losing out to other industrial exporters. Those countries where
incomes are helow $200 contain a majority of the world's people. Someday they
will constitute a large and lucrative market for our exports, a8 do a number of
the richer developing countries today. If we can establish ourselves as suppliers
during their early stages of economic development, then we will have an oppor-
tunity to remain as suppliers in the future when markets will be far more
lucrative than they are today.

If we are to ensure the participation of American producers in the future
growth of the developing countries, we must act now to build the healthy trading
relationships that are needed. Business experience indicates that export potential
will be maximized through long-term buyer familiarity with American produets,
and American producer familiarity with the particular needs of the buying
country, The soft-term financing which would be provided by the proposed Export
Development Credit Fund would be an important step in the right direction,

Mr. Chalrman, I am sure the members of this Committee share with me a con-
cern that the U.8, Government not give an unwarranted subsidy to American
business. Would the operations of the Fund do so? Who would get the subsidy—
that is, the 4 percent difference between the (say 3 percent the Fund might
charge for its eredits and the (say) 7 percent it costs the Fund to borrow from
the American publie? Would this wind up in the hands of American business?
Or would it wind up in the pockets of private importers in the lowest-income
countries? The answer, as I envision the Fund’s operations, is that nelther of
these two groups would get the subsidy. Rather, it would go to the government
of the borrowing country. In some cases, the U.S, export may be for a government
project. In others, the government may make the foreign exchange it borrowed
from the Fund available to its importers in return for local currency. Thus fromf

-the point of view of both the importer who pays his money (local currency) into

his central bank (government loan proceeds account) and of the exporter who
gets his money (dollars) from the Export Development Credit Fund this would .
be an ordinary commercial transaction providing no price or credit advantage to
either. The advantage to both would be that without the Export Development
Credit Fund financing, the country could not afford it at all, -

Therefore I think the Fund need not and would not give any subsidy to any
private persons at home or abroad. Instead it would merely correct a deficlency
in the current export picture by letting U.S, exporters compete with others on
financing terms.

Both the importance and the potential of the Export Development Credit Fund
are underlined hy an examination of the possible role of the Fund in improving
the global agricultural outlook. This is an avea in which I have a special interest.

This year, while acting to meet the threat of famine in parts of Aftica and
Indix; we have seen world reserve stocks of wheat sink to their lowest level in
more than two decades, The Director-General of the Food and Agriculture Orga-
nization of the United Nations, Dr. A. I1. Boerma, has noted that the world 18
currently just one bad harvest away from widespread famine and critical short-
ages of foodstuffs, Fortunately, the outlook for this season’s crops is good in many
crucial areas of the world and, outside of portions of sub-Saharvan Afrlca, star-
vation may be largely avolded,

But while keeping our fingers crossed during the coming year, we need to look
forward to the next deeade and beyond. In my opinion, the world food outlook is
not a bright one, It seems very likely that global food reserves will not soon be
rebuilt to the rather consistently high levels of the 1030s and 1860s. The capaclty
of food donor countries, including the United States, to aid countries which are
having difficulty meeting their own food needs will be severely diminished, S8uch
a new situation i likely because global demand for many important food éom-
modities may rise considerably faster than our ability to expau(l supplies in the
coming years,

Skyrocketing food prices in our own supermarkets have recently made man
Americans aware for the first time of the inexorable logic of supply and demand.
The news media have correctly pointed to several factors, including poor harvests
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in Asia and the Soviet Unlon, the disappearance of the anchoveta off the coast of
P’eru, and bad weather in the United States, ns contributing to the current short
supply of {mportdint food commodities. It is my feeling, however, that these
short-term factors may be diverting our attention from some more fundamental
longer term trends which are altering the dimensions of the world food situation.

Throughout human history, population growth has accounted for nearly all the
growing demands which were made on the earth's food-producing c¢apaelty, Dur-
Ing the seventies rapid population growth continues to generate demand for
more food, but in addition we are now witnessing the emergence of rising affu-
ence as 1 major new clatmant on world food resources. Historieally there was
only one important source of growth in world demand for food, but now there
are two,

At the global level, population growth is still the dominant source of growth
in demand for food. Expanding at neavly 2 percent per year, it will double tn a
little more than a generation, Merely maintaining current per capita consump.
tion levels will therefore require a doubling of food output over the next
generation,

Rixing afluence 19 being translated into a rapldly growing demmnd for food
resources in the northern tier of industrinl countries—beginning with Ireland and
Grent Britain In the West aud including Seandinavia, Western Furope, Eastern
Furope, the Soviet Unfon, and Japan—which are more or less where the United
States wax in terms of itx economic advancement and dletary habits in 1940. As
Incomes continue to rixe In this group of countrier, which containg some two-
thirds of a billion people, a sizable share of the income {nvestments is belng con-
verted into demand for livestock produets, particularly beef, These countries—
many densely populated (such as the Western European countries and Japan)
or suffering from n seareity of fresh water (as In the Soviet Unlon)—lack the
eapaclty to satisfy the growth in demand for Hvestock products entirely from
indigenous resonrces, The rexult s growing imports of Mvestock products, or of
feedgrains and soybeans with which to expand indigenous livestoek production.

From both continuing population growth and spreading affluence, then, we can
expect pressures on the world’s food resources to continue inereasing rapidly.
I believe that it will be very difficult to meet these rising pressures adequately
within the world’s present pattern of food production. International stocks of
important grains are likely to remain at a dangerously low level, Most of the
roughly 50 million neres of cropland in the United States which were tdled under
farm programs through much of the sixties, and which In a very real sense have
served as the world's food safety valve, are likely to be hrought back into near.
permanent production,

I do not mean to imply that surplus production might not occur at some point
in the future. For example, T would not be surprised if two or three years from
now, we were temporarly buck in a commercial grain surplus position. For this
reason, I feel we need to preserve the system of tloor prices in the United States
which has been so successsful for the last decnde in protecting our farmers from
sudden, drastie price falls beyond thelr owiu control. But if world economic and
population growth continue at recent rates for the next five years, I would esti-
mate that by 1080 at the latest, the developed world will be consutaing virtually
all the food it can produce. There will be lttle left for the poorer countries. ‘

If this situation comes about, developing countries will have nowhere to turn
to for food ald when bad weather, Insects, or a disease outbreak sharply diminish
or even destroy a year's crop—or if population growth greatly outstrips tndige-
nous producing capacities. Global food scarcity may force us to tighten our belts,
but in the poor countries it could require forfeiture of life itself.

This grave danger underscores the need for promoting agricultural develop.
ment In the developing countries with a special urgency. The world's greatest
reservolr of unexploited food potentinl is in the developing countries, Tropical
agricultural in particular presents enormous potential in the decades ahead.
Rice yields per acre in Indla and Nigerfa are only one-third those of Japan, and
corn ylelds in Thafland and Brazil are less than one-third those of the United
States. In these countries and many others, dramatic increases in food supply
are possible if farmers are given the necessnry economic incentives, agricultural
inputs, and technical know-how. The United States has proven its ability to play
a valuable role in aiding agricultural development abroad, and we should take
even fuller advantage of our expertise in this domain.

The Export Development Credit Fund could pay an extremely important role in
this eruclal area. The United States has many of the tools and skills needed by
many poor nations as they modernize their agricultural sectors, The proposed

.
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Fund would finance U.8. exports of fertilizers, pesticldes, improved seeds, pumps,

marketing technology, construction equipment, farm machinery, and other such

- agriculture-related goods and services, Fortunately, the United States enjoys
an international comparative advantage in many of these areas. By subsidizing
exports of the goods and services necessary for agricultural progress, the Fund's
activities would nicely complement the stepped-up agricultural assistance efforts

" called for in this year's aid legisiation. Both the United States (through in-
creased exports) and the poor countries (through greater food production)
wgt‘nl;lt ibeneﬂt greatly from this aspect of the Export Development Credit Fund’s
activities.

If the food-producing capacities of many important developing countries do
not increase substantially within the next deeade, there are also likely to be
many unfortunate consequences for the United States. A growing worldwide in-
crease in demand relative to supply will tend to drive food prices upward, not
only in international markets, but also at home. 1f we should try to isolate our.
selves from world scarcity, the situation could arise wherein famine and misery
might take a growing toll in many poor countries while we in the United States
consumed a disproportionately large share of the world's food production—
clearly an unpalatable alternative, A policy of igolation on the food front might
nlso seriously jeopardize many crucial foreign supplies of non-food resources,
Including energy and key raw materials, Yet if we should have to share food
scarcity with the rest of the world, our own standard of living would suffer.
Clearly, therefore, it i< in the self-Interest of the United States to aid the develop-
ment of agriculture in the developing world.

1 would like to close by adding a hote at this point on the possible relation of
normal bank export credit to this new Fund. I can see great advantage for the
United States in involving both of these forms of credit in a tandem relationship
in the same transaction. A.LD. has not encouraged bank participation in com-
modity financing other than on a short-term, commercial-paper basis, To do so
would lave meant usthg ALD, funds to pay for U.R bank Interest in addition
to paying for the commodities, when the country itself could huve extended the
same eredit to the mporter. While this is true, it has discouraged Amerfean banks
from developing in the poorest countries the hranches, the trade connections, the
knowledge of commereinl risks that they have developed o well in many less poor
conntries where they so actively support U8, exports,

A parallel growth of banking services In support of trade In the poorest coun-
tries I8 possible with the support of the Ixport Development Credit Fund, If
within an Export Development Credit Fund line of credit to a country a U.8,
exporter arranges for two- or three- or five-year financing of a shipment of equip.
ment or trucks on terms hetter than the importer could get at home, the Export
Development Credit Fund could, by prior agreement, pay the dollars to the U8,
bank when andas the importer meets his obligations by depositing local currency
into the central bank loan proceeds acconnt of the government, The exporter
would be better able to compete, The importer would have a preferred deal. The
country would have what amounts to an automatic refluancing of an export eredit
onto concessional terms, and the Export Development Credit Fund would bear
no rixk until it had to make the deferred payment, The U.S. bank thuy would
become established in the market, able to earry on in full support of American
trade when development had proceeded to the point where concessional credit
no longer would be needed, I hope the Advisory Committee and A.LD. wil] seri-
ously examine the possibility of supporting with the xport Development Credit
Fund the development of private finaucial support for trade with the poorest
countries.

Senator Bynrn. The next witness is Mr. James P, Grant, president,
Overseas Development Council, Welcome, Mr. Grant.

STATEMENT OF JAMES P. GRANT, PRESIDENT, OVERSEAS
DEVELOPMENT COUNCIL

My, Graxr, Thank you. Mr. Chairman, 1 appreciate this oppor-
tunity to respond to the request of the committee for comments on the
proposed export development credit fund, I have a rather lengthy
statement here, and it has been a long day, so with your permission *
would like to submit the statement for the record.
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Senator Byrn. Yes, that will be published in full in the record.

Mr. GraxTt. Thank you. The statement is fairly long because ever
since this proposal surfaced last spring, I and some of my colleagues
at the Overseas Development Council have been doing a good deal of
investigation on it, and in my statement I discuss 13 questions which 1
belicve are of concern to this committee,

The first is, where is the line between export credits and develop-
ment loans? The second is, would the availability of credit on softer
terms actually increase U.S. exports? The third is, would the fund.
create U.S, jobs? ‘The fourth, would the fund’s credits be an unwar-
ranted subsidy of U.S. or foreign business? Fifth, would creating the
fund mean moving in the direction of tying aid and, therefore, counter
to desirable trends in aid-giving? Sixth. would fund credits be repaid,
and would they ease or add to the financial problems of poot countries
already saddled with a heavy debt burden? Seven, what about the use
of American ships? Eight, which countries should be eligible? Ninth,
what countries should be excluded? Tenth, why should the fund pro-
vide credit as low as 3-percent interest when interest rates are so much
higher in this country ! Iileventh, will the fund contribute to infla-
tionary ;i)l'vssurcs in the United States? Twelfth, would fund-financed
exports help development while promoting U.S. export objectives—
the question that Senator Roth was discussing—and, finally, who
should run the program?

If I may, I would like to comment very briefly on three of the

uestions that have been before the committee today. The first is, given
the devalnation, do we continue to néed this kind of a device? Second,
can we afford it—the question, Mr. Chairman, that you just raised-—
and, third, should the action on the bill be postponed pending further

information from the exccutive branch?

On the first question, does the need remain, I think it is worth not-
ing, as Senator Humphrey said this morning, that by 1980 we need
to increase our exports from roughly $50 billion last year to over $100
billion worth, if we are going to be earning the kind of receipts we
need to pay for the increased oil and other imports we need. This is
not. going to be easy. This is why we need an agency like the Eximbank.

Second, the devaluations, while they do make it easier for the United
States to sell in these markets, only meet part of the problem. It is
interesting to note that in the more affluent developing countries, our
exports increased by some $5 billion over the last 5 years, while to the
60 percent who live in the poorest countries our exports actually
dropped over the past 5_years, while the exports of other countries
went up very substantially. .

And when one examines what is the. principal difference hetween
our exports to the more affluent developing countries and to the poor-
est, one finds that the U.S. credit mechanisms are available and have
been for the more affluent countries ; the Eximbank has done a tremen-
dous job in increasing our exports to the more wealthy developing
countries. Last year, in 1972, they made more than $2.5 billion worth
of credits available to advance exports.

Unfortunately, for the 60 percent of the people who live in the poor-
est countries, Exim does not lend to these countries in any substantial
amounts, beeause these countries are so poor they are not credit worthy
for the kind of hard terms that Exim lends on, Thus, Exim last year
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advanced only $116 million to that market of 1 billion people—roughly
one-twentieth of the amount they did for the much smaller group of
more afiluent developing countries. It is that hole that that export
development credit fund is designed to fill.

It is quite ironic, Mr. Chairman, that we now have a situation where
the U.S. Government has mechanisms for promoting U.S, investment
in the poorest countries, for example, the Overseas Private Invest-
ment Corp.’s investment gnarantee program, which enables American
capital to go abroad and build factories there. But there is no com-

arable mechanism to finance the goods of American factories made
in this country to go to those same countries, I think this explains in
part why the labor unions in the United States have joined business
in supporting this proposal—because they see this as a mechanism that
will increase jobs here and our exports.

Then there is the question of can the United States afford it? Several
times the comment has been made todav that this program would be
at. no additional-cost to the taxpayer, This has led to a certain amount
of raised eyebrows, and I think properly so, but I think it is worth
amplifying what is meant by that. The concept here is to help develop-
ing countries in effect have aceess to horrowings in our money markets,
with the T8, Government borrowing at the going rate of interest and:
then loaning at the 3 pereent, with repayments coming back in due
course and being applied to repay the borrowings,

There is obviously a subsidy element involved here—the difference
between the 3 pereent and whatever the rate of borrowing is.

I do believe it is worth emphasizing that the monevs that will be
used to cover this subsidy are moneys which historieally the Appro-
priations Committees of the Senate and the Tlouse have appropriated
for use as foreign aid. In other words, the use of loan repayments to
cover these subsidy requirements will result in a deduction in the
amount of money that is available for forcign aid, It is in this sense
that one can quite properly say this is not an additional cost to the
taxpaver and, in fact, it is a way of getting $3 or $4 for the buck where
the U.S. taxpayer formerly only got. $1. In this sense, I think it should
have great appeal-for those of us who are concerned with getting the
most return on the taxpayers’ investment,

On the second question—what is the impact of this on inflation? I
think it is worth remembering that these funds do not have to be shent
in any given year, that if money mavkets are extremely tight, this form
of fund can ease up on its borrowings. The amount itself is relatively
modest in a trillion dollar economy, but the presence of the Treasury ..
on the advisory committee, T think, gives some assurance of prudence
in managing this.

Senator Byrn. T do not see your justification for that statement.

Mr, Graxt, Well, sir—

Senator Byrn. Your Treasury Department has advocated these tre-
mendous deficits. The budgets that have come to the Congress have
come recommending tremendous deficits. Where do you see the pru-
dence of the Treasury Department?

Mr. Graxnt. Well,'sir. in this case there can be some management of
when the borrowings take place. They do not have to be done at a par-
ticular time, and the goods that the fund itself will finance obviously
will reflect, can reflect the searcity situation in this country. It would
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make very little sense for this fund to make major credits to a very
poor country to buy goods that are already in very scarce supply in
this country. ,

Senator Byrp. The Treasury Department and the proponents can-
not even agree as to whether the purpose of the bill is to help U.S. busi-
ness or to help the poorer nations.

Mr, Granr. It is, I believe, as Secretary Casey said, a bill whose pur- -
pose is to do both, If the fund finances & nuclear powerplant for Paki-
stan, enabling American electrical companies to get the bid rather
than a German or English company, it helps American exporters, and
it helps developin§ countries, too. ,

Senator Byrp. Let me ask Iyou this question. But before doing so,
I want to say frankly, that I am more deeply concerned about this
matter of deficit financing than the majority of the people in the Con-
gress, and I may be wrong about it. but anyway, it is my view. L

Does not something have to ¥ive on our financial problems, can
we continue to go into more and more new programs of a spending
nature, can we continue to subsidize business, as you are suggesting the
one purpose of this would be, we have got to stop somewhere, we have
to get our own financial house in order, the dollar has deteriorated all
over the world in value, is it not, T think you will agree about that,

Mr. Grant. I agree.

Senator Byrp. And will you agree about. that? Its deterioration, a
major fact in its deterioration, if not the major fact, are these con-
tinued smashing Governments deficits that we are running,

Mr. GranTt. T would add to that, Mr. Chairman, that one reason
whv our dollar is deteriorating is that it appears to foreign countries
that we have lost our ability to compete on foreign markets. This pro-
gram here is designed to help 10.S. business and labor be more com-
petitive on the one major market in the world in which as of this mo-
ment we are not competitive.

Senator Byrp. I think the intention is good and I like the intention
of it, but what impresses me is how are we going to get our financial,
put our financial house in order, if it is important to do so, and many
people think it is not important to do so. T happen to think it is, Tow
are we going to put our financial house in order unless we are willing
sometime, somewhere to say we are going to have to stop going into new
programs or we are going to have to reduce other programs if we are
going into these ? U'ntil we do one or the other our condition is going
to continue to deteriovate. .

Mr. GranT, Mr, Chairman, T share your concerns, but obviously I
am not competent at this point to go into the total picture. What T can
say is that this particular proposal, if enacted, in 1974 and 1975, will
not increase the burden on the American taxpayer. The bill that Con-
gressman Passman was talking about, that has passed the House, hae
already reauthovized for use in the development aid program all re-
ceipts from these prior lonng, so as now scheduled, they are going to
he used for foreign aid. What this new proposal says is, let us use
part of those proceeds that are already earmarked for uso as foreign
aid to help cover the interest differential so we can go out on the mar~

ketplace and help American exporters sell $700 million worth more -

noods annually to these poorest countries than we have been able to
in the past. N ‘
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There is a letter that was submitted by General Electric Co., to the
House Foreign Affairs Committee—they may have already submitted
one here, too—in which they point out that the availab ity of this
kind of ﬁnancing would make it possible for American electrical com-
panies, over & 5-year period, to bid on another $4-billion worth of busi-
ness that the present mechanism does not permit. I think it is very
important to remember that if this program were enacted it would not
require the taxpayers in 1974 or 1975 to pay any more than the amount

€ already authorized by the House, which ?ms completed its action on the
authorization, or the amount authorized in the rest of this bill, S. 2336.

Senator Byrp. Well, it has already been testified that the 'i‘rea'sm'y
would have to go out in the market and borrow $3 billion and the in-
terest rate is now 9 percent.

Mr. GraNT. Yes, sir,

Senator Byrp. There is no indication that it is coming down and
certainly it is not coming down unless we are able to do something
about the Government’s own fiscal situation.

Mr. GranT. Yes, sir. I do not mean to imply that there is not going
to be borrowing. but the cost to the American taxpayer here is the
difference between the cost of the borrowing and what is returned from

.overseas.

Senator Byrp. You are assuming it will be repaid, which I do not.
I am not certainn that I agree with that assumption. That is the intent
of it, I know. _

r. GRANT. It is worth noting on that, Mr. Chairman, that we have
in recent years been getting several hundred million dollars a year in
loan repayments from loans which people 10 or 15 years ago doubted
very much would be repaid, but they are being repaid. And as Secre-
tary Hennessey testified, we have had virtually no outright defaults;
there have been some countries in situations where the loan repayments
have been rescheduled, but basically, these repayments are coming in,

Senator Byrp. Congressman Passman has inserted in the record
figures showing that we already without this legislation, will be spend-
ing $18 billion in the current budget for foreign aid and assistance and
it seems to me, No. 1, that is way too much in my judgment, that should
be sharply reduced. If you can sharply reduce that and in place of it
go to the program that you suggest, that would have a good bit of
appeal, but the trouble is that will not be done. o

r. GranT. Mr. Chairman, I happen to be a private citizen testify-
ing, so I cannot quite make those manipulations. I would say this,

w . It i important to remember that the $18 billion that Congress Passman
was talking about includes Export-Import Bank money, includes mili-
tary sales, and that our real dilemma is—I share your concern that
some of that money is inappropriately allocated—but our real prob-
lem is, we have a market of a billion people who occupy half the globe
and who control a tremendous amount of natural resources. Not only
has the United States in the last 5 years dramatically lost its share of
that market, but the actual volume of our exports has dropped.

Now, what are we going to do about it is a_country? To me, sitting

~here as a private citizen looking at this problem, seeing what a good
job Ex-Tm has been able to do with its type of credit in promoting
U.S. exports. it scems quite obvious that we need something comparable
for the poorer developing countries. Now, if under its provisions

%
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Ex-Im cannot lend to these countries because they cannot take the 6
or 7 percent interest rate that Iix-Im Bank has to— o

Senator Bynp. So we ask the American people to do that?

Mr, GraxT. So we ask the American people to cover the interest
differential in order to make sales over a long time. Now, it is inter-
esting that the hardheaded Japanese, Germans, English, French—
who are not known to be giving things away—have gieatly expanded
their 3-percent money, 25-vear money, 58-ycar grace money to these
countries over the last 5 or 6 vears. This is a-major reason why the
have been able to increase their exports so very sharply and why U.S.
goods such as heavy clectrical equipment have dropped precipitously.
We do not have a credit mechanism to meet the competition, and it
is for this reason that I really think we have a very rare consensus
outside of Government—the principal labor unions are supporting this,
the principal major business organizations are supporting this, and
there has been a good deal of favorable press commentary, There was
an editorial in the Journal of Commerce on August 6, which with your
permission. T would like to insert in the record.

