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FOREIGN INDEBTEDNESS TO THE UNITED STATES

MONDAY, JANUARY 23, 1978

U.S. SENATE,
Comurrree oX FiNaNcE,
SuscoyMMITTEE ON TaxaTION,
AND Depr MaxacEMENT GENERALLY,
Washington, D.C.
The subcommittee met, pursuant to notice, at 10 a.m., in room 2221,
Dirksen Senate Oftice Building, the Honorable Harry F. Byrd, Jr.
(chairman of the subcommittee) presiding.
Present : Senator Byrd.
[The committee press release announcing this hearing follows: |

[Press Release, January 9, 1978)

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT SETS HEARINGS
ON FOREIGN INUEBTEDNESS T0 THE UNITED STATES

Senator Harry F. Byrd, Jr.,, Chairman of the Subcommittee on Taxation and
Debt Management of the Senate Committee on Finance announced today that
the Committee will hold hearings on January 23, 1978 on the status of foreign
debts owed to the United States.

The hearings will begin at 10:00 AM. in Room 221 of the Dirksen Senate
Office Building. Witnesses to testify as a panel are John L. Moore, President and
Chairman of the Board of the Export-Import Bank, C. Fred Bergsten, Assistant
Secretary of the Treasury for International Affairs, and Robert Hormats, Sen-
tor Deputy Assistant Secretary of States for Economic and Business Affairs.

Senator Byrd noted that in February 1976 he conducted similar Subcommittee
hearings and, at that time, foreign debt owed the United States was approximately
$60 billion.

“It is important for the Congress to know the current status of this debt and
the prospects for its repayment. Also, during the past year, a great deal of
attention was focused upon the accumulation of public and private debt by less-
developed countries. The Oongress should consider the extent to which the
American government, directly and indirectly, is involved in lending abroad.”

Witnesses who desire to testify at the hearings should submit a written re-
quest to Michael Stern, Staff Director, Committee on Finance, Room 2297
Dirksen Senate Office Building, Washington, D.C. 20510 by no later than the
close of business on January 16, 1978.

Legislative Reorganization Act—Senator Byrd stated that the Legislative
Reorganization Act of 1948, as amended, requires all witnesses appearing before
the Committee of Congr:ss “to flle in advance written statements of their pro-
posed tes:lmony, and to limit thelr oral presentations to brief summaries of their
argument.

Witnesses scheduled to testify should comply with the following rules:

(1) A copy of the statement must be filed by noon the day before the day the
witness 18 scheduled to testify.

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

1)
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(3) The written statements must be typed on letter-size paper (not legal size)
and at least 75 copies must be submitted by the close of business the day before
the witness is scheduled to testify.

(4) Witnesses are not to read their written statements to the Committee, but
are to confine their ten-minute oral presentations to a summary of the points
tncluded in the statement,

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

Written testimony.—Senator Byrd stated that the Subcommittee would be
pleased to recelve written testimony from thoese persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion in
the record should be typewritten, not more than 25 double-spaced pages in length
and mailed with five (5) coptes by February 28, 1978, to Alichael Stern, Staff
Director, Committee on Finance, Room 2227, Dirksen Senate Office Building,
Washington, D.C. 20510.

Senator Byro. The Subcommittee on Taxation and Debt Manage-
ment Generally of the IFinance Committee will conduct hearings on the
status of foreign debts owed to the United States.

Similar subcommittee hearings were held in early 1976. At that
time, the total indebtedness was in round figures $58 billion. As of
June 30, 1975, exclusive of World War I debts, $34.5 billion was owed
to the United States. The figures I have given do not include loan guar-
antees through the Export-Import Bank and other contingent liabil-
ities of the U.S. Government through its participation in international
financing institutions.

It is now time to examine again the current status of foreign debt
owed to the United States and the prospects for repayment. The
working men and women of our Nation pay for the money which our
Government lends abroad. We must be continually alert to the pur-
poses and manner in which this money is spent and the actions taken
to insure that it is repaid.

We have asked officials of the Treasury Department, the State De-
partment, and the Export-Import Bank to provide us with their
views about this debt and factual information in regard to it, and
also to inform us as to what steps are being taken to collect the moneys
owed by the United States. I might say at this point that there is very
little sex appeal, of course, in this subject.

I remember that after one of the previous hearings on this subject,
one of the witnesses from the State Department, the Assistant Secre-
tarv of State, was interviewed bv newspaper reporters. and he said he
found the hearing very boring. Well. the next day, he called me on the
phone, and said that Secretary Kissinger had raised hell with him for
making such a statement, and he called up to apologize.

I said. don’t worry about that at all. Tt didn’t bother me a bit. As a
matter of fact, it dramatizes to me the basic problem here in Washing-
ton. It is very exhilarating and creates enthusiasm and to give away
American tax funds, but when it comes to trying to protect the Ameri-
can taxpayers, then it becomes boring to many officials in Washington.
I said. I am sending your statement all over the State of Virginia. 1
think i:iis a very fine statement, and it dramatizes a point that I have
in mind.

I thought this morning that we would first hear Mr. Moore, the
president of the Export-Import Bank, because Export-Import Bank
debts are a different situation from the other debts owed to our
Government.
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Mr. Moore, welcome to the committee. I want to say that I spent
much of yesterday going over your statement in order to conserve time
this morning. I think von have an excellent statement. You may pro-
ceed as you wish, but T would suggest that perhaps you might want to
proceed with the abbreviated statement. The full text of your ex-
panded statement would be included in the record, but you may pro-
ceed as you wish, Mr. Moore, and we appreciate your being here.

STATEMERT OF JOHN L. MOORE, JR., PRESIDENT AND CHAIRMAN
OF THE BOARD OF THE EXPORT-IMPCRT BANK

Mr. Moore. Mr. Chairman, it is very good to be here, and T will do
exactly that. Let me give the summarized statement and submit the
fuller statement for the record.

The Eximbank was established to aid in financing and facilitate ex-
ports of U.S. goods and services. Eximbar’: supplements financing
from the private sector for those exports sold on commercial terms
customary in international trade. Wlile Eximbank has a congressional
mandate to offer financing for American exporters which is competi-
tive with that being provided to foreign exporters by their official ex-
port financing agencies, Eximbank does not and cannot offer conces-
sionary or aid type financing. )

Eximbank is a self-sustaining institution. receiving no uppropri-
ated funds. In fact, since its inception, Eximbank has paid $981 mil-
lion in dividends to the U.S. Treasury. .

As of November 30, 1977, Eximbank's total exposure worldwide
was $25,162,534.000, and Mr. Chairman, I might just interpose here
that the figures we give are exposure, that is, disbursed and undis-
bursed portions of loans authorized by Eximbank, as well as the full
value of Eximbank guarantees and insurance outstanding which
would require disbursements by Eximbank only in the event o?defmﬂt
on the private financing which Eximbank has guaranteed or incurred.
I believe the Treasury reports to you on the basis of disbursed figures,
<o to the extent there is a difference in the figures used, that is the rea-
son for it.

Senator BByrn. Well, your figure then. the $25 billion. would be
higher than the Treasury figure §

Mr. Moore. Yes, by some $3 billion.

Senator Byrp. Thank you. .

Mr. Mooge. Of this $25 billion, $14,257,228,578 was under the direct
loan program; $4,721,912,000 was under the financial guaranty pro-
gram; $238,588,000 was under the cooperative financing facility pro-
gram; $1,075,766,000 was under the commercial bank guaranty pro-
gram; $3,979,969,000 was under the exporter credit insurance
program; and $919,353,000 was under the discount loan program.

The nature of Eximbank’s exposure varies from program to pro-

am. In the direct loan and cooperative financing facility programs,
%rximbank lends directly to a foreign public or private buyer.

It should be noted that the funds which Eximbank lends to forei
buyers do not leave the United States because they are paid to the
U.8. exporters, The foreign borrowers repay the loans plus interest
and feesin U.S. dollars to Eximbank.
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Under the guaranty and insurance programs, Eximbank does not
lend money, but rather insures the private commercial bank which
finances the export or the exporter himself against nonpayment by a
foreign buyer for commercial or political reasons,

Eximbank is required by the Eximbank Act to find a reasonable
assurance of repayment in any transaction for which it extends financ-
ing support. Eximbank makes credit judgments after careful analysis
on both the micro, or project level, and at the macro, or country level.

Since its inception, Eximbank’s credit reviews and guarantor policy
have kept Eximbank’s losses to a minimum. We are proud of the fact
that even though we have authorized $40 billion of (Plrect credit since
1934, anly $3.8 million. or one one-hundredth of 1 percent, have been
written off as losses. During this period, $1.4 billion, or 3.5 percent of
our loans, have been rescheduled.

I would like to leave you with a word of encouragement and opti-
mism. The international monetary system as a whole is capable of
dealing with the massive debt servicing needs that have arisen in
recent years. I'ximbank is particularly well positioned to absorb any
debt difficulties that may arise. I believe that this view is substantiated
by the following data.

Eximbank’s outstanding loan to equity ratio stands at roughly 4 to
1, which is 2 or 3 times lower than the 10 to 15 to 1 average ratio of
the internationally involved U.S. commercial banks, and only slightly
above the 2.6 to 1 ratio of the World Bank.

Eximbank’s present capital of $2.8 billion and our policy of keeping
our lending rate at 75 basis points above our marginal cost of funds,
wotld enable us to absorb sharp fluctnations in interest rates and sub-
stantial unforeseen losses without affecting our ability to continue
generating positive annual net income.

As of September 30. 1977, Eximbank had current arrearages of 90
days or more of $14.217.700, constituting less than six one-hundredths
of 1 percent of Eximbank’s worldwide exposure.

I might just end my brief statement, Mr. Chairman. informally by
saving that we at Eximbank take a great deal of intercst in the collect-
ing of our loans, and quite agree with you that this is a very intriguing
and interesting subject,

Senator Byrn. Thank you. President Moore. Would you, just for
the record, give your background, how long you have been at the
Export-Import Bank, and so forth?

Mr. Moore. Yes, sir, I was sworn in last May 2 as the ninth president
and chairman of the Export-Import Bank.

Senator B~»n. What was your position prior to that time? ,

Mr. Moore. 1 was a partner of a law firm in Atlanta, Ga., where T
specialized in financial transactions, both corporate and real estate
financing proiects.

Senator Byrp. Thank you. I think this is a fine statement, and as T
mentioned earlier, your more detailed statement will be made a part
of the record. I have a few questions.

I think the Kxport-Import Bank over the years, almost 44 years
now, has a rather remarkable record. Would you explain what you
mfezfm gy?our lending rate at 75 basis points above our marginal cost
of funds
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Mu. Moore. In setting the interest rate we charge to borrowers under
our direct loan program, we look—under the statute, we are directed
to look at our average cost of portfolio borrowings. In point of prac-
tice, we try to look at the marginal cost, that is, what would be the
cost if we borrowed through the Federal financing bank from the
public today, for 10-year funds or funds over the approximate length
of time we would be relending, and if the rate at which we would
borrow is 7 percent, then we would try to have a minimum payment
rate back to us at 7.75, or 75 basis points above the marginal cost.

Senator Byrp. What is a basis point, one-tenth of 1 percent? Or
one-hundredth of 1 percent?

Mr. Moore. One one-hundredth, I believe. Yes.

Scnator Byrp. One one-hundredth of 1 percent.

Now, you mentioned loans that have been rescheduled in page 2
ol your abbreviated statement. I quote: “During this period, $1.4
bitlion, or 3.5 percent of our loans, have been rescheduled.” Is that
during the entire period since 1934

Mr. Moore. Yes, sir.

Senator Byrp. As I understand it, the Export-Import Bank was
ciapit?alized at $1 billion, and it has received no additional funds since
then

Mr. Moore. That is correct. We have earned by retained earnings or
kept retained earnings of an additional $1.8 billion, so that our total
capital in retained earnings or reserve as we call it is $2.8 billion. In
addition, we paid $981 million of dividends to the Treasury.

Senator Byrp., But you receive no additional moneys from the
Treasury other than the $1 billion sale of securities?

- Mr. Moore. That is correct. We have not received any appropriated
funds. We borrow through the Treasury from the public.

Scn?ator Byrp. But your borrowing is an obligation of the govern-
ment

Mr. Moore. Yes, sir, and we do occasionally borrow on a short-term
basis directly from the T'reasury, but that is on a very short-term basis,
and stays in very small figures.

Senator Byrp. In our longer statement, in which page 2 seems to be
missing, on page 1 you begin: “This program,” namely, The Export-
Import Bank, “offers five basic programs to assist American ex-
porters.” You continue on page 3, and I quote beginning on the top
of page 3: “funds and takes the credit risk on the entire transaction.
This program supports small- and medium-sized U.S. export sales by
assisting foreign buyers.”

Now, what do you regard as medium-sized ¢

Mr. Moore. Roughly below $5 million. That is not an immutable
rule, but that is our rule of thumb,

Senator Byrp. On page 6 of your longer statement, you say, “At the
micro level, current certified financial statements are relied on heavily
by Eximbank analysts in assessing the financial condition and pros-
pects of the foreign purchasers.”

Now, in that connection, what current certified financial statements
does the Bank have in regard to its loan to Russia, or loans to Russia ?

Mr. Moore. I don’t specifically know the answer to that, Mr. Chair-
man. Those loans were, of course, extended before I was at the Bank,

24-495—18——2
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and since 1974 the Bank has not been able to enter into any new
transaction. My guess is that the statements from Russia would be
whatever the Russian Government chose to give us, and that they
would not have been certified. . )

However, if you will allow me the privilege, I will answer that cor-
rectly and in detail to you by letter. )

Senator Byrp. Yes, I wish you would answer it for the record.

[ The material referred to follows:]

Certified (audited) financlal statements are Eximbank's principal tool in eval-
uating the creditworthiness of private forelgn buyers. Such statements are gen-
erally neither available nor required when the foreign buyer is & government or
government agency. In public buyer transactions, Eximbank bases its credit judg-
rent on its economic analysis of the country as a whole,

Such is the case with Eximbank’s loans to the USSR. The Forelgn Trade Bank
(Vneshtorgbank) of the USSR acts as the borrower on all Eximbank loans to

that country.
The Government of the USSR acts as a guarantor of repayment on all Exim-

b

8%‘;113?)215].1( has consistently sought the fullest possible information from all
possible sources about the creditworthiness of countries to which it is lending.
These sources include information from all U.8. agencies, the IMF and IBRD,
the UN, private financial institutions, and academic sources. The Bank also so0-
licits information directly from foreign government where it determines neces-
sary, and has done so with the USSR. Eximbank has made no credit judgments
involving any countries—including the USSR—unless it was fully satisfled that
it had sufficient economic information to support a determination of credit-
worthiness.

Senator Byrp. In that connection. what is the total amount of out-
standing loans to the Soviet Union? What do they total?

Mr. Moore. The total amount in direct loans is $468,955,000.

Senator Byrp. Just a minute. I would like to make a note of that.
Would vou give that figure again ?

Mr. Moore. $468,955,000.

Senator Byrp. Now, the Senate several years ago adopted the Byrd
amendment, which put a limit of $300 million on loans to Russia.
Now, that $300 million was on top of then existing loans to Russia, so
I assume that that is why you have $468 million now.

Specifically what T am getting at is, since that amendment was

assed, have the additional loans to Russia from that time exceeded

00 miilion?

Mr. Moore. Mr. Chairman, I believe there have been none, because
I think at the same time that you passed the Byrd amendment you also
passed the Jackson-Vanick amendment, which precluded Eximbank’s
doing any business with the Soviet Union, I believe there has been
none, and the figures I am giving you were loans authorized prior to
both amendments, if they were indeed both passed at the same time.

Senator Byrp. I think you are quite right on that. So, there have
been no loans to Russia since about—do you recall the date—1973 ¢

Mr. Moore. I think the amendments were passed at the end of 1974,
and so there have been none since then, although we are still disbursing
some of the loans that were authorized prior to that time, and prob-
ablv will be doing so for another year or so.

Senator Byrp. Would that be included in the $468 miliion figure?



M. Moone. T believe so.

Senator Byrn. At one time I know the Government had in mind
making billions of dollars in loans to Russia.

Mr. Moore. Apparently so. I see from my figures, Mr. Chairman,
that we have disbursed just over $405 million in loans to Russia, which
would leave some $63 million for future disbursement. The ftigure I
gave you earlier included the total authorized loans.

Senator Byrn. Thank you. Now, what about the East European
countries? How much is owed by-the East European countries. or the
Commnunist satellites?

Mz, Moore. In the case of Poland, we have outstanding $316.428,000.
In the case of Romania, $163,841,000, and I am not sure whether you
Include Yugoslavia in that group. Do you?

Senator Byrn. Yes, for this purpose, let's include Yngoslavia.

Mr. Moore. Right, $1,449,091,000.

Scenator Byro. Now, are payments being currently made on those
obligations? '

Mr. Moore. Yes, sir, on all of them.

Senator Byen. Is Russia meeting its commitments on time?

M. Moore. Yes, sir.

Senator Byrn. Now, on page 7 of your statement, “A small team of
Iiximbank country economists monitors economic. political, and social
developments as well as Government policy in all countries in which
Ixport-Import Bank has exposure. In addition to following closely
the countries on a day-to-day basis, the country economists periodi-
cally report on the country’s recent balance of payments record and
future outlook.”

Does that apply to the East European countries and to Russia also?

Mr. Moore, Yes; Mr. Chairman. Now. in the case of Russia, and the
others to some degree, we do not have all figures that we might have in
other markets, because they do not report to us the soft currency debts
they have. Theyv tend to report only the hard currency, the Western
European and U.S. debts,

Senator Byen. T assume that the Bank could require that before
making a loan to the Russian Government or to any of the other
governments.

Mr. Moore. Yes, since we are not making new loans to Russia, 1t is
very hard to get it there, but in the other cases, I agree with yvou. and
they have been furnishing better and better data all the time,

Senator Byrn. Now, could you list the loans that have been resched-
nled? I don’t mean to go back to 1934 when the Bank began. You state
that “During that period (from 1934) $1.4 billion, or 3.5 percent of
our loans, have been rescheduled.” What rescheduling has been done
inthe last 2 or 3 vears,3to4 years, say?

Mr. Moore. T have a list here which T will be glad to submit. for the
record if vou would like, which T did submit to Senator Stevenson at
hearings in September, giving the list of our rescheduled loans from
the fiscal vear 1973 through September 30, 1977.

Senator Byrp. It will be included in the record.

[ The material referred to follows:}
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RESCHEDULED LOANS, FISCAL YEAR 1973 THROUGH SEPT. 30, 1977

Credit B Rescheduled interost
No.  Country Original interast rate rate

2250 EhiOPIa. . ceemeaneeoeneeaa..- B percent,

2430 Mexico.. - 6

.- Do.
- Do.
.- Do.
- Do.
- Do.
. Do.
...... - Do.
Do.
Do,
Do,
Do.
- Do.
Do.

3 percent.

4andspercen\.... Do.
.............. 51% and 57 { percent . Do.
............ §4g percent___ ... - Do.
................... sdo . Do.
...... Do.
Do.
.......................... Do.
...... Do.
................. Do.
............ 6 percem Do.
............ Do.
.................. Do.
....... Do.
Do.
.......... Do.
.................. Do.
.......... Do.
................ Do.
...... Do.
........ Do.
........ Do.
Do.
Do.
Do.
Do.
Do.
Do.
“Antigua. Do.
3350 Australia__ Do.
2981 Nicaragua. ... 21TTTTIIITIIITIT Do.
2850 Argenting. ... ... 8!{ percent.
E-3406 Venezuela........ .. ... ... ... Do.
233 Thailand .. 1034 percent.t
33158 ... do.... 6 percent _ Dot
808 Chile. el 534 and 53¢ percent . 7 percent.
uwn o o [ R . 5% percenl R . Do.
1299 P N .. S3{ percent ... ... .. .. ... Do.
1 FONEN .. .do. e Do.
239 X - - H R Do.
2087 .. G0, e, Do.
233 . B0 e e e 80 Do.
38 .. do. . . Do.
2383 . Y - S Do.
2393 ... [ U . - SR Do.
a6 Y - SRS Do.
2418 . [ T ST - SR Do.
243 . do. . Do.
43 ... Y. - SO Do.
247 .. - T RS : - SRR Do.
41 . Y. - SRR Do,
2486 B T Y : - IR Do.
2551 T Y S Do
..... do. .. e 3 eeeean
609 ... L1 T - _.do.. s - Do.
2850 Acgentina, _________ ... _. X R, .- 8 percent.
3350 ... do... - IO | T s .. 6 percent.
6023 ceee 00 e 13)pereent T 1334 percent.

See footnotes .! end of table.
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RESCHEDULED LOANS, FISCAL YEAR 1973 THROUGH SEPT. 30, 1977—Continued

Credit Rescheduled interest
No.  Country Original interest rate ate
€-3282 Central Atrlcan Empire. ... .. ... ..........Spercent.. ........ . 834 percent on
principal, 8 per-

cent on interest

por.unl
percent.

1 |nterest rate on 236 and 3358, Thailand, varies and Is subject to change on an annual basis.

Senator Byrn. What are the major ones?

Mr. Moorr. Let me just name the countries, and then you would—

Senator Byrn. Fine.

Mr. Mooue. There are in many instances quite a lot of loans in par
ticular countries: Ethiopia, Mexico, Pakistan, Philippines, Greece,
Liberia, Pakistan, Chile, Antigua, Australia, Nicaragua, Argentina,
Venezuela, Thailand, Central African Republic, and Zaire.

I might say, Mr. Chairman, that we would include in these, private
credit loans of private buyers. For example, the one in Australia
surely was that. By naming the countries, I don’t mean to give any
indication unless you look at it in more detail that the countries them-
selves had to reschedule.

Senator Byrp. Yes. In regard to Australia, it was not a loan to the
Australian Government, as I understand it.

Mr. Moore. The data here doesn't tell me that definitively, but I am
almost certain that would be the case.

Senator Byrn. I am wondering about Venezuela, which is the richest
country in South America.

Mr. Moore. I am certain that was private credit also. It has very
good credit, so I imagine that was a private rescheduling.

Senator Byrp. Now, on page 9 of your statement, you say about $14
billion of today’s $25 billion Export-Import Bank exposure relates
to developing countries in Africa, Asia, and Latin America, and re
resents less than 10 percent of the total LDC debt outstanding as of the
end of 1976. Do you have a breakdown by countries?
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Mr. Moore. T do.

Senator Byro. Would you——

Mur. Moore. I would be glad to submit it for the record.
Senator Byro. Please submit it for the record.

[ The material referred to follows:]

SUMMARY OF EXIMBANK'S EXPOSURE AS OF NOV, 30, 1977

[In thousands of dotlars]
Reg, bank
and guar,  Financial
ST M/T to ex- guar- CFF and. Tolal
FCIA INS  FCIA INS porters antees  Reg. lonas  rel. loans exposure
Africa’Middle fast. . 197,227 211,158 223,527 1,100,365 2,383, 289 50,107 4,165,673
Asia. - 51, 336 81,162 77,588 1,599,211 4,079, 86 51,643 6,040, 768
Europe—EECH .. 153,228 22,084 3,645 220,200 1,076,747 8,940 1,489, 845
Canada £urope—0the 158, 337 43,176 71,311 794,000 3,563,473 23,643 4,653,941
Latin America 316,957 460,392 553,867 980,682 3,073 601 104, 254 , 499, 751
Subtotal. . ........... 977,085 817,973 944, 938 4 694,453 14,176,936 238,588 21,849,979
Discount loans 919,353 _ .. ... 9?9—.—3‘53.
L 4 \ 50,000 ............ 76, 001
Subtotal - - X ,393 L. 995, 354
o Tola e 977, 08! 93 5115, 146, 238,588 22,845, m
S/T insurance, unship balance_ VZ-,' L2000 ... T ............................... P, 2.134,206
Master policies unshlp bll-
ance.. B 41,521
Miscellaneous.. . 9,19 130,838 141, 480
Subtotal. ... 9,190 130,838 2,317,202
Total exposure..__._.. 3' ‘1"52'"306 821,163 1,075,776 4,721,912 15,146,289 235,588 25, 162,534
1 European Economic Community countries.
Source: Office of the Treasurer-Controlier.
[In thousands of dollarst
Reg. bank
S/TFCIA  M/T FCIA and quar. to  Financial Reg.  CFFand Total
insuzance  insurance  exporters guarantees foans  rel, foans exposure
Economic Sector:
Agriculivie . ____ 380, 950 69, 03¢ 87, 485 72,9719 253, 095 17,957 881 505
Communication. .. __ 96, 485 35, 895 107, 043 70, 603 288, 408 14,634 613, 068
Construction_....... 615,730 326,875 263,374 64, 958 257,410 56,185 1,584,533
Electric power:
Nuclear. ... ... .....cccoo..o.... 549 1,328,738 2,712,250 123 4,041,660
Other.. 34,655 19, 126 97,708 740,179 1,297,660 8,157 2,157,485

Manuhctunng_ ) 52,047 89, 661 139,534 444,980 1,388 111 59,481 2,273, 74
Mining and sefining. 155,625 43,963 56,473 1,006,970 2,756,390 12,640 4,032,060

Transportation:
Commercial jet
awcraft..._ ... 275 5,654 2,33 625,769 3,226,120 1,008 3,861, 15
Other.. 386, 965 218, 026 176, 268 309,011 1,054,877 41,137 2,186,283
Other._ ... 1,330, 075 9,733 78, 820 56, 314 992,616 27,266 2,494,824
Unallocated. ... ... . ...... 9,190 106, 192 LaSE 116, 833
DisoUnt boaNS .. .. i emieeaaanan 919,353 .. ......... 919, 353

Total......_.... 3,152,807 827,163 1,075,776 4,721,912 15,146,289 238,588 25,162,535




SUMMARY OF EXIMBANK'S EXPOSURE SHOWING TOTAL AMOUNT BY TYPE OF RISK AS OF NOV, 30, 1977

[in thousands of dollars}

Reg. bank Total

S/TFCIA M/T FCIA  and guar.to Financial CFF and rel, Total cumuiative
insurance insurance exporters guarantees Reg. loans loans oxposuse exposure
387,063 250, 696 103, 726 459,534 3, 851, 506 20,744
........................................................... 919,353 ... .......
............................................. 26,001 50,000 . . .........
353, 047 305, 599 359, 610 1,710, 631 4,801,633 100, 898
145, 437 176, 037 346, 575 1, 860, 883 3,249,236 107, 420
s 84,131 134, 893 651, 662 1, 648, 669 9,428
8,545 1,510 135 11,749 625, 892 98
Subtotal e iiieaiiamaeaaoaas 977,085 817,973 944,938 4,720,461 15,146,289 238, 588
Unallocabie. . .. .. i I 2,175,722 9, 1% 130, 838 LA5] i iiiiieaaaan
L PP 3, 152, 806 827,163 1,075,776 4,721,912 15,146, 289 238, 588

1 Considered 1st category risk. Consists of discount, loans, and PEFCO's lina of credit. 3 Markets ineligible for supplier credit support.
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SUMMARY OF EXIMBANK'S EXPOSURE SHOWING PERCENT BY TYPE OF RISK AS OF NOV. 30, 1977

Reg. bank X Total
S/T FCIA M/T FCiA  and guar. to Financial Reg. CFF and rel. Total cumulative
insurance insurance exporters guarantees foans ioans oxposure oxposure
Exposure by risk group:
oy 2006 oo,
3.65 23.81
.30 24,11
30.33 5444
23.39 7.8
10.38 88.21
.57 90.73
98.389 90.78% ...
L1 9.22 el
100.00 100.00 ....o.oooooaoe

1Considered 1st category risk. Consists of discount, loans, and PEFCO's line of credit. *Markets ineligible for supplier credit support.
Note Detail may not add to total due to rounding.

al
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EXIMBANK'S EXPOSURE BY COUNTRY LOANS, GUARANTEES, AND INSURANCE AS OF NOV. 30, 1977
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S/T FCIA M/T ECIA lnd gunm Financial
insurance insurance exportars guarantees

CFF and rel.
loa

Allicn‘mddh East:
Alghanistan

Sos footnotes at end

of table.

~
N

—
I
.

- — -
QEMErro

.._,
RNERNERRERAR IRR2RIR

giagy

1t S pos et et 2t g o 14 Oy Ot D OO ey i gt pipes
e ~
N

SRNsskyes

8 FREE:
BHR.2S883R3RENE

Buag
<
o

4 |



EXIMBANK'S EXPOSURE BY COUNTRY LOANS, GUARANTEES, AND INSURANCE AS OF NOV. ¥, 1977—Continued

Reg. bank
S/T FCIA M/T FCIA | and.%uu to Financial CFF and rel. Total
Country insurance insurance | exporters guarantees Reg. loans loans exposure
916 1,153 2,088
2,.2n 46 66, 665 1,339 71,745
3,8?3 1,267 .......
2,403 T 11,476
510— 2,116
20
14 1,775 ___.

Upper Voita

Yemen Arab Republic

{:lm“' Peoples Democratic Republic of
re

Asla;

20,510

PO D e SO OO0
SR IRNBN INNRN 18R INYNBENRZG

88" "202, 660
5,338 w 351 24,951 [0 1 R
197,227 211,158 223,527 1,100,365 2,383,289 50,107 4,165,678
0.48 11, 092 4,847 21,93 214,780 7% 292,958
1,302 98 1,399
43—
: 2,987
0.72 BTN I £Zw TR, Szo 1 sfg:%
1.08 16 oo, - i eemmen e 9
0.48 3,684 1,280 1,478= 37,763 ) 45,811
1.08 1,105 2,391 1,935 83,043 ________._____ 94,974
1.26 16,817 25,560 114, 740 Mg, 294 LI 611, 369

4



Japan 0.48 18,273 4,916 5,713 101, 910 291, 139 813 1,022,764
Korea, Republic of .- _ 1.08 5,538 34
Malaysia, Federation 0.72
New Caledonia 1.08
New Hebrid: 1.08
Now Zealand 0.48
Pacific 1slands—British . 0.72
Papua New Guinea. ____ 1.08
;hlllpplms .......... 1..03
0.48
1.26
1.08
0.72
ml:a
0.72
0. 4,701
o 56— . __
10, 14,145
0.
1.
10,

SEENRRBAANENNERANEANLELRASES

e -
PePorrrpososeS-Soosoe

Switbettand ... Memeeetsincecasotrarnanes
Seq footnotes at end of table.

52, 220,262
356 MBS .. 115, 25
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EXIMBANK'S EXPOSURE BY COUNTRY LOANS, GUARANTEES, AND INSURANCE AS OF NOV. 30, 1977—Continued

Reg. bank
S/T FCIA M/T FCIA  and guar to Financial CFF and rol. Total
Country insurance insurance exporters  guarantees Reg. loans loans eXposure
Unlon of Soviet Socialist ROPUBIIC. o o ememavememecmcmmmmmmemoeeneee B oo R 463,155 __....o..... 463, 1!
United Kingdom _.__.....__.._... 4,647 3,934 116,112 272,821 604 413,421
Varlous European Countri Y B O T L G L s -2+ 13,233 o eeeaeaeo 13,233
Yugoshavia . i 4,8% 17,000 303, 995 520,178 9,208 865, 028
Total Europa/Canada ... ooioioiaeeaoans - 65, 261 79,95% 1,014,201 4,640, 220 32,584 6,143,786
Latin America:

1.26

1.26

1.08

1.08

0.72

0.48

1.08

0.72

0.72

1.26

0.72

1.08

[..

91



Dominlcan Republic . . . i 1.08 1,913 5,789 4,207 34,430 76,563 959 123, 860
[T 2P PRPPR 0.7 114,25
ENSalVaB0r .ot m—aeaas 1.08 $20
Falkland Islands . _ ..o i iiiiiiriccmeeecccvennaaae 0.72
Guatemala 0.72
GUYBNS. ..o oo avrmmccmcecaesamenemamaaaeaaaona 1.08
Haith ... [
Hondures. .. _....ooooovimiacaceeeno 1.26
Jamalca.. 1.08
[ L Y 0.72
Nicaragua 1.08
Panams. . 1.08
Paragusy 1,08
Pom.. cee 1.08
Suripam._. ... ... 0.722
‘lrlnldad and Tobago____ .. 0.72
Uruguly ........... 1.08 L
......... 0.43 37,952 291, 905
Virgln lullm—-Bvitl 0.72 U U
West Indles—British__ 1.08 2,524 2,534
West Inties—French___ 0.72 969 1,213
West Indies—Netherdands - ..o o oooeemeicacacmmmmans 0.72 1,476 4,313
Tolal Latin America. ... o imimmccneceeaccaiananas 316,957 460, 392 563, 867 980, 82 3,073,601 104,254 5,499,751

Ic C ity Countrles
' lndmlu gulnnlnd colps under cfl program totating $42,522,

L1
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Senator Byrp. Which are the major countries that are involved ?

Mr. Moore. Just quickly, to summarize, Mr. Chairman, our major
“exposures” as we call them would be in the lesser _deveioped coun-
tries, with Mexico and Brazil in Latin America, with South Korea
and the Republic of China in the Far East, with Algeria in Africa.
I think that those would represent the largest exposures around the
world. Also, the Philippines would be high, =

Senator Byro. What is the record of the Philippines?

Mr. Moore. It has been good. ) )

Senator Byrp. I noted last week in the New York Times a piece
by-lined by Ann Crittenden in which this news article discussed the
Bank's loan to the Philippines in regard to a nuclear reactor for the
Philippines. Could you give some background on that? .

Mr. Moore. Yes, Mr. Chairman. Of course, that loan was again
set up before I was at the Export-Import Bani{.. It was a loan where
money was raised largely from the public by Eximbank extending its
guarantees to bonds of the Philippine Government to raise money
to pay for the nuclear plant.

Senator Byrp. In other words, the Export-Import Bank then guar-
anteed the Philippine Government bonds?

Mr. Moore. That is correct, and in part the loan directly lent funds
as well to the Philippine Government.

Senator Brrp. How much was involved in that deal?

Mr. Moore. I believe the total amount of loans and guarantees was
in the range of $600 million to $700 million.

Senator Byrp. Over what period of time would that be repaid?
Are they long term bonds? I suppose that they are.

Mr. Moore. I would not say that they were long term, in that you
might expect for a similarly sized transaction of the U.S. Govern-
ment, and I do not know this specifically, but if it follows the
pattern of most of the nuclear plants we have financed, it would be
a period to construct the facility, which runs from 5 to 7 years, and
then either 10 or 12 years repayment after completion of construc-
tion. so the total term would not have been more than about 19 years,
and it could have been aslittle as 17 or 18,

Senator Byrp. I am wondering whether the Bank is financing other
nuclear reactor plants elsewhere in the world.