Senator Byrn. Yes.

Mr. Graxt. The editorial discusses the fact that this committee was
going to be considering this fund early in September and expresses the
wope that this committee would advance its forward movement rather
than kil it.

Senator Byrn. Yos. we will be glad to have you insert that in the
record, You made a very interesting and appealing presentation, Mr,
Girant. T regret that T am influenced a great deal by the condition of
the Ifederal Treasury, which T am deeply alarmed about. Except for
that, vour testimony is most appealing.

I want to thank vou on behalf of the committee for being heren

[The article referred to and the prepared statement of Mr. Grant

{ollow :]
[From the Journal of Commerce, and Commercinl, Aug. 6, 1073)
Tut EDCF ar Bay?

It has been clear for nearly a decade that foreign aid has lost much of the

support it enjoyed in those carly postwar vears when the United States sought to
lead a shattered world out of the wilderness created by the 1939-45 war. No
candidate for political office wins votez by promising more of it. No president
enjoys writing hiz annual message to Congress on the subject. And few of the
recipients scom to appreeiate for long just what the Americans are sending their
way.
Small wonder. Americans have discovered they have problems of their own.
and that Watergate is only onc of them. A nation which has been running a
balance of payments defieit for over a generation, which has glutted the world
with a currency it has had to devalue twice in as many vears, and then seen it
further devalued by floats of other currencies, can hardly feel as free as it did ih
1945-55 to ladle out its wenlth as though from a bottomless larder.

Still and all, even the bitterest critics of past foreign aid programs seem to
recognize the necessity for them, as witness the fact that on July 26 the House
passed a $2.8 billion bill authorizing foreign economic assistance for flscal year
1074-75 and foreign military assistance through next June 30. What was surpris-
ing, howover, was that while the measure squeaked through by a margin of only
three votes, & key provision providing for an Export Development Credit Fund
was defeated 240-137. This fact is throught-provoking, to say the least.

* * * * * * *
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That U.S. foreign aid programs enjoy any congressional support at all is
attributable in good part to the knowledge that practically all other industrialized
countries are now engaged in such programs and find it to their advantage to do
80, But it is also acknowledged in this country that the older forms of give-aways
whether in the form of goods or serviecs, now serve only a limited purpose an
that this nation’s whole approach to such programs is in need of restructuring.

The Export Development Credit Fund was supposed to provide just that. It
was not an administration proposal, but it eventually drew administration s?-
port because it promised to serve a dual purpose. On one hand, it would offer
American help to the developing nations that need it most. On the other, it would
help promote American exports to these arcas, very much like the tie-in provisos
of some earlier programs..

The main thrust of the EDCF would be to provide lesser developed countries
with low-interest credits for the purchase of U.S. exports, Authorized to operate
for five years at a level of about $1 billion per year, the fund would be financed
by public debt authority. The fund would borrow money in the private market
at prevailing rates and make up the difference between these rates and its lower
lending rates with receipts from past development loans, Credits would be made
available primarily to countries with a per capita GNP of less than $375 per year,
with special attention to those having less than $200 annually, This means the
really poor.

* * * * * * T ox

There are certainly grounds for objections to an idea such as this. One is the
artifice of pledging receipts of past credit operations for supEort of the fund—a
device that smacks of the sale of kmrticiputi(m certificates, the operations of the
highway trust fund and the like, We have never had much use for these methods
of committing spending outside the normal budget processes, and we don’t now,

Perhaps it was this thought Rep. Donald M, Fraser, a Minnesota Democrat,
had in mind when he termed it a sort of “soft-loan credit device.”” The idea is not
unprecedented, It has been implemented for years by such praiseworthy institu-
tions as the International Development Asxciation, an affilinte of the World
Bank. But opponents of the prog)usnl envisaged, smong other things, a soft-loan
window at the l-)xporl.—lmgmrt Bank which would cheerfully dole out big loans
without any expectation of repayment.

Granted that there are always risks in soft-loan nperations, we find it difficult
to take these particular objeetions to the EDCT proposals seriously, The subject
at hand, after all, is not sound banking practice; it is foreign aid. So long as this
country distributed its largesse via direct grants-in-aid there was no rigk at all.
There was never any expectation that the funds so distributed would be returned.
Consequently there were no grounds for grieving when they weren't,

* * * * * * *

Under EDCF there would be at least a fair chance of it, as the experience of
IDA and the United Nations Development Fund has demonstrated. And while
EDCF was being tested, exporters in this country would be getting some business,
the national balance of payments would be given some added help, and the poorer
nations would be given it, too.

Both the House Foreign Affairs and the Scnate Foreign Relations Committees
seemed to recognize this for they passed the EDCF proposal by overwhelming
margins, Still, there is something to be said for the com )l]aints aired“on the floor
of the House to the effect that it appeared loosely worded in some respects and
vaguely oriented in others, In any event a case can be made for those who argue
that it needs a little more thought, particularly as it might involve stipulations
as to who is to administer such a fund and how,

Fortunately, there is still a chance that the fund proposal may be revived (and
hopefully improved upon) in the Senate. In that chamber the Foreign Relations
Committee has arranged that the matter be referred to the Finance Committee.
Its fate, as pointed out in a Washington dispatch to this newspaper from Richard
Lawrence last week, is problematical. We regret that this is so. It scems to us
that this promisin% move toward a necessary restructuring of the Nation’s foreign
aid programs should have made more progress than it has,
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‘PPREPARED STATEMENT OF JAMES ', GRANT' PRESIDENT, OVERSEAS DEVELOPMENT

CouNcIL

SUMMARY

The Humphrey/Aiken proposals contalned in S. 23335, of which the U.8. Export
Development Credit Fund is an fmportant part, stem from a recognition of the
increasingly complex relationship evolving between the United States and the
developing countries—a relationship that encompasses many.common concerns
in addition to aid (such as trade and monetary affairs, private investment, en-
ergy, environment, oceans, narcotics) and that is making these countries more and
more important to our own well-being.

The Export Development Credit Fund would make credits available to finance
U.S. exports primarily to the poorest developing countries, those with per cap-
fta GND below $200 a year.

While 1.8, exports to the developing countries as a whole totalled over $16 bil-
lion in 1972 and are growing, our exports to the poorest countries, a market of
over one billion people, aside from China, and actually falling-—uniike exports to
those same countries from Kurope, Japan, und other industrinlized countries.

What we do export to the poorest countries with per capital income below $200
a yeur Is mostly financed by the A.ID. and P.1. 480 prograins, with only a little
over $100 million from Export-Import Bank (which in 1972 provided over $2.5
billion in loans and guarantees under harder terms to the more advanced develop-
ing countries), A major factor behind our poor performance In these markets is
1 shortage of financing on appropriate terms. The Fund is designed to provide
that financing but a number of questions remain,

1, The line between export credit and development finance {s not always clear,
hut what is clear is that credits extended for exports to the poorest countries must
have a substantial concessional component, which is not now avatlable for Ameri-
can exporters,

The Fund, in filling this gap, wowld differ from the present development loan
program by financing goods which not only contribute to development but have
export expansion potentinl and are not likely to affect U.8. employment ad-
versly; by operating less obtrusively (not suggesting projects or policles, but
merely screening requests for financing) and with fewer personnel ; and by focus-
Ing exclusively on the poorest countries,

2, The avallability of credit on softer termns would increase U.S. exports, be-
cause (a) it would be unlikely to displace existing financing, (b) the lack of
financing on competitive terms is a major obstacle, and (c) given the poorest
countries' need for development-orlented imports, which far exceeds their present
abllity to pay and the amount of suitable credit avaflable, together with the dol-
lar devaluations, an increase in the kind of credit the Fund wonld provide would
result in a corresponding increase in imports from the United States,

3. The Fund would create an estimated 350,000-60,000 U.8. jobs in the short
run, assuming the usual regulations to assure actual production in the United
States.

The Fund would have to prevent long-range adverse effects on U8, employment
which are unlikely to occur since (a) production costs in the poorest countries (as

_opposed to more advanced developing countries) generally are high, (b) the Fund

could take steps to assure that its funds were not used to enable other countries
to erode U.S. markets, for example, by not finnncing factory equipment when it
appears the resulting production will compete in U.S, markets, (¢) the advisory
committee, to which the Secretary of Labor should be added, would ensure cou-
tinuing sensitivity to U.S. employment problems. .

In the long run, the development of these countries, to which the Fund will
contribute, will make them growing future markets for U.S. exports,

4, 'I'he Fund's credits would not be an unwarranted subsidy of U.8. or forelgn
husiness, The concessional terms would benefit the people of the importing coun-
try, through their government. not U.8, or forelgn businessmon,

3. The Fund's ereation would not mean moving toward more tied aid, since the
Fund's credits are not intended to be aid, but finaneing for export promotion,
and wonld in any case not affect bilateral ald admninistered by A.LD. (which is
already largely tied).

JRSRREAR

1 f'he views oxpressed in this statement are those of the Individual, and do not necesearily
n-pﬁ_«xcnt those of the Overseas Development Council. or others of itx directors, officers, or
stafl.
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6. Fund credits would be repald and would ease, rather than add to, the
external debt problem of these countries. Developing countries can and do repay
their loans from the U.8. The Fund's credits would be commensurate with thefr
ability to repay and would be used for development purposes; the Fund should
:lelp stll;engthen their econoniies so that they would more than be able to repay

tu eredits,

7. The bill should permit the Fund to pay the difference between U.8, ships
nnd other cheaper ships, so that the mandatory use of American bottoms for 50
percent of Fund-financed goods would not prevent U.S. exports from being non.
competitive because of high shipping costs.

K, The Fund should finance exports primarily to countries with per capita
GNTI* under $200 a year (since that {8 where the need and opportunity are
greatest ), but should take aceount of all relevant tactors, including ability to
pay, poverty, and the need for concessional credit to support U.8. exports,

1. Many countries, for example the Soviet Union and Eastern and Western
Lurope, do not fall within the Fundg' eligibility requirements; the House version
of the foreign ald bill would prohibit funding for North Vietnam without further
Congressional approval; and the advisory committee would assure that Fund
operations were in the best interests of the U.S. .

10. 'The Fund's Interest rates should be as low ax 3 percent, despite current
high interest rates In thix country, because the Fund’s purposes are important to
the well-being of the United States, and the Fund can‘t work at all unless it can

© extend credits at low interest rates for long periods. In any event, the low rates

wonld apply only to dollar repayments by governments, while the foreign busi-
nesxes would have to pay loeal currency for the lmports elther in cash or at
generally far higher interest rates than prevail in the U.S.

i1. The Fund would not contribute in inflation in the U.S. because it would
help stabllize domestic prices by helping us earn the foreign exchange needed to
finance our imports, It i o small as to be de minimiz with regpect to the entire
economy, and it could be managed so as to give priority to credits for goods
for which domestic demand is slack or where production can be expanded readily.

12, Fund tinanced exports would help development while promoting U.8. ex-
port objectives, Even though all importa are not necessarily gnod for development,
there I8 no inevitable conflict among the Fund’s various purposes, The eligible
countries are a very large market, the variety of U.8, goods and services they
need for development is great, and the Fund {8 comparatively very small.

T'he Fund should finance only those development-oriented exports which also
nre ilkely to lead to expanded marketg and take account of U.8. employment
necds. These may not alwapys be optimum from a development point of view:
however, care would be required to prevent low-utility exports from being
finnneed, and the Fund might also need to verify that the policies of the fmport.
ing country were such that the Fund-financed exports had a reasonable chance of
being congtructively used.

The advisory committee should be valuable in helping the Fund deal with these
varled considerations. bringing to bear U.S. government experience in such
fields as export promotion, overseas development, domestic employment, ete.

13. The main poticy-making body for the Fund should be the advisory com-
mittee, which would reflect the Fund's multl-purpose nature.

‘I'he bill leaves designation of the operational entity to the President, subject
to dinlogue betweenthe Executive and the Congress.

in) If the ageney chalring the advisory committee is export-oriented, the
implementation agency should be development oriented, or vice versa.

(M) A new agency to run the Fund (as opposed to an existing agency lke
A.LD. or Ex-Im Bank) would increase overhead costs and cause confusions,
while losing the experience of existing agenecy personnel.

(¢) Both Ex-Im and A.LD, have advantages over the other, and it would be
reasonable to designate either.

(1) Ex-Im has more experience in export promotion working with business,
A.LD, has more experience in develonment and with poor country governments,
as well ng extensive commodity financing experience, )

(1) Ex-Tm does more financing than A.LD. in countries with annual per
cantta incomes over $200, and there would be henefit from close Fund/Ex-Im
relntionship there. But A.LD. does much more business than Fx-Im in the pri-
mary Fund targpt countries with nnder $200 a year per capita incomes,
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(iif) Ex-Im conveys the export image, which {8 better with U.8. Lusiness
and the public. A.ILD. has a development image, which is better with the poor
countries as well as with the Europeans and Japanese, :

The Humphrey/Alken proposals, of which the Fund is an important part, -
warrant and are attracting the support of important segments of the American
public, They should help “get America back on a true course in our relations with
developing countries.”

Mr. Chairman sand Members of the Committee: I appreciate the opportunity to
appear before this Committee to comment on the 1.8, Export Development Credit
Fund. In my opinion, the proposals introduced in the Senate on June 20 by Sena-
tor Humphrey for himself and Senator Aiken, and previously in the House by a
bipartisan majority of the House Forelgn Affairs Committee, and of which the
proposed Fund is an important component, are among the most far-reaching and
important of any broadly supported Congressional initiative over the past 25
years with respect to our interests in the developing countries of Asia, Latin
America, and Africa.

The chunges proposed stein 1rom a recognition of the fact that our relations
with the developing countries are no longer as simple as they once were. In
place of a one-dimensional relationship of aid-giver and aid-recelver is a more
complex interaction across a broad front of common interests in the flields of
aid, trade and monetary affairs, private investment, energy, environment, use
of the oceans, control of narcotics, and numerous other concerns, As a resulf,
in place of a velationship of dependency is one of interdependence between the
United States and the developing world—it is becoming clearer every day that
we can no longer afford to overlook the importance of the poor countries to our
own welfare. And because this {ncreasing interdependence has been accompanied
by a lessening of cold war tenstons, In vlace of an overriding concern for our
own security in our dealings with the developing countries there is a growing
concern for our own economic and social well-being. The stake is no longer
simply peace, but prosperity as well.

The bill reported by the Senate Foreign Relations Committee reflects these
facts in a number of ways—by attempting to coordinate more effectively the
variety of U.S. activities which affect the development of the poor countries,
by adopting a more relaxed style of bilateral development nid which is less
concerned with influencing governments to follow our political lead and more
with using our aid to solve developmment problems affecting the welfare of the
poor majority, and by building broader trade relations with the very poorest
countries through an Export Development Credit Fund designed to bring more
U.8, goods and services within their financial reach.

The Export Development Credit Fund would make credits available for fi-
nancing U.S, exports having a developmental value primarily to those countries
with per capita GNP below $200 a year. The Fund could mean a major break-
through for American exports to a potentially substantial market and should
also prove useful to the lowest-income countries. Quite apart from China, the
United States in recent years has increasingly neglected the future market
potential of the poorest billion people liviag elsewhere in the developing world—
and the need for more American goods and services to advance their develop-
ment. The Fund can help to correct this negleet by providing finaneing which is
competitive with that of other industrial natfons and which also increases the
amount of suitable financing available for our exports—creating markets for
the immediate future and for follow-on orders, as well as helping build stronger
economies that can develop into better customers for U.S8. goods over the long
run, -

U.8. exports to less developed countries as a whole totalled over $16 billion
in 1972—nearly the same as our combined exports to Japan and the recently
enlarged European Community (including the U.K.). These exports have been
growing at-about 10 per cent a year over the past few years. Yet several facts
emerge from the statistics on U.S. exports to those developing countries with
the very lowest annual income—below $200 per capita—in the tables in Annex
A derived from the material released by the members of the House at their
press conference on the House version of the Humphrey/Alken bill:

First, total U.S. exports to the lowest-income category of developing coun-
tries are not expanding, but actually decreasing. With over 60 per cent of
the population of the poor countries, this category now takes only 10 pe
cent of our exports to developing countries. )
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Second, other rich countries are expanding their exports to these lowest-
income countries along with expanding their ald to these countries,

Third, American exports to these countries are heavily dependent on
U.S. Government credits, which are not increasing to these countries.

Fourth, very little of the financing for the lowest-income countries, only
slightly over $100 million in 1972, comes from the Kxport-Import Bank—
most comes from A.LD, and P.L. 480, which are decreasing. This contrasts
sharply with the financing pattern for our rapidly growing exports to the
much less populous, more advanced developing countries, for which the
slightly concessional Export-Import Bank terms are suftable and where Ex-
il(;}' 2loans and medium-term guarantees have increased to over $2.5 billion in

(&,

Many U.S. exporters believe that a major factor behind our poor perform.
ance in these markets is the shortage of financing available on sufficiently con-
cessional terms. Hence the idea of a Fund to make credits available to these
markets at more attractive terms appears sound. Nevertheless, a number of
questions about the proposed Fund need to be answered.

1. Where 1 the line between erport credits and development loans? There is

no easy answer to this question, other than the intention of the lender. It i8
clear, however, that large-scale export promotion to the lowest-income countries
requires a substantial concessional component which is not presently available
for American exporters,

There Is a modest subsidy component in Ix-Im loans, which are usually at a
rate lower than that at which the Bank borrows on the market, with the interest
differential being made up from income available to the Bank. There obviously
is a large concessional clement in the typical IDA loan, and a still large but
somewhat smaller element in A.I.D.S concessional loans, which are on harder
terms than IDA’s.

In the United States, Ex-Im loans to developing countries have increasingly
begun to resemble development finance as the Bank has extended repayment
periods and followed flexible rules. For instance, direct loans by Ex-Im in FY
1070 for conventional electrical equipment had maturities ranging from 514
years to 16, with a median of about 10. At the same time, A.ID. development
financing has begun increasingly to incorporate elements from export credits,
shifting from untied to tied procurement, from largely grants to mostly loans,
and from highly concessional loans to credits on inereasingly hard terms. Other
industrial countries—such as Canada, Germany, Japan, and France—ptromote
exports to lowest-income countries not only by using their aid programs specific-
ally to advance their export interests, but by blending a “cocktail” for individual
transactionsg, using their public aid funds in combination with loans on com-
mercial terms, so as in effect to reduce the hardness of commereial credits,
especially the rate of interest.

A recent study’® examining the interaction between development finance and
export credits notes:

“Unlike other uonor countries, the U.S. governinent has sought to maintain
a fairly rigid line between its foreign aid program and the activities of the
xport-Import Bank of the United States. The line is hased less on a clear
distincetion between what the two agencles actually do than on their stated
motivations, What Ex-Im Bank does is labeled expoft credit, because the
mission of that agency is to promote exports, despite the fact that Ex-Im
Bank has been making long-term dlirect loans to developing countries (among
others) for a longer time than any other development finance or national
export credit ageney. What USAID and the World Bank do is called devel-
opment finance, or foreign aid, because here the motivation is to be bankers
of the poor. Yet the loans of these agencies finance exports oo, and, as far as
the World Bank is concerned, often on terms comparable to those of the
national export credit agencies.”

The purpose of the Export Development Credit Fund is to increase U.8. exports
that have o developmental character to the populous lowest-income countties.
At the same time, these credits should help strengthen the ééonomies of these
countries, thus bringing a better life to their people, increasing their ability to
meet their future obligations, and assisting them to become increasingly better
markets for U.S, industry. -

1 “The Bankers of the Rich and the Bankers of the Poor: The Role of Ex;')ort Credit in
Development Finance,” by Nathanlel McKitterick and B, Jenking Middleton, Overseas
Development Council Monograph No. 68 (1972).
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Because of its heavy emphasis on export expansion, the Fund would be quite -

different from the present development loan program. ILike the development
lpan program, it would have to restrict its financing to goods which are llkely
to contribute to the development of the importing country. But unlike develop-
ment lending, it would have to look also at the export expansion potential of
those goods and should also consider the impact of its activities on employment
in the United States. Second, its style of operation would be less intfusive, since
it would not be expected to suggest projects or policies to the importing country,
hut merely to screen requests for financing, Because of its complementary but dif-
fering goals, the Fund could be expected to-make decisions in a somewhat more
businesslike and lass bureaucratic way than is possible with development lending,

_.and with fewer personnel. Third, the Fund would focus exclusively on the poorest

of the developing countries, which are not only thosze where U.8. exports are
dolng so badly, but where the need for the kind of credit the Fund would offer is
greatest,

2, Would the availability of credit on softer terms actually increase U.S8.
ewports? Or might it merely displace existing financing? Nobody can be certain
what will happen in this inexact sclence, but the bulk of the credit used from this
Fund should result in additional exports. We do know that the vast bulk of
financing for the market represented by countries with annual per capita GNPs
under $200 now comes from P.L. 480 and A.LD. loans and grants. Since the
Fund is not intended for financing exports of agricultural surpluses, there should
be no effect on P.I, 480. Since A.LD. loans and grants will be made available
on terms generally better than those of the Fund, and since most of the develop-
ing countries need more rather than less concessional terms, A.LD. financing
should not be displaced unless the U.S. Government chooses—as a matter of
deliberate poliey—to withdraw it and substitute Fund credits. It {a possible that
some of the modest amount loaned each year to the poorest countries by the Ex-
port-Import Bank would be displaced by the Fund, but {f so, it would again be a
matter of deliberate U.8. governmental decision. Given the heavy debt burden
some of the poorest countries earry, it might be good if the softer terms of the
Fund were substituted for the harder terms of the Export-Import Bank: in any
case the amount of exports involved is quite small. There is no way of knowing
whether the also rather small amount of private financing (about $250 million)
might be displaced by Fund credits. To the extent this financing covers sales
from parent companies to subordinates, it probably would not be affected. Like-
wise, exports financed by private equity capital probably would not be affected.
My own guess is that the residue of private loan financing that might be displaced
by the Fund would be very small indeed. --

Is the poor performance of U.S. exports to these markets relative to others
due to uncompetitive financing—or to other causes? Clearly the overvaluation of
the dollar until recently was n contributory factor, but this factor did not prevent
our exports to the more advanced developing countries from rising rapidly. An-
other factor has been that the tied aid of other countries to these lowest-lncow
countries has been rising while ours has been falling. Although we.do not have
comprehensive statisties, there Is a great deal of material in the form of known
cases of bids lost because of lack of competitive financing. U.8. exporters with

whom I have talked in recent months belleve that the lack of suitable financing-

ifs a very important factor in the situation. Many of them point out that exports
are often lost because Americans do not bother to bid—Dbelieving that they can-
not win because of inadequately competitive financing.

Whatever the history and causes of our poor export performance to this cate-
gory of countries, I think there are at least two reasons to expect that more
attractive financing would help. First, if a line of credit were extended by the
Fund to the government of country A for a particular purpose, such as imports
of electrical equipment or heavy construction equipment, that government would
have an incentive to make sure that American exporters were given a fair oppor-
tunity to compete for business, Otherwise, country A would fail to make use of a
valuable resource, and in due coursze the line of credit would be withdrawn. Sec-
ond, and mnuch more critical, once it became known that there was a substantial
line of credit available to country A for imports from the United States, there
would be an incentive for U.S. exporters to pay more attention to that market.
If this were to happen, some dramatic changes probably would take place, U.8.
exporters might be encouraged to send representatives to importing countries or
to arrange, where warranted, for a local representative to ensure that they are

1
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notified of tenders to bid, to secure copies'of specificntions for them, and to repre-.
sent thelir interests in general. These basic preliminary steps can t;e very l:nxp)ro::
tant in increasing U.8. exports on commercial ternis to a particular market on a
long-run basis.

Now that there has been a substantial devaluation of the dollar, and that U.S.
price indices are trending upward at a slower pace than those of our competitors,
there 1s every reason to expect that American goods will be able to compete
on price and quality for these markets, This is precisely the right time for U.8.
Government action to make sure thut U.S. exports ¢can compete on financing
terms as well,

I hope that the ¥und would be administered in such a way as to correct more
than the deficlency in U.S. finaneial competitiveness. It should also aim to help
provide U.S. business with timely information and encouragement to seek sales
in these markets, and {t should analyze other obstacles to U.8. exports and
make appropriate recommendations as to how they can be removed.

But the main point is that, as a general rule, the need of these countries for
development-oriented imports far exceeds both their ability to pay for them
in cash amd the amount of suitable credit currently available to them, This
means that if price and quality are reasonable and there are no extraordinary
obstacles (such as lack of information or inability to obtain proper servieing),
an increase in the kind of concessional credit offered by the Fund will result in
a corresponding fncrease in the level of imports into these foreign-exchange-short
countries,

3. Would the Fund create U.S, jobs? The Export-Import Bank has caleulated
that each additional $12,500 of exports createg one U8, joh, At that rvate, if the
Fund were to stimulate an avernge of three-quarters of a billion dollars of
exports each year, some 30,000-80,000 jobs would be created. The U.8, Depart-
ment of Labor has made similar ealculations.'

Obviously, jobs in this country can be created only if the goods exported are
actually produced in the United States, The Fund would have to be subject to
source. origin, and componentry rules similar to those applied to exports under
AID development lending and Export-Import Bank programs, to make “sure
that the U.S. goods financed by the Fund were American in fact,

The Fund would have to prevent the short-run increase of jobs from Iund-
financed exports from being offset by longer-range adverse effects on U.S. em-
ployment caused by those same exports, There are several reasons why these
adverse effects are unlikely to occur.

First, the Fund would extend credit only to the poorest of the developing
countries. In moxst of these countries the cost of industrial production ave gen-
erally high, despite lower wages than in the industrialized countries, becguse
of factors such as lack of supporting services, high transport costs, production
and transportation delays, poor management, and small markets. Most of these
countries are not, and will not be for many years, in a position to compete with
the United States except on a very selected basis.

Where there is cause for concern that some of the products a country eligible
for Fund credits might produce would be able to compete successfully with
U.S. manufactures—especially in industries which are in trouble in this coun-
try—the Fund would have to take rteps to assure that its funds were not used to
enable other countries to erode U.S. markets. To take the sfmplest case, the
Fund should not finance textile millr, shoe factories, or assembly equipment or
components for TV sets when it appears that the resulting production would
compete in U.S. markets.

The advisory committee set up to help guide the Fund's activities includes
a number of government agencies—Treasury, Commerce, and Agriculture—whose
concerns are primarily domestic and which should be suflicient to make sure
not only that the U.S. economy is not hurt by the Fund's activitles, but that
the mutuality of benefit (to the United States as well as to the importing.
country) is real. In addition, to ensure a continuing concern and sensitivity to
the specific problems of employment in this country, the Secretary of Iabor
should be added to the advisory committee,

In the long run, of course, the Fund would help create future markets for
U.S. exports by supporting the development of the lowest-income countries.
While development may enable countries to become more competitive with the

1 See “Employment and Exports, 1963-72,” Donald P. Eldridge and Norman C. Saunders,
Monthly Labor Revicre, Aug. 1973, pp. 16-27. .
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United States in certain special areas of production, experience has shown that
our exports to poor countries with growing economies expand very rapidly too,
and that these exports tend to be in higher wage-paying sectors—thereby in-
creasing living standards for American workers. 1t bears remembering that
U.S. exports to developing countries have more than doubled in value since
1065 as they have developed, and the United States has consistently maintained:
a trade surplus with them. The way to avold injury to specific U.8. industries
and their workers caused by competition from developing countries as they
develop may be through trade legislation, negotintion, adjustment assistance, or
other means, but it is surely not to refuse our ald and cooperation in order to
try to keep the mfrom developing-——especially those who can hurt us the least and
need our help the most.

4, Would the Fund's credits be an unwarranted subsidy of U.S. or foretgn
busincss? No. Any actual element of subsidy or concesslonality stemming from
low interest or long maturity would benefit the people of the fmporting coun-
try, through their government, not U.8. or foreign businessmen, since most
credits would be extended to governments, though they would make possible
commercial transactions between the traders involved.

One object of the Fund is to make U.8. exports competitive with other indus.
trialized countries in financing terms, But they must still compete on price and
quality with exports from Europe and Japan and any other country whose fi-
nancing is available on comparable terms. In addition, commodities purchased
with credits provided by the Fund would be subject to the price test contained
in Section 604(b) of the Forelgn Assistance Act, which would prohibit any ex-
porter under Fund financing from charging more for his exports than the pre-
vailing market price in the United States. The U.8. exporter would receive no
payment other than the price of the goods, no government susidy, no tax break~-
merely the opportunity of making additional sales because the credit provided
would enable the country to import the U.8. goods,

There are at least three reasons why the concessional terms of the Fund credits
should not be extended to the individual business in the importing country.
First, it would be a breach of the GATT and the Berne Union Agreements, where
the United States and other countries have pledged not to use subsidized credit
terms to compete unfairly with each other. Second, it would mean a real wind-
fall to the foreign business, at U.S. Government expense. And third, it is un-
necessary, since the need of the eligible countries for additional imported goods
is so much greater than the amount of the Fund (an average of only three-quar-
ters of a billion dollars a year) that the availability of Fund dollar credits to the
importing country should generally be incentive enough without offering a finan-
clal lure to the private importer as well,

8. Would creating the Fund mean moving in the direction of tying aid and
threfore counter to desirable trends in aid-piving? The Fund’s credits are not
{ntended to be aid or a substitute for existing aid, but financing for export promo-
tion. The Fund would do for our exports to the lowest-income countries what the
Export-Import Bank does for increasing Amerlican exports to more advanced
countries. As far as bilateral ald administered by A.1D. is concerned, that is
already largely tled, and creating the Fund would do nothing to tie it further,

6. Would Fund credits be repaid, and wonld they ease or add to the finanoial
problems of poor countries already saddled with a heavy debt burden? Of course,
compared with a grant, any loan is hard. As a supporter of development, I hope
that an increasing flow of grant funds will be made available, But it is not rea-
gonable to suppose that all low-income country imports could be financed with
grants. Some must be paid for with cash (the hardest form of import), and some
with commerecial loans and investments. The Fund would add a new dimension
between grants and commercial credits.

The experience with loans to the developing countries over the past 20 years
is that they can and do repay their loans, Occasionally, they need to reschedule
repayments, when the terms of their debt are too hard, But they do not normally -
defanit on loans. Their repayment record has been outstanding. .

Since the Fund's terms would be more commensurate with the poorest coun-
tries' ability to pay, and for goods and services of a developmental character
which would strengthen thelr economies, there should be fewer problems or need
for debt relief than if those credits were not available or were available only on
harder terms. Used productively, Fund credits should help bulld up their econ-
omies so that they would more than be able to repay those credits, ‘
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. 1. What about the use of American ships? The mandatory useé of American
ships tor 50 percent of Fund-financed goods could make U.8. exports much more
expensive than they would otherwise be, To prevent our exports from fion-

) ‘ctgmgtltlve because of high shipping costs. I propose that the bill be amended as
e

ouse bill was to permit the Fund to use aid receipts to pay for the difference
between the cost of U.S. ships and other cheaper ships.

8. Whioh countries should be eligible? The bill provides that countries with
less than $200 per capita annual GNP are to be the main recipients of Fund
credits, but avolds making per capital GNP a rigid test of eligibility for bel
{ncluded in the category of “lowest-income countries.” Although per capita GN
is the best measure we have of poverty, it is not a perfect measure, Nor does it
measure precisely the relative ability of countries to borrow on commercial
terms or to service debt. Finally, it does not measure accurately the countries
where U.8. exports are having particular difficulty. For those reasons, the
record on the legislation should make clear the Congressional intent that the
Fund be administered flexibly to take account of all relevant factors, incladin
ability to pay, poverty, and the need for concessional credit terms to suppo
U.8. exports. The table set forth below makes it clear, however, that the need
and opportunity for the Fund is greatest, though not exclusively, in the category
of countries with per capita incomes below $200 a year:

U.S. Government 1972 ) Total U.S,
commitments (millions) Government
R R TN TR T &

-Free world (millions) (mlmm) e
rigooos RUED R ORE W W 8
to 37500 TI 1 1087 348 315 el 191 11991 32

Note: Population and GNP data from 1972 World Bank Atlas; 1972 commitments data from A1D sec. 657 report; U.S,
export dste from Department of Commerce “Hightights of Foreign Trade.'” port; .3

9. What countries should be excluded? The statutory definition of eligible
countries as both poorest and needing such assistance eliminates the USSR and
the balance of the Soviet bloc along with the rest of Europe. In addition, any
funding for North Vietnam without Congressional approval would be prohibited
by the currnet foreign aid bill as passed by the House, Beyond this, the statutory
advisory committee and the requirement for a detalled semi-annual report to the
Congress provide substantial assurance that Fund operations will be responsible
and in line with the considered best interests of the United States.

10, Why should the Fund provide oredit as low as 8 per cent interest when in-
terest rates are 8o much higher in this country? Incentives in the form of lower
interest rates or tax deductions for interest paid have often been and continue
to be used by the U.S. Government to achieve specific goals. In the case of the
Fund, its purposes could not be accomplished at all if credits were extended at
commercial or near-commercial rates, Most of the goods to be financed by the
Fund simply would not be imported from the United States (on such terms) by
countries without the foreign-exchange-earning capacity to service the kind of
debt burden which commercial terms entail.

In short, if the Fund's purposes are important for the well-being of the United
States and we want it to fulfill them, it must be able te¢ extend credits at low
rates of interest for long periods of time, Otherwise, it simply won't work.

It ‘must be remembered, moreover, that the low rates would apply only to the
dollars to be paid by the government of the importing country to the U.8. Govern-
ment. The foreign businessman would not be getting these low interest rates,
but would be paying local currency for the imported goods and services either in
cash or at generally far higher interest rates than prevail in this country.

11, Will the Fund contribute to inflationary pressures in the United Statest Its
net effect over the long run should be to help stabilize prices in the United States

‘through increasing our capacity to earn the foreign exchange which is required

to finance needed imports. Domestic expenditures, of course, contribute to in-
flationary pressures at times of tight supply, either in the whole economy or in

20-9054—78-——11
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g:rtlcular sectors, such as with grain today. With respect to the former, it should

remembered that the Fund’s expenditures are so small relatively that they
would be almost de minémus with respect to the entire economy. Its potential for
directly contributing to inflationary (ﬁ;essurea in particular fields can be largely
met through giving priority in extending credits to those goods for which domess-
tic demand is relatively slack or which are of a type where production can be
expanded readily to meet increaged demand. The Fund can and should be man.
aged in such a manner as to promote the sdle of those goods which it is in the
U.S. interest to export, .

12, Would Fund-financed exports help development while promoting U.8. ex-
port objectives? Or would the fact that the Fund would need to focus on the
export expansion potential of the goods and services financed, while avoiding the
promotion of industries abroad that would jeopardize U.8. jobs at home, mean
that deve?lopment of the poor countries might get lost in a crush of conflicting

urposes
P This i8 a tough question, and a critical one, for not all imports are necessarily
good for development (nor do all U.8, exports carry with them the opportunity
for expanding markets, nor is it possible to guarantee that every U.8, export
will increase U.S. employment in the long run). The bill provides that the d
may only be used to finance goods that promote development, But it will not be
easy to reconcile the various interests the Fund will have to serve.

The short answer, I believe, is that there I8 no necessary conflict among these

~ purposes—particularly since the eligible countries are a very large market, the
varfety of U.S. goods and services they need for their development is so great,
and the Fund is relatively so small, These facts mean that it should be possible—
with a little effort—for the Fund to finance only those development-oriented
exports swhich also are likely to lead to expanding U.S. export markets and at
the same time take account of the legitimate needs of our own domestic economy,
especially of the American worker, '

This means that the IFund would not alicays be able to finance those goods and
services which might benefit a particular country’s development most, By the
same token, it might sometimes be necessary to refuse to extend credits for
exports that are not likely to contribute to a country’s development, despite
thefr export expansion potential. And it might also be necessary to avoid financ.
ing exports even though they serve the dual purpose of development and export
expansion if, for example, they would strengthen a country’s ability to compete
successfully with a distressed U.8. industry.

Because of the purposes other than development that the Fund must serve,
care would be required in administering the Fund to prevent low-utility-exports
from being financed. I belleve that the Fund should have a flexible commodity
eligibility test, designed to make certain that its exports support development in
the fmporting country. Beyond that, there may be good reagon for the Fund to
verify that the import and investment policies of the importing country are such
that Fund-financed exports to that country have a reasonable prospect of being
constructively used. Such tests should not lessen the Fund's usefulness as a
promoter of U.8. exports, since the range of U.8. goods and services helpful to
development is very broad.

In order to take these varied considerations into account, the advisory com-
mittee established by the proposed bill should prove valuable, for wherever the
President might locate the Fund administratively, the committee would ensure
that the extensive experience accumulated by the U.8, Government {n advancing
U.S. interests in such different flelds as promoting exports, overseas develops
ment, jobs at home, security, et cetera, would be brought to bear on its decisions.
The P.I. 480 Interagency Committee has proved extremely valuable for this
purpose with respect to agricultural commodities.

13. Who should run the program? The legislation recognizes the multipurpose
nature of the Fund hy requiring the President to establish an advisory committee
of representatives of the prineipal U.8. Government agencies concerned angd, as
in the case of the surplus agricultural commodity program under P.I. 480, the
interagency committee should be the principal policy forum. The designation of
the operational entity is left to the discretion of the President, subject to the
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dialogue between the Executive Branch and the Congress obviously contem-
plated by the legislative postponement of the effective start of ¥und operations
until July 1, 1074, and the requirement for the President to submit a detailed
implementation plan tothe Congress by April 15, 1974.

Certain criteria can be suggested for consideration in developing the detailed
implementation plan. These include: -

(a) To best reflect the varied purposes sought to be advanced by the Fund,
{f the {implementation agency is an institution with an essentially export-oriented
background such as Commerce or Ex-Im, then the chairmanship of the advisory
comimittee should be an agency which better reflects other U.8. interests as well,
such as the Department of State. Conversely, if the implementation agency has
had more of a development orlentation, such as A.I.D., the chairmanship might
be in an agency such as Commerce, reflecting the major export interest,

(b) There is much to be said for not creating still another implementation
agency to operate in countries where existing U.8. agencies, notably Ex-Im and
A.LD,, already operate. Not only would the creation of a new agency result In
further overhead costs (either existing agency would require very little addi-
tional personnel) and confusion to businessmen and foreign governments, but
it would not have the advantage of the wealth of experience available in the
personnel of the existing agencles,

(c) It the cholce of the implementation agency is narrowed to Ex-Im and
A.LD. (or its successor), each agency would have certain advantages over the
other. My own conclusions are that it would be reasonable to designate either,
with the agency so designated drawing on the expertise of the other through
the advigory cominittee mechanism and other means. The considerations include:

(1) Jx-Im hag more global experience in the export promotion fleld work-
ing directly with business, A.LD. has more experience working in develop-
ment and with the governments of the poorest countries, as well as extensive
experience in financing U.8. commodities on both a loan and grant basis.
For the reasons of avolding windfall profits to business and problems with
GATT and the Berne Convention, the bulk of the Fund's commitments prob-
ably should be made on n government-to-government basis as are the com-
mitments of other industrinl countries which have been increasing thelr
exports to the poorest countries in recent years.

(i) Ex-Tm currently does more financing than A.LD. with countries in
the over $200 per capita income category, and while A.I.LD. works in all
these countries too, there wovld be many benefits from a close working
relationship between the Fund and Ex-Im in those countries. A.I.D,, how-
ever, does much more husiness than does Ex-Tm in countries in the under
*200 per capita income category that is to be the primary target of the
Fund. With respect to the latter category of countries, in FY 1072 A LD,
financed six times as much U.S, gonds and services as Ex-Im, including a
constdernhly arger mnount on cvedit terms than Ex-Tm, This pattern will
continue in FY 1974 and FY 1975 =ince at least 50 percent of the AI1.D,
funds mnst he spent on a loan basis, and Ex-Im will do relatively little busi-
ness with those governments—such as Pakistan, India, and Ceylon—which
have limited short-term repayment capacity.

(111) Ex-Tm conveys more of the image of the new export emphasls:'

A.LD, has the more traditional development image. The export image is
probably better with U.& business and the public: the development image
s probahly better for the U.8, Government and business working swith the
poorest countries, and to avold European and Japanese charges of unfair
competition,

Finally, Mr. Chairman. T would like to express again my enthusiastic support
for the Congressfonal initlative represented by the Humphrey/Atken bill, of
which the Fund is such an important part. These proposals are a major improve-
ment in substance over present legislation; they warant and are attracting the
gupport of important segments of the U.S, publie. They should do much, to use
the words of Senator Humphrey in introducing the bill, “ . . to get America
back on a true course in our relations with developing countries,”
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ANREX A
TABLE 1.—U.5. FOREIGN TRADE

With the
European With With
economic the less Canada
nity developed and other
and Japan countries countries Total
us. sg orts: A9 a1 .4 "
7.5 8.3 5.2 %!
10.7 1.0 9.3 31
16.8 16.3 16.1 49,
3.3 6.1 4.0 13.4
33 52 82 18
21,6 15,3 18.7 .6
1.6 2.0 -6 ,
2.5 2.0 (1] 2..":
1.2 2.8 B! 4.1
-~4,8 1.0 -2.6 -6, 4

Source: The Annual Report of the Council on International Economic Policy, the White House.
TABLE .—~UNITED STATES SHARE OF THE MARKET IN 11 OF THE POOREST DEVELOPING COUNTRIES!

Imports from United States Imports from ather donors 3
Total f:‘unlr‘y’ ; pe . o
Il ercent of

(mill?:ns) Millions share Millions °ms'l‘}m

1966..... $6, 400 1,672 26.1 , 856 4.6
1967 6,212 sl. 728 21.8 ‘g, 210 44,6
1968 6, 115 1,241 20.3 2,116 4.4
1969 6,194 1,165 18.8 2,978 48.1
1970 6, 851 1,576 23.0 3,376 49,3
1971... 7, 655 1,501 19.6 , 048 52.9
1972, eiiiaiaiacen 47,650 1,192 15.6 4,311 56.4

!india, Pakistan, Bangladesh, Indonesia, Sri Lanka, Nigeria, Tanzania, Zaire, Ethiopie, Bolivia, and Haiti, together
com&fislns 89 percent of the population of the non-Communist countries with per capita GNP below $200,
: b oﬁ:ter? Europe, United Kingdom, Canada, and Japan.
stimate,

Sources: IMF, “‘Direction of Trade,"" 1966~70, and April 1973,
TABLE 111.—CONTEXT OF U.S. EXPORTS

Countries Rich Emergent Poor Poorest
GNP capita, 19701 +-$1,000  $1,000-3500 $500--$200 -$200
Total l;:?:smlatlon (millions)$. 813. 182.6 532,24 1, 94%.2
f which Communis 312.7) (31.0) g 3 871.1)
1970 GNP (biltion) ! . .. $1,706.7 $134.5 156. 5 39,3
f which Communist (512.7 26.7) é:ﬁ 128.7
1972 U.S. exports (billions)2....___. $35.2($29. 4 $6.1(%5.2 $7.0($6.2 $1.6(81. 8,
As percent of importer GNP ____ .- 3.0 5.6 4.6 1.4
As percent of importer trade34__ ... ___.___.__. T 162 25.2 25.6 14.8
U.S. Government, fiscal year 1972 commitments (billions). $L.9 $0.9 $3.2 :l. 3
As percent of calendar year 1972 U.S. exportss......... 5.5 14.2 46.0 1.8
Sources of commitments:
Eximbank loans and medium-term guarantees. 1,840 776 1,840 als
Almmlum‘%mmw assistance).......... 50 50 905 95
Pablic Law 480 . ... ....ooiiiciiiiiiiiiaaee 85 46 490 524

1 IBRD Atlas.

21971 U.S. exporls in brackets.

3 Excluding Communist countries.

4 Excluding areas not covered by IMF statistics.

4 U.S. Government commitments in fiscai year 1972 were only gamally disbursed durin% calendar year 1972, but thnla
table serves as a crude indicator of the degree of relationship between U.S. Government financing commitments a
U.S. experts. The percantage figure is hat overstated since actual disbursements for exports will be fess because
these commitment figures 1ncludo technical services, and actual disbursements frequently fall some degree below the
commitment a

Note.—U.S. exports to the lowest income countries depend heavity on U.S. Government ﬁnanclnf. Most of th:t ﬂmnﬂta

s financer

1s threugh Public Law 480 and AID; very little is by the Export-Import Bank. However, the latter Is the farges!
exports to countries in each of the 3 income groups above the Jowest, -

-
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TABLE IV.—EXPORTS, AID AND PRIVATE FLOWS TO LDO'S—THE U.8. AND OTHER
- INDUBSTRIAL COUNTRIES COMPARED

U.8. exports to less developed countries have expanded during recent years—
by 82.4 percent from 1967 to 1971,* (but as shown in Table II, in 1972 theill)ost
ground in the poorest countries). But other industrial country exports to Cs
grow faster during the same period.?