Mr. Moore. Yes.

Senator Byrp. Where$

Mr. Moore. Mexico, Taiwan, South Korea, Yugoslavia, Spain, the
Philippines, Brazil.

Senator Byrp. India?

Mr. Moore. I am not absolutely certain—that was so many years
ago—whether we did the one in India, but I would be glad to check
and let you know for the record.

[CLerk’s Nore: The committee was subsequently informed by the
wlitnes]s that the Eximbank did not finance India’s nuclear power-
plant.

Senator Byrp, Thank you. We seem to be pretty heavily into the
nuclear reactor financing business.

Mr. Moore. Yes. In the past the Eximbank has supported the financ-
ix;g and exports of equipment for raany nuclear e ectrical-producing
plants,
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Senator Byrp. What about at the present time? Are there loans
now being made for nuclear plants?

Mr. Moore. Yes, Mr. Chairman, under careful regulations at the
executive branch and statutory provisions in our charter, which of
course do not allow us to export or facilitate financing of exports
for that purpose, except to countries who have entered appropriate
agreements on the control of proliferation.

Senator Byro. I assume, then, the countries you named off a little
while ago are now involved in current loans,”Are there additional
:g;mtnes you are now considering making loans to or have made loans

. Mr. Moore. We are additionally considering the possibility of financ-
mg nuclear power plants in Italy in addition to the list I mentioned.
1 don’t believe we have done it to date in Italy. Presently, we would
not go forward with new nuclear plants in Brazil because they have
not entered into the appropriate kinds of agreements for safeguards.

Senator Byro. When was the Brazilian loan made?

Mr. Moore. It was either 1970 or 1971, for their first nuclear plant.

Senator Byrp. What exposure do you have in Panama {

Mr. Moore. The total exposure, including sll the different kinds of
programs, is $143,154,000. :

Senator Byro. How much to the Government of Panama?

Mr. Moore. That I cannot tell you from the documents I have. I
would have to supplement.

Senator Byrn. If you would submit that for the record.

[The material referred to follow:]

Of the $141,318.200.68 Eximbank exposure in Panama as of December 31, 1977,
$90,965,274.91 was to the government or governmental entities, $9,948,439.N9 to

private buyers with government guarantees, and $35,886,877.03 to private buyers.
Information on the foreign buyer is unavailable on the remaining exposure under

the short-term insurance program.

Senator Byrp. Now, to how many different governments has the Ex-
port-Import Bank made loans which are now outstanding and have
not been yet repaid? How many different governments are involved {

Mr. Moore. Mr. Chairman, do you mean direct loans to governments,
or do you mean countries?

Senator Byrp. No, governments.

Mr. Moore. Again, I would not be able to answer that from the ma-
terials I have here. It varies from country to country, of course, how
their economy is organized. If they are essentially a controlled market
gcongmy, the loans may well be to government agencies or guaranteed

them.
ySenator Byro. For example, Russia is to the Russian Government.

Mr. Moore. Or some part of it. It would not be directly to the Rus-
sian Government, but to a trading or an administrator responsible for
the development.

Senator Byrp. Under their system, that is all a part of the Russian
Government.

Mr. Moore. That is correct.

Senator Byro. I assume if it is made to an agency of the Russian
Government, your bank holds the Russian Government liable.

Mr. Moore. Corract.
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Senator Byro. If you would supply for the record the number of
gove&*nments to which the Export-Import Bank now has loans out-
standing.

Mr. L%oom:. I would be glad to do so. .

[CLErk’s Note: The committee was subsequently informed by the
witness that as of December 31, 1977, Eximbank had loans outstanding
to 93 foreign governments or governmental entities.] . )

Mr. Moore. The number of countries around the world in which we
have business is approximately 140.

Senator Byrp. I assume, and maybe I am wrong, but I assume that
the bulk of those 140 countries—Did you say 140 countries?

Mr. Moore. Yes.

Senator Byrp. I shouldn’t have thought there were many more coun-
tries in the world. That is about all there are, isn’t it f

Mr. Moore. Not quite. There are some more. In many of the lesser
developed countries, our loans will carrg the government guarantee,
and we are looking to the soverei%n risk, but the loan itself might be to
a private entity and guaranteed by a development bank.

Senator BYrp. But you also have some directly to governments, like
Zaire. That is directly to the Governmeat of Zaire; is it not{

Mr. Moore. I believe not. I think there are two particular agencies
which may be a part of the Zairean Government. There is no doubt
we would look directly to the Government of Zaire for payment.

Senator Byrp. The 140 countries in which the Import-Export Bank
has exposure, I would assume that the majority of those transactions
would not be government to government, but would be essentially pri-
vate transactions.

Mr. Moore. They would be almost entirely in the developed coun-
tries, but in the lesser developed, and in more instances than not, you
have government credit.

Senator Byro. I think it is important to have that information for
the record, and of course, when I speak of government I am speaking
of a government agency for which the government is responsible.

Mr. Moore. I understand.

_ Senator Byrp, To what extent is the Export-Import Bank involved
in financing the oil trade deficits incurred by the LDC’s{

Mr. Moore. I think a correct answer directly to your question, Mr.
Chairman, would be none, in that we do not enter into balance of pay-
ments loans from our facility. We do make loans for particular proj-
ects, To-answer you in a fuller, more indirect fashion, I suppose one
could take the position that any time we extend credit to a country
with a deficit in its balance of trade, that in some fashion we were
financing that deficit, but our financing is always tied to particular

rojects, when we are talking about our larger transactions and direct
oans, and particular products or services when we are talking about
our other programs.
b Siréator Byrp. What is the current lending authority of the Exim-
an

Mr. Moore. $25 billion.

Senator Byro. That is your total exposure?

Mr. Moore. Total exposure. The direct lending authority is limited
to $20 billion.
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Senator Byro. Of which you have direct lending now of $14 billion,
as I recall.

Mr. Moore. Correct. '

Semator Byro. Do you anticipate additional rescheduling during
this calendar year{

Mr. Moore. Yes, we have agreed, subject to the satisfactory per-
formance of certain conditions, that we will meet in April to l(.l};scuss
further reschedulings of maturities of loans to Zaire. There could be
others, but that is the only one I know of certainly at this point.

Senator Byro. What are the current interest rates being currently
paid by borrowers to the Eximbank ¢

Mr. Moore. They range from 734 percent to 834 percent per annum,

Senator Byrp. What interest is being charged on the Russian loans?
. Mr. Moorek. I believe I am correct in saying that those were author-
ized at 6 percent. Now, when they have come back for any change in
the availability date or anything else, we suggest the current rates,
and I believe the Russians in each instance have elected not to draw
further funds, because they did not want to incur additional charges.

Senator Byrp. Are all of those loans short-term loans?

Mr. Moore. No, most of the exposure in Russia is long term.

Senator Byrp. I am surprised any of them have come due.

Mr. Moore. No, no, in the authorization, when you extend eredit, you
tell the buyer that they may borrow $100 million provided it is all
drawn for the project purposes by a date which is within 2 years, and
in some instances the Russians have not finished the project in time,
und have had to come back for an extension of the authorization date.
Since that deviates from the loan agreement, we would then have the
righ(::d to increase the interest rate on the additional authorization
period.

Senator Byro. Have you increased it ¢

Mr. Moore. We have.

Senator Byrp. You havef
; 1\51'. Moore. And in each case the Russians have not drawn further

unds.

Senator Byrp. One of the witnesses several years ago testified that
the Russians do not believe in interest.

Mr. Moore. They really do not. If they do, they believe in it at very
low rates.

[General laughter.] . B

Senator Byrp. I assume you have no exposure in the People’s
Republic of China.

Mr. Moore. We have none at the present. There is an exposure that
comes from before 1949 which is still on our books which was in-
curred by the Republic of China prior to leaving the mainland, but we
have none with the People’s Republic of China. )

Senator Byrn. What business are you now doing with India ¢

Mr. Moore. There has been a very low level of activity in the last 1
or 2 years, but we are now beginning to discuss business there again,
and 1 will give you the exposure figures, which come from earlier
vears, The total exposure in India is just under $95 million.

Senator Byro. Just under $35 million?

Mr. Moorke. Yes.

24-495—T78——+4
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Senator Byro. Is that to the Government of India{

Mr. Moore. That I do not know. These were all put on the books
prior to my being at the Export-Import Bank, but again, I would be
glad to supﬁly you with the answer to that.

Senator Byro., Thanrlé(f'ou.

[The material referred to follows:]

Of the $01,874,408.98 Eximbank exposure in India as of December 81, 1977,
$78,070,805.09 was to the Government or government entities, $7,850,516.00 was
extended to private buyers with Government guarantees, $6,705,085.89 to private
buyers. Information on the foreign buyer is unavailable on the remaining ex-
posure under the short-term insurance program.

Senator Byrp. Reports indicate that there were some—I’m not sure
what term to use—irregularity of payments with regard to the Philip-
gines’ nuclear transaction. Since the Eximbank was involved in that,

o you have information you could supply the committee on that?

Mr. Moore. Well, I can tell the committee that in the practices of the
Export-Import Bank, each loan is analyzed carefully within the capa-
bility of our facility, for the appropriateness of the figures, for the
construction of a project of that kind. In addition, affidavits are taken
from the borrower and the exporter stating what payments are being
made in connection with the transaction or stating none if that is the
case. Both procedures were followed in the case of the Philippines, and
as I understand it, the affidavits stated that there were no 1llegal pay-
ments made.

Senator Byrp. This New York Times piece speaks of the Philip-
ines’ nuclear plant, and says that payments were made to a close
riend and in-law of President Marcos for assistance in obtaining the

contract and for implementation of services. Estimates of the size of
the commission range from $4 million to $35 million.

Now, since the Export-Import Bank was involved in that loan, how
do you view the commissions 1n that case ¥

Mr. Moore. I am not sure I have a view, Mr. Chairman. I think it
is possible that they were legal. I suppose it is possible that they were
illegal, depending upon the intent and -knowledge of the particular
receivers and payers at a particular point in time. I do not, though,
know the facts other than from reading the same article you have.

Senator BYrp. Does Exim have the information as to the exact
amount involved and for the purposes of the payment?

Mr. Moore. No, Exim would not have that, because any such pay-
ments, if they were made, would have had to have been made separate-
1{. Under our procedures, disbursements of the loan would not go to

e Philippines, but only to the exporters in the United States against
proof of export of the particular items. -

Senator Byrp. Thank you very much, Mr. Moore. You have been
very helpful today, and 1 would be delighted to have you stay if you
would like, but I do not think it is necessary to hold you up, since I
had the,oiportunity yesterday to go over your statement in some de-
tail. Thank you, sir.

[The prepared statement of Mr. Moore follows:]
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STATEMENT OF JoHN L. MooORE, JR., PRESIDENT AND CHAIRMAN, EXPORT-I3PORT
BANK or THE UNITED STATES

Mr. Chairman, Members of the Committee: I appreciate this opportunity to
appear before you to discuss the roles of the Export-Import Bank in the question
of foreign debt owed to the United States.

Eximbank was originally established in 1034 and reincorporated under the Ex-
port-Import Bank Act of 1945 to ald in financing and to facilitate exports of U.S.
goods and services. Eximbank supplements financing from the private sector for
those exports sold on commercial terms customary in international trade. While
Eximbank has a Congressional mandate to offer financing for American exporters
which is competitive with that being provided to foreign exporters by their offi-
clal export financing agencles, Eximbank does not, and cannot, offer conces-
sionary or aid-type financing. Capitalized by a $1.0 billion sale of securities to
the U.S. Treasury in 1945, Eximbank has been self-sustaining since that time,
recelving no appropriated funds.

Eximbank offers five basic programs to assist American exporters in their
overseas sales: Direct Loans and Financial Guarantees, Cooperative Financing
Facility (CFF) Loans, Commercial Bank Guarantees, Discount Loans, and Ex-
porter Credit Insurance. I would like to explain briefly how each of these pro-
grams functions in order to give the Committee a better understanding of the
nature of Eximbank’s exposure.

DIRECT LOANS AND FINANCIAL GUARANTEES

Eximbank facilitles exports of major capital equipment, requiring repayment
terms over five years, through direct loans to foreign buyers for a portion of the
required financing for their U.S. purchases, Commercial banks generally provide
the remainder of the financing. In some instances, the Private Export Funding
Corporation (PEFCO), owned by U.S. commercial banks and exporters, will also
participate in the transaction. Eximbank guarantees the PEFCO loans and may
guarantee a portion or all of the commercial bank loans, While the loans are
extended to the foreign buyers, the funds never leave the United States because
they are paid to the U.S. exporters, The foreign borrowers repay the loans, plus
interest and other fees, in U.S. dollars to Eximbank and the private lenders.
Through this program Eximbank makes available the longer-term, fixed-rate
financing required for this type of sale and which the private sector is unable
to provide. Eximbank participation encourages maximum private financing while
helping U.S. exporters meet foreign official export credit competition.

COOPERATIVE FINANCING FACILITY (CXT)

Eximbank enters into agreement with overseas financial institutions to lend
them funds on terms of from one to five years which they in turn relend to cover
one-half of the financing for a particular U.S. export. The foreign bank provides
the other half of the funds and takes the credit risk on the entire transaction. This
program supports small and mediom-size U.8. export sales by assisting foreign
buyers, who because of size, inexperience, or other factors are unable to obtain
credit to finance their purchases through the U.8. private sector or other Exim

programs.
DIBCOUNT LOANS

Eximbank provides stand-by assurance to U.S8. commercial banks, which pur-
chase fixed-rate export obligations, that during the life of such obligations Exim-
bank will extend loans to them against the remaining value of the obligations.
This program is intended to overcome limitations in the private market’s willing-
ness to provide medium-term (271 days to five years) fixed-rate financing for
export sales.

OOMMERCIAL BANK GUARANTEXS

Eximbank guarantees the repayment of medium-term (181 days to five years)
export credit extended by U.S. banks to foreign buyers, without recourse to the
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U.8. rters. The commercial bank retains a share of the commercial risk for
its o::!:)ccomt. and is protected by the Eximbank guarantee against the remain-
ing commercial and political risks.

EXPORTER CREDIT INSURANCE

The Foreign Credit Insurance Association (a syndicate of 53 private marine
and casualty insurance companies), in conjunction with Eximbank, insures short-
term (up to 180 days) and medium-term (181 days to five years) export credit
provided by the private sector. FCIA provides insurance coverages against defined
commercial risks, while Eximbank provides political risk coverage and reinsures
FCIA against excessive commercial losses. The program spreads the risk in export
credit among the exporter, FCIA, and Eximbank in accordar.ce with classic {nsur-
ance principles, thereby enabling exporters to sell abroad and the private market

to provide the needed financing.
EXIMBANK EXPOSURE

As of November 30, 1977, Eximbank's total exposure worldwide was $23,162.-
334.000. Of this $14,257,228,578 was under the Direct Loan Program, $4,721,912,000
was under the Financial Guarantee Program, $238,588,000 was under the Coopera-
tive Financing Facility Program, $1,075,766,000 was under the Commercial Bank
Guarantee Program, $3,979,969,000 was under the Exporter Credit Insurance
Program, and £919,333,000 was under the Discount Loan Frogram. It should Le
noted that Eximbank exposure figures include authorized but undisbursed
anmounts,

The nature of Eximbank's exposure varies from program to program. In the
Direct J.oan and Cooperative Finanecing Facility Programs, Eximbank lends
directly to a foreign public or private buvyer (often with the guarantee of the
foreign government).

Under the Guarantee and Insurance Programs, Eximbank does not lend money,
but rather insures the private commercial bank which finances the export or
the exporter himself against non-payment by the foreign buyer for commercial
or political reasons, Insurance and guarantee authorizations are treated in the
same way as loans for exposure purposes. Although Eximbank’s undertaking to
guarantee or insure a transaction means that it will pay the commercial bank
or exporter should the exporter or bank not be paid by the buyer, in the majority
of long- and medium-term casges, the transactions are guaranteed by the foreign
government of the buyer, an agency of that government, or a foreign bank or
other party acceptable to Eximbank. Consequently, Eximbank would sustain a
loss only in the case in which the buyer defaulted and the guarantor would not,
or could not, pay. Inasmuch as short-term insurance coverage is limited to 180
days, a guarantor {s usually not required.

Tnder the Discount Loan Program, Eximbank’s exposure is to American com-
mercial bauks rather than to foreign buyers. The Discount Loan Program is
basically a stand-by facility which allows the commercial bank to offer fixed-
rate export financing with the assurance that it will not lose money should the
cnst of the bank's borrowings rise. When a bank uses the Discount Loan Pro-
gram, it issues fts own note to Eximbank.

While Eximbank theoretically could be called upen to loan its entire exposure
-under the Discount Loan Program to commercial banks, this would only occur
if their cost of borrowing increased dramatically.

I would like to point out that Eximbank, in carrying out its Congressional
mandate to aid in financing and to facilitate U.8. exports, is required by the
Eximbank Act to find a “reasonable assurance of repayment” in any transaction
for which it extends financing support.

All of Exiinbank’s exposure represents exports financing undertaken only after
an examination of the likelthood of repayment. Eximbank’s risk avoidance
strategy relies heavily on its judgment with respect to the creditworthiness of
the horrower, the borrower’s country and any guarantor-—which is usually the
goverimment or central bank.