Percent
United Kingdom 614
France —— - ———— , &
Germany —— 41.0
Canada —— 64,1
Japan 186.4

U.8. official and private resource flows to LDC's increased during the same
period by 22.1 percent.?
But other industrial country aid and investment increased far faster.*

Percent

United KIingAom .o oeccme e e 97. 6
Pranee «oecmceccecccceemc e mm - .- meem 22,0
GEIrMANY e e ——— 67.2
Canada — 178.9
JAPAN o e e --- 168.4
Total DAC other than United States 98.2

TABLE V.—COMPARISON OF RESOURCE FLOWS TO DEVELOPING COUNTRIES WITH EXPORTS TO THEM

U.S. fiscal year .
1971 economic Average 1969-7%
ald commite economic &l
ments as receipts from o
percent of countries
calendar nur ent
1971 0.8, i
° exports to Imports by?

Coul
n

7
y #
68
L‘ g
Keny: §
Zuhe KE] }
Gouners 2
36
7 i
i
10

LS ey
¥ Lt
ot gt

LAID “U.S. Oversess Loans and Grants'’ and Department of Commarce ““Highlights of Exports and 1 "
3 0E0D DA Bhalraarte et rtment of Commarce “Highilghts of Exports and Imports,

1IMF Direction of Trade, October 1072,
3 OECD, 1972 Review, by Chairman of the DAC, "Development Cooperation.”
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TABLE VI.—U.S, EXPORTS AND GOVERNMENT FINANCING TO DEVELOPING COUNTRIES

oNP (per | Phion
Country upﬁg:) (mllllong)

fscal : ,
72 yoar 1072 2 Totsl ,
Y ASTE o IO T ey Yeelons

Nigeria..... ceensenannennnn
UdAN. . cvvvavonanasen
ambodia. ..
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KONya. . cocuovnosaneocsnene
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TABLE VI, —EXPORTS AND GOVERNMENT FINANCING TO DEVELOPING COUNTRIES—Contlnued

porte Publie
Im, tt AID  Law-480
aut! author«  authore
Izod ized ized

Popula- fiscal fiscal fiscal
GNP({)er tion oar 1972 year 1972 year 1972
capita) (millions) (hllllons) (milllon) (million) “(million)

ok
calop:d r

(mllllon) (mlmong

420 9.8 8.5 563.6 3.9 57 6832 1, 242.3
430 20 .9 4.8 2.5 1.7 9.0 74,
woopt 8 Reeweens 68w
Monpl‘io 450 1.3 o6 e »
: c‘s::pmto fo'ﬁu" for ex rts 10 Bangladesh {s not available, 1t Is included in the $183,000,000 for Pakistan.
Table VIl.—FINANCIAL FLOWS UNDER THE EXPORT DEVELOPMENT CREDIT FUND
[1n: mitlions of Dollars| -
Repay-
men
on AID
Payments by EDCF on $2,700,- Pa menls to EOCF by LDC's on SUbsIdy loans
,000 in loans oans over needed made Btlnncg
 loss 10 pemn( resem) ear peﬂod -87 0,000 (col. a8
over3 year perlod fmr) at 3 percent with minus  Dec. 31 w‘nus
iyear) at 7 rrcent S.year grace period col. 3) 1972
Year with 5-yw grace period
_Principal  Interest Total Principal  Interest Total
1 . 2 3 4 H 6
W 1/ TR, Q 54 54 0 23 23 3; 326 29
1975, i aenen g 108 - 108 ! 46 48 6 an 3
3 % 78.vuceceen v 162 62 0 69 69 93 47 3
3 0 89 89 0 81 81 108 43%
: 0 89 89 ? 81 81 108 4
Deeecannen 81 18 80 11 107 522 It
1980, ........ 62 82 44 62 78 40 104 §34 430
. 1981......... 93 76 69 93 75 68 101 6§57 459
108 68 76 108 n 80 96 613 51
108 61 269 08 6 17 2 582 A
108 53 261 03 66 74 87 534 ’4
108 46 254 08 62 - 170 84 5%2 3
08 38 46 08 59 67 9 513 A
08 31 39 08 56 64 5 501 [}
08 23 31 08 53 61 70 493 4
08 16 24 08 50 58 66 486 4
08 08 16 108 54 62 480 Al
108 00 208 108 43 51 57 an 42
08 93 201 108 40 48 53 473 420
08 85 193 108 37 45 48 466 418
03 18 186 08 33 41 45 457 412
08 10 18 08 30 38 40 451 %}
08 63 11 08 21 35 36 440
08 55 63 08 24 32 31 435 404
08 47 56 08 20 28 28 39 3n
08 40 A8 108 17 25 23 390 367
108 32 40 108 14 22 18 383 ggg
108 25 33 108 11 19 14 316
, 2002. 108 17 25 108 17 15 10 369 gﬁ
. 108 10 18 108 4 12 6 352 .
v 2004, eeenen 71 4 81 n 2 7 2 32 320
vecsesses 46 1 47 46 0 48 1 1
3, 2000, caceceae 15 0 15 15 0 15 0 3 8
b 2007 aeneaeen 0 0 0 0 0 0 J
1 Grace period.
$ Not availsble.

Senator Byro, The hearing is adjourned and the committee will re-
cess until 9:15 tomorrow morning, when we will méét in executive

gession.

[Whereupon, at 4:55 p.m., the committee was adjourned, to recon-

vene at 9 :15 a.m., Friday, September 7,1978.]
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INTERNATIONAL CoOUNCIL FOR EDUCATIONAL DEVELOPMENT,
OFrice OF THE CHAIRMAN,
New-¥ork, N.Y., August 16, 1978.
RuosseuL B. Lona,

Chairman, Commiltee on Finance, U.8. Senate, Dirksen Senate Ofice Building,
Washington, D.C.

My DEAR SeNaTOR: In June of this year the members of two Presidential
Advisory Committees on Foreign Assistance Programs met in Washington to
review the status of the inter-connected set of programs in which they have a
'deeg) and continuing interest. - o

During two days of meetings we were briefed by members of the Executive
‘Branch and studied with great care the legialation that had been initiated in the

ouse. As a result of the meeting, we prepared a report which, as one of: the
co-chairmen of that meeting, I wish to officially present to you as part of the
hearin%s you praposed to hold on September 6. }

Specifically, T would like to draw your attention to our endorsement of the
fro sed “Export Development Credit Fund,” an instrument important in
ts; f, but also important as part of a larger strat«}aﬁy for our government.

think I can say that those who endorsed this report are very greatly en-

~ couraged by the Congressional initiatives that put “muscle’” in the U.8. sition

precisély at a time when the rest of the world had become congerne that a
withdrawal of military power in Southeast Asia meant a general withdrawal of
U.8. interest in the poor peoples of the world. :

1 hope you will give our report a careful review because I can assure you it was
prepared with considerable care.

Sincerely yours, -
James A, PERKING,
Enclosure. .

INTERNATIONAL CoUNCIL FOR EpUucaTIONAL DEVELOPMENT, .
OrFrice OF THE CHAIRMAN,

New York, N.Y., July 28, 1978.
President Ricuarp M. Nixon,

The White House, : -
Washington, D.C.

My DEAR MR. PrEsipENT: T enclose a report of importance to your administra- -
tion and to our country. This report involves an integrated set of recommenda~
tions with respect to the posture of the United States toward the poor countries,

1 am told that this report, Frepared by members of two Presidential Advisory
Committees, reflects many if not all of the views which you, members of your
administration, and Congressional leaders have determined are proper components
of wise foreign Rolic{y. o X
We beliave therefore that our report will be both useful and supportive. We
trust you will give our recommendations your personal attention. -
Respectfully, . ‘
’ James A. PERKINS.
Enclosure. : -
[Press releasé, Wednesday, July 28, 1973] .

MEMBERS OF FORMER ApvisorRY GROUPS TO PRESIDENTS JOHNSON AND NixoN
Prorose STers To IMmPROVE WORLD DEVELOPMENT | o

“Bipartisan members of two former Presidential advisory groups on foreign aid
'met informally in Washington recently and expressed concern that internat ow
cooperation is faltering on a subject inoreasingly vital to ‘tha‘w‘ell-,-bein%‘ the
United States and to the health of our fragile glanet-—-the.develo nt of the =
low-Income countries. After noting that just as the United States has been nblg
to achieve imaginative breakthroughs in dealing with the Soviet Unlon %‘ :
China, it should be able to achieve similar advances in relationglﬁ;{g&:zit o g

 strossed tha

Pleiwe oy

poor countries containing & majority of the earth’s people, the grou:
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a fortunate ‘“‘coincidence of circumnstances offers the United States a unl#:’w‘
opportunity to adopt . . . policles . . . which could go far toward restor §
‘the United States to proper partnership with others in the development effort.’” . -
The %roup was composed of members of President Johnson’s General AdviaorAy -
Commiftee on Foreign Assistance Programs which was headed by James A,

Perkins, then President of Cornell University and now Chairma¥ of ‘the Inters - -

national Council for Educational Development, and President Nixon’s Task
Force on International Development chaired by Rudolph Peterson, then President
of the Bank of American and presently Director of the United Nations Develop«
ment Program, The two groups are the most recent Presidential commissions on
United Statea foreign aid programs. . )

The group proposed specific steps in the five following fields which, taken to-
%ether, could change both the image and the reality of American cooperation in

he development of the poor countries on which it increasingly degnds:

(1) Reform of U.S. bilateral development assistance.—As indicated in the press
release following its meeting on June 26, the group unanimously endorsed an ine
novative bilateral development assistance program proposed in both Houses of
Congress and endorsed by the Administration. The bill would focus U.S. aid on
the problems of the poorest majority in low-income countries and would expand
exports of U.S. goods needed by the lowest-income countries. . '

(2) Renewed U.S. support for multilateral development programs~—The group
proposed that the United States should among other things, increase its contribu-
tions to the activities of the International Development Association, the soft
loan window of the World Bank, the United Nations Development Program, and
the Asian Development Bank, The United States should not be the laggard among
the major industrial nations in supporting the growth of those institutions,

(3) Revised trade policies.—U. 8. trade legislation should inc¢lude tariff preferences
for manufactured goods from developing countries. Preferences have been legis«
lated by the European Community and Japan, and have been requested of
Congress by President Nixon in the Trade Reform Act of 1973, The latter also
should include a greatly improved program for assisting workers and firms
advers%llv affected by imports from abroad.

(4) Monetary reform lo bencfit low-income countries.—Without losing sight of
the primary need in the monetary field facing the United States—and all coun-
tries—to secure international arrangements that will make possible the continued
expansion of trade, the U.S. should support the position taken by the poor coun
tries that the Specfa.l Drawing Rights issued by the International Monetary Fund
be distributed in & manner more equitable to the developing countries,

) Indochina reconstruction.—A durable peace in Southeast Asia will require
sizable reconstruction assistance for South Vietnam, Cambodia, Laos, and, when -

. —in compliance with ihe cease-fire agreement, North Vietnam, to be given in ways

that would start a new pattern of cooperation, While the prospects for s settloment
are being clarified and the details negotiated on the ground, significant amotints
of interim aid will be required for South Vietnam, Laos, and Cambodia. '
The group pointed out that these steps could be taken without mazo’r b\idgetsry
outlays additional to those alreadr contemplated by the Administration. It added
that by taking action on the full range of these steps, the United States could
trigger actions that could not only significantly improve prospects for world
development, but could also promote the international cooperation needed by
all countries—rich and poor—as the world grows more interde eng:nt. L
Members of the two advisory groups who subscribed to the findings of the
group are listed below and their present positions are listed for purposes of
identification only™ o

Bell, David E., Vice President, Ford Foundation

Black, Eugene, American Express Company

Case, Josephine Youn .

Cooke, Terrence Cardinal :

Ch;rtix::,i Thomas B., Vice President and General Counsel, Encyclopedia Brite

annfca

Foster, ‘iuther H., Fresident, Tuskegee Institute ‘

QGookin, R. Burt, President, H.J. Heinz Company . ) ST
ruenther, Alfred M., General, U.8. Army ( etirecﬂi; S
aas, Walter A., Chairman and Chief Executive Officer, Levi Strauss . .~

Harrar, J. George, Rockefeller Foundation , ‘ } R

Hesburgh, Thepdore, President, University of Notre Dame’ .

Hewitt, William A. rman, Deere and Co.

Hewlett, William K., President, Hewlett-Packard Co.
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Linowitz, 8ol, Coudert Brothers
n, Edward 8., Professor Emeritus, Harvard University :

urphy, ¥Franklin D., Chairman of the Board, Times-Mirror Co. .
erking, James A. Chief Executive Officer and Chairman of the Board, Inter
national Council for Educational Development i

Peterson, Rudolph, Administrator, U.N. Development Program £

Ro‘ckefelier, David, Chairman of the Board, Chase Manhattan Bank

‘Wood, Robert J., General, U.S. Army (Retired)

e U.8, CooreraTioN With THE DrveELoriNG COUNTRIES IN THE Mip-1970's

(Recommeiidations of "Members of the Peoterson and Pérking Committees
. Reassembled)

Sensing that development cooperation is in jeopardy today, we members of

the two most recent Presidential advisory committees on foreign assistance (the

Peterson and Perkins Committees) convened an informal meeting in Washington

on June-25-and 26 to review the situation and explore how we might be of assistance

to the President, tho Congress, and the public ienerally. The group is composed

of members of President Johnson’s General Advisory. Committee on Foreign i
Assistance Programs, which was headed by James A, Perkins, then President of .
Cornell University and now Chairman of the International Council for Eduoa~

tional Development, and Presidont Nixon’s Task Force on International Develop. = - .
‘ment, chaired by Rudolph Potorson, then President of the Bank of America and ‘
presently Director of the United Nations Development Program. )

At the conclusion of our meeting on June 26, we indicated through a press

- release- our approval of the innovative bilateral development assistance  program -

recontly proposod in both Houses of Congress and endorsed by the Administra-

tion, Our general consensus on the broader sweep of issues with respect to the
~.developing countries is set forth in the attached report. We came to two principal
.conclusions. First, that at a time when Amecrica’s need for the cooperation and

resourcos of the doveloping countries is growing, the United States by its recent

actions has indicated less intorest in them and their needs, a situation which

they senso increasingly. Second, a coincidence of circumstances offers the United

States a unique opportunity to adopt in the coming year a combination of policies

‘with respect to trade, monetary matters, investment, and development assistance

which could go far toward restoring the United States to proper partnership of
responsible leadership with others in the development effort from which it has

gradually, but clearly, withdrawn over the past decade. The additional direct

bu(zigetary cost above that now contemplated by the Administration would be

modest.

Bell, David E.; Case, Josephine Youné; Cooke, Terrence Cardinal

e . {represented by James Norris); Curtis, Thomas B.; Foster,
Luther H.; Haas, Walter A.; Hesburgh, Theodore; Linowitz,
Sol; Mason, Edward 8.; Perking, James A.; Peterson, Rudolph;
Wood, Robert J.

The following members of the Perkins and Peterson Committees were not
able to be present at the meeting in Washington but wish to associate themselves
with the general thrust of the recommendations:

o

Brack, EvugENE,
Gookin, R. Burr,
GRUENTHER, ALFRED M.,
HARRAR, J, GEORGE,

———— Hewirr, WiLLiam A,

) HEewLeETT, WILLIAM f{.,
MureHY, FRANKLIN D,
ROCKEFELLER, Davip,

DeveLopMENT COOPERATION IN THE Mip-1970's

THE NEW ERA

While the United States has dramatically improved its reiations with China and
the U.S.S.R. since the report to President Nixon of his Task Force on International
Development in 1970, no such progress has marked its relationships with Asis,

PO $
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Africa and Latin America. Yet many of this country’s most pressing natlonns
problems can be solved only through cooperation with other countries-—rich and .
poor. Secretary Brezhnev’s visit may serve to remind us that a nation able'to -

achieve imaginative breakthroughs in dealing with the Soviet Uniori and ‘China -~

should be able to achieve similar advances in relationships with the poor countries
of the world containing-a majority of the earth’s people. o
The welcome winding down of the cold war has removed a major argument -

accepted by many for development cooperation, New arguments for cooperation
relevant to the changed circumstances of the 1970s have not yet been widely K
accepted. In large part as a consequence, the United States bilateral assistance
effort has declined significantly. The United States alone among the major in- -
dustrial nations resists & major expansion of multilateral ald and now imiposes
substantially more barriers to the manufactured products of the poor countries
han to those of the more advanced. Once a world leader in helping the poor
countries it now ranks twelfth in the share of national wealth devoted to t

urpose:- -

P uring this same c&emd of preoccupation with Vietnam and with'\ﬁuccessfully
building bridges to China and the Soviet Union, the position of the United States
in the world has changed. New problems and opportunities are beginning to -
emerge: the improvement in our environment, a successful attack on inflation,
the conservation of resources, the expansion of trade, the resolution of the energy
shortage—all require cooperative solutions in both rich and poor countries,.In
certain areas the resources and cooperation of low income countries may be
decisive. The United States is neither so rich nor so powerful that it can put aside.
the friendship of any country. And friendships are made before they are needed,
We may well find that collaboration in economic and social matters may provide
the sense of international community that could increase the prospects for a
peaceful world. - :

NEXT STEP IN DEVELOPMENT COOPERATION

Since 1970 it has become clear that the unprecedented economic growth achieved
by the developing countries over the past decade is not sufficient to meet the
minimum needs of their gopulation as a whole. At the same time it is becoming
apparent that jobs, health services and education need to be broadly available to
lower income groups. These services could also contribute to the growth of motiva-
tion for maintaining smaller families and this, in association with stepped-up
family planning programs, could lead to population stabilization. .

Despite growing awareness of interdependence with the developing world; the
United States finds itself today in a posture of increasing aloofness vis-a-vis the
development problems of the poor countries. This trend can be reversed, and
possibly dramatically so. A turnaround would not reguire massive budgetary
expenditures above those now contemplated by the Administration, but would
require a conscious and comprehensive effort by the United States-to take the -
needs of the low-income countries into account in its national decision making.
In a number of areas in which decisions are imminent, the United States is already
on record in favor of proposals that offer some measure of support for develop~
ment, although in several areas the U.S, position clearly falls short of being respon-
sive to the level of cooperation required. Building on what it is already doing or
on proposals for which it has already voiced some su (Yort the United States c¢an
take a number of modest additional steps which wou colicctively make a signifi-.
cant contribution to ensuring constructive development within these countries
as well as in our relations with them. - :

1, U.S. bilateral development assistance

We unanimously support the Administration-endorsed Congressional iniciative
of the past month to restructure and exPand bilateral mechanisms for working with
the poor countries. It provides a welcomé and unique opportunity to achieve -
objectives set forth in our advisory reports to Presidents Johnson and Nixon and,
most recently, in President Nixon’s State of the World Message on May 3. ’

The proposed legislation would redirect U.S. bilatera] aid so that it is focused on - ;\ ‘

the problems of the poor majority in the developing countries and on enabling
them to participate more effectively in the development process, It would authotize
funding aimed primarily at rural development and food production, population
and health, and education and human resource development. It reduces the Prior«y, :
ity under bilateral development aid for large-scale capital transfers for infra<.
structure and large industrial ﬁlants, and supports and gives legislative fornj to
the problem-solving approach that the United States has ploneered in areas such as

——
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diseasé control, food grain production, and population planning. In these respeots;
it is & legislative embodiment of a ﬁrofoun shift which has recently taken place
in the methods considered most likely to produce the greatest development
benefits in the poor countries. -

It should be clearly understood that a shift in emggasis toward social and

al ct touch with sensitive

internal affairs that require sensitive handling and long-run attention. We firmly
support the government's new priorities which will require patience and under-
standing by all %x:lrties concerned. It should also be clearly understood that new
emphasis on technical assistance for high-priority problems does not invalidate
the importance of the developmer:t of infrastructure that is always a necessary
part of any internal development. It is our view that U.S, bilateral assistance,
should give higher priority to technical assistance, leaving the international and
regional agencies and banks to give the highest ci)riorit,y to capital transfers for
internal development. We are aware of, but we did not examine, the need for a
hard look at the administrative arrangements and structures, national, regional
and international that are necessary to carry out this new posture and policles,

The second main feature of the new legislation, the proposed United States
Export Development Credit Fund, is designed to increase the flow of American
goods and services of a developmental character by close to $1 billion annually,
and on concessional terms which the poorest countries can afford. It would impose
relatively little additional burden on the United States’ budget, being funded
primarily through public borrowings, with reflows from prior aid loans which are
now earmarked primarily for reloanln{; to developing countries being used to
cover the interest subsidy. This proposal for linking American productive capacit
with the more than one billion people in the poorest countries could benefit bot
the United States and the purcbasin%‘ countries through concessional sales of -
industrial goods in much the saine way that the Food for Peace Program (P, L. 480)
has done and continues to do for agricultural commodities, and the Export-
iImpoﬂ; lzaink does for American industrial exports to the more advanced develop-
ng countries. :

2. Multilateral development assistance

The United States should resume its traditional role of supporting the expansion
of international institutions in the development field as rapidly as it can. Given
the willingness of other countries to do their fair share, this could be achieved at
& modest additional cost.

For the past four years, the U.S. contribution to the United Nations Develop-
ment Program has stabilized at about $86 million a year. In the meantime during
these four years the contributions of our European and Canadian friends have
gone up 52 percent. A U.S. contribution in the order of, say, $110 million next
Yleﬁli) v{,ould be acclaimed as a sign of renewed U.S. confidence in the work of the

Most industrial countries are supporting an expansion of the IDA to about
$1.6 billion a year. The United States has been s1§>portin}; a much lower figure,
closer to $1.2 billion, as well as a reduction of the U.S, share from 40% to one-third.
It is important that the United States support the same $1.6 billion figure that
has been agreed to by the other developed countries. The current insistence of
the United States on reducing its share to one-third would generally be regarded
b{ most developing countries as a matter between the United States and the
other industrial countries. - --

A speocial effort should be made to secure Congressional appropriation of the
initial U.S. contribution of $100 million for the soft loan window of the Asian
Development Bank—a contribution to be made over three years which the Con-
gress has already authorized. This failure to honor a_United States undertaking
in the development field is not only impairing the U.S. image generally but is
serlously weakening the capacity of the Asian Development Bank to play its
proper leadership role in Southeast Asia in the post-Vietnam war era. .

inally, the United States should make at least a modest contribution, sa
$30 million over a three-year period, to the comparable fund of the African Devel-
opment Bank. The amount is not large, but would be evidence of our. willingness
to join in cooperative efforts in which African nations have taken the lead. . .

8. Trade :
The Congress should enact the preferences provisions for manufactured ﬁooda

from developing countries, perhaps in strengthened form, which President ixon.
has requested from the Congress under the Trade Reform Act of 1073, It should
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also enact a greatl{ strengthened pro for assisting those workers and firms
adversely affeoted by increased trade between the developing countries and the-

. United States. Preferences have taken on a symboli¢ value for the developl&g'

countries far beyond their impact on trade, and adjustment assistance is ine
dispensable if the preferences and the trade system generally are to meet the
needs of poorer countries to earn their own way. :
The greatest need of the low-income countries is for rapidly expanding trade
with the industrial nations, and U.S, trade, aid, investment, and monetary policies
should reflect this priority. Excluding major oil exsporters, developing countries
have increased their exports from approximately $28 billion in 1960 to $47 billion
in 1970, but need to increase exports at a more rapid rate in the 1970s—espeoially
manufacturers, which need to increase from some $7 billion in 1970 to an estimated
$30 billion in 1980, with United States importing 40 per cent or more, If the
Congress enaots the legislation as suggested above, the United States will be
able to refer not only to its expanded trade with developing countries, but also
to the fact that it currently imports nearly half of developing country manu-
factures, compared with roughly half that amount taken by the Huropeans
(even though their GNP is more than two-thirds that of the United States).

4. Monetary

In the international monetary field the ma";)r need facing the United States—
and all countries—has been to secure with other countries international arrange-
ments that will make continued expansion of trade possible. It is highly desirable,
however, to solve this problem in a way that will meot, the urgent needs of others
and those of the United States simultaneously. It should be possible to meet U.E.
needs and at the same time distribute Special Drawing Rights (SDRs?eof the
International Monetary Fund in a way that will benefit developing countries more.
The poor countries have assigned an importance to the redistribution of 8

" that 18 now second only to their insistence on trade preferences. The cost wou d

be modest, and the United States would gain both from increased exports to 6 6
poor countries and from a better working of the world monetary system. SDR
reallocation, like trade preferences, offers the United States, as well as other
developed countries, a way of responding to strongly felt needs of the LDCs
without assuming a significant burden on its own economy.

6. Indochina reconsiruction

While we recognize the existing uncertainties, economio assistance for all
Indochina countries is clearly indispensable if there is to be a successful imple~
mentation of the Indochina settlement. Over the next several years sizable
reconstruction assistance will be required for South Vietnam, Cambodia, Laos
and, most probably, North Vietnam. In addition significant amounts of interim
aid will be required for South Vietnam, Laos, and Cambodia while the prospeots
for a settlement are clarified and the details negotiated. )

Furthermore, a unic‘ue aspect of Indochina today is that all major powers—
United States, the Soviet Union, China, Japan, and the European Community—
have a common interest in removing the threat of prolonged turmoll in Indochina,
which would interfere with their more important interests elsewhere. Were all the
major powers to undertake, by 1975, a major cooperative effort over many yean
to rehabilitate Indochina, this could mark not only a closing phase of the col
war, but a starting point for a new pattern of cooperation. .

In providing assistance, the United States should seek to do so in ways that
would provide aid to all countries in the region and that would involve to the
maximum degree possible, the participation of other countries and of regional and
international financial institutions. This course would not only reduce the financial
burden on the United States and increase the aid available to the Indochina
countries, but also serve to reassure those Americans who fear that large-soala

" Indochina resonstruction aid could reinvolve the United States militarily in
Indochina. ‘ o :

The greatest possible use should be made of international organizations in
roviding relief and humanitarian assistance in the near future, and of multis
ateral consortiums involving the active participation of the Asian Development
Bank and the World Bank. The United States also should actively support and

encourage regional institutions, ranging from the Mekong Committee to the
Asian Development Bank, to reduce the I?rosﬁ)ects of further Balkan-type con-
fliots between the countries in the reélon. inally, a special effort should be made
to set up the machinery by which China, the Soviet Union, the United States,
Japan, ana possibly Europe, can be at least loosely associated dochina

in I
_reconstruction, even though their assistance priorities will undoubtedly glﬂer. ;
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NO BSIGNIFICANT BUDGETARY COMPETITION WITH DOMESTIC PRIORITIES

The increagsed direct budgetary cost in FY 1975 of such a comprehensive
package of Initiatives would be less than $160 million above the total already.
contemplated by the Administration. As noted earlier, the Congressional initiative
in restructuring bilateral development aid and adding the Export Development
Credit Fund is within the Administration’s present budgetary allocation, The
additional budgetary cost would consist essentially of some funds for the UNDP,
& modest amount for participation in the African Development Fund and, assum-
ing a reduction of the U.S. share to one-third, approximately $125 million for an
expanded IDA replenishment at the level being urged by the other industrialized
nations. The competition with domestic budgetary needs is not only very nominal
but the additional outlays should be recouped through the improved cooperation
this comprehensive approach should generate on many pressing national problems
which require international solutions.

- CONCLUSION

The United States has a special opportunity now to inspire a new dimension of
international cooperation on the problems of developing countries. At a time when
the cooperation of the low-income countries is increasingly required to help solye
problems of vital concern to the well-being of-the United States and of the world
generally, a Y1.S. initiative to help the poor countries with their problems would be
a highly appropriate follow-up to the recent progress in ending the cold war era and
ocurrent initiatives with regard to Europe and Japan, ‘

We should emphasize that for this initiative to have the desired impact, the
elements described above should be scen as comprising a whole that is greater than
the sum of the parts. The success of the Congressional propozals for restructurin
bilateral development aid and establishing an Export Development Credit Fun
would mean not only a far more effective program overseas at virtually no addi-
tional direct budgetary cost, but should also provide a new base of Congressional
and publie support for cooperative programs. Expanded soft loan financing for..
IDA and the Asian Development Bank by the United States would enable them
to mobilize far more resources from others and would increase their capacity to
make the effective financial and leadership contribution to the international
reconstruction effort needed for Indochina peace. Because of the symbolic impor-
tance attached by the developing countries to preferences and to a revised formula
for allocatini SDRs, some responsiveness on these fronts will be required for an
effective package but would also allow the United States to demonstrate its con-
cern for the strongly felt needs of low-income countries. To omit any one of these
elements would significantly reduce the effect of the whole, both in terms of impact
on the developing countries and on the ability to achieve adequate supporting
consensus in the United States.

e ) —
STATEMENT OF THE NATIONAL ASSOCIATION OF MANUFACTURERS

The National Association of Manufacturers, a voluntary, non-profit association
of American business, large and small, located in every state and representing tlie
producers of over seventy-five percent of our nation’s manufactured output,
welcomes this opportunity to present its views on the Export Development
Credit Fund.

NAM believes this proposal represents a postive approach to one of the most
difficult problems in our foreign economic Yolicy-—— ow can the United Statcs

. assist the economic development process in less developed countries and partici-
pate commercially in it at the same time, without overburdening these countries’
debt-servicing structures beyond their expected ability to repay? Basically, this
query reflects the manufacturers disposition toward supporting the ‘‘trade not

. aid’ slogan. In this regard the ‘‘Fund” concept recognizes two trends of major

significance for U.S. exporters (1) the growing importance of government-backed
financing programs for projects and capital goods sales within developing country
markets and the resulting severe competition between exporters to offer the most
favorable financing packages and (2) growing inabilitf’ of developing nations to
repay their debts at standard commercial rates coulp ed with their need for the -
greater capital Sgoiids exports necessary for industrial growth.

The United States has long recognized the existence of a balance between ideals
and self-interest in developmental assistance to the lesser developed nations.

However, earlier U.8, efforts in foreign aid did not meet the expectations the

209541312
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programs created. In this context cutbacks in aid programs which oceurred were
not surprising. On the other hand many businessmen are concerned, looking at the
gowin disparities between the economic growth rates and per capita income of
dustrialized states and the developing countries, We believe new efforts must bé_
launched to close this potentially explosive divergence’ while increasing .{Jg.é
developing nation’s understanding and adaptation of the competitive enterprise

system.
EXPORT DEVELOPMENT CREDIT FUND (EDCF)

The approach has the potential to yield solid benefits to the U.8. economy as
well as recipient nations. Contemplated low Interest rate loans, insulated from the
fluctuations of the domestic capital markets, would provide an important addi.
tional tool for U.8. exporters in these types of higher-risk markets. The shortage
in recent-years of officially supported concessional financing with the phasing down
of the earlier Agency for International Development, has opened a vacuum par-
ticularly acute in the longer term, low interest rate credit deals, These generally
fall in a “‘gray zone” between commercial and concessional financing (although the
Export Exranslon Facility was widely misinterpreted in the business communit,
as & move in this direction) with limited resources and personnel. In addition wit
a historically conservative approach to risk management, Eximbank is not anxlous
to increase its exposure in such developing countries. The important exception

" has been Eximbank—commercial bank joint-financing of power plants where the

Bank takes the longer maturities, However, these operations are not concessional.
The Bank’s small loss ratio to loans made remains the best indicator of its ex-
tremely cautious approach in this area.

NAM belioves that an effective EDCF, perhaps administered as a branch of
Eximbank, and closely coordinated with the National Advisory Couneil on In-
ternational Monetary and Financial Problems would add an important dimension
to the U.S. export program. This would be timely, recognizing the important price
adjustments achieved through currency realignment (as opposed to the financing
package aspect of total cost) and the growing export competition in fast-growin,
markets of the developing world. The EDCF program could provide additiona
stimulus for export with an accompanying multiplier effect on American jobs. It
could also lead to increased export demands from developing economies by pro-
moting higher consumption of U.S. goods—with ongoing business in supplemen-
tary or replacement parts. e

ecent analvsis of international financing issues roflects a steady proliferation of
concessionary financing programs among major economic competitors abroad,
aimed at the developing markets. At the same time there is little question that the
U.S. has fallen off the pace in development of these markets. Preferred ﬁnaneln%
schemes offered by Japan, Germany, Italy and others are important, amid a hos
of factors, for this U.S. slippage. Japan in particular has led the way with well
outfitted government-supported export programs which permit the Japanese man- .
ufacturer to penetrate the new market. Often the Japanese view preferred finane-
ing for such markets as nceded loss-leader aspects of doing business. Subsequently
their salesmon will return with the customer satisfied to bargain on harder terms.

The preferential trading arrangements and financing programs of the European
Communities, aimed at their members’ former colonial territories, also serve to
bias developing countries awsay from the U.S. toward Western European produets.

NAM believes it imperative that the U.S. Government move swiftly to halt
further erosion of U.S. competitiveness in these developing markets. In the after-
math of successive devaluations it will be necessary {)rogram imaginatively,

-both to awaken latent export potential, as well as stimulato existing export op-
erations. NAM would oncourage the Senato Finance Committee to give careful
consideration to the administration of the EDCF and how it will be financed.
Recognizing the important interrelationship any such program would have with
international lending institutions (particularly the International Bank for Re-
construction and Devolopment) we would encourage early coordination of the
concept through the existing NAC for International Monetary and Financial
Problems and these bodies in order to obtain their considered viewpoints. -
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GeoraerowN UNIVERSITY,
Washington, D.C., August 89, 1973."
Hon. RusseLn B. Lonag, -
Hon. WaLuace F. BENNETT,

.8, Senate,

Washington, D.C.

Dear SeNATOR Lone and Senator BeENNerr: On behalf of Georgetown
D’nlvemitxrl I would like to offer support of the concept in the Senate Economic
Foreign Aid Bill 8. 2335 by Senator Humphrey to the effect that low interest
loans should be made available to especially needy nations and people.

Georgetown University is actively interested in the g)opulatiou planning pro-
visions in this bill because of the commitment of our School of Foreign Service
and our Po(;)ulation Center, as well as our relationships with universities in Brazil,
Mexico and Colombia. -

I believe there is a natural nexus between the provision of cooperating with
-developing nations in their assessinent of population growth implications and the
offering of financial loans to the poor in these nations so that they may perceive
that it is within their grasp to better their individual and community lives and
the health and education of their children. To offer the opPortunity of horrowing
money on conditions they could fulfill would be an excellent way to encourage
planning their family size so as to better their economic condition.

Since there are in excess of a billion geople who are truly poor and whom our
country should influence for their good as well as our own, & program to lend
about $3 per person or $18 to $21 per family seems to be reasonable.

For the above reasons, the program in 8. 2335 scems desirable, and even
necessary. -

On beﬁalf of Fr. Henle, President of Georgetown University, I wish to thank
you for your consideration of this matter. :

Sincerel
¥ T. BynoN CorLing, S.J.

New York, N.Y., August 22, 1978.
Hon. RusseLL B. Long,
Chairman, Commitlee on Finance, Dirksen Senate Office Building, Washington, D.C.

Dear MR. CHarrMaN: I regret that I am not able to appear personally before
the Senate Finance Committee to testify on the proposed United States Iixport
Development Credit Fund on September 6, 1973. However, in response to your
call for written cominents I offer the following views.

I strongly favor the imaginative proposal for an Export Development Credit
Fund. For some time I have been concerned that the United States is falling be-
hind the Western Furopean nations and Japan in exports to those developing
countries with relatively low per capita income. I have no doubt that U.S, ex-
porters are quite capable of improving their performance in this respect. How-
ever, they suffer from the disadvantage that they are unable to obtain financing on
terms that are competitive with those offered by other industrialized countries,
-8ome people may believe that the market we are talking about——that is the least
developed countries—is not worth pursuing. I believe that is a short-sighted view.
While it is true that U.S. exports to this market have not been large to date, it is
important for us to plan for the future. I believe that this market will one day be
very important. Ju l%ing from their actions, other industrialized countries believe
the same thing and have adagted their policies to that belief. The proposed U.8.
l}illfpo;t Development Credit Fund gives the United States an opportunity to do

ewise.

I especially call to your attention the innovative proposal to finance the differ~
ence between the interest paid by the Fund and the interest that it will earn, By
using the repayments on old aid loans, the Fund can be financed by Public Debt
Authority on a perfectly viable and sound basis. When I was in the Department of

- State in 1957, a proposal was made to Congress for Public Debt Authority to finance

the Development Loan Fund. It was approved by the Senate but was rejected on
the floor of the House. :
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The DLF would bave had a similar deficit between the interest that it earned . -
and the interest that it was required to pay on its borrowings. However, that deficit
would have had to be financed out of annual apprc‘:f)riations, whereas now it can
be financed by the use of repayments of former aid loans. This makes it {)mctioal
for us to create the Export Development Credit Fund and to finance it with publio
debt authority. ‘ .

In fact there is nothing basically new in this proposal inasmuch as we already
use borrowing authority and investment income to finance exports to Euxoi)ne,
Japan and to the more developed low income countries at subsidized rates of in-
terest. The Export Development Credit Fund would do the very same thing for
the least developed countries. Of course in dealing with the least develo
countries the rates would have to be more concessional and consequently the defloit
would be greater. However, the alternative is to allow our competitors from Europe
and Japan to shut us out of this potentially important market, This would deprive
Amcrip:ns of jlobs and give them to our competitors in Europe and Japan.

Sincerely,
Douaras DiLLON,

DawsoN, Quiny, RippeLy, Tayror & Davis,
W ASHINGTON ‘BuILDING,
Washington, D.C., August £9, 1978,
Hon. RusseL B. Lonag,

Chairman, Commitiee on Finance, U.S. Senate, Dirksen Senale Office Building;
Washington, D.C.

Drar CuamrMan Loxa: In compliance with the press release of the Committee
on Finance, dated August 9, 1073, which announced the scheduling of hearings
on September 6, 1973, on the proposed United States Export Development Cre ié :
Fund, we hereby submit the following written views for inclusion in the printed
record of the hearings. .

We are Washington counsel for the West Indies Sugar Association which
includes the sugar producing industries of Jamaica, Guyana, Trinidad-Tobago and
Barbados. The four countries participate as a groug in the United States Sugar
Program. We also represent the sugar industry of Belize (formerly British Hon-~
duras), which has a separate quota in the Sugar Act. In our capacity as counsel
to the nbove mentioned industries, we have appeared before %vour Committee on
several occasions during consideration of amendments to the Sugar Act.

By this submission we are taking the liberty of speaking on behalf of the
nations mentioned above, as well as the ““lesser developed countries” of Antigua,
St. Christopher/Nevis, Anguilla, Montserrat, Dominica, Grenada, St. Lucia an
St. Vincent. Jamaica, Guyana, Trinidad-Tobago and Barbados are independent
nations having diplomatic relations with the United States. The foreign affairs
of the other countries are conducted by Great Britain.

On August 1, 1973, the Caribbean Common Market came into being with the
four independent nations as charter members. The smaller countries have been
invited to join as of May 1, 1974, and it is expected they will do g0, The new
arrangement replaces the Caribbean Free Trade Association (CARIFTA). The
Caribbean Common Market is a long-awaited intra-regional trade arran%ement
having as its purposes economic integration, functional cooperation and foreign
policy coordination.

Because the Caribbean Common Market is in its inceptual stage it has not yet
been able to formulate specific policy objectives nor is it well enough administra-
tively organized to express itself before your honorable Committee on the very
important subject you will consider on September 6th. Hence, following tele-
phonie coordination with the respective Embassies, who have given us their
approbation to do so, we arc submitting this statement for the benefit of a group
of eountries with which we have considerable familiarity and in whose continued
development we are desirous of assisting. : :

The countries we have mentioned are located in a region of great strategic -
importance to the United States. They are all underdevelos)ed and faced with
ever mounting unemployment. Because of American extractive and refining in-
dustries in several locations, and their proximity to the United States, they are in
especially valuable market for American exports. X
“"We heartily endorse the concept of the United States Export Development
Credit Fund and believe it could be of substantial benefit to those actual and
potential exporters to the countries of the Caribbean Common Market and cor-
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. change to give away dollars—as opposed to goods an
&

- Fund, 8. 2026, which would extend the principles of ExportJmpor

o ) o

tainly to the countries themselves. The launching of the Common Market is'a
badly needed and bold venture, the fruits of which may not be realived for soine
years to come, The four larger countries will be called upon to assist thé smaller
ones and the group will need all the help it cah obtain from the United States,
An increased ability to purchase American goods and equipment could be of

‘enormous assistance.

However, one provision of the proposed Section 16 to the Foreign Aisistance
Act of 1973 causes us concern, and we are certain would be troublesome to the
countries of the Caribbean Common Market. The new Section 809 defines, for
purposes of the Aot ‘lowest income countries” as those countries with per capita
hational product of less than $375.00 a year. These are the countries described
a8 being most in need of concessional foreign exchange financing from the United
States or other international donors to finance goods and services on terms they
can reasonably afford. On gages 35 and 36 of the report of the Committee on
Foreign Relations on 8. 2335 a list of ‘““developing countries’” is given with per
capita GNP’s ranging from $60.00 to $460.00. On this list, of the nations of the
Caribbean Common Market, only Guyana i3 mentioned as having a per capita
GNP of $370.00. We submit that if the per capita national product of less than
$375.00 is used as a criterion for Export Development Credit Fund eligibility,
all but one of the major nations of the Caribbean Common Market would be
excluded. The per capita national products of Jamaica, Trinidad-Tobago and
Barbados are artificially high, principally because of the &resence of bauxite
extraction and oil refining industries. That the per capita GNP figures for these
countries are above $375.00 per annum does not change the fact they are under-
developed and poor. ‘ .

We hope the Committee will give serious consideration to this point because
it may apply to other countries as well. For instance, we know that several
countries on the list have heen recipients of large Export-Import Bank funded
loans, that probably could not be afforded by any of the nations within the:
Caribbean Common Market.

Also, we ur%e the Committee to give consideration to making Export Develop-
ment Credit Funds available to exporters who would be dealing with regional
investment corporations. For example, the Caribbean Common Market, as a
means of promoting the establishment of industries in its less developed members,
intends to set up the Caribbean Investment Corporation. Such an organization
would make a useful vehicle through which American exporters could work. ‘

We thank you for the opportunity of submitting this statement and we hope
the Committee, in its deliberations, will bear in mind what we have presented.

Respectfully submitted.

Yours sincerely, :
ARTHUR L. QUINN,
ARTHUR LEE QUINN.

——

StareEMENT OF DR. N. R. DanieLIAN, PresipENT, INTERNATIONAL EcoNoiio
Povricy ASSOCIATION ‘

Mr. Chairman, the International Economic Policy Association has long been
on record in our publications and in testimony before this and other Congressional
committees, in favor of providing forei’%n assistance in the form of U.S. goods and
services. For example, in our book, The Uniled States Balance of Paymenis: A
Reappraisal 1968, we stated that “Tnternational sharing of aid burdens could be
more easily arranged under a concept of aid in kind.” Likewise, in our 1972 book,
The United States Balance of Payments: From Crisis to Conliroversy, we recoms

mended that “All foreign aid, bilateral and multilateral, should be put on a ‘zero

balance of payments’ basis for the duration of the U.S. deficit emergency.” And
before the Subcommittee on International Trade of this committee, in 1971, I
pointed out that “We are a debtor nation and no Ionger earn enough foreign ex-
services. ‘

As the Committee well knows, the balance of payments emergency is far from
over, despite occasional pieces of encouraging news on that front; and the United
States has far from recovered from its debtor position, with $91 billion in liguid
convertible, and nonliquid liabilities held abroad, in contrast to our meager 14.3
billion in reserve assets. Therefore, we have found it encouraging that the Congress
has chosen to deliberate upon a proposal for an Export Develg%megti Credt%

ank loans
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development assistance—which, hopefully, would help further the cause of o00~
nomio development without harming the precarious U.8. balance of pay: onts.«em‘ .

therefore support the basic principle of 8. 2026 which would tie aid credits to ~ -

domestio procurement and exports. L

Because of our long-standing advocacy of such an aid device, and our desire to .
faoilitate the passage of the measure, we have a number of queations to ralse before
tléls gomgﬁ{,tee, and hope that our input into your deliberations will lead to a mote
effective bill.