CREDIT JUDGEMENT PROCESS

Eximbank makes credit judgements on both the micro, or project level, and
at the marco, or country level. Where an export transaction requires Eximbank’s
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credit insurance, guarauntee, or medium-term supplier credit assistance, the Bank
nssesses the ticancial condition and prospects of the individual foreign purchaser
or lending institution. Where Eximbank’'s direct credit or financial guarantee is
required ror foreign projects, an economic feasibility study of that project is
ulso undertaken. 1n addition to these micro credit judgements made on a case-
by-case basis, Eximbank also undertakes comprehensive economie, political, and
social evaulations of tlie countries which use the Bank's various programs. The
highlights of these macro-level analyses are considered caretully by E;dmbank’s
Board of Directors whenever it decides to approve or deny an iudividual
transaction, .

At the micro level, current certified financial statements are relied on heavily
by Eximbank analysts in assessing the financial condition and prospects of t:he
toreign purchasers. IFollowing standard accounting principles, these ﬁnanqxal
statements are analyzed by deriving and evaluating the conventional operating
ratios as well as by other basic tests. When available, a foreign corporation’s
Dun and Bradstreet report is also investigated and the opinions of other financial
experts may also be sought,

Where Eximbank's direct credit or financial guarantee is requested in con-
nection with a project, an economic and an engineering appraisal of the project
iy prepared by the Bank's statf. This project feasibility orientation is based on
Exim's belief that, in general, the projects we support should be economically
viable—-i.e., generate sufficient earnings to repay the debt. The economic appraisal
focuses on the cash flow projected by the project’s developer or the foreign ob-
ligor. If the Bank feels that the assumptions used in generating that anticipated
cash flow are unrealistic—for example, projected revenues are overstated while
costs are understated—then we will reconstrucy the cash flow on the basis of
assumptions that we believe are more appropriate, In addition, Eximbank's engi-
neering staff evaluates and reviews the technical requirements and feasibility
of the proposed project, usually examining studies prepared by the borrower's
consultants or staff. Again, if the engineers dispute the project’s techmical as-
sumptions as submitted, then the project is evaluated on the basis of assumptions
that we feel are more accurate,

At the country or macro level, Eximbank’s analytical efforts proceed along two
distinct, but complementary lines. A small team of Eximbank country economists
wonitors economic, political and social developments as well as government pol-
iey in all countries in which Eximbank has exposure. In addition to following
closely the countries on a day-to-day basis, the country economists periodically
report on the country’s recent balance of payments record and future outlook.

Regardless of Eximbank’s efforts to avoid repayment problems, the length of
many of our loans makes debt problems impossible to avoid completely. Debt
problem occur for various and constantly changing reasons. Some debt problems
are caused by political turmotll, as in Lebanon in the last two years. Others result
from poor debt management or overall balance of payments difficulties. None of
these are always foreseeable at the time of making a loan.

There are three possible outcomes of an Eximbank loan: full and prompt re-
payment, temporary difficulties which lead to a rescheduling of the loan and
ultimate full repayment, or serious problems which make the outstanding portion
of the loan uncollectible.

Since its inception, Eximbank’s credit reviews and guarantor policy have kept
Eximbank’s losses to a minimum, We are proud of the fact that even though we
have authorized $40 billion of direct credits since 1934, only $3.8 million, or
1/100th of one percent, have been written off as losses. During this period, $1.4
billion, or 3.5 percent of our loans, have been rescheduled. We have had good to
excellent repayment experience with almost 90 percent of the cases after re-
scheduling took place. Of the $40 billion of guarantees and insurance authorized
by Eximbank since its inception, net claims have totalled only 1/10th of one
pe&cen; ( 1&45.2 mlllion}. ’

’e feel we can be justifiably proud of our record of export support, general
accuracy of eredit judgment, and bad debt recovery. *ro pport, genera

I would now like to explain how we at Eximbank assess the prospects for re-
payment of our outstanding exposure given the current international economic
situation and foreseeable developments in that situation,
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MAJOR DEBT PROBLEMS

Since 19043, the United States has exported nearly 1.0 trillion of goods to
the vest of the world, Eximbank authorizations during this period have sup-
porred approximately 3100 billion of those exports—or 10 percent.

However, although two-thirds of U.S. exports since 1970 have been to developed
conntries, about two-thirds of Eximbank activity during the same period has
beers in developing countries. Avcordingly, about $14 billion of today's 823 billion
Lximbauk exposure reliates to developing countries in Africa., Asia and Latin
Ameriea and represents less chan 10 percent of total LDC tless developed coun-
triesy debt outstanding as of the end of 1678,

Eximbank does not believe, however, that its large exposure in these countries
und=iy jeopardizes the Bank's finaneial stability. Although many developing
comntries have had some ditficulty in adjusting to higher energy pricos and slow
economic growth in the industrial countries, ti.e economie outlook today is sub-
stantially brighter than it has been. In faet—the non-OPEC developing countries
did renarkably well in 1977, Adjustments in economic policies, including the
tmposition of import restrictions, price increases for key commodities such as
<ocon and ecoffee. and a leveling off of import prices resulted in a 12 percent in-
crease in developing country export earnings while import spending expanded
by about & percent. Consequently, the developing countries were able to once
acain reduce their aggregate external payments deficit—to approximately $23
Lilli-an compared to 826 hillion one yvear earlier. At the same time. the non-oil
developing countries regisiered real itcome growth of ahout 3 percent in 1977,
~harply higher than the 3.f percent expansion of 1975 but about the sawme rate
as a-hieved in 1076,

The economie gains were widely distributed, being especialiy concentrated on
the developing eountries whieh have, in the past. relied heavily on commercial
bank and officially supported export eredit financiug to cover their exchange re-
quirements. Most of these countries—such as Brazil. Korea and Mexico—are in
the npper tier of developing countries in terms of level of development and income
and are, therefore, the most creditworthy of the LIX s,

Eximbank’s L.DC exposure is primarily in these countries For example, high
coffee and soybean pricex, coupled with a slowing of domestic zrowth, enabled
Irazil (where Eximbank’s total exposure, as of November 30, 1977, was $1.7
hillion, or about 12 percent of the Bank's total LDC exposure) to reduce its ex-
ternal payments deficit in 1977 by $1.5 billion—from $6.0 billion to $4.5 billion.
Nimilarly, in Mexico, high export prices for coffee, petroleum and tomatoes and
the imwposition of striet demand management policies restlted in a $1.3 billion
improvement in the Mexican external payments position in 1977, (Eximbank’s
exposure was £1.2 billion as of November 30, 1977, or about N paycent of LDC
exposire.) Furtherirore, Korea tEximbank exposure of 31.0 billion, or 7 per-
centy, the Philippines ( Eximbank exposure of %30 million, or 6 percent), and
Tainwan (Eximbank exposure of £1.6 billion., or 11 percent) alsn roaistered suh-
~tantial trade and balance-of-payments improvements last year. Tozether, these
countries account for almost one-half of Eximbank's exposure in the developing
conntries, and their economie performance provides an accurate indication of the
ceonomie position and prospects of the LDC’s in which Eximbank is active.

EXIMBANK FINANCIAL CONDITION

I would like to leave you with a word of encouragement and optimism, The
international monetary system as a whole is capable of handling the massive debt
vorvieing needs that have arisen in recent years. Let me assure you that the
Export-Import Bank, which is part of hoth the international financial system and
1he U.N, banking system. is well positioned financially to handle or absorb any
debt difficulties or defaults that may arise.

I believe that this view is substantiated by the following data:

Eximbank's outstanding loan-to-equity ratio stands at roughly 4.1, which is
2 to 3 times lower thau the 10 to 15 average ratio of internationally involved
U.N, commercial banks and only slightly above the 2.6 ratio of the World Bank.

Eximbank’'s present capital of £2.8 billion and our policy of keeping our lend-
ing rate at 75 basis points above our marginal cost of funds would enable us to
ahsorh both sharp fluctuations in interest rates and substantial unforeseen
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}osses without affecting our ability to continue generating positive annual net
ncome.

As of September 30, 1977, Eximbank had arrearages of 80 days or wmore of
$134,444,200 or approximately 14 of one percent of Eximbank’s total exposure
as of that date. It should be noted, however, that of the $134,444,200, $120,226,500
constitutes principal and accrued interest outstanding on loans to Cuba and the
Republie of China (with respect to equipment and facilities left on mainland
China when that government moved to Taiwan) as of December 15, 1958, and
April 1, 1949 respectively. Excluding these long-standing arrearages, the balance
of $14,217,700 in arrearages constitutes less than 6/100ths of one percent of
Eximbank's September 30, 1977, worldwide exposure.

Senator Byrp. The next two witnesses will be the Honorable C. Fred
Bergsten. Assistant Secretary of the Treasury for International Af-
fairs, and the Honorable Robert Hormats, Senior Deputy Assistant
Secretary of State for Economic and Business A ffairs.

I had the opportunity yesterday to study Mr. Bergsten’s statement.
1 id not have Mr. Hormats’ so I could not look that over.

Mr. Bergsten, suppose you proceed as you wish. Your full statement
will be incorporated into the record, and you can proceed as you
think best.

STATEMERT OF HON. C. FRED BERGSTEN, ASSISTANT SECRETARY
OF THE TREASURY FOR INTERNATIONAL AFFAIRS AND HON.
ROBERT HORMATS, SENIOR DEPUTY ASSISTANT SECRETARY OF
STATE FOR ECONOMIC AND BUSINESS AFFAIRS

Mr. BerasTeN. Thank you very much, Mr. Chairman.

My staff is putting up some charts that depict the overall situation
on debts owed to the U.S. Government, the prima? question that you
have raised for today’s hearings. While they are doing that, I would
like to comment in my oral statement really only on three points that
‘are elaborated on in my written statement: First, the international
context, which has been changin%)very rapidly, within which we think
it helpful to look at the debt &)ro lem today ; second, the specific ques-
tion of indebtedness of the developing countries, including resched-
uling of their debts, which was a question highlighted in your press
release discussing these hearings; third and finally, the question of
debts owed to the U.S. Government and our efforts to collect those
debts and reduce the outstanding arrearages as we have done over
the last several years.

Senator Byro. One question for clarification. When you speak of
total delg)ts, are you including Export-Import in that, or is this
separate

. BerosTEN. We include direct loans by the Export-Import Bank
in our chart on your far right, Mr. Chairman. You can see the
breakdown of debt owed to the U.S. Government by program, and the
second yellow bar, t': post-World War II indebtedness, which totals
about $42 billion. It is then broken down by pro?'am, of which $11.4
billion is owed on disbursed loans of the Export-Import Bank, which
as Mr. Moore pointed out is about $3 billion lower than the exposure
figure he uses.

[The chart follows:]
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Outstanding indebtedness of foreign countries to the L.S. Government
as of Sept. 30, 19717

(In millions)

I. World War I and related indebtedness_._ . __._____ $26, 706
World War I and related credit, including accrued interest.._ 24, 826
German World War I indebtedness_. - oo _____ 11, 880

I1. Post-World War IT and World War II indebtedness on USG credits. 42, 011

A. Long-term eredits. e e 41, 530
Foreign Assistance Act and related programs:

Financing of military purchases._ .. _ . _.___ 4, 409

A.ID. end other.________ - --- 13,804

Export-Import Bank Act_ e 11, 441

Agriculture Trade Development and Assistance Acto_.___._ 8, 575

Lend-lease and other war accounts__ .o eiaa 1,381

Commodity Credit Corp. export credits . __.___ 1,153

Other creditS. . e 2, 767

- —_——r——

B. Accounts receivable credit_ . ___ 374

Military logistical suUpPPOrt oo 214

Military Sales Act. e 44

Atomic Energy Acto oo 40

Other oot —————— 76

—_—=

C. Short-term credits Commodity Credit Corp.o - .___. 107

III. Public and private U.S. claims settled by the U.S. Government_._.. 60

Grand total e 68, 777

1 The actual indebtedness, except for $4 million, is denominated In Reichmarks. This
figure is an estimate only.

Mr. BerosTEN. We have attempted, Mr. Chairman, in this chart, to
put together a comprehensive single number, a grand total, of all debts
owed to all entities of the U.S. Government for any purpose as of
September 30, 1977. We have tried to give you a comprehensive and
precise picture that would include everything, including the Export-
Import Bank. This chart, however, does not include the contingent
liabilities of foreign governments to the Eximbank on its insurance
and guaranty programs.

Let me simply start out by noting once again that the interest in
this whole question of international debt has, of course, been greatly
increased in the last few years because of some fundamental changes
in the world economic and financial picture. We are. of course, in a
period of major imbalances in the world economy, stemming from the
very sharp increase in the price of oil in late 1973, and subsequent
world recession and very high rates of inflation.

We know a few oil exporting countries. namely those in the Persian
Gulf, are experiencing massive trade and current account surpluses
as a result of their raising of the oil prices several vears ago. As a
result, the rest of the world has to divide up a very sizable trade and
current account deficit and borrow in the financial markets or gov-
ernment-to-government in order to finance those deficits.

The result is a very rapid buildun of foreion assets in the oil export-
ing countries, and at the same time a buildup of debt owed by the
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deficit countries, and therefore very sharp expansion in the total level
of international debt over the last few years.

Now. a major element in this picture, of course. iz that most of the
assets of the oil-exporting countries are not channeled directly to the
deficit countries, although we are trying to increase the share that is so
channeled. but is intermediated through the private financial markets.
The international situation is much like the domestic situation where
financial intermediation has become a major factor of financial life
over the decades. The result is that a very large share of the buildup
of international debt in the last few vears has consisted of debt owed
by countries in balance-of-payment deficit directly to private financial
markets, be it the Eurocurrency markets or U.S. banks more directly.

In fact. about three-quarters of the deficits required by the rest of
the world on account of the oil price buildup have been financed
tlhi'ough private markets. and therefore generate a buildup of private
debt,

In order to move the world economy toward a morve stable pattern
of international pavments and trade. this administration adopted last
spring a comprehensive strategy to try to both reduce the buildup of
international debt. by reducing the level of pavinents and balances.
and also reduce anv risk of instability in that debt by improving the
quality of the international flows,

We put forth a six-point program early last vear, and we have made
progress in each of those aspects during the course of the last vear. If
you care to discuss those in detail, I have listed them in my statement.

One aspect of the question that has been raised in some detail is the
debt buildup in the developing countries. and the extent to which that
causes a significant risk to the international economy and world finan-
cial stability. Now, Treasury is in the final ctages of preparing its
annual report to the Congress on the question of debt of the develop-
ing c?untries, and we will forward it to the Congress at the end of this
month,

The overall conclusion of our report is that the external indebted-
ness of the developing countries is not of a magnitude that would jus-
tify anxiety or deep concern about the international financial system.
I can tick off four or five reasons we come to that conclusion, and
again, I would be delighted to discuss those in more detail. One of the
critical points is that even though the absolute level of debt has risen
very sharply, the debt service ratio of the developing countries taken
as a group has actually not increased since 1973.

This is for a number of reasons. The level of debt has risen sharply,
but so has the level of export earnings of the developing countries.
Inflation, of course, is a factor that erodes the real cost of debt, be-
cause all of these outstanding debts, of course, have been accumulated
in nominal terms, and as everything rose in price terms over the suc-
ceeding vears; it reduced the real debt service burden of the develop-
ing countries as well as for other borrowers. But beyond that, the ex-
port earnings and the GNP’s of the developing countries have also
grown very rapidly, and therefore enabled them to maintain decent
debt ratios.

Another very important point that is often missed is that the loss
ratio of American banks on their foreign lending is much less than on
their domestic lending. In fact, the repayment record on foreign loans
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is much better than on domestic loans over even these past several years,
when there has been such an explosion of international debt and con-
cern about that question.

Senator Byrp. Excuse me. To get that clarified, by domestic loans, do
you mean commercial bank loans?

Mr. BeresTEN. Yes, comparing here loans by U.S. commercial banks
on one hand domestically and on the other hand abroad. There have
been a couple of studies that have shown that the ratio of losses in-
curred to the U.S. commercial banks have been much higher on their
domestic loans by a ratio of 3 or 4 to 1 than on their international
loans, so that much of the concern expressed about risk on interna-
tional lending, at least relative to domestic lending, has been over-
stated, and to some extent misplaced.

Senator Byrp. My colleague from New York, Senator Javits, has
made several speeches which express exactly the opposite view, that
the banks are overextended, and could be something that would cause
a grea; deal of trouble in the months ahead. I assume you do not agree
with that.

Mr. BerestEN. That is right. We have studied Senator Javits’ argu-
ments and his statement of several months ago very carefully, and we
do come to a different judgment for the reasons I am mentioning this
morning and have outlined in some detail in my statement.

We view the situation as ona that bears very close watching, but on
the basis of all of the evidence and analysis we have put together, we
find there is no cause for alarm, and no significant risk to international
stability from the level of foreign borrowing.

I might just add one or two other points about this particular issue.
In our effort to monitor the situation closely, so that we can be con-
fident in our judgments on the point you have just now raised, we have
significantly improved, I think, the capability of our own govern-
mental mechanism, both to monitor the situation and to be sure that
the bank regulatory authorities are fully capable of monitoring what
is going on.