First, are the means of financing set out for the Fund appropriate? As I under-
stand it, the “President is authorized to borrow from whatever source he deems
appropriate, . . ., and to issue and sell such obligations as he deems necessary
to carry out the purposes of this part: Provided, that the aggregate amount of
such obligations outstanding at any one time shall not exceed one-fourth of the
amount specified in section 7 of the Export-Import Bank Act of 1945, as amended.”
Section 7 of the Export-Import Bank Act authorizes $20 billion, Twenty-five
percent amounts to $5 billion. There are prospects that a request will be made to
increase the Export-Import Bank authorization to $30 billion. This would raise
thoe Export Credit Fund limit to $7.5 billion. This certainly is not an insubstantial
amount. Yet I do not find a specification in the bill which indicates how rapidly
the Fund’s operations may be expanded to this limit. ‘

On the same issue, do we wish to create a new source of public debt, scarcely
controlled by the legislative process? Would it not be preferable for the Fund to be
annually or biennially reviewed and authorized by the Congress, to some specified
level of operations for that period, and with full benefit of regular Congressional
review of its efficacy and continued desirability? ‘

Another question concerns the administration of the Fund. Should it not
clearly fall under one of the existing agencies, perhaﬁs the Agency for Inter-
national Development (AID) or the Export-Import Bank (Eximbank), which
would have clear responsibility to insure coordination of the Fund's lending
activities with the development assistance ‘and export promotion lending activi-
ties currently being carried on? The old problems of insuring ‘‘additionality”’ of
aid-financed exports come to my mind. Do we not want to insure that the lending
of the new Fund does not displace exports on a regular commercial basis, or even
Eximbank-financed exports which could otherwise be made to the Fund bene-
ficiaries, on terms more advantageous to the United States from an immediate or
medium-range balance of payments standpoint? )

Admittedly, the “lowest income countries’ are not well equipped to purchase
massive amounts from us or from other industrial countries—but they do make
significant purchases, presumably not all financed by forel agsistance monies.

The Senate version of the Export Credit Development Fund has specified a
cutoff point for recipient countries of $375 per capita gross national product
(GNP) per annum as a qualification for Fund credits. Appendix I lists the relevant
countries, from a recent AID source: of course the currency realignments and
ongoing development activities have doubtlessly moved some of these countries, .
such as Brazil, over the borderline. (Indeed, any further dips in the dollar’s
international standing may move many more countries over that cutoff point—
cspecially those with currencies ticd to West Europe and Japan—and possibly.
feave the Fund with only a handful of recinients.) ‘ o :

Looking through the list of Appendix I, there are many countries which proba-
bly have a limited capability toabsorb. the Fund’s resources in a mean ngful,-
developmental way. While they certainly could easily absorb massive volumes of
food, now in short supply in the United States, and even become dependent on 6iir -
grain fields, some of the states plainly do not have the ability to é{‘lan, carry out,
and succeed in productive development operations, using goods and services
provided by the Fund. This problem stems in part from the vastness of some .
needy nation’s populations, their extremely low levels of literacy, their rapidly
doub! ingi populations (as listed in Appendix I). Do we really believe that the entire

ropvsed Fund, if channeled into only one country in the situation of, say;

3angladesh, would make a sizeable dent, unless it is poured in year after year‘aé )
the same rate? And we are not talking of (iust one needy large countr{ to assist,
but of 97 in Appendix I, with an ﬁﬁgre ated population of almost 2.5 billion living
at a group average per capita GNP of well under $375. : . :

"1 am afraid that the Fund may not be an effective tool for development it these S
hard facts are not contemplated—and if an arbitrary GNP cutoff is imposed.. - -

Appendix 11 lists some 50 countries which are definitely excluded (and of course,
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as noted previously, the currency realignments of 1971 and 1973 will have excluded
even move countries). Some of the developing countries listed in Appendix II - .

are ofl-rich, and do not need the Fund’s assistance, although they may yet need

technical assistance from the United States and other industrial countries in

properly utilizing the wealth they l‘)‘ft)\;e %g.ined. But others on that list have raised
ac

themselves without the benefit of

gold.” Does it suit our purposes to cut

them off from this new resource, especially when they are at a development stage -
where small sums from the Fund may prove not to be a ‘“drop in the bucket,”
but rather sced money which sparks the development of new private-industry,
a dynamic addition to their growing im‘rawtruct.ure‘i or helps them to achieve

agricultural development and self-sufficiency in a worl

of tightening food supplies?

1 do not believe that the arbitrary $375 limit will serve the cause of development
well. Indeed, I feel that it may make much of the new Fund’s lending activities:
ameunt to humanitarian effort or a charity in the long run, At best, the effort is-
likely to be less productive than it could be if all development projects were con--
sidered on their own merits, and the money pnt where the main chance is, or-

where U.S. national interests are especially strong.

Despite these questions and suggost-ions, 1 am very much in favor of theconcept -

of the Development Credit Fun
across the board to all U.S. bilateral aid. I hope that the points which

ments to the bill, in order to provide the Third

balance of payments difficulties,

Indeed, 1T would much prefer to see it applied .

ave -

raised are taken into account by the Committee, and find expression in amend--
World with an additional, mean- __
ingful, development assistance, and the United States with a way out of our-

See footnote at end of table.

APPENDIX |
PER CAPITA GROSS NATIONAL PRODUCT AND DEMOGRAPHIC DATA—~COUNTRIES WITH GNP PER CAPITA $375
OR LESS -
. Years \
estimated
- to double
Estimated  population Urban Labor
rnpula(ion. (by current  population, force in Literate  Per capita
an 1, 1972 growth 1971 agriculture . population
Country (thousands) rate)  (p t) %, ) (p t) 1970-71
Western Hemisphere:
Bolivia. 4,832 7 35 65 40 $199
Brazil.. 99,988 S, 56 44 67 364
Cotumbi 22,164 2 61 45 73 313
Ecuador. .. 6,490 0 40 56 68 263
) SAVAGOr - ceeeee et 3,696 3 39 59 49 294
Guatemala. . 5, 582 26 36 64 38 348
Guyana. ... 146 5 36 -7 30 %50
Honduras 2,843 1 27 67 45 51
Paraguay 2,345 1 36 53 74 A3
Antigua 65 3 44 42 89 340
uba. .. 8,707 3 60 37 94 ..280
Dominica.. .. 72 7 1 50 59 300
Dominican Republic. ... 4,464 1 4 61 65 343
Grenada 96 36 1 40 % 230
Haiti 5,021 27 1 83 90
St Kitts, Nevis, and Anguilla 58 43 44 46 88 320
St. Lucia 104 20 19 A8 52 20
4 89 29 19 40 76 220
14,570 20 4 80 20 304
1 5,872 1 82 10-15 210
644 3 2 9] 20 105
Burundi... 3. n2 2 95 10 64
Cameroon... ...... 5,995 3 1 84 10-15 170
Cape Verdi Islands. 266 8 40 27 120
Central African Repub! 1,660 3 2 90 5-10 135
Chad.. ............ 3,842 2 1 92 5-10 10
Comoro Islands_.._........ 287 2 sz 58 %30‘
I 970 2 31 20 49
Dahomey......... 2,592 2 14 - 84 20 94
Equatorial 299 53 3 gg 20 . 210
Ethiopia. 26,111 3 9 5- 69,
Gambia. 313 3 10 86 10 1
Ghana.. 9,528 2 32 56 25 272
Guinea. ..... .e- 4,055 30 12 85 5-10
tvory Coast. ... oooovoeniennnnnn 4,493 29 24 86 20. .
Kenya. . .ooueeemiamaiaens 12,639 20 1 88 20-25 1
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APPENDIX 1--Continued
PER CAPITA GROSS NATIONAL PRODUCT AND DEMOGRAPHIC DATA— T™H H
DR LpagrAPHIC DA ~COUNTRIES WITH GNP PER CAPITA $375

LI

Years
esllmnod
double
Estimated gopulauon Uthan Labor
Populauon y current population, force in Literale  Per ca?‘iu
. growth 1971  agriculture  population
i Country ((housands) tate)  (p parcent)  (percent) 1970-1(
Afrlca~00ntlnusd
Lesof 956 35 1 98 (? 90
1601 20 10 80 231
6,989 30 14 84 39 120
4,611 28 5 8t 22 12
5,279 30 12 90 5 100
1,209 32 7 90 1-5 154
832 36 44 38 61 266
16,655 21 35 54 13 211
- ,963 32 6 69 1 210
4,026 23 3 9% 5 82
56, 769 23 23 80 25 105
566 58 18 85 3-8 260
3,792 ceennnnn... 0 95 10 54
3.959 29 29 3 5-10 178
2,743 30 14 75 10 160
blic. 2,818 33 20 89 5 65
Sout West Mnca (Namibia). - 652 35 33 55 15 ('3
outhern Rhodesia....... PO, 5, 862 20 18 73 25-30 26
udan . 16, 461 22 10 78 10-15 120
440 24 4 sg 36 215
13,846 26 17 15-20 100
2,043 26 14 19 5-10 144
5,317 30 46 63 30 235
10,185 25 10 89 20 133
5, 548 35 4 87 5-10 60
N Zg re 18, 305 30 17 69 15-20 109
ear b
34,473 41 51 26 200
31,187 2 £ X] 355
9,868 48 48 14 388
Z,Qg Ag 315 312 %m
6,585 oo ) @ Q 9 %61
Y. 36, 768 7 39 i 46 257
Yemen Aden). . 1,337 23 30 78 10 110
So tge‘\m‘on SAN‘A). . ceeeaeaaan 5,994 3 6 89 10 80
uth Asia
Afghanistan. .......oooeouea... 17,650 8 87 8 88
Bangladesh. . . 75,293 5 15 2 105
india._... . 3, 000 20 3 2 - 83
Nepal... . 11.636 5 = 92 9 80
Pakistan. ... 60, 297 23 59 16 150
s tﬁli Laxka (Ceylo 12,930 3 20 49 » 169
outheast Asia:
Burma,...; ..... 28.549 30 19 70 ?0 75
x e i sy 3 i 20 it in
hmer ublic (Cambodia). .. s
M 3 ""(?"i'&i'"w St Miaiay 3,082 b1 16 8] 15 1%
alaysia (includin s 3| ay-
siay sabah and sgvawak) . 11,253 25 42 95 _43 355
Portumiese i fiH 8 i & G it
. ortuguese Timor
gd. ... 39,043 21 15 (II 8 174
Vietnam, North 20, 086 58 18 80 1) 85
Eas t‘V‘\w‘tnam South . 19,059 27 25 65 5 175
sia:
China, Peoples Republicof..__... 779,444 41 26 63 25 160
China, Republic of.......... 15,159 R 65 k1 85 313
polca T ¥M B 80 & g0 oM
- Korea, Republic of. K §
p .............. . 25 30 100 (0] 70 150
British Solomon Islands 30 1 0 t 1
ew Guinea........... . 1,816 32 5 8 ) 338
apua ....... . 26 4 U )
......... - Fx] 20 9) 90-
Westem SaMod. ceeenoiiiainann - 150 2 25 86 40

1Not available,




SELECTED COUNTRIES WITH GNP PER CAPITA ABOVE $375 PER YEAR

BEST COPY AVAILABLE

Estimated
j)opulahon Per ca&iu‘ .
Country (thousands) 70-';‘
Western Hemisphere:
(Sreenlaﬂd.p .................... 51 $840
........ 24,828 1,055
tnsh Monduras 126 520
.............. 9,597 ™.
COSIa Rica. .. 1,810 530
French Guiana.. 50 8%
53,126 662
2,010 433
1,500 708
14,057 ug
410 63
2,941 819
11,316 921
d ] 3 i 33
-ua o oune..
.......... 1,928 630
Malu 3 .............. 344 690
Trinidad and Tobago............ 950 89
EUIOR
Ibama 2,225 571
” 9,758 e
~-34, 300 964
20,646 902
99 600
488 603
1,996 1,670
463 660
22,503 805 -
,609 405
226 420
639 844
8,818 1,071
3,116 1,487
862 , 725
5, 622 584
. Umted Arab Emirates._. 202 1,590
South Asia:
(No countries with GNP per
capita over $375 per year.)
Southeast Asia:
(T U 138 1,220
Singapore. ... 2,157 960
East Asia:
Hong Kong. 4,086 885
Mongolia. . 1,301 ggg
Ryukyu Islands_ 966 1,
Oceania:
American Samoa ................ 29 744
gi. - 552 333
French Pol - 123 1,
Gilbert an Elliu islands.. .- 58 390
New Caledonia._. . 108 2,430
New Hebrides .- 87 430
Pacific Islands..........._...... 96 437
1 Not available.
S : Cols. 1 through 6, “Population Program A ssistance,’” Agency for International Development, December 1972,
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APPENDIX 1)
DEVELOPED COUNTRIES

Years
estimated
0 double
Estimated pulation Urban r :
population y cutrent  population force in Literate  Porcapita- -
Jan. 1, 1972 growth 1971  agriculture  popufation G
Country (thousands) 13te)  (percent)  (percent)  (percent) 197078 . -
A
Northern America: ’ : -
Bermud 54 58 100 (2 85 31.4623
21,731 69 18 gg 3,448
207, 336 87 11 5,073
45 50 6 0 . 810 -
186 36 73 16 8? 8&0
228 41 48 2 gg ,260 -
Puerlo Rico...... . 2,119 39 58 10 , 358
€ U.S. Virgin Isltands._............ [ 18 24 1 93 , 967
urope:
%usma 1,451 347 54 20 98 . 9;2
Belgium__ 9,718 231 70 5 97 , 6.
Bulgaria , 565 99 53 ] 90 ,375
Channel Istands (t 45 "(l? ? 1
Czechoslovakia 14, 442 13 62 i , 2
enmark. , 173 81 11 , 110
Faeroe Isl 50 85 26 9 A (‘)%0
Finland. . 4,695 23t 61 23 99 s 098
rance S1,480 116 n 14 97 ,
Germany (Easf 17,046 _._......... 74 1" 99 , 320
Germany, Fed 0, 030 693 82 9 99 , 027
Hungary 0, 374 231 7 A 98 , 530
Iceland- . 11 53 72 35 99 , 351
treland 2,971 53 47 28 98 , 393
sle of 96 .il... 63 9 Ry ,420
taly... 55, 007 99 54 19 -9 , 138
Luxembourg. 342 693 ks 11 98 ,926
Netheriands. 13, 267 63 8] 98 , 398
orway. 3,919 99 43 14 99 ,936 -
Poland.... 32,852 87 52 3 95 , 420
Romania. . 20,577 69 41 49 89 ,500
weden..... , 115 173 80 8 99 4,032
Switzerland. 6, 312 116 59 10 98 3,261
SSR....... 246, 300 63 571 31 99 é' ?90
M,United Kingdom. 55, 519 173 81 3 99 , 172
rica: . —
(With the possible exception of
South Africa, included with the
selected countries in app. II,
there are no countries which
should be considered developed
in Africa.)
Near East:
(With the possible exception o
the oil-rich countries included
in selected countries in app. 11,
there are no countries to be -
considered developed in the
—Near East.)
South Asia:
(There are no developed countries
in South Asia.)
Southesst Asia:
(There are no developed countries
in Southeast Asia,
East Asia:
Jaﬁan ......................... 105, 312 58 72 17 98 1,904
(This GNP paer capita figure stems
from before the cutrency re-
alinements of 1971 and 1973.
‘The Japaness per capita GNP is
currently estimated as consider-
ial)ly farger thad TS figure.)
eania:
13,121 53 8 98 2,649
am...... 23 -3 0 gg 2,507
New Zealand. . 2,889 53 ” 13 2,165

1 Not available,

Sources: Cols. 1 through 6, ““Population Program Assistance,” Agency for International Development, December 1972,
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o APPENDIX IV
TRADE AND RESERVES L—COUNTRIES WITH GNP PER CAPITA $375 OR LESS
{in millions of dollars}
Tots} exports, U n asm Total import u nited smm ;m"
of OX S, nite os. alim 3, n as, v
Gouritry 1-12 1971-72 199172 197177 (eemu?sbanﬁ
Waestern Hemisphere:
Greenland. 15. 2.40 60, 0 0.60 «oeeemiannsn
Argentina_ 1,740, 162,00 1.869 416.00 Bid.0
. 17. 6.00 30 10000 ouorenmn.ss
Chile....ccev.... 1,253, 177.00 344,00 i33’8
Costa Rica...... 2n. 112.00 313.¢ 123.00 35.5
i a 2.00 3000 oeeenseinien
0XiCo......... 1,457 911.00 2,407, 1,479.00 i,320.0
187. 66.00 70. 00 1, 320.0
114 -56.00 390 138.00 7845
893, 257.00 753 221.00 49,0
130, 56.20 110, 39,90 -oeunennanns
214.0 7.00 187, 19.00 aii.
3,203, 1,215.00 1, 863,00 1,614
...... 45. 6.00 142 12 S
42.0 7.00 124 7,00 1L
........ 347, 156. 00 555, 220,00 i#2.0
3000 .ein. . 143. 6.00 ooeennnsn,
524.0 337.00 657.0 115.00 53.0
29.0 .10 15, 1.10
121.0 5.00 80. 9.00
,366.0 63.00 554, 76.00
440 ... . 170, 1.00
2,645.0 181760 3,658, 605,00
758.0 3.00 565. 49.00
84 9.40 1.8
1.00 19.0
85.00 145.0
23.00 365.0
36.00 94.0
7.00 74.0

United Arab E

Southeast Asia

B 5.0 72.0
5.0 2,828.0
3,477.0 1,163.00 3,90L.0

- 2.2 .70 .
. Ryukyu isiands. 95.5 9.10 421.0

Amencan Samoa 1.0 meea
Fiflanannncmcnan 1.0 128.0

i .
Fr‘ench Polynesia. .. . . ..ot caeccceriscceiaacmeaneaaaan
Gilbert and Eltice 181ands. .. .. - o caner e ieccdicericncieciozczzzaseseesaanacaan

t All figures are the most current available from the 1969-72 period.

Sources: %) ‘Tinternational Financial Statistics,” IMF, vol. XXVI, No. 7, July 1973; (2) “'Direction of Trade,* annual
1966-70, IMF and- IBRD.~
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APPENDIX V -
TRADE AND RESERVES 1~COUNTRIES WITH GNP PER CAPITA $375 OR ABOVE
" {inmillions of doltars)
Total U noas tes, Tots) Imports, e m"
[+ QX n ates il
Country i) e i w7 1971-72 (mtul bank)
wmemh misphere: :
A T 182, 166.9 §5.1 - 140
azll. ... . 2,904, 3,701,0 1,064.0 4,478,
Colombia 29, 844.0 404.0 447,00
Ecuador. . 3 216.6 121.0 171.00
€1 Salvador. 214.0 62.0 114.00
Guatemala. . 29%.0 97.0 182,90
GUYANA. oo oeoveneeeeenenneeeee 15000 Ll Lol 1340 oeecveennsne 28,56’
Honduras , 24
Paraguay. .. 70.0 43,32
Anggua....
Domlﬁiiiﬂ TRepubiic
Grenada.

................................... consmesn

24,0 24,30

1 T
_s& VinCONt e veeaeiearane i crenasrernearaaaannansassasacnans :
Atrica:
AlGeria. .o ceeeeean roecmnccncaans 1,009.0 8.0 1, 257.0 100.0 468. 00
Angola 408.0 83.0 2.0 470 vaiemnnnnares
Botswana. . . J S PP Y P
Burundi . 8.0 1.0 30.0 1.0 21.81
Bametoon.. .......... 231.0 22.0 242.0 19.0 2.70
.0 .
0 .

Malawi. .
Mali.__....
Mauritania.
Mauritius. .

ubi
South Wes( AMca (Namibia).
goulhem Rhodesia..........

Uganda._
gpiner Volta. .

Syr

emen éAden)._..
Yemen (San‘a)..
Turkey

See footnotes at end of table.

B
[-I-¥ N1

49.0 150,
34.0 202
4.0
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APPENDIX V—Continued S e
TRADE AND RESERVES 1—COUNTRIES WITH GNP PER CAPITA $375 OR ABOVE--Continued S
{in millions of dollars) :
Total Unitod Sisles, Totalimports, Unied States, o
_ Total ex $ n ates t] , UN
Country Iy 1971-72 1971-72 WNSZ (contesl Bank)
L South Asia:
’ Afghanist 81.9 2.40 125.0 7.0 54,74
""""""""" 2,100,077 35100772 40900 862,90 i,278
60.2 1. 105,
679, 33.00 666.0 143.0 435,
""""" EY7 N R I S X S * X R X
120 Lo 169.0 6. 50, 00
1,242 i82.00 1,174.0 176.0 630,00
1.20 6.7 25 ciiicaanen .
RO ., .20 82.8 [ I wos
1,718, 238, 33 1,601.0 144.0 i,2i4.00
1,121.0 3. 1,330.0 331 €0,
i, oL R éég.' """"" if&éfé"""'i,’éég'g """"" 18367 i,280.0 -

South Vietnam__.__. 2221111100 80 T ¥ 3730 T e 205.0

East Asia:
China, PRC........... 1,359.2 omenasinss 1,728.0 <ovuennnsnazanacen teeagzzen
China, Republic... 2,910. 1,217.0 2,254.0 545,0 779.0
Korea, North_ ... . 63.0 ..... covzzoaza 530 coaiiecinnnizonnonnn vaszmes
Korea, ROK. ... .. 1,629, 762.0 2,523.0 648.0 820.0
‘gcao .................. 48, 3.0 74.0 | Y .
ania;
Blrmsh SolomMON ISIANG. ... .o eeencrecenc sescncsemcnansseacnacoonorzszozasancmsnmazrazamnn
Now GUINed.......o.overnnvnonnns 98,0 ii’o 2ii.0 3.0 ..
PapUud. . e 17.0 1.0 71,0 8.0 venrrurinnnenn
TN . o oottt aeee et e e e mmmeiegeesereeeamesezeeeiesensiieiemmsarmsamsezaneesens-vame .
WestSamoa_...._................ 6.0 1.0 13.0 L0 s
1 All figures ara the most current available from the 1969-72 period.
Source: (1) “’International Financial Statistics,” {MF, vol. XXVI, No. 7, July 1973. (2) **Direction of Trade,’ annual
1966-70, IMF and {BRD.
MACHINERY AND ALLIED PRODUCTS INSTITUTE,
W ashington, D.C., September 4, 1978.
Hon. RusseLL Long,
Chairman, Senale Commillee on Finance, Dirksen Senate Office Building, Wash-
ington, D.C.

Dear Cuairman Lona: We respectfully request that this letter concerning the
proposed Export Development Credit Fund, provided for in S. 2335, the Foreign
Assistance Act of 1973, be included in the written record of the Committee’s hear~ .
in%?,on the Fund. :

e appreciate the opportunity to present our views on the proposed Fund. As
» ou may know, the capital goods and allied equipment manufacturers represented

y the Institute have a vital stake in foreign trade. To take but one measurement
%wsse industries’ exports in 1972 were some $17 billion, about one-third of total

.S, exports.