We have had a number of improvements, some of which were just
announced last week, on our data concerning the indebtedness of de-
veloping countries and the exposure of U.S. private banks in foreign
countries. We have now coordinated much more effectively the ascess-
ment of country risk among the FDIC. the Comptroller of the Cur-
rency, and the Federal Reserve Board. We are continuing to assess the
approach to our foreign risk assessment, and in general have tried in
every way go&ible to make sure that our bank regulatory authorities
are doing the kind of job they need to do in monitoring the foreign
debt situatior to make sure that we are not missing any risks that
might develop.

Now, despite what is an overall favorable picture. there does from
time to time clearly occur a case when an individual country might
find itself in deep financial and economic difficulty and have to re-
schedule its external debt. There is some misunderstanding about the
process, and I thought it might be worthwhile if I just went through.
step by step, what happens in a case like that. T will also take that
opportunity to indicate what our policy is towards such debt resched-
uling situations. We have a very clear and well-defined policy to avoid
any excessive liberality on our part in rescheduling foreign debts.
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_ When a country’s external position takes a turn for the worse, and it
is unable to reduce its deficit in the very short run, it may have diffi-
culty servicing its external debts. Defaulting would jeopardize its fu-
ture ability to borrow from its creditors. Tﬁerefore the country may
decide to seek a rescheduling. If the country has sizeable debts owed to
other governments or guaranteed by governments, such as the United
States, it would then request a meeting with that group of creditor
governments.

The last several of those meetings have taken place in Paris, and
therefore the term “Paris Club” is often used to denote meetings of
creditor countries to consider a rescheduling request.

Senator Byrp. Let's got to some facts now. Do you have a list of
countries for which the debts were rescheduled for 1977, 1976, 1975,
and 19741
_ Mr. BerestEN. I have a complete list. Mr. Chairman, of all of the
international debt reschedulings from 1956 through 1977. Since 1976,
there were in fact only three reschedulings.

Senator Byrp. What were they?

Mr. BergsTEN. India, Zaire, and Sierra Leone, of which the United
States participated only in the Zaire rescheduling. We did not partici-
pate in India or Sierra Leone.

Senator Byrp. Is it not a fact, though. that in regard to India. the
United States cancelled a great deal of its debt!?

Mr. BeresTEN. In 1974 the United States did collect from the Gov-
ernment of India prepayment of its very large rupee debt, a local
currency claim that had piled up over the years from Public Law 480
sales, I believe. At the same time, the United States made a grant to
India of most of the proceeds.

Senator Byrp. 32 Eillion worth of a $3 billion claim was written off,
as I recollect.

Mr. BrrosTEN. Mr. Hormats was around at the time, as an expert on
that, if you would like to have details from him.

Senator Brrp. Yes; do you have a statement you want to make, or
shall we just proceed? You go ahead and make your statement, and
then we will come back to this question.

Mr. Horstas. I am sorry that the statement I prepared did not get
to you in time, sir, but let me just make a few gencral points, if 1 may,
and then we can go to the questions you have on ifour mind.

Essentially, we concur with the Treasury's ana ysis of the general
debt situation. It is our feeling that there are obviously new stresses
put on the international system as & result of the OPEC price increase,
but with proper management of all of the elements of the international
economy, & smoothly functioning trading system, a smoothly func-
tioning financial system, adequate growth in the major countries, sta-
bilization policies in the weaker countries with large amounts of in-
flation, and a proper energy policy on the part of the United States
and other countries, these problems, in the context of an overall im-
proving international picture, can be dealt with. They can be dealt
with reasonably well.

The problem, of course, frequentlf comes down to, as Mr. Bergsten
has pointed out, one or two particularly difficult countries, and there
we have on occasion, and on a rare occasion at that, used the process
of debt rescheduling, but this has been confined to a very few coun-
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tries under terms extremely rigirous in that they insist that these coun-
tries, as part of the overall agreement, put their economic house in
order, hold down their level o)’ inflation, and reduce the deficit which
1s required to borrow.

Senator Byrp. Who has the responsibility on the debt rescheduling,
the Treasury Department or the State Department ?

Mr. Horyars. The Treasury and State Departments work very
closely together in formulating policies on this.

Senator Byro. But someone has to make the final decision.

Mr. Horagats. It is done primarily in the context of the National
Advisory Council, which is chaired by the Treasury. In the last case
of Zaire, the State Department negotiated, but we negotiated on the
basis of a position which is cleared off by both agencies and done in
the interagency context of the National Advisory Council.

Mr. BeresTEN. Mr. Chairman, could I clarify a bit? It is a four-
step process. We developed the policy response toward a reschedulin
request, as Mr. Hormats said. through the National Advisory Council,
which is chaired by Treasury. The actual negotiation of the govern-
ment-to-government rescheduling agreement is usually carried out by
the State Department with the assistance of Treasury following multi-
lateral discussions in the context of a Paris Club meeting.

Then. when it comes to the detailed rescheduling of the individual
loans, such as the Export-Import Bank loans to Zaire, those details
will be negotiated by the operating agency. in this case the Export-
Import Bank. So it is a four-step process from policy coordination
in the NAC to multilateral creditor-club discussions to government-
to-government agreement to detailed negotiation of the specific loans
themselves.

Senator Byrp. What authority does the executive branch have to
reschedule loans?

Mr, BergsTEN. The authority differs, Mr. Chairman, from program
to program: AID and its predecessors. Export-Import Bank. Public
Law 480, CCC. In general, the operating agency does have avthority
to reschedule debt if it believes doing so will help maximize its revenues
and repayments over time. There is no authority to forgive debt on
loans extended under the Foreign Assistance Act of 1961, but an au-
thority to reschedule.

Senator Brro. There is no authority to forgive debt?

Mr. BergsTEN. That is right.

Senator Byrp. Does State agree with that assertion?

Mr. HorsaTs. Yes, sir. In the AID bill, it is quite explicit that there
cannot be any forgiveness of AID. It is written into the AID bill, 1
think section 620(r).

Senator Byrp. So any forgiveness of debt must be done by the Con-
gress, if there is any forgiveness?

Mr. Horyats. Yes.

Mr. BeresTEN. That is right, and I might say in addition, Mr. Chair-
man, that in meeting our obligations under an amendment to one of the
1974 pieces of legislation, the Secretary of State will put before the
Congress every agreement for rescheduling debts owed under the
Fé)reign Assistance Act for 30 days before the agreement becomes
effective. :
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Senator Byrn. Who do you put it before?

Mr. BercsteN. The Secretary of State transmits it to the chairman
of the Senate Foreign Relations Committee and to the Speaker of
the House.

Senator Byrp. In regard to the Iescheduhng, I think it might be
well so we could have it in one place to put into the record those tables
that you have going back to 1956. Mr. Secretary.

Mr. BergsTeN. We would be delighted to do that.

Senator Byrp. Thank vou.

[The material referred to follows:]



INTERNATIONAL DEBT RESCHEDULING EXERCISES, 1956-77

Amount of
Total amount U,S, debt
Year Country (millions) (millions) Consolidated peiiod Terms Comments
$500.0 0 Arlr;;svs toJune 30, Nograce, Syrat3dgpercent ... _ ... .......
400.0 0  SyrSmo.._.____... No grace, 12 yr, st 3percent. ... ... ... Only U.S. commercial debt rescheduled.
300.0 0 Ayt7mo..__....__. 6 mo grace, 5 yr, at various percent_._____._.._... Eximbank reschedulad $305,000,000 in separate
arrangement.
200 0 2yro.ooooe..o.oo. No grace, 6 yr, at various percent______._..._..___ Ex:u;sb;nk extended a $72,000,000 refinancing loan in
200.0 ... Eximbank only,
96.0
2200 15 3yr ... ... 5 yr grace, varisl
76.0 18 lyr .. ________. 2 yr grace, 5 yr at various percent_ Do.
1700 511 2yr7mo...__.._ ... 244 yr grace, yr, at various par Do,
2;%% ... 3yrgrace,Byr, 3t Interim rescheduling !
300.0 ement__________.__
58. 0 1 to 134 yr grace, 4 yr, at various percen Only U.S. ial debt heduled
85.0 3 yr grace, 8 yr, Sto percent. ___ - Interm rescheduling
100.0 2 yr grace, 734 yr, at & percent.. . Eximbank only,
70.0 . :l"ﬁw grace, 4 yr, at 8 to 9 percent
2,100.0 yr, at no percent Incorporates 1966-67 and 1968 rescheduling.
25.0 Varigble ... __......
92.0 _ 6 percentgrantelement_ . ___..___. ..
59.0 S 2 ’( grace, 10 gn. atSpercent..._._.
145.0 27 mo grace, 5 yr, 3t 6.6 percent. ___ No grace on CCC credits.
2.0 . 2yrgrace, 8 yr, at 3 percent__ ...
258.0 . 2yrgrace, 6yr,at S to6 percent______
234.0 ... 2 yr grace, 3 yr, at 5 percent (maximum)_ .
153.0 | T S 59 percent grantelement _________._. Continuation of 1971 agreement.
2.% 0 lyr . 2 yrgrace, Byr, at3percent. ... ... ... .. ...
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1972 e TUrhey. .ceecmocanes 114.0 0 All maturities_____.. Syrgrace, 25yr, at3percent.. . ... .. _..._..... Proceeds assigsnod to United States as partial reimburse-
ment for U.S. establishment via grants of European
Monetary Fund.
32.0 32 20 e 4 yrgrace, 8yr, at6percent_ . __ . .. . ...
103.0 23 lyr.. . 2 yr grace, 3 yr, at 5 parcent (maximum).__ .. Temporary and partial extsnsion of 1971 agr nt.
181.0 29 lyr . 55 percentgrantelement__ ... ____..._.. .. Continuation of 1970 and 1371 agreament.
290.0 0 Pre-1966 commercial. 10 yr grace, 18 yr, at 2)§ percent__....... .. .. ... Incorporates 1966-68 and 1970 rescheculing.
460.0 232 290 iaacns 80 percent at 3 yr grace, / yr, various__
650.0 196 Ayr. . 62 percent grant eiement_.......... Resolves debt issues from 1971 war,
194.0 45 lyr . 62 percent Sunt element target.____
230.0 95 lyr. . B0 percent 3 yr grace, 614 yr, various. . . .
{g g 8 } yr. .62 p::,unt grant element target Unmgi States, Canada, and Italy didn't participate,
. SRR . . B, .
21170.0 46 1yr.. 85 percent, at 3 yr grace,
@ 0 lyr_. . Notavailable__._....
2200. 168 lyr.. . 85 percent, at 3 yr grace, }’ s Is. Bilateral United States-GOZ agreement not signed,
[O] 0 2yr.___ - 80 percent, at 2)4 yr grace, ;5 yr, variou:
1 Bilateral. element (expressed as a percentage), the closer the rescheduling terms are to this hnpothoticll loan*
2 Estimate. The 1974 agresment with Pakistan was linked directly with an agresment under w ich Bangladesh
2 Not available. assumed responsibility for debts on projects visibly located in its territory. As part of the multilateral
N . accord, the United States rescheduled $85,000, in debt service on obligations assumed by
o of concessionality of lending terms. it compares  gynoiadesh.

Note: The pt of grant el tisa 3 d
#loan on given terms with a hypothetical loan at 10 percent with no grace period; the lower the grant
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Senator Byrp. T am not totally clear as to which department of Gov-
ernment is responsible for the collection of debts owed by foreigners to
the United States.

Mr. Horyrars. In the first intsance. Mr. Chairman, it is the agency
which originally extended the debt, In the case of Export-Import
Ranl:. fov instance. if they have extended the debt and there was a
problem, they would in the first instance go to the particular country.

Sentor Byrn. Leave the Export-Import Bank out. .

Mr: IToryars. AID would similarly go to the country through its
own auspices eand make a representation. If after they fail to achieve
the results they felt they could go no further at that point, they would
£o t? the State Department, and through our embassies primarily, we
wonld

| Selnatm' Byren. The State Department then has the responsibility for
the debt=?

Mr, TToraats, In the second instance. after the agency that had
originally extended the debt had exhausted its possibilities. Then the
Stete Departinent would try to take over through its ambassadors,
throngh other types of representation, and ask the countrv—to try
to work itont with the country.

Senator Byrn. I am trying to pinpoint the responsibility. It is in
the State Department ?

Mr. Horyats, Yes, sir.

Sentor Byrn, What is the tota] debt owed the United States at this

yoint ?
! Mr. Horyats. The total debt owed is something like £42 billion,
post-World War I1.

[Pause.]

Mr. Honvrars, 842 hillion from World War II and the post-war
period and $27 billion from World War 1.

Senator Byro. That includes $11 billion Export-Import ?

My, Iorarats. Yes: ves. sir,

S-nator Byrn, So leaving out Export-Tmport, it is €31 billion owed
the United States in post-world War IT debts?

Mr. Ioryats. These are not arrearages. These are just money lent,

Senator Byrp. I understand, That is the total amount owed. Now,
haw much is owed on World War I debts?

Mr. TToryrras. Virtually all that is up there, $26.7 billion.

Senator Byrp. Is there any interest being paid on that?

Mr. Horyats. There is no significant interest, so far as I know,
perhaps a very small amount.

Senator Byrp. Is there any effort being made by the American Gov-
ernment to collect any of that debt? -

Mr. Horyats, A large butk of the debt was owed to us by our allies
in World War I has been tangled up in the problem of German re-
payments of reparations to those countries, The German problem was
hald in abevance in 1953. This has been as a result of a treatv in
effect dissolved, and the countries that are—directly have made their
repayments of debt to us contingent upon their receiving money from
the Germans, from the German Government.

Senator Byrp. What T am trying to ascertain is, has the State De-
pa;'tm,ent made any effort to collect any part of the World War I
debts?
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Mr. Horaats. Well, sir, efforts were made quite a while ago, but
since the 1953 agreement in London when the resolution of the Ger-
man problem was deferred until the final general settlement of the
matter, we have found it very difficult to do this.

Senator Byrp. So the answer to my question is no?

Mr. ITormeTts. That is correct.

Senator Byro. Is that correct ?

Mr. Berasten, Could I add one caveat, Mr. Chairman? In Decem-
ber 1976, ITungary on its own. made a full payvment of the deliquent
portion of its World War I debt to the United States in the total of
about 843 million. By becoming current on its payments, this action
ended the restriction of Johnson Act limitations on Hungary's access
to .S, capital markets. .

The other point T might add to what Mr. Hormats said, you asked
whether interest was being collected. e was certainly right in say-
ing neitler interest nor principal is being collected for most of the
World Was T debts. We do continue to acerue interest owned to us on
the bonks,

Senator Byrp. Is that included in the $26 million?

My, Brrastex. Oh, ves. In fact, the interest exceeds the principal.
We continne to show the interest in addition to the principal as an
element of Werld War I indebtedness owed to the United States, and
when IHungary came in and made this full payvment, that certainly
included the intercst accrued during the period. So, we do show it,
and it is included.

Mr, Horaars, T should point out, sir, that on the original debt, the
total original debt, there has been some principal paid and some in-
terest. paitd by a number of countries. It is just that there is a lot still
remaining to be paid. Four countries, in fact, have settled all of their
deht, including Cuba, Finland, Liberia, and Nicaragua, but the larger
debtors simply have not. '

Senator Byrn. You mentioned Germany. Last night I read the auto-
biography of the former president of the Reichbank. Very, very in-
teresting, Ie was president during the early and mid-1920’s, It was
really hair raising to read about German inflation. I have read a half
a dozen books on German inflation, and I still cannot understand how
it got to the prope. tion it got to. I ean understand how it could have
gotten very high, but it was such an astronomical figure,

Even after reading five books, I cannot figure out why it went to
such an extreme, Could any of vou enlighten me on that? It is a little
beyond onr subject here this morning.

My, Horyats, They printed a great deal of money, T guess.

Senator Bynp. Leaving out. then, World War I debts, what recdue-
tion has there been in the total indebtedness since the meeting that this
cotumittee held in February of 1976, which was exactly 2 years ago?
Do vou have fizures showing what payments have been made in the
intervening 2 years and by what countries?

M. Horarars, Yes, we have figures. During that 23/-year period
roughly 6.5 billion in dollars of interest and principal on long-term
credits was collected, and roughly €500 million in foreign currencies.
Overall net arrcarages have dropped from $637 million to $391 million.
. Senator Byrn. Of course, that would be affected by your reschedul-
ing, I assume,

24-405—78——+6
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Mr. Horyarts, To some extent, but most of those arrearages, roughly
70 percent, relate to some of these rather more difficult political prob-
lems which are under “extraordinary political arrearages.” They have
not been rescheduled. They simply have not been paid.

Mr. BerasteN. I think just for clarification, Mr. Chairman, when
we reschedule debt we do not count the amount rescheduled as an
arrearage.

Senator Byrp. That is what I say, When you reschedule it, it is not
considered in arrears.

Mr. BERGSTEN. Yes.

Mr. Hor»azs, Yes,

Senator Byrp. That is why it occurred to me my statement a mo-
ment ago is correct. If you reschedule it, it would change your arrear-
age figure.

Senator Byrp. Yes.

Mr. BeresTEN. Only the Pakistan rescheduling contributed to the
decline in arrearages since the end of 1974,

Mr. Horyars. It has not happened in the case of the 1977 reschedul-
ing for Zaire.

Zaire has been rescheduled, but we have not signed formal agree-
ments. Therefore the number still remains under major arrearages.

Senator Byrp. Let me see if I have got this figure correctly in my
mind. The total indebtedness owed to the United States by foreigners
:({)r foreign governments would be $68 billion, including Ixport-

mport ?

l\l%r. BerasTtEN. [Nods affirmatively.]