While we realize that many important aspects of the scope and acitivity of the
proposed Fund have not yet been worked out, we welcome the Fund concept as a
means of improving the competitive position of U.S. exporters and of sharpening
the favorable impact of our foreign aid programs on the present and future bal-
ance—of-pagments position of the United States.

Although most of the congressional and public discussion of the Fund has
centered on its possible role in connection with economic development, we believe
its establishment could also fill a longstanding gap in U.8. Government export
financing programs administered by the Export-Import Bank. Governments in
other industrial nations frequently provide, particularly for big project activity,
a mixture of financing on conventional terms with that on aid-type concessionary

~Jterms—a practice that the Export-Import Bank is not able to meet because of

s
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legislative restrictions. Further, there is-increased activity by the East European. -
Communijst countries in the area of export financing on ?\;reyy,oqn%?salona:y e
_ terms. As our export financing programs presently are constituted, the U.B, Gov~ -
ernment does not have an effective means of countering this type of financing.
We think it is unfortunate that, in connestion with the most recent extension -
and expansion of Export-Import Bank %mtin% authority, the report?! of the
Senate Banking, Housing and Urban Affairs Committee insisted that there
continue to be a clear separation between aid-ty&e concessionary financing
assistance and transactions supported by the Bank. With the nature of the com=
i)etition encountered by U.S. exporters today, we believe that this sort of clear
ine of demarcation between the two types of financing no longer makes sense,

We hope that the Fund, if adopted by the Congress, will be designed and
administered so that the Bank could devise a financing pac(mge which would make
the U.S. exporter fully competitive in this “gray zone' between conventional
export financing terms and foreign aid. If griucipal responsibility for administra-
tion of the Fund is placed in an agency other than the Export-Import Bank, we
believe that consideration should be given to reserving some portion of its resources
for commitment by the Bank, Our_concern is that jurisdictional lines between
agencies with respect to use of the Fund’s resources not prevent the Bank from
meeting promptly competitive situations calling for a mixture of conventional and
concessionary financing. Further, to cnable the Bank to provide a competitive
financing package, its authority to extend concessionary terms in gray zone and,
other competitive situations should not be limited to the lowest income countries
since these terms may be needed to meet the competition in other less developed
countries with per capita GNP higher than $375 per year.

We have the following more general observations concerning the proposed Fund:

There has long been a feeling among many in the U.S. export community that
insufficient attention has been given in the administration of U.S, foreign assis-
tance programs to the development of follow-on export business for U.S. com-
panies. To the extent that the Fund gives attention to such matters, the U.8.
should be able to look forward to increased business on normal commercial terms
with the lowest income countries in future years. -

Because of the long affiliation with European countries of many of the lowest
income countries, and certainly the most populous (e.g., India, Pakistan, Indo-
nesia and Nigeria), an extraordinary effort would seem to be in order to improve
the U.S. export position in those markets. Even when exporters from the former
colonial powers do not enjoy preferential treatment in their former territories
they benefit from follow-on business for earlier installations and from traditional
buying habits of businessmen in those countries. In this connection it is our
understanding that U.S. exporters generally have received a smaller share of the
procurement under financing extended by the International Development
Association, the soft-loan affiliate of the World Bank which lends largely to the
lowest income countries, than under procurement financed by the other inter-
national financing agencies. It would appear that this shortfall in U.8. procure-
ment in these countries is due in large part to the fact that the loans have gone to
areas where local buyers have less familiarity with U.S. equipment and techniques.

While the developmental aspects of its operation may suggest the desirability
of placing principal responsibility for administration of the Fund in the Agency
for International Development (or a possible successor organization), which has
the greatest depth of experience with respect to economic development in the

DCs, an important voice in its management should be assigned to government
agencies responsible for export promotion, such as the Export-Import Bank and
the Department of Commerce. We believe that because of their roles these
agencies have a better appreciation for the constantly changing international
competitive relationships, particularly in the area of export finance, and wot
be better able to evaluate potential transactions in terms of their possible future
contribution to the U.S. balance-of-trade with the developing couniries. In this
connection, as noted above in-the discussion of the present gap with respect to
‘“‘gray zone” financing, it might be advisable to permit the Export-Import Bank
to commit at least some portion of the Fund’s resources so that the Bank could
de:ielop promptly a competitive expsrt financing package for a particular trans-
action. , ceL

1 Report No. 92-51, U.8. Senate, 924 Cong., 1st 8ess., March 31, 1971,
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" We appreciate this opportunity to comment on the proposed Export Dbfv?lopo ‘

ment Credit Fund. If we can be of any further assistance in your deliberat|
please let us know. T
Cordially,

CHARLES STEWART,

President.

GENERAL ELECTRIC,
INTERNATIONAL SALES Di1vision,
New York, N.Y., August 81, 1978.

Hon. RusseLu B, Long,
Chairman, Commitice on Finance,
U.8. Scnate, Washington, D.C. :

Dear Caaruman LoNa: The General Eleetric Company would like to take this
opportunity to comment in support of the proposed Export Development Credit
Fund, Scction 16 of the foreign aid authorizations bill now before you. We believe
the net effect of this legislation would be to stimulate U.S, exports, contribute to an
improved balance of payments and support thousands of jobs in this country.

As you know from information aircady before the Committee, U.S. exports to -
less developed nations have been decreasing relative to exports from other in-
dustrialized nations which have been using such coneessionary financing. When
U.S. industry loses export business because of the unavailability of suitable finane-
ing, the effect is to transfer employment potential out of the U.8. since these less
dlcvclo chc%untrics can buy equipment they need from a number of sources other
than the U.S.

This legislation can expand the oxport potential of many U.S. industries, but
we can lestify from particular knowledge only on the electrical equipment in-
dustry. The market projection of $4.1 billion of electrical equipment that will be
purchased by less developed countries from all supplier nations during 1976-80
period represents a potential of sixteen thousand direct manufacturing jobs on an
annual basis. (This estimate is based on the current ratio of cmployment to sales
in this company.) At least as many more jobs would be supported on an indirect
basis in the form of materials and services. .

We have ideutified as examples the export potential for four classes of electrical
equipment to Far Fastern and African countries of $200 GNP per capita or less.
This is shown in Attachments A and B. We have chosen the period 1976 to 1980,
in order to reflect the real potential impact on U.S. sales, sincc orders for equip~
ment for that period will be placed in 1974 and 1975, and will not be reflected
in sales until the following years. If this legislation covers countries where the

P per capita is approximately $350, the export potential is, of course, signifi-
cantly greater.

These estimates for four market segments (power generation equipment, power
transmission and delivery equipment, transportation, and metal industries) reflect.
electrical equipment content only such as is made by the General Electric Com-
pany. Therefore, these estimates are on the conservative side, since they do not
reflect the potential drawthrough of allied equipment normally purchased in
conjunction with the products. ‘

U.S. export participation in these market segments currently can be described
as negligible, with limited prospects for growth, unless we can compete on a fairly
equal basis with nations who offer a variety of financing programs. )

The Export-Import Bank does an outstanding job, but its terms must exclude
many of the poorer countries. To be competitive with other industralized nations,
U.S. exporters need a variety of financing options that will supplement the
Export-Import Bank, and cover a much wider market spectrum. We believe
the Emposcd Export Development Credit Fund will help meet that need.

The impact of this legislation would be to equalize the competitive opportunities
of U.S. exporters with those of other nations now serving underdeveloped nations,

-~

‘In addition it would have a substaniial effect on U.S. export,si the generation of

employment directly producing the export goods, and an-equally positive impact
on related employment 6f vendors and suppliers. We feel that it is quite likely
that the corporate and personal tax payment to the Government that should
result from increased export income and employment would more than offset thé
interest subsidy for the %und. - C )

s




- as being in the interest of both the United States and the underdevelope:
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-

Accordingly, we strongly endorse the objectives and approach of this -l%gislatlon ~

nations
which would be benefited.
Yours very truly, ) R
. Hoyr P. STEBLE,
ATTACHMENT A

Market polential, 1976-80—African and Asian countries of $200 per capita GNP
or less electrical equipment

- Millions

Africa: i of dollars
Fossil steam turbine generator. ... .. o iiiiaciaaeaa . 19
Nueclear steam SUPPLY oo oo oo e e e cerc e ——— _ 33
Gas turbine. .. .. e iddmecmcccm——- 96
Hydroeleetric . .o e mecaa———- 407
Power generation, total_ - . . e icmcaa——- 555
p———
TranSfOrMerS . . o v o e e e e teca e e mm e m e —————————— 304
Switchgears . _ i ccecmccccaaccmcanaaa- 99
Other electrical. - o o cercc—————— 81
Power delivery, totul. - o oo rieina—i———— 484
p———— 1
Basic iron and steel making____ .. _.__....... 5
Semifinishing metals_ .. e aaao.. 3
Finishing metals_ .. e aao. 35
Metal industries, total . - . e eeeacae—aa 43
Transportation equipment, total. . _ . _ _ L _ .. ... 178
-3
Total electrical equipment—Afriea. ..o oo 1, 260

ArracHuMeENT B
Asia/Far East:

Fossil steam turbine generator. . - . .o v eeoe e eeeccnan—- 311
Nueclear steam supply . . o e e ————— 169
Gas turbine. . e eccaeaaa 304
Hydroeleetric. . . .o v e e mccimec e ———————— 404
Power generation, total . - _ _ i 1, 188
TrANSfOTINETS o o - - e e e cmcmcmccemaemammmeem—————— 794
Switehgears. .o ccccmeecaea . 265
Other electrical . - - - . . e eecme———— 221
Power delivery, total . o« .o dccaicaccccaaaan- 1, 210
p————= 1
Basic iron and steel making. .. . Lo eiccceaeccnc———— 23
Semifinishing metals . - . oo ccaaaaa 13
Finishing metals_ - . . . e eiecmaccmaaaaa 148
Metal industries, total. . . o e ieeaniiecca————- 184
Transportation equipment, total_ - .. _ . . .._._. 276
Total electrical equipment—Asia/Far East_ ... ... .._...__ --- 2,858
([ Telegram] -

WasuingTon, D.C., September 6, 1973.
Hon, RusseLr B. Long ‘
Chairman, Commiltee on i'inance, .
Dirksen Building, U.S. Senate, Washington, D.C.:

I urge you and the members of your committee to support section 18 of the
Foreign Assistance Act of 1973, Senate Bill S. 2335, which deals with the proposed
export development credit fund. This fund represents a sound concept that would
assist in promoting U.S. exports as well as compliment our emerging foreign
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assistance program with its increasing emphiasis on greater multilateralization o};“;"

“our efforts. THe fund would give American producers a means to expand the salé

of U.B. goods to the worlds poorest countries, Other major industrial n,atjoﬁj:‘ _
alteady g:ve similar devices to aid them in this growing sector of thé worlds .
market. I firmly believe that this measure is in the best interest of the United:

States and the world economy. It is a measure in which we can find our self-intorest. . - ..

in the common interest.
Regards,
C. M. Van VLIERDEN,
Executive Vice President.. .

———————

AMtricaN Farm Bureau FEperatioNn,
Washington, D.C., August 81, 1978,
Hon. Russiry B. Long,
Chairman, Committce on Finance,

© U.S. Senate, Washington, D.C. -

DeAR MR. CualrMaN: We wish to present to the Senate Committee on Finance-
the views of Farm Bureau with respect to Section 16 of S. 2335, the “Forei%n
Assistance Act of 1973.” Farm Bureau is the largest general farm organization in-
the United States with a membership of 2,175, 785 families in forty-nine states and. -
Puerto Rico. It is a voluntary nongovernmental organization and represents
farmers and ranchers who produce virtually every agricultural commo ity pro~
duced in the entire country.

Section 16 of 8. 2335 provides for establishment of a new “United States Export
Development Credit Fund.” It would authorize the President to extend or re-
finance export credits at interest rates of not less than 3 percent per year with .
repayment within thirty vears but with no requirement for annual repayments of ._
prineipal during the first five years. The objective would be to facilitate ‘“‘the sale
of goods and services which are of developmental character” to countries “with
per capita national _})roduct of less than $375 a year.” The program would become _
effective July 1, 1974, ' ‘

Farm Bureau’s policies relative to international trade, export financin , aid to
developing countries, and the proposal to establish a special export development
credit fund may be summarized briefly as follows: C

1. We favor expanding exports of U.S. agricultural and industrial products’
thmuall) the development of mutually advantageous trade with other nations.

2. We favor new or improved federal prograins to provide more flexible
credit terms for commercial exports of agricultural commodities.

3. We favor economie assistance to developing nations based on well for-
}nul&xted, long range plans designed to assure the proper utilization of aid™
unds. ,

4. Wo oppose the proposal to establish a new export development credit
fund to finance exports to developing nations at token rates of interest.

The fourth position is the natural and logical sequel to the first three. .

Farmers and nonfarmers can benefit from trade that permits producers in each
country to specialize in production of the commoditios which they can produce at
lowest relative cost. In recent years farmers and ranchers, consumers, and the
entire economy have benefited from a high level of agricultural exports. The huge
surplus of these exports over agricultural imports has reduced substantially our
country’s international trade deficit and contributed to the surplus in the U.S.
balance of international payments that developed during the quarter ending June
30, 1973. It is essential that we expand our commercial-exports of agricultural and
industrial products but reject proposals to increase exports through subsidies, .
including interest rates far below the levels paid by American consumers.

The problem of providing supplemental credit for commercial exports is one .
that should be met by the two principal U.S, government export credit agencies: *
CCC (Commodity Credit Corporation, U.S. Department of Agriculture), and
Eximbank (Export-Import Bank of the United States). The experienced, spécial-
ized, business-oriented staffs of these established- agencies can extend credit for
export sales to developing countries in a far more professional and practical
manner than could the staff of the Agency for International Development, =

Farm Bureau provided leadership in the private scetor in the. development of
P.L. 480as a means of assisting the export of agricultural products to developing
countries. We have consistently supported this program since its ineeption, The ..
proposed Export Development Credit Fund would overlap, and to some extent
duplicate, the authority that is already available under P.L. 480. :
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" In view of (1) the urgent need.to control inflation by reducing government,
spending, (2) t&xe weakness of the U.S. dollar as reflected by the regceunt,, devaluae.

jons, (3) our increasingly burdensome national debt, (4) the all-time record high’ .
_interest rates now prevalent in the U.8., (5) the controls recently imposed on

exports of certain agricultural commodities, (6) rising domestic food prices and & .

resultaint clamor for further export.controls, and (7) the general uncertainty and-

instabilit; prevailing in our economy, we believe that total appropriations for foreign -
. aid should be reduced and any proposals for new and costly progrants should be rejected.

In your Finance Committec press release of August 9, 1973, you asked for
suggestions on the technical aspects of financing the proposed export credit pro-
gram. We have not addressed our reraarks fo this matter because the proposal is

undamentally unsound and no financial arrangements—no matter how meticu-
_ lously constructed—can make it sound. .

We recommend that the Senate Committee on Finance state in its report on
Section 16 of S. 2335 that the proposed Export Development Credit Fund is
economically unsound and that no method of financing would make it sound,

We respectfully request that this letter be made a part of the record of the:
hearing on this proposed legislation. )

Sineerely yours, - )
WiLntam J. Kunruss,
Prestdent,

INTERNATIONAL UN1ON, UNITED AUTOMOBILE, AEROSPACE & -
AGRICULTURAL IMPLEMENT WORKERS oF AMERrica-UAW,
Delroit, Mich., August 31, 1973,
Hon. Russert B. Long, . ' ,
Chairman, Senate Finance Commillee,
Senate Office Building,
Washington, D.C.

Deak MR. CHalrMAN: I am writing on behalf of the UAW in response to your
announcement that the Senate Finance Committee will hold a hearing on the
iroposed U.S. Export Development Credit Fund. We support this proposal.

ike the other changes in foreign economic assistance endorsed by the Foreign
Relations Committee, it can lead to a major reorientation and improvement of
U.S. development assistance programs in order to more directly benefit workers
and disadvantaged people both in the United States and abroad. ~

We are impressed not only by the enormous need of the people in the poorest
countries for assistance, but by the dependence of U.S. exports to them on con-
cessional financing. We are also greatly impressed that as development gets
underway in these countries, their demand for, and ability to pay for American
products rises dramatically. The billion people in the poorest, non~f)ommunist
countries with per capita incomes of 3200 a year or less, by only an average of
$1.50 of U.S. goods per person per year, and most of that is financed by AID
or PL 480. Tt is illustrative that our sales to countries where average incomes are
between $200 and $500 a year are dramatically greater—~$13 I?er person per
year—and not nearly so dependent on government assistance. ¥rom the point
of view of increasing U.S. exports, helping poor countries break out of the vicious .
cirele of poverty, illiteracy, ill health, inadequate food and growing population
clearly will pay off. ‘

-Our aid programs have already helped in this direction, although they. focus
exclusively on development and foreign policy problems. However, the reorienta~-
tion which the Export Development Credit Tund entails will for the first time
introduce a structure for active collaboration between development-focused and
business-focused agencies. We welcome this development. and the introduction
into foreign assistance affairs of a real concern for the impact of assistance oriteria
and procedures on long-term U.S. export development. . .

e are concerned, however, that this new dimension of development assistance
not be exclusively business-oriented. 1 sugiest that the balance of the EDCF

Advisory Committee would be improved if the Secretary of Labor were added to
its membership. He could help assure that the EDCF was administered so as to
maximize the net increase in American emplogment resulting from EDCF opera-
tions. One way to do this would be for the EDCF to maintain firm source and
oﬁgin criteria so that financed exports really are the products of American labor
and not simply assemblies of imported components. Another would be to adopt
. commodity and project selection criteria that would help to avoid adverse effects: -
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particularli{ gensitive to the problem would be mofe effective. - :
. 1

" on foreign assistance taken by the Foreign Affairs and
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on U.8. employment. Statutory language has not proven to be very effestive: "
to that end; the active participation in policy formation of the cabinet officer:
1 would like to stress again our endorsement of the ver¥comtruotive initiatives '
oreign Relations Com- ]

mittees, including the proposal for the EDCF. I would hope your Committee will .- - -
support the EDCF as an imaginative and welcome attempt to deal with thenieeds - .
of workers at home as well as abroad. B

Sincerely yours,

LeoNaRp WoODCOCK
President, International Union, vaw.
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: - Jury 25, 1973
Hon. Georce P. Scruvrtz, S
Secretary, De%ar!ment of the Treasury,

Washington, D.C.

"Dear MR. SEcreTARY: On July 18, the Committee on Finance
%greed:to request that the Foreign Assistance Act be referred to this .
Jommittee when it is reported by the Foreign Relations Committee..

The Foreign Relations Committee has agreed to this request. Section
16 of the Foreign Relations Comimittee bill would establish a ¢ United
States Development Credit Fund,” financed by the issuance of
securities under the Second Liberty Bond Act, which would obviously
affect the public debt of the United States.

The initial level of borrowing authorized would be $3 billion over a

* three-year period, and the monies would be used for soft term export

finaneing to “poorer’”’ developing countries,

When the bill is referred to the Committee, it is anticipated that
we will call you as a witness to testify on this legislation. In preparin
to consider the proposal, we would like to ask you to have your sta
prepare the answers to the following questions:

1. What effect would the proposal have on the budget and public
debt of the United States?

2. How would the fund be coordinated with AID and Export-

. Tmport Bank financing?

3. What is the import absorptive capacity of developing countries
with per capita gross national products of $375 a year or less?

4. What has been the level and composition of U.S. exports to these
countries?

5. What is the level of private and public debt outstanding for these

countries, and the record for “debt rescheduling”?

6. What are the prospects that these soft loans will be used to help——
these countries repay hard loans from other countries or international
institutions?

7. What are the export credit terms of other developed countries
to the poorest of the developing countries? S

8. Will export credits of the Export-Import Bank likely be replaced
by soft export credits from this proposed new fund?

1 woul(}) reciate it if you would send me the answers to these

a pg
guestions-by September 4.

We will be in touch with you shortly before the hearings begin.
With every good wish, 1 am -
Sincerely,
RusseuL B. Lone,
~ Chairman,
Committee on Finance.

(195)
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THE SECRETARY oF THE TREASURY,
Washington, September 5, 1978.
Hon. RusseLL Lonag,

Chairman, Commitiee on Finance, U.S. Senate,
Washington, D.C.

DeaR MR, Cuairman: T am pleased to respond to the questions
in your letter of July 26 which dealt with S. 2335, a bill “To amend'

the Foreign Assistance Act of 1961 and for other purposes.”

I a;g)reciate your invitation to me to appear as a witness before
your Committee to testify on this legislation, but regret to inform
ou that I shall be unable to attend. 1 have therefore asked John M.
ennessy, Assistant Secretary for International Affairs, to ag;l),ear
in m{ place. He is knowledgeable in this area and I am confident
that he will be able to answer any questions you may have regarding
our position on this proposed bill.

The Treasury Department has been advised by the Office of
Management and Budget that there is no objection to the submission
to you of the attached responses from the standpoint of the Ad-
ministration’s programs. -

Sincerely yours,
George P. Suuvrz.

. Question 1. What effect would- the proposal (Section 16 of S. 2334,
the “Foreign Assistance Act of 1973,” as reported by the Senate Com-
mittee on Foreign Relations on August 2, 19’;3) hare on the budget and
public debt of the United States?

: Answer. As the proposal stands, receipts and outlays of the Fund
would statutorily ge excluded from the Federal budget totals. The
Administration, however, takes the position that Federal receipts and

- outlays should be reflected in budget totals to assure full disclosure

and appropriate review of the economic and financial consequences of
Kederal programs. Current budgetary concepts would call for the
net principal disbursements on loans and the net interest expenses
of the Fund to be shown as budget outlays. Thus, Section 801(d) of
Part V should be deleted, or alternatively there could be substituted
for Section 801(d) the following-language: “The totals of the budget
of the United States Government shall include the funds appro-
riated to the Fund and the net effect of the receipts and the dis-
ursements of the Fund.”

The obligations issued by the Government to finance the Fund
would probably not be included in the public debt subject to limitation
under present interpretations of the relevant provisions.of the Second
Liberty Bond Act, as amended. Accordingly, the Treasury Depart-
ment believes that the public interest would be better served by
financing the Fund’s activities through regular Treasury securities,
which are subject to the public debt limitation. Moreover, experience
has demonstrated that dm interest cost of financing through other
types of United States obligations is significantly higher, even though
guch other obligations may also be full faith and credit of the United
States.