Senator Byrp. And if you eliminated Export-Import, the total in-
(bl'ell;’tedl?less of foreign governments to the United States would be $57

illion

Mr. BeresTeEN. This is not all foreign governments, Mr, Chairman.
It is all debts owed to the U.S. Government.

Senator Byro. By foreigners.

_ Mr. BeresteN. By foreigners, be they foreign private or ofticial en-
tities,

Senator Byrp. But as a practical matter, leaving out the Export-
Import Bank, virtually all of that is, is it not, or certainly a very large
share of it, is by foreign governments ’

Mr. BERGSTEN. Rigﬂ.

Senator Byrp. The Export-Import Bank is different, but with the
remainder of the debt, as I understand it, the bulk of that is owed by
foreign governments to the United States.

Mr. BeragsTEN. That is right.

Senator Byrp. Maybe all of it.

Mr. BerosTeN. Exclusive of the Export-Import Bank, some $742
million in U.S. Government credits due from foreign private obligors
was outstanding as of September 30, 1977,

Senator BYrp. As a practical matter most is owned by foreign
governments,

Mr. BeresTeN. Most of it is governments. You are quite right.

Senator Byrp. On page 2 of Secretary Bergsten’s statement, it says
“U.S. trade deficit totaled about $30 billion in 1977.” For the record,
woul;i you estimate what you expect that to be in 1978, our current
year?
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Mr. BerosTeN, We think it will be on the same order of magnitude,
Mr. Chairman. It is very difficult to be precise to the last billion dollars,
but our estimate is, the deficit in 1978 will be roughly in that same order
of magnitude. .

Senator Byrp, Which is an astonishingly great deficit. )

Mr. BeresTEN. It represents about 1.3'percent of our gross national
product, which in relative terms means it is less than trade deficits of
a lot of other countries of the past, despite the huge aboslute size. It
is very sizeable, though. It is a source of concern, and we are making
a number of efforts to do something about it, primarily, our effort to
win congressional support for strong energy legislation which would
2o to the heart of the problem since our oil imports are now costing us
about $45 billion.

Senator Byrp. If the Administration will send down a sound energy
tax proposal, I will consider voting for it, but I am not going to vote
for the proposal that was sent to us. It doesn’t get one single additional
barrel of o1l, and puts the heaviest tax on the American people they
have ever had put on them. I can’t support that proposal.

On page 3 of your statement, you say, “We have urged deficit coun-
triesto agopt prudent adjustment policies.” Now, what does that mean ¢

Mr. BeresTEN. The balance of payments deficits of several major
countries had become of sufficient size that there was a question about
the continued availability of external financing, and what we have
suggested was that those countries put their houses in order, cut the

--growth of money supply, reduce the level of Government expenditures,
and particularly the budget deficit.

Senator Byrp. Now, that is what I thought you meant. Would you
not want to apply the same prudent policy to the U.S. Government ?

Mr. BerasTEN, We certainly wish we were in a position to do so.

Senator Byrp. I guess those countries may teil you the same thing
when you confront them with that statement.

Mr. BerestEN. Interestingly, Mr. Chairman, they have not. They
recognize the very big difference between the position of the United
States and their own position in terms of balance of payment positions
and external finance. We have been able to financeour external deficit
without great difficulty, despite the fact we have run a sizable trade
imbalance. Other countries have not been able to do so after a certain
point, and have been required by that external requirement to put
their houses in order,

There is another fundamental difference, if I might say so, Mr.
Chairman. As {ou well know, the inflation rate in this country is too
high, and we all want to get 1t down, and we are working to do that.
Nevertheless, on an international scale it is not very high, about 6 per-
cent. Some of the countries to which I refer, Italy, the United King-
dom, not to mention Brazil and Mexico, have had inflation rates run-
ning well above the 15 percent level, and even beyond that.

So, for purely internal reasons, they have had to put their houses in
order, reduce excessive internal expansion. They have had a much
different situation than we have had in this country.

Senator Byro. I agree with you thoroughly, with one exception. I
think this country has got to put its financial house in order, and I
don’t see any signs that it is doing so. The inflation rate has dropped
somewhat, but in my judgment it will be heading up very shortll)y. I
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don't see how we can avoid it, with the Government coming in with
another unbelievably high deficit spending program.

To talk about our trade balance, I was under the impression that a
$30 billion trade deficit is something to be alarmed about, but I don’t
see too much alarm today.

Mr. BercsTeN. Let me be clear on that, Mr. Chairman. The trade
deficit is a source of concern to us. We have been working on it in many
respects, working with the Congress, and taking your comments into
account, on coming up with an effective energy program in order to
cut our level of o1l import, working with some of the main balance
of payments surplus countries, notably Japan, over the last month to
adopt golicies to reduce their surpluses and thereby enable us to reduce
our deficit.

Theve have been over the last yvear changes in exchange rate rela-
tionships that will over the next year or so lead to a significant im-
provement in our competitive position and thereby reduce our trade
current and account deficits. So, we have been working on this in a
number of areas.

I might also add that we have very significantly improved our ca-
pacity to provide export financing to enable American exporters to
compete fully on the world market, which they have not always been
able to do in the recent past. We have tried to move in a number of
ways to reduce our external deficit, because of the very same concern
you have just expressed.

Senator Byro. Looking at foreign lending by U.S. banks. how much
has this risen in the past five years compared with domestic lending
by U.S, banls?

Mr. Bevastex. T am not sure I have that comparison at hand, al-
though we would be glad to supply it for the record.

Senator Byrn. That would be fine if you would. yes. ~

Mr. BerasteN. Right.

[The material referred to follows,]

TOTAL DOMESTIC AND FOREIGN ASSETS OF U.S. BANKS

[Bittions of dollars}

T Total Percentage increase from previous year

consolidated
assets of alt ) Claims on . Claims on
intyred  Claims on domestic Totst  Claimson domestic
Date banks i foreigners?  residents assets  foreigners residents
December 1970 ... ._.__.__.__ 614.5 40.1 )L
December 1971. .. 694.0 57.9 636. 1 12.9 4.4 10.7
December 1972 _ . . e 810. 4 76.9 733.5 16.8 32.8 15.3
December 1973 .. ______._. 943.8 110.5 833.3 16.5 3.7 13.6
December 1974, ____.________ . l,042.7 140.3 903.2 10.5 27.0 8.3
December 1975. .. __.___.._ eeee 10921 161.8 9%0.3 4.7 15.3 3.1
December 1976 ___________.. ceee1,185.3 200.6 984.7 85 4.0 5.8
une 1977 . 1,231.2 211.4 1,019.8 1.7 110.8 17.1

1 From consolidated report of condition, including foreign and domestic office data,

2 Total foreion claims on Treasury balance of payments reports for batks in the United States less claims hsld 3y U.S.
officeso for eien hanks, Total forsien claims reported on F2-520 form for foreign branches of U.S. banks less ¢:aims on
relsted b anches and less branch liabilities to their head offices.

3 Estimated annual rate of growth from data for 6 months.

Senator Byrp. Tt has expanded greatly, has it not?
Mr. BeresTEN. There has been a very rapid growth in the foreign
bank lending of American commercial banks. The rate of the increase
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has slowed down over the past year to 18 months, as the level of deficits
being run by the developing countries has receded, but it continues to
exgand at a fairly rapid clig.

enator Byro. I am glad to get your view that the U.S. banks are
not overextended. I have been fearful that they have become over-
extended. I remember the way the banks handled the REIT's a few
years ago and the disaster that resulted. I am relieved by your state-
ment today that the U.S. bank exposure and the dangers that could
possibly result have been exaggerated.

Mr. BerasteN, It is something that we do watch closely, as T men-
tioned. We have improved our statistical reporting. We have improved
our surveillance systems to make sure we will continue to be on top of
it, but we do feel the concerns have been exaggerated in some corners,
and the situation does not pose any major risk to international fi-
nancial stability.

Mr. Horyats. I have a couple of points that might further illustrate
that. Only 24 percent of lending of U.S. banks abroad is to develop-
ing countries, and a large bulk of it is to developed countries, which
are relatively sound risks. Well, they are ali relatively sound risks, but
there is presently an idea that most of it is developing countries, and
in fact it is only about one-fourth.

A second point is—one Mr. Bergsten raised earlier, which is, the
agaregate debt service ratio of these countries has not dcteriorated
from 1973. It is at ronghly the same level as 1973,

The third point that is particularly interesting is that the growth
of lending to these countries has declined rather substantially. In other
words, it started off at roughly 20 to 25 percent in the sort of middle
part of 1970’s, and is down now to an increase of roughly 15 percent,
as these countries try to develop stabilization policies and increase
their reserves.

So, the overall picture, I think, is one that, while it bears watching,
and both of our agencies watch it closely, it is not a problem that I
think requires urgent alarm.

Senator Byrp. That is the table of which you were spcaking, that
you could put in the record ¢ :

Mr. BerosTEN, (Nods affirmatively.)

Mr. HormaTs. Yes, sir,

Senator Byro. I think it would be very desirable to do that.

You mentioned 24 percent of U.S. banks lending to the developin
countries. Which of the countries would get the bulk of that finaneing

Mr. BerosTEN. The most detailed data on this, Mr. Chairman, were
released just a week ago, and I would be glad to submit that table for
the record if you would like.

Senator Byro. Yes.

[The material referred to follows:]

CoUNTRY ExPoSURE LENDING SURVEY
[Federal Reserve Press Releage, January 16, 1078)

The results of a survey of forelgn lending by large United States banks as of
June 30, 1977 were made public today by the Office of the Comptroller of the
Currency, the Federal Deposit Insurance Corporation, and the Federal Reserve

Board.
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The survey was made to Increase the Information available on foreign lending,
on aeco:ntr;-bycountry basis. The data reported cover claims on foreign resi-
dents beld at all domestic and foreign offices of 119 U.S. banks with assete of $1
billion or more.

Based on the experience of this survey, the bank regulatory agencies have in-
stituted a semi-annual “Country Exposure Report” to begin with data for Decem-
ber 1977. Results of future reports will be published approximately four months
after the reporting date.

TYPES OF LOANS

The information gathered in the survey concentrated on data concerning lend-
ing from a bank's offices in one country to residents of another country, or lending
in a currency other than that of the borrower. These are known as cross-border
or cross-currency loans.

Cross-border and cross-currency loans are those most closely associated with
country risk. As shown in Table I, these claims totaled $164 billion on the report-
ing date. About 42 per cent of such foreign lending was accounted for by claims
on residents of Switzerland and the Group of Ten (G-10) developed countries.
Another 20 per cent represented loans to residents of “other developed countries”
and “offshore banking centers.”' Cross-border and cross-currency claims on
residents of non-oil producing less developed countries amounted to approxi-
mately $40 billion, or some 24 per cent of the total.

In addition, the banks reported $44 billion in local currency claims that were
held by their offices {n foreign countries on residents of the country in which the
office was located. An example would be Deutsche Mark claims on German resi.
dents held by the German branch of the reporting U.S. bank. To a large extent,
these local currency claims were matched by $37 billion in local currency liabili.
ties due to local residents. Approximately 75 per cent of these claims were on
residents of Switzerland and the G-10 countries.

MATURITIES

The survey provided for the first time comprehensive data on the type of
customer and the maturity distribution of banks’ claims on foreigners (Table 1).
About 63 per cent of the reported cross-border and cross-currency claims had a
maturity of under one year. Such short-term claims were especially prominent
in the G-10 countries and the offshore banking centers where, combined, $64
billion out of $83 billion in claims matured in less than one year. This heavy
concentration of short-term claims reflects the large volume of {nterbank lending
in these countries. Most such placements of deposits are for very short periods.

For most other groups of countries, short-term claims accounted for about one-
half of total claims although the proportion varied significantly among ind{vidual
countries.

TYPE OF BORROWER

With regard to type of customer, private nonbank sector lending was the
largest, accounting for $63 billion. Other types of lending were placements with
banks amounting to $59 billion, and loans to the public sector totaling $42 billion.
This last category includes foreign central governments, their political subdi-
visions and agencies and commercial non-bank enterprises owned by government.
This distribution varied significantly from country to country. Here also, most of
the claims on banks were on those located in the G-10 countries and the offshore
banking centers.

GUARANTEES

In Table II, information is provided on the cross-border and cross-currency
claims that are guaranteed by residents of another country. Claims are re-
allocated from the country of residence of the borrower to another country on
two grounds: First, clalms on a bank branch located in one country where the
head office is located in another country are allocated to the country of the head
office. Since a branch is legally a part of the parent, claims on a branch are treated
as being guaranteed by the head office. Second, claims on a borrower in one

b 1 lC«:nmtrlea where multinational banks conduct a large international money market
usiness.
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country which are formally guaranteed by a resident of another country are
allocated to the latter country. These reallocations are thought to provide e
better approximation of country exposure in the banks’ portfolios than the
unadjusted figures.

The resuilts of the reallocations appear in the last column of Table II. Most
of the shifts are accounted for by the transfer of claims on branches (and, Where
guaranteed, subgidiaries) of banks to their head offices ($25 billion out of $33
billion). In general, the reallocations primarily affected the offshore banking cen-
ters and some of the developed countries. For example, claims on the offshore
banking centers decreased from $16.8 billion to $4.4 billion and claims on the
United Kingdom decreased from $25 billion to $15.8 billion.

For most less developed countries, a relatively small portion of claims is
externally guaranteed. The total shown for claims on foreigners by country of
guarantor is about $150 billion or $14 billion less than the total for claims by
country of borrower. This results from U.S. residents guaranteeing about $16.5
billion in claims on foreigners and foreign residents guaranteeing about $2.5
billion of claims on U.S. residents.

COMMITMENTS TG PROVIDE FUNDS FOR FOREIGNERS

The survey also provided information on commercial letters of credit and other
contingent claims on foreigners. The banks were asked to report such contingent
claims only where the bank had a legal obligation to provide funds. As shown
in Table 111, the amounts reported total $42 billion, with 75 percent of that total
being on the private sector, including banks.

USE OF THE DATA

The results of the survey need to be interpreted with some caution. The survey
was experimental in nature, and it was recognized that all banks might not be
able to furnish the requested information in the short period of time they were
given. As a result, certain deviations from the instructions were permitted and
in a limited number of cases, data were estimated for banks that were unable to
report all items requested. In particular, some banks were permitted to report
claims by “country of the guarantor” rather than by country of the borrower’s
residence. Groes claims on some countries (particularly the banking centers)
may, as a result, be somewhat understated.

In addition, the reported contingent claims may be somewhat overstated, par-
ticularly as regards the private sector, because some banks included advised lines
(where actual extensions of credit under such lines of credit might not be
obligatory). In spite of these difficulties, it 1s believed that the reported data
provideha representative profile of the foreign claims of U.S. banks.

Attachment.