Question 2. How would the Fund be coordinated with A.I.D. and
Export-Import Bank financing? -
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Answer, Section 805 of S. 23856 establishes an Advisory Committee
consisting of the Secretaries of State, Commerce, Treasury, Agricul-
ture, the President of the Export-Import Bank and the head of the
Agency primarily responsible for administration of the Fund. This
committee will provide overall policy coordination. The presence of
the President of the Export-Tmport Bank on the Advisory Committee
will insure that the policies governing the operation of the Fund are
consistenit and compatible with the policies and activities of the
Export-Import Bank. It is envisioned that specific policies governing
lonn criteria and Fund operations would be set forth through the
Advisory Committee and that these policies would be designed to
insnure that loans made by the Fund not infringe npon or compete with
eredit finaneing offered by the Export-Import Bank. These procedures
could include, for exemple, an administrative mechanisni to avoid
fund finuncing in cases where Ixim financing is appropriate. In prac-
tice, the activities of the Fund should not conflict with those of the
Bank since the Tund will opernte primarily in the poorest of the
LDCs—where Ex-Im exposure is limited-—and for the financing of
exports which do not obtuin Ex-Im financing,

n regard to coordination with ALD activities, it is the current
intention of the Administration to lodge “operating responsibilities
for the Fund in that Agency.

Coordination of the Fund's aetivities with our international mone-
tary and financial policies can be achieved to the extent necessary and
desirable through the National Advisory Couneil on International
Monetary and Finuneial Policies,

Question 3. What isx the (import absorptive capucity of derveloping
countriox awith per capita gross national products of $375 a year or less?

Answer, The initial Tending volume for the Export Development
Credit Fund would be well within the Simport absorptive capaeity’
of the countries with per capita gross national produets helow $375,
If the Fund were to commencee operations Janaury 1, 1974, us proposed
by the Administeation, the average annual lending volume over the
four year period would be $675 million. As shown in ‘I'able 1, there
are 67 countries enrrently with a per capita income helow $375;
excluding communist countries, which, it is presumed, will not initially
receive finaneing from the Fund, Most of the eligible countries arve in
Africa und Asia. While foans may not actually be extended to all of
these countries by the Fund, duta for these countries provide an
illustrative basis for measuring absorptive capaeity. Their total
merchandise imports in 1972 were approcimately $30 Dbillion, If
“import absorptive capacity” i~ defined as capacity to utilize increased
imports productively, there can be little doubt that the 8676 million
average annual flow could be “absorbued,” since-it would constitute
less than 3 pereent of the existing im{)ort level. :

Since debt servicing is an inereasingly important problem for the
LDC%, their import capacity is severely constrained under conven-
tionul, harder term export lending. It is this very fact—limitation o
import finuncing capacity—which makes the new soft-term expor
credit fund an appropriate vhicle for supporting U.S. exports to these
countries,

Another indicator of “absorptive capacity” is the level of investment
within the recipient countries. The 67 countries in question have a
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curront aggrogato GNP of $260 billion. The World Bank estimates
that for Africa and Asia, gross investment is on the order of 18 percent
of GNP. Thus, total investment in these poorer countries is on the
order of $47 billion annually. The need of those countries for addi-
tional capital far exceeds the additional resources that would be made
availuble under the Fund.

Question 4. What has been the level and composition of U.S. exports to
these countries?

Answer, U.S, exports to these countries in 1072 totaled only $4.8
billion out of a total U.S. exports of $49.7 billion, (See ‘I'able 2) T'his
$4.8 billion in U, exports to those countries represents only 17.3
percent of their total imports, In contrast. for countries with per
nnpilt‘n income from $375-$1.000 the U.S. held 28.6 percent of the
mnrket,

In the 67 countries in the $375 or less per cupitn income category,
U.S. exports have inereased from $3.7 billion to $4.0 billion, or 24
percent, from 1963 to 1971, At the sume time, the other members of
the OKCD have increased their exports to these countries from $9.0
hillion to $14.3 billion, or 59 pereent,

In \: of the poorest LDC!'s, comprising S0 percent of the population
of theleonntries with per enpita income below $200, U.S. exports foll
from $1.7 billion in 1966 to $1.2 billion in 1072, At the sname time, these
same countries increased their imports from the other major Develop-
ment Assistanee Committee (DAC) donors from $2.9 bhillion to $4.3
billion, "This decline in U.S, exports contrasts sharply with an inerease
of 44 pereent in U.S, exports to all LDCs over the 1966-1972 period.

The composition of mujor U.S. exports ix shown for the 12 lurgest
purchasers in the gronp, in Table 3. In terms of brond eategories, 31
pereent of UN. exports to the group are in agricultural goods; 28
})orconl‘ in raw and intermedinte materinls; and 41 percent are manu-
ll(*!lilll‘(‘(l machinery and equipment. Greater detail is given in the
table.

Question 5. What is the level of pricate and public debt outstanding
for these countries, an:l the record fur “debt reseheduling?”’

Answer, As of Docomber 31, 1970, the last date for which composite
data ure available, the 67 countries with per capita incomes of $376
or less had o total external public debt outstanding (including un-
disbursed) of $40 billion. Of this amount $33 billion 1s in the form of
debt owed to bilateral and multilateral donors und institutions and
the remainder ix owned to private entities. The largest debtors were
India, Pakistan (Bangladesh), and Indonesin, These three countries
accounted for $17 of the $40 billion total.

LDC oxternal debt levels are growing rapidly and have almost
doubled between 1965 and 1970. Debt service payments are also
growing rapidly, ns grace periods on loans made in the early 1860s are
running out, ‘ :

Since 10566, ten doveloping countries have participated in a total of
23 multilateral debt roscﬁe(ﬂxlings. Six of these countries, accounting
for 13 of the reschedulings, fall in the under $375 per capita income
category. (In addition, the U.S. renched a bilateral rescheduling agree-
ment with the UAR in 1971.) Rescheduling negotiations with countries
in this category are currently in process with India, Pakistan/Bangla-
desh, and Ghana.



-

. fendedTor that purpose are thereby freed

199

While the LDC debt servicing Frob]em is serious it can be managed.
providing commercial credits on softer terms than normally
available, the Fund itself will tend to ease the debt servicing burden
in these countries, while encouraging them to do business with the
United States rather than turning clsewhere to develop long term
commercial rolationships, -

Question 8. What are the prospects that these soft loans will be used to
help these countries repay hard loans from other countries or international
institutions? '

Answer. The dollars flowing out under this program are to be 100
ercent tied to U.S. exports. To the extent that Ifund dollars result
n additional U.S, exports-—i.e., purchases from the U.S. the recipient

nations would not otherwise have made—there is no addition to free
reserves that could be used to repay loans from other sources. On the
other hand, if the Fund dollars were used to finunce purchases from the
U.S. that would have been made anyway, the dollhws o:fgi,m:lly in-

for other uses such na debt
repayment, imports from third countries, or reserve accumulation, It
is highly likely that the activities of the Fund will generate exports
that are fully additional to the level of exports that would have other-
wise occurred. Experience has indieated that in the ease of A.LD.
commodity finuncing, additionality is in the order of 90 percent for all
countries but is higher than this—appronching- 100 percent—in the
poorest .LCDs.

In view of the low and declining U.S. share of the imports of these
countries, their continued growing need for goods in which the U.S. is
competitive, and the heavy dependenco of these sales on concessional
eredits, it is reasonable to expect that the leakage of Fund dollars to
other uses would be minimal.

Question 7. What are the export eredit terms of other developed countries
to the poorest of the developing countries?

Answer. It is difficult to compare export terms offered by other
doveloped countries with those offered by the U.S. because the dis-
tinction between development assistance financing and export credits
tends to be less distinct in those countries than it is in the U.S. with
our two separate agencies—Ex-Im Bank and A.I.D. Official credits
offered by other developing countrics are often blended with private

“credits in varying combinations. The relative competitiveness of

other nations official oxport credits depends on a mix of factors
including the cash down payment required, grace periods, amortiza-
tion period, whether or not some local currency financing is authorized,
as well as interest rates. Tuble 4 offers a brief summary of the terms
offered by major foreign industrialized countries. .

Question 8. Will export credits of the Erport-Import Bank likely be
replaced by soft export eredits from this proposed new Fundf

Answer. Procedures would be formulated by the Advisory Coms..
mittee to insure that the activities of the Fund wonld be compatible
with the activities of the Export-Import Bank. It is the intention
of the Administration that the Fund’s soft export credits not replace
but be additional to the harder-term credits offered by the Bar
Replacement of Eximbank loans should not in practice pose a serious
problem due to the nature of the Fund and the nature of Eximbank’s
ourrent pattern of operations. :
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The Export~Import Bank has been relatively inactive in 62 of the
67 countries with per capita income of 8376 or less. The authoriza-
tions for Eximbank direct loans and_guarantees to all countries
during F'Y 1978 totalled $1,268 million. Howaver, § of the 67 countries
accounted for $950 million, or 75 percent of the 81,258 million author-
ized, leaving only $308 million for the remaining countries, (The five
countries are Turkey, Algeria, Indonesia, South Korea, Zaire.)

Tho terms of Eximbank lending, which average 10 years maturity
and have a blended interest rate of Export-Import Bank and com-
mercial bank funds which conform to accepted international practice
may, nevertheloss, prove to be an excessive burden on the debt
service capacity of somo of the countries falling within the $375 or
less per cuf)itn. income bracket. Therefore, the softer terms of the
Fund could be appropriate for some transactions in many of these
poorer countries,

TABLE 1,—SELECTED EOOMl&DATA FOR THE POOREST DEVELOPING COUNTRIES

Exim
U.S. expotls, Tolal  suthorized,
GNP ( Populati p o yiengy  Imeglh fcal
Lig opulation
Country captay  (millonsy  (oillions)  {millionsy  (milions)  (millions)
§0 3.5 .2 1.3 $31.3 0
) 6 ot 43 $0
S R N
b1 5.0 3 ?Is s‘.’g
80 4.4 .3 1.2 122.0 0
. 80 4 4 20 e g
ﬁ'f"t?a‘ﬁl'sia 38 13' 1'? 17'; :%3 0
n. N . . 3
Ethlopls 80 2 19 21 176,9 .2
20018, 0 uuerennininnninennnnae 80 18. 1.6 3.3 $533.0 1.0
Nopal . 0 23 e 10 i
Indonesia. . 80 115 8.9 30713 1, %62:1 11.'3
Bangladesh.. 80 70, 5.0 ® [0] 0
Dahomey. .. 90 2 .2 8.4 175,3
Lesotho. . 90 \ o 1.7 (2
Tanzania 100 13 14 1 0
100 7. 4 2, 163.9
100 21, 2.2 ®) [0] 0
110 538, 5. 350.0 2,12 .8
110 it X Egs :sg.ls
S 10 12 1.4 5.3 1336,6
110 . N ) )
120 8. 7.2 183.0 911,
[ 1] TP 12 3 4 8.2 168, 0
§|mbu. . lgg f ? <? N 3 )
N‘l"gffi }3 s“g 67 11“4’ 1,08,
Y 1% it 1.9 163 '3l 3]
[ T 130 7.8 1.0 72,7 178,1
farra. LORG oo 130 7.8 8 68 ;1%.; %
J el N ¢ N SRS N B
L e ! I i S R 3
140 2.0 . 44 176,
150 113 l? 28, 5 g.s
A I I
180 49 9 452 ' 19 '.3 .i

See footnotes et end of table.
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TABLE 1.—SELEGTED ECONOMIC DATA FOR THE POOREST DEVELOPING COUNTRIES—Continued .

-~ e

u.s. oxpom, Total axlhorfud
GNP ( Popu ation GNP ;1 Importh
Country up&‘::; millions) (bitllons) (mlmons) (miltions) (mlmom)
AMOrO0N..q0e . 5. ' f L] :
gwulla eeene %§ ) .2 1. 3.§ 27 24
Sl g om oowm o b
By Ol oo 30 3.3 6.0 Wt 8?8. ¥
PMII Ines. . 210 36. , 385, 397. 1
g o R W R M
Lfbd-.’.’. 13 I ; i g 3
Mauritlus..o..oo ool 240 : » 3.9 1. 0
07A8N.eeeeninneseaveasasann 250 2. . 65,2 213 .2
?out KOred.....ocovevennnnes 250 3. 1. 735.4 2,522, 13.1
unisia . 250 5, 1 54,6 462, .6
Paragus . 260 2. . 18.3 82, (0]
hodes . 280 5, 1. N 292, 0
oAU e ceraneerneninsin 280 2. 0 g 1 183, 4,
cuador, . . 290 6. 1.7 1 ? 1303, 12.
Moot o i3 77 e $
Coo (resy " % ; 3 BT 1
3, 1.1 73.9 213. 2,
3. 10.9 300.3 1,531, 1.
8. 2.6 43.3 248, .
4, 1.5 2, 446, ‘s.e
9, 31 3.3 857,
13. 46 conianns seze 152.8
21, 7.4 3ij 4 1882, 7?.5
4, 1.4 183.3 3g9. 2.0
5, 1.9 101.9 12 g 1
. .3 30,0 1132, 2.6

TABLE 2.—U.S, MARKET SHARE AND FINANCIAL COMMITMENTS, BY PER CAPITA INCOME OF IMPORTER
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Table 4.~ECONOMIC ASSISTANCE AND EXPORT CREDIT TERMS BY OECD COUNTRIES

Economic assistence Export credit terms
Interest Interest
rates Maturit rates Maturit
Country and agency (porcont) (years, (percent) (‘yom
Canads:
Canadisn International Development Agency.. ...... 0-3.0 301050..cccccincnnren.s. .
uni:gonDovolopmmcowl ation..ccovviinennanes Geesesesnrasocntsaniores 6.0 Upto2o,
Ministry of Economics and Finance 3-4.0 15t020..
Mmlmg of onl;n Alfairs. . ........... rant. ...
Caisse Contrale de Cooperation Economiq . 350 51020 .
"ms.o':\quo rancalse de COMMOrce EXtOrIOUr. . .. ..c.urvunnucirinnenaraenraneznn 58-6.5 Uptol2,
Kredit anstalt fur Wisderaufbau. ... 2-3.0 221030 ..... 1.8-8.5 Blol
s Ausfubr Kredit Gessellschait. . .............cooooieieiiiiiiiieiaas 8,5-10.5 Uptols.
. :rr'.a,ano CrOdHO. - eeeeeeereeeeeeeaeeeeneenes 3.0 13 aversge).. 6.5 Upto 0.
Overseas Economic Cooperation Fund . ........... 35,0 200025, ..ucunureinnns.s.
Eximbank of Japan..........c.ccenue. 4.5-7,5 Upto20.
United Kingdom:
Overseas Developmant Administration............. 25.. . e PO
um“tgm}:tl:sc!odm varantee Department. ........... 3 6.0 Uptold.
Ald for Internationat Development. . .............. 23,0 Uptod0..ee vviveennnesnye
EXIMDANK, st ieniananianenrenraracncaceertatntesesrsannnsasassesnnannss .0 Uptlolb.

Note: Interest rates do not include privata financing costs, insurance, or other fees, some of which might add 2 to 3
percent to the cost of borrowing from the U.S. Eximbank and some other export credit agencies,

TxecuTive Braxen Postrrrons—Exrort DEVELOPMENT
Creprr Funp

(Page 19, line 9—Puage 25, line 9 of S. 2:;55)

Sections 801 through 809 of Subsection 16(n) of S. 2335 would
create an Export Development Credit Fund to finance expanded
United States exports to the less-developed countries while assisting
those countries in their economic development.

The Executive Branch belioves that by providing concessional

financing to less-developed countries, significant export promotion

. ean oceut while, at the sume tie, those countries are assisted in their

own development. By providiug foreign exchange on terms which less-
developed countries can afford, the Fund can assist U.S. exporters
in_entering markets not otherwise available to them and to establish
relationships which will result in important cornmercial-terms business
in the future, This is to the mutval economic henefit of the United
States and the assisted countries. Accordingly, the Execative Branch
supports the enactment of these proposed amendments to the Foreign
Assistanco Act,

However, the Executive Branch requests the following perfecting
amendments:

Subseetion 801(a). The Executive Branch strongly endorses the
provisions of this subsection which recognize the developmental ob-
Jectives of the Fund. The Executive Branch opposes the authority to
“refinance United States export credits” (Page 20, line 8) if such au-
thority is intended to permit extensions of credit to finance transac-
tions undertaken before commencement of operations of the Fund or
transactions which would have occurred in any event absent the



TR

204

n\sailnbility of the Fund. Nor does the Executive Branch propose
u ini; the Fund to compete with refinancing facilities already made
available by the Ex-Im Bank. The Executive Branch would prefer
deletion of the refinancing authority in order to dispel any doubt
on this score. -

Subsection 801(d). The Executive Branch does not concur with
subsection 801(d) insofar as it would treat the outlays and receipts
of the Fund outside the Federal budget. Appropriate budget manage«
ment reqaires that the operntions of the Fund, just as the operations of
Food for Peace programs under P.1.. 480, be encompassed in the overall
Federal budget planning process, Any analogy to the treatment of the
Ex-Im Bank is not appropriate; the Bank is a self-sustaining opera-
tion; the If'und would not he,

Subsection 802(b). By authorizing the use of repuyments of principal
and interest on existing foreign assistance -lonns to subsidize the
interest rate on loans made by the Fund, the proposed legisiation
would result in a diversion of vecoipts currently made available for
development loans for use by the Fund. The Exeeutive Branch agrees
with the proposed use of these receipts since the Itund is designed to
serve development assistance activities and since theso receipts will
ultimately acerue to the benefit of the less-developed nations. How-
ever, in this regard the Senate Bill does not make available cortain
additional prineipal and interest reflows which are currently returning
to the Treasury. These reflows-—approximately $66 million in 1974—
are generated from activities of lending agencies operating prior to
1064, They are similar in all major respeets to the reflows currently
returning to A.LD. and available for reprogramming after 19564, These
additional reflows were made availuble to the Fund under a similar
version of the Bill that was originally contained in the House nuthori-
zation. To the extent that these pre-1054 reflows are made available,
diversion from the regular loan program would be reduced,

As indicated clsewhere in this paper, the Executive Branch pro-
posed to commence Fund operations in Fiscal Year 1074, Accordingly,
the Administration proposed that the Senate Bill include authority to
use pre-1054 reflows to finance Fund operations. This is particularly
important for this fiscal yoar since the Administration’s budget .
request for development louns did not assume any diversion of loan
receipts for Fund operations. In order to make receipts from loans
made prior to 1954 available until expended for use by the Fund, the
Administration proposes that the following langunge be added at the
end of })roposed Section 802(b):

n addition, dollar receipts from loans made under foreign .
ussistance legislation enacted before the Mutual Security Act of
1954 are authorized to be made availuble for use for purposes
of this section. Such receipts shall remnin availible until expended.

Such receipts include receipts from loans made under the authority
of the following legislation:

The Latin America Development Act, as amended.
The Mutual Security Act of 1951,

The Security Act of 1953,

The Indian Emergency Food Act.

The Mutual Defense Act of 1049,

The Economic Cooperation Act of 1948.
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Section 808,

The Executive Branch supports this section, However, in order to
make available for the administration of the Fund all those adminis-
trative authorities contained in part LI of the I'AA which are now
available to administer to part 1, a subseetion (b) should be added
to section 805 which provides:

The authorities available to administer part 1 of this Act or
any portion thereof, shall be available to administer this part.

The Executive Branch proposes that the Advisory Committeo
estublished pursuant to Seetion 805 be chajred by the Secretary of
Commerce. The role of the Advisory Committee will be to determine
operating policies for the Fund under the foreign poliey guidance
o} the Seeretary of State. Particulurly in the initinl phase of Fund
operations, the policy-muking function of the Committee will involve |
considerable attention to detuiled nspeets of Fund oporations,

The Executive Branch intends to rest operating responsibility for
the Fund in the Ageney for International Development, This decision
iy in recognition of the fact that A.L.D. has broad experience und
expertise in the implementation and administration “of financing

-aetivities similar to those contemplated by the provisions ereating
the Fund.

Section 800,

This section authorizes the use of horrowing proceeds to cover
losses incurred on loans by the IFund. The Executive Branch would
prefer flexibility in determining the extent to which borrowing au-
thority should be held uvailable to meet the cash requirements
resulting from any potential losses, However, it does not propose to
amend (his section at this time,

A typographical error exists in lines 5 and ¢ of puge 24, All of line 6
and the words “States Export Development Credit Fund for” in
line 6 should be-stricken,

Subsections 16(b) and (¢) of S. 2335 muke the Fund provisions
effective July 1, 1974 and require o detailed plan describing the
proposed organizational and operational methods for implementation
of the Fund to be submitted to the Senate Foreign Relations Com-
mitteo and House Foreign Affuirs Committee no later than April 15,
1974. The Executive Branch concurs in the desirubility of submitting
to the Congress a detailed plan of implementation for the Fund before
beginning operations. However, it would prefer to commence opera-
tions in ﬁﬂs fiscal year. Unless the Fund 1s authorized to commence
operations in this fiscal year, funds would not actually become avails
able for onrnlions until completion of uction on Y 1975 budget
requosts, It is not likely, under that time schedule, that sufficient
‘experience .will be gained before submission of FY 1976 authorizing
legislution, to submit desiruble chunges, if any, in the wuthorizing
leglslation based uBon accumulated experience. ‘

The Executive Branch would prefor to begin Fund operations on
or about January 1, 1874, Exporience gained in the course of a year
or 80 could then form the basis for changes, if uny are neoded, in con-
noction with the next authorization bill. At the same time, imple-
mentation of this important new initiative would not be unduly
delayed.
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For these reasons the Executive Branch proposes that it be called
upon to submit a plan of implementation to the Congress on or about

ovember 1, 1973, and that the authorization to begin Fund opera-
tions commence on January 1, 1974 or 60 days after submission of
such a plan, whichever last occurs, Necessary action by appropria-
tions committeos would be sought at an appropriate time in this
fiscal yenr,

In order to implement this proposal, the Executive Branch proposes
that subsections (b) and (¢) of Soction 16 be deleted and that the
followinfg be insorted in liou thereof:

(h) The amendment made by subsection (1) of this section
shall take effect on Janaury 1, 1974, or 60 dirys after submission
of u l_)hm of implomentation in accordanco with subsection (¢)
hereof, whichover lust oceurs.

((? The President shall, on or about November 1, 1073, subtit
to the Committee on Foreign Relutions of the Senate and the
Committee on Foreign Affuirs of the House of Reprosentatives
u detailed plan describing the proposed organizational and
operational methods for implementation of the Unitod Stutos
Tixport Development Credit ['und established by the amendment
made by subsection (a) of this section,

O