TABLE |.—-CROSS-BORDER AND NONLOCAL CURRENCY CLAIMS BY RESIDENCORROWER, OF JUNE 1977 BE

[In miltion of dotlars}
Maturity distri-
Claims on—~ of claims
Banks Pubtic 1yr.
- T (placs- bor- Other and Over
Country claims ments) rowers  private under yr.
G-10 and Switzeriand:

Belgium/Luxembou 4,212 3,601 90 521 3,848 365
F 6, 340 4,157 692 1,392 5,430 1,410
4,048 1,661 32 2,155 2,98 , 065
5, 055 2,117 1,17 1,161 2,842 2,283
2,764 1,934 117 114 2,44 U1
1,749 620 4 765 908 840
1,80- 1,62 163 1% 1,752 128
45,138 17,283 2,475 $,301 19,090 6,049
5117 311 1, 4,182 965
11,754 \m Fe ) 9,688 7,462 4,292
68,557 33,180 6,709 23,711 50,81 17,698




Non-G-1. developed countries:
Austria. 939 665 191 8 775 165
Austrati 1,355 144 26 , 185 §40 S14
finland. 1,210 313 262 639 581 619
Greece. 1,770 268 603 858 592 L1717
Iceland. .. 1 33 47 1 74
New Zealand. ... 47 26 199 193 143 275
Notway....... 1,844 121 254 1, 469 €05 1,238
Portugal...... 525 16 352 157 n 148
SPRN. . e 3,332 849 1,264 1,219 1,362 1,950
South Africa. ... ... ... 2,201 47 1,18 963 937 1,263
TULKEY o o e eece e acaeeee 1,473 410 43 615 1,023 450
Denmark.... 1,434 252 467 715 651 783
freland. . o iiiieeaaas 451 103 U3 100 167 284
Total. oo iiceieana 17,037 3,215 5,538 8,285 8,094 8,940
Eastern Europe:
Bulgaria .. .. . 416 81 32 12 223 154
Czechoslovak 154 106 45 3 105 49
€ast Germany 708 63 592 84 282 427
Hungary._ .. . 883 252 411 H 252 371
Poland. ... . 1,248 161 1,016 72 350 838
Romania. . . 217 S4 87 36 157 59
USS.R. . 1,592 AE4 1,112 16 653 940
Yugoshavia. C oo e 15 409 £60 171 EN
Total. oo e 5,982 1,23% 3,896 754 2,233 3,751
Oil-exporting countries
Algena. .ot 1,470 18 1,129 n 340 1,130
Ecuador. .. 831 7 392 432 462 39
Indonesia. . 1,980 132 71,350 498 836 1,144
lran... 1,831 208 653 90 1,031 £00
fraq. .. 88 ... 76 12 20 63
Kuwait 399 219 37 143 380 39
Libya, 128 42 78 9 124 4
Nigeria 0 ... 14 £6 €6 4
guu;. an 31 6 68 7 56 25
audi Arabia_ ... 336 40 32 264 231 45
United Arab Emirates 401 181 56 124 249 152
Venezuela. . ... ..o ooiiiiiiiiee.o. 4,548 101 2,452 1,995 2,097 1,640
Total. o e e 12,163 954 6,317 4,832 6,742 5, 420
Non-oil-exporting  developing  countries—tatin
.’«.}er’mﬁand Caribbean: 1793 13 o6 .
rRenting. L . 4 13 91 802
. n 80 104 187 184 187
3,748 6,510 3,31 7,267
300 281 401 218
151 196 178 179
56 188 111 128
62 107 121 14
1 160 13 87
29 132 119 61
154 7 74 177
5,810 4,989 5,45 5, 564
187 23 268 165
1 23 13 11
1,328 543 922 982
10 5 48 5
2 52 % 85
13,009 14,381 12,359 16,292
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TABLE 1[—CROSS-BORDER AND NONLOCAL CURRENCY CLAIMS ON FOREIGNERS BY COUNTRY OF GUARANTOR-
JUNE 1977

{In milfioas of doilars)

of other countries
Claims guaranteed guaranteed by
by residents of _ Total  residents of this Total
. Total other countries claims less country claims by
claims (by —~—————————— guaranteed ————— ———— country of
Coumtry residence) On banks Onothess claims On banks Oaothers gusrantor
G-10 and Switzerland:

Belgium Luxembourg......... 4,212 1,243 131 2,833 191 314 3,343
France . ......... . 6,84 1,091 270 5,479 1,312 N 7,368
4,048 139 234 3,675 2,119 587 €, 381
§, 055 127 58 4,870 399 264 5,533
2,764 93 109 2,652 2l 187 2,970
1,748 0 9 1,730 8 141 1,928
1,880 79 158 1,643 598 272 2,513
25,138 9,811 1,200 14,127 1,047 651 15, 835

5,117 135 , 889 1,593 212 6, 69

Non-AGJD_deveicped countries:

[T LT 939 35 26 878 46 53 - 877
Austalia 1,355 30 81 1.244 259 &4 1,547
finland. .. 1,210 9 17 1,193 7 88 1,353
Gieece. .. 1,770 26 8 1,644 5 17 1,766
lceland. 85 0 0 86 0 0 86
New Zezla 117 1 ] 403 51 12 41
Narway 1,844 2 134 1,708 €3 8 T 1,854
Porugal 525 0 7 518 15 3 537

an. . 3,332 39 91 3,211 240 3 3,482
South Africa 2,201 26 33 2,13 63 2,234

urkey .. 1,473 0 47 1,426 1 21 1,448
Denmark. . 1,434 2 9 1,342 22 84 1, 448
redand . ool 451 K 12 434 72 1 507

Total oo it ciaaeeeee 17,037 1n 831 16,229 910 571 17,710

Eastern Furope:
Bulzand. ... ooiiiiiiaiiee 416 0 2 A4 0 0 414
Czechosiovakia_ . 154 2 0 152 16 0 168
708 Q 0 708 2 1 711
663 1 15 645 17 0 663
1,248 10 Sl 1,187 10 2 1,217
217 7 3 207 1 0 207
1,592 7 kx} 1,652 8 5 1,645
934 Q 835 0 18 877
5, 982 33 188 5,761 135 44 5, 940
1,470 0 162 1,308 4 65 1,373
831 13 48 1765 0 0 765
1,980 49 143 1,788 59 L 1,855
1,831 1 60 1,770 141 2 1,935
38 0 0 88 0 0 83
9 3 U k1 15 0 397
128 0 0 128 2 0 130
70 0 3 67 0 7 g
81 0 0 81 Q 2 83
336 15 50 m 2] 60 359
401 68 2 331 g 18 358
4,548 7 109 4,432 19 12 4,523
12,163 162 601 11, 400 334 206 11,840
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TABLE 1| —CROSS-BORDER AND KONLOCAL CURRENCY CLAIMS ON FORELGNERS BY COUNTRY OF GUARANTOR—

JUNE 1977
{in milions of doBtars)
Claims on residents
of other countries
nr:.s\unntnd quaranteed by
deats of . Total  residents of this . Total
. Total countries claims less country claims by
- claims (by ————————— guaninteed ——————————— country of
Country residence) On banks Onr others claims On banks Onothers guarantor
Nonoel emomng developing coun-
uhn America and Caribbun N
Argenti 1,793 L] 182 1, 603 15 ] 1,626
i n 2% 82 315 0 16 k<]
10, 588 97 579 9,912 526 63 10, 501
620 0 16 624 1 0 605
i 356 0 u 332 Q 3 335
Dommvwl "Republic . 239 0 § 234 0 0 234
El Salvador 194 0 10 134 0 0 184
Guatemata...... 161 0 20 121 0 10 131
Honduras ... 181 0 9 172 0 3 175
Jamaica. . 251 0 8 243 9 16 268
Mexico. .. 11,322 89 a4 10,759 150 32 10, 941
Nicaragua 433 0 7 426 2 1 4
Paraguay 24 ] 0 24 0 0
Pery_.. - 1,904 17 30 1,857 7 18 1,942
Trinidad and Tobago... - $3 0 0 53 0 0 53
Uruguay. . cueeeamaecneees 162 0 10 152 13 15 180
28, 652 255 1, 406 26,991 723 F1t} 27,959
2,319 27 106 2,186 5 2,205
208 ] 17 191 19 3 213
662 2 22 628 108 6 752
24 1] 2 32 7 61
3,286 8 102 3,106 62 58 3,226
5§96 50 k73 514 15 kY] 566
0 9 51 5 14 70
1,861 5 53 1,803 25 16 1,84
1 23 635 85 7 738
9, 615 103 166 9,146 366 163 9,675
524 0 7 497 2 1 500
21 0 3 18 8 0 26
21 0 22 249 0 0 249
374 0 20 354 1 19 384
174 0 75 9 0 0 9
35 0 13 42 5 0 47
233 0 12 171 0 -] 1
179 0 3 176 3 17 1%
1,881 0 275 1,606 29 37 1,672
40, 148 358 2,047 37,743 1,118 4“5 39, 308
5, 905 5,219 4 585 n 6 625
565 439 0 126 4 45 175
2,802 2,558 21 23 2 4 229
1,286 361 233 632 91 25 979
1, 8% 533 04 959 5 54 1,018
2, 366 1,799 7 $10 3 7 550
1,889 0 1,167 7 0 63 785
125 ” 67 H 13 1]
16,834 10,98 2,024 3 84 mn “s 4,43
Misceilaneous:
Other Westera Europe. ... w 68 4l 13 1 108 289
Qther Eastern Europe.......... 1 0 0 1 0 3 4
Other Asia/Pacific...... . an 1 27 419 5 3 457
Other Middle £ast... .. 191 10 0 181 [ 3 0 189
Other Africs...... 3 15 355 1 2 4
Other Caribbean__ 1,09 " M 741 0 5 ”7
Other Latin Amer 1,160 3 23 1,100 23 20 1,148
Other North America “ 0 0 “ 0 3 [y
Total.......... PO, . 3,487 13 3% 2,954 120 7] 3,29%
Grand tal... ...... ceecaeens 164,208 24,707 8,478 131,023 12,783 6,234 150,040
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TABLE 111.—CONTINGENT CROSS-BORDER AND NONLOCAL CURRENCY CLAIMS BY COUNTRY OF RESIDENCE,

JUNE 1977
Ha millions of dollar}
Commitmeots under Other commitments Total contingent
letters of credit to— to— claims on—
Banks and Banks and Banks sad
other other other
Public private  Public  private  Public private
Couatry borrowers  borrowers o borrowers
d Switz H
G-10 and Switzerland ° 3 o4 700
41 222 626 1,808 n7 2,030
9 1 S4 1,754 1,937
12 489 ¥/} 119 186 608
0 146 1 176 1 922
0 42 151 815 151 863
2 332 95 803 97 1,135
2 783 275 2,963 297 3,751
0 177 49 28 49 459
1 2,388 39 2,691
87 2,799 1,538 12, 304 1,622 15,103

-G-10 developed countries:

Noa-S-10 3¢ countnes 0 16 103 %8 103 18
Aastral; 0 al 131 38l 131 822
Finland 35 Q 25 1 #*0 1%
Greece.. 12 7% In 518 2% 70
leotand.. ... 4 k] 50 7
Mew Zealand. . 10 7 77 31 87 33

Orway...... 1 45 50 486 51 531
P 16 2 3 18
St Africa a1 no% mo% B
Tica..
Turkey. ... 18 8 10 52 89 133
Denmar| 0 15 118 42 118 457
Treland. - % 17 102 118 119
TOWeooooeeeeeaeeee 388 LW3 L1685 3421 1521 2,564
[ :

R 117 U s RN 1

firhosionak. T 0 136 & 161 &
2 3 o 29 94 3

58 3 15 0 2 1]

2 0 19 2 14 2

1 0 ® % 2 7

H 2 53 100 (] 128

16 2 8 2 101 %4

Oil-¢ pormy s countres: 9 u 9 2% 18 )
Eeuador . 72 102 £ n 161 73
indorssia 14 62 149 29 18 291
lean.. 9 64 93 2 192
e, 58 P 119 105 77 133
Kuwa, 10 57 3 “ 13 10l
Libys. . 1s it 7 ¥ 12 53
Nigeria 82 42 64 k7] 146 76

, Pod 8 403 8
udi Arabia

! i B 15 7 & 14 1

Venesua s mirates 183 w25 781 w 1,022

Total a9 Lo) s 1,925 1,805 3,004
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TABLE {H,—CONTINGENT CROSS-BORDER AND NONLOCAL CURRENCY CLAIMS BY COUNTRY OF RESIDENCE,
JUNE 1977—Continued

Jin miltions of dollars)
Commitments under Other commitments Total contingent
letters of credit to— to— claims on—
Banks #nd Banks snd Banks and
. other other othes
Public private Public private Public private
Country borrowers borrowers borrowers  borrowers borrowers  borrowers
Nonoil exporting developing countiies:
Latin America and Caribbean:
Argentia .ol 81 99 139 330 220 429
Bolivia, . _.. 22 28 47 97 €9 125
Brazil. .. ... 33 108 215 LF3] 248 529
[0 11 D, €9 3] 70 47 139 116
Costa Pica. ... 14 15 10 13 24 28
Dominican Republic. 43 %5 kD) 133 713 188
Et Salvagor.. 8 14 5 16 10
Guatemala [} 4 39 141 45 145
Honduras 3 20 28 115 3l 135
Jamaca 0 2 10 [
Mexico. 101 100 228 698 329 798
Micaragua. R 10 16
Paraguay... 0 7 10 10 10 17
Peru .. oeienieen. J . 39 37 25 30 €4 67
T-inidad and Totago. ....... 19 2 43 3 62 5
[F 7T | I, 19 11 43 12 62 23
Subtotal ...l 400 580 38 2,092 1,398 2,672
Asia:
Coing (Taiwan)_ ... ... 238 158 344 478 582 636
fnda. ... ....... 10 44 0 24 10
Israsl ... 4 20 59 107 54 127
Jerdan._..... 42 18 23 61 31
Karea (South) 55 244 122 471 178 715
Malaysia . 40 19 53 122 93 141
41 [} 3 115 44 158
76 135 545 288 621 423
it 115 8 206 1 322
Subtotab. . ...l 578 787 114 1,834 t,722 2,621
Africa:
|3 3 - SR, 131 1€0 4 100 178 260
Ghana_ 18 15 25 43
{vory Coast.. 12 20 47 25 59 45
Oroees . . . 58 28 61 0 119 28
Sudan__ 18 1 23
Tunisia__ 1 8 18 n krd 25
2aite._ .. 10 2 8 4 18
Zambia (2 12 1 19 29 31
289 U5 212 185 501 431
1,327 1,613 2,294 4111 3,621 5,724
1 22 6 14 7 168
[ 3 27 114 27 117
- 0 0 0 2 0 2
1 157 114 315 115 472
4 155 50 136 54 281
2 -] 8 268 86 356
8 42 1 202 9 244
6 9 62 413 62 462
16 516 K77} 1,594 360 2,110
8 15 0 l& 3 26
72 41 69 105 1 146
97 M 56 4 153 9i
i 110 20 1 66 - 29
Other Caribbean_._._. 1 70 18 173 29 23
Qther Latin America__. - 16 3 116 76 164
Other North Amerxka.. ... .......... 0 9 0 61 0
Total. oo aee 34 a7 - 2 579 536 826

Grandtotal ... 3,034 7,459 7,442 24,236 10,476 31, 658
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Senator Byrp. Can you pick out the major ones?

Mr. BerestEN. The major developing countries are Mexico and
Brazil, which together account for about one-half of all lending to
developing countries. Of the roughly $40 billion total in United States
bank claims in developing countries as of June 1977, a little over $11
billion was to Mexico and about $10.5 billion to Brazil. So, that is
half of it right there. - 7

Other major sources of those claims include Korea, about $3.2 bil-
lion, Taiwan, about $2.3 billion, the Philippines, about $1.9 billion,
Peru, about $1.9 billion, Argentina, about $1.8 billion.

If you add up those seven biggest countries, you have, I believe,
over 80 percent of the total lending of U.S. private banks to develop-
ing countries, So, it is a highly concentrated phenomenon, not one, as
it is often portrayed, which is across the board and spread out among
80 or 90 countries.

Senator Byrp. What is Panama on that list ?

Mr. Berestex. Panamu, for purposes of this list, is a special case,
Mr. Chairman, because Panama happens to be what we call an offshore
banking center. It has a lot of branch banks itself, which channcl
loans from parent banks on to other lenders.

Senator Byro. What is Panama?

Mr, BeresteN. The figure I have for our lending to banks in Panama
is about $1.9 billion. I think in another table it nets out how much of
this is actually to Panama itself. .

Senator Byro. That is the exposure in Panama, the $1.9 billion?

Mr. BercsTEN. That is exposure in Panama, but a lot of that is in
turn guaranteed or to be repaid by someone outside of Panama, so
the tota] claims, less claims guaranteed by someone outside Panama.
was $9539 million, as of June 1977. It is a pass-through situation, with
a ot of overseas branches, so about half the total was passed through.
About half of it, at least implicitly, was to Panama itself. )

Senator Byrp. In ratio, though, it would be higher than either Brazil
or Mexico, in relationship to the size and wealth of the country.

Mr. BercsTeEN. Well, it is about one-tenth the debt. You probably
know the population figures better than I.

Senator Byrp. It is 1.5 to 1.6 million persons. Mexico is what. 20
times that ? And Brazil ? .

Mr. BerasTeN. Brazil is about 100 million people, so you are right.

Senator Brrp. So what I am saying is, that is a very high ratio, it
seems to me, when you compare it with either Brazil or Mexico or
any of those other countries.

Mr. BeresTEN. Another way to look at it, Mr. Chairman, would
bo the debt service ratio. the extent to which the countrv’s exnort
earnings covers its debt, and in Panama that ratio would be a good
bit less than either Brazil or Mexico, meaning its ability to service the
debt is a good bit more certain.

Senator Byrn. What does India owe the United States now?

Mr. BrresTeN. India is one of the largest total debtors to the United
States. The total is $3.6 billion, which makes it in fact the largest single
debtor among the developing countries.

Senator Byrp. Now, did India pay anything on that debt in 1967?
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Mr. BEresteN. 19671 We will have to look back in our earlier tables
on that. We will have to submit that for the record. )

Senator Byrp. I would like to ask the same question about India for
1977, 1976, 1975, back to 1970, as to what India paid each year.

Mr. HormaTs. They pay, on the average, about $130 million a year
on their dollar debt. They have paid that since 1975. I do not know the
precise number, but that is a rough average of what they have paid.

Mr. BerosTEN. They have been paying regularly all of their post-
World War II debts to the U.S. (!:)vemment. As I indicated earlier,
there has been a recent rescheduling by some other creditor countries
of Indian debt, but the United States did not participate in that.

Senator Byrp. Submit for the record, beginning with 1970, what
India has paid per year, both interest and principal.

Mr. BerosTeN. We will do that, Mr. (ghairman. I have in front of
me the figures from 1970 through 1975, and it rose steadily from $83
million in 1970 u through $111 million in 1975.

Senator Byro. Is that interest or—

Mr. Beresten. It would be Principal only.

Senator Byrp. So we don’t know how much is principal and how
much is interest {

Mr. BerosTEN. We do know, and I could get it for you, and we will
submit it.

Senator Byrp. If we could break that down for those years, 1970
through 1977, it would be helptul.

Mr. BerosTeN. We will do that.

[The material referred to follows:]

PAYMENTS OF PRINCIPAL AND NTEREST RECEIVED FROM INDIA BY THE U.S. GOVERNMENT

[In thousands of dotlars and equivalents]
Applied as principal repayments © Interest income received
Refinanced
new
fending Interest
Us. Indian  (dedt reor- US. Indisn capital-
Calsndar year dollars  currency ganization)t Total  dollars currency ized Total
28,805 956,742 264 85,811
34,421 61,50 2,182 98, 763
35,198 65,032 2,576 162,803
40,182 65,028 2,394 107,604
48,636 66,212 1,766 116,614
45,545 65,415 700 111,660
37,713 64,868 2L 301 123,952
36,394 29,712 16,959 83, 065
45, 462 5,85 21,521 2,8
59, 747 5,264 ... 65,011
29,54 1,804 . ... 31, 48

Al major debt reorganization under consortia arrangements are Included. In other Instances, operating agencies may
g:;c accepled deferred schedules for repayment of principal and have not reported these deferrals as debt reorganize-

tran: A
1 Under the 1974 agreement with the Indian Government, that government repaid s¥l of its Indian currency loan Indebted-
ness to the U.S, Goverament In the total smount of 17,381,542,000 rupees (valued at $2,099,220,000). At the same time, the
U.S. Government disbursed 16,640,000,000 rupees (valued at $2,009.662,000) »< a grant to the Indian Coverna ent, under
sec, 104 of Public Law 490, Prior to entering into the settiemeat, the executive branch the terms of the draft
settlement agresment to the Congress for its review, and congressional hearings wers held,

"S‘&u'm: U.S. Department of Commerce, Bureau of Economic Analysis, from information made avsilable by operating
ies,
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Senator Byrp. What is the U.S. liquid liability to foreigners at the
present timef . .

Mr. BeresteN. I do not have the precise fi in front of me. One
of my colleagues behind me may have the sury bulletin, and if
so he could hand it to me and I could give you the latest figure.

Senator Byrp. I would specifically like to get December 31, 1977, and
June 30, 1977, it was $163.1 billion.

Mr. BerosTeN, That sounds right.

Senator Byrp, That was June the 30th. Now, if we get to Decem-
ber 31, do you have that figure handy ¢

Mr. BerasteN. I do not have it with me, Mr, Chairman. The number
would certainly be a bit higher, because in the second half of 1977, we
did have a balance-of-payments deficit on the official settlements con-
cept that would mean a further buildup in certainly foreign official
liquid claims on the United States.

Senator Byrbp. Be%nnin%eDrecember 31, 1970, it was $47 billion, and
that had tripled by December 31, 1976, to $151 billion. June the 30th
of 1977 it was $163 billion, and I will put that table in the record at
this point and ask you to supply the figure for December 31.

Mr. BerasTEN. I will do that, Mr. Chalrman. -

[The material referred to by Senator Byrd follows:]

US, GOLD HOLDINGS, TOTAL U.S. RESERVE ASSETS, AND U.S. GOVERNMENT LIQUID LIABILITIES
TO FOREIGNERS

[Selected periods In billions of dollars)

Gold Totsl Liguid
holdings ssaets liabilities
20.1 2.1 6.9
22.8 24.8 19.4
10.7 4.5 41.0
1.7 14.4 92.6
1.6 15.9 119. 1
1.6 16.2 126.6
1.6 18.7 151. 4
1.7 19.2 163.1

Source: U.S. Treasury Department.

[The following was subsequently supplied for the record by Mr.
Bergsten:]

U.S. labilities to foreign official institutions and liquid liabilities to all other
foreigners was about $192.1 billion at the end of December 1977.

Mr. BerasTEN. One reason, of course, for that very large figure is
the fact that the dollar is the central money of the international
economic system, and as trade grows other countries build up their
dollar balances. partly in order to finance trade and international in-
vestment growth, so the fact that the United States plays an interna-
tional banking role through the key currency role of the doilar does
mean that that number is likely to grow over time, and become sub-
stantial, as it has,

Senator Byrp. It is growing out of proportion. At the end of World
War I, the liquid liabilities to foreigners was $6.9 billion, In Decem-
ber 31, 1959, it was $19 billion, Then we go to 1970, and that is when
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it starts inflating, and it has inflated greatly ever since. It is way out
of proportion. but that is not even the worst of it necessarily, and I
will read you a statement here, and get your comment onit,

On page 18, you say, “Total foreign and international holdings of
1".S. debt securities were $100 billion on Qctober 31, 1977.” Well, how
does thet differ from liquid liabilities to foreigners?

Mr. BrrostEN. The liquid liabilities include foreign short-term
deposits in U,S. banks.

Senator Byrn. That is right, and your figure does not include——

Mzr. BerastEN. That is right. This is only the holdings of U.S. Gov-
ernment securities.

Senator Dyrp. T have a statement by Jeflrey Bell, a director of the
Land & Merchants Bank and senior adviser to the J. Henry Schroeder
Bank & Trust Co. in New York, and he says, “Overseas holdings of
dollars. including Eurodollars, amount to in excess of $500 biliion.”
Could that be right?

Mr. BrresTEN. That sounds a bit high. but if one includes Eurodol-
lars, the figure might very well run up into that range.

Senator Byrp. There again, that is much higher than the Treasury
fizures of liquid liabilities to foreigners.

Mr. Brrestex. Yes, because Eurodollar liabilities are not liabilities
of the U.S. Government or of U.S. citizens, so the international role
plaved by the dollar generates dollar assets abroad which are not
dollar liabilities of U.S. residents.

Senator Byro. So, to get back to your figure again of $100 billion,
and if liquid liabilities to foreigners are $163 billion, the most recent
Hertre would be more than that, say, $170 billion. If am T interpreting
this aceurately, that would mean $70 billion of deposits?

Mr. BerosTeEN. That would be the bulk of the difference, right.

Senator Byrp. In your statement, on page 7, you say, “Since the
1960’s, the United States has participated in negotiations to reschedule
the external debt of 12 countries on 26 separate occasions,” so that
means you are rescheduling more than once on some of the countries,

| Mr. Bergsten nods affirmatively.]

Senator Byro. Could vou identify those 12 countries?

Mr. BerasTEN. Yes. It is again from that list that I had mentioned
earlier. The countries would include Brazil, Chile, Turkey, Argentina,
Ghana, Indonesia, India, Peru, Yugoslavia, Egypt, Pakistan, and
now Zaire. In addition, a bilateral rescheduling agreement was nego-
tiated with Poland in 1973. :

Senator Byrp. Thank you, sir. Co

Now, vou say on page 11 that “Only a small portion of the debt is in
arrears.” Can you list those countries which are now in arrearsf

Mr. BeresTEN. We have tried to do that in our middle chart here
for all of the major ones. Out of the total of a little under $600 million
in arrears, a little over $400 million are what we call extraordinary
political arrearages. By that we mean spinoffs of really unusual polit-
1eal circumstances, such as the departure from the mainland of the
Government of China, the shift in government in Cuba in 1959, the
results of the Southeast Asian hostilities in the more recent past, and
1'em No. 4, the biggest single item, the unresolved Korean war logis-
tical support accounts,
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These Korean war accounts involve six countries which the United
States views as owing some money because of logistical support, pro-
vided their forces during the Korean war. However, no loan agree-
ments were ever signed at the time and both a committee of this Con-
gress and the U.S. Government have now taken the view that there
may be a strong case for no longer treating them as debts. We want
to consult with you and others in the Congress on that matter in some
detail, since it is quite an unusual circumstance. It is the biggest single
item in the total arrearages picture, but we have laid out the major
countries on the chart, and we can certainly fprovide a country-by-
country breakdown of even the smaller ones if you want.

Senator Byro. I think it would be well to do that.

[The material referred to follows:]

Arrcarages of 90 or more days on foreign loans and credits of U.S. Government
agencies (excluding World War I debts)

[Dollars in rq}}]lons]

I. Extradordinary political arrearages: Sept. 30, 1977
1, Ching o e 18106.1

2, Cuba ___.__. —- —— ——— 4.1

3. Vietnam and Cambodia. . 25.7

4. Unresolved Korean war loglstical support. . o __.._ 199.7
Total political . el 405. 6

* Percent of overall total._____ e m e cm e ———————— &

IT, Major arrearages—public long-term:

B 3 - U 33.6

2, ZAIre e - %20.0

Total major arrearages_ . o mmeemy

Percent of overall total . _ e 9
IIT. Other major arrearages:
A. Public: :
1. Longterm e 21.5
2. Short-term and accounts recelvable. ... __ . _____ 93—.—2—
Of which:
Financiug military sales, logistical support, M.A.A.G.__ 54.1
Lend-lease _. . ——m 4.8
Post office. e m——m—e = 19.1
Other o e 15.1
B. Private
1. Long-term —__... - - e ———— 14.3
2. Short-term and accounts recelvable__.._ . .___ 1.1
Total other arrearages ..o ecmcccccacanee 130. 0
Percent of overall total . __ e 22
IV. Overall total—Groups I, XI, ITI___ e 591.2

1 Excludes, as of Sept. 30, 1977, $49 milllon of principal and interest due from the
Republic of China from assets left on the Asian continent. for which Export-Import Bank
by agreement with that Government has deferred from pressing.

2In process of being rescheduled.
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FOREIGN LOANS AND CREDITS OF U.S. GOVERNMENT AGENCIES DUE FROM OFFICIAL FOREIGN GOVERNMENT

OBLIGORS

SUMMARY BY PROGRAM AMD TYPE OF OBLIGOR! (EXCLUDING INDEBTEONESS OF FOREIGN GOVERNMEXTS
ARISING FROM WORLD WAR ) AS OF SEPT. 30, 1977

[In dottars or dollar equivalents)

! . Principsl and
Credit utilized interest dus
and still  and unpaid, %0
outstanding  days or more 3

504, 581, 203
27,652, 501
15, 818, 404
"""" 1,720,445
pport. , 670, 416,
AID refund clsims—grant sssistance. ... .. 9, 696, 349 9, 696, 349
Under military sabes_ e 4,668, 486,234 260, 811, 880
Military sabes 8CY e 4,453, 439,876 51,109, 044
Logistical support 213, 241,631 207, 838, 109
“Miltary mlmnu advisory groups 1, 804,727 1, 804, 727
Mutuat Education and Cultural Exchange Act 107,373 39,028
Agricultural trade development and assistance. ... ... ... ______._...... 6, 495, 290, 525 12,382,073
Currency loans to foreign mvm\mnts ..... .. . 1,159,971, 147 33, 860
Currency loans to private enterprisas._ . , 465, 188 318,549
Long-termdotarsales ... . . . . ... 5, 332, 790, 812 11, 966, 296
AID refund claims—grant assistance. ... ... ... ... ______ ... 63,368 63, 368
Under Commodity Credit Corporation Charter Act. ... ___._........_.._.._ 926, 585, 166 7,567, 393
Undes Export-Import Bank Act 708,440, 988, 10, 563, 054
Postal debt settlements__ .. _.____. .. .. .. , 137, 22,233,018
Administrative area development . . e eetemtceamseeeeieeeeeeeeteen—aceaemameannnn
Surplus property sales. ... ... .. 50, 981, 495
Sales of overseassurpluses. ... ... . . ... .. ._....... 50, 981, 495
Sales of domesticsurpluses. . ________.
Sales of foreign service property
British boan et e en

Loang to United Nations _ .

Asset acquired in Eur nfund liquidation
Wai account settlements snd Lend-Lease
Under Atomic Energy Act. ... ..
Under Furatom Cooperation Act. .
Under Frefoctresty. ............
International lco Fatrod ... ...
Canal Zone Government_...._._.
Panama Canal Company _. ... .......
Saint Lawrence Sesway Dovtlopmontﬁorponuon e ——————
Federal aviation administration_ ... . ... ... _.....
U.S. Coast Guard. ...

Afghanistaa. . . _._.___....._ 106, 244, 348 2,452
Al m. Peopies Republic 669

Algeria_ ... ...
Angola. i 3,156,%00 ... 356

See footnotes st end of table.
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FOREIGN LOANS AND CREOITS OF U.S. GOVERNMENT AGENCIES OUE FROM OFFICIAL FOREIGN GOVERNMENT

OBLIGORS—Continued

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR :1 (EXCLUDING INDEBTEDNESS OF FOREIGN GOYERNMENTS

ARISING FROM WORLD WAR 1) AS OF SEPT. 30, 1977—Continued

{In doftars or dollar equivalents]
N Principal and
Credit utilized interest due
and stil  and unpaid, 90
outstanding  days of mored
Bangladesh, Peoples Republic of .. .. . oo oooeeiiccnciareeiec i eenaen $94, 269, 374 3,402
m’godos_....--.“..-._......,..._- 1,083 1,083
.................. 85, 487, 346 99,211
15,770, 398 8, 35
13,773 13,713
3, 128,610 k-3
2, 064, 552, 051 301,527
29,923 , 923
e et em e e nemeeanan e nan 6,320 e
R 1,136 1,136
eemaeeenan 44,105,437 . oorananao
seetrevesmmuremmemenvensana 5,578 5,578
41, 646, 041 352
Canada..._..... 100, 668, 050 1,603, 339
Cavman mands dliried Windom3 (Earobean o 137508 137508
ayman istands aribbean r s s
Ceantral African Empmw 2,833,383 , 487
Chile. ___. eeemamann S 1,042, 392, 739 81, 385
China, Peoples Republic of (maintand).... 411, 141 411,094
China, Repudlic of (TAIWEN). ..eueemmeooimnerianiaanann o.. 1,052,654, 741 107,617, 393
COOMDIA . ..o ooeesncneesasncnrerecassaansancnnn 837, 395, 667 , 821, 49
4,145 4,
90, 632, 236 . 990,87
2,917,126 2,917,126
5, 839, 629 3, 041
4,874,304 7,769, 031
23,544,038 412, 967
160 8,160
264, 825, 106 1, 468,353
...... 119,918,774 461, 108
...... 954, 798, 604 429, 803
...... 69, 292, 960 109, 536
184, 456, 434 51,304, 104
54, 695,254 49,314
193, 145 , 476
850 880
18,624,158 23,145
m 33
Germany, Federal Republic of, (Bonn).......... 81, 800, 594 3,581, 507
Germany, Soviet (Democratic Republic of East).. 182,151 182,151
Germany, Berfin. .. ... eeeiieiieacaraccccaancccanarcensnosseonan 133,039 S, 838
Ghana........... 213,194, 217 339, 640
Gibraltar. . 9%62 %2
Gilbert Isla 267 267
Greece .. 681, 441,558 18, 863, 658
Grenada 15, 48 15, 45
d 8,201 8, 201
Guatemafa 94, 807, 467 524, 843
uines. ... 69, 069, 5% 1,263,273
GUYINA. .. cieneiiciienenees 63,203,000 _....cochinonnoa
Hatti....... feteeecesesssateascoseccsasatesaacasssnanan 49, 751, 385 895, 614
Hondures. .. ..ecoernnennn N 87,939,097 82, 643
uggi.l(w (United Kingdom).. 402, 4% 361,225
’ 'y {J
R LI
4,810,782 2,648
..... 49, 720,228 445, 040
...... 3,251,563, 713 22,115
238, 401, 098 903, 366
...... 57,522,704 . oeneiianass
93,131,097 177, 830
648, 974, TN 967, 416
179, 839 219 4,889
Kenya..... U 76, 341,19 3%, 482
Khmer Republic (Cambodia). 208, 994, 763 10, 626, 563

See footnotes et end of table.
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FOREIGN LOANS AND CREDITS OF U.S. GOVERNMENT AGENCIES DUE FROM OFFICIAL FOREIGN GOYERNMENT
0BLIGORS—Continues

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR 13 (EXCLUDING INDEBTEDNESS OF FOREIGN GOYERNMENTS
ARISING FROM WORLD WAR 1) AS OF SEPT, 30, 1977—Continued

[In dcltars or dot!ar equivalents]

- Prircipal and

Credit ut.fized interest due
and stifl  and unpaid, W
outsianding  days or more$

Kerea, (Demecratic Peeles Republic of) 143 143
Korea, Reruulic of (Seoul). 1,714, 320, 986 452, %
...... 15,596 S, 442
59, 586, 843 153,316
283 983
94, 062, 587 3
....... . 143, 592 143, 592
Lurembourg. . . 824,700 2,
Macao (Ponu%:l) ............ . 10,928 10, 928
Madagascar (Mzlagasy Reput! . R 6,035 87 ...
Malawi. ... ... et 22,953,189 .. ... ....
Malaysia__ .- . - . 88, 656, 558 59,779
Mali..__. . e eteme—as - 3,013,257 .. ...
. . . L, 993,154 ...
17, 745 17,7145
3,975,519
474,964, 350 1, 442, 366
535, 965, 878 230, 764
1,785, £87
....... s 2,178,258 ___.
Netherlands_. .. ... .. R 117, 201, 308
Netherland Antilles ... _. .- 41,373
New Zealand. ... . i.... . 109,271, 576
Nicaragua.._ e e e . 137, 447, 403 73,685
. - .. 95, 722, 920 1, 857, 989
- . 17,088, 775 15, 833
n..... T . .. - 138, £61 73,02
- . 2,556,103, ¢€7 1,112,867
- . . 165, 186, 453 ©, 728, 3€0
.- I .. 59, 031, 340 306, 286
. i . 320, 769, 856 245, 641
. 439,216, 533 47, 664, 862
, , 544
437,280,708 . ...niiaanas
353, 099, 953 415, 283
201 201
.............. ,632 1,632
45,755 45,756
84, 120, 159 10, 142
...... 1,003 1,003
,,,,,,,,,,,,,,,,,,,,, 565
5 ; . . 28,112 28,112
Saudi Aradia. . . . 7,683,743 54,391
Senegal.__..... . . . 5,061,642 . ... ..ceeen...
Sierra Leone. 2,425,036 ... .. .........
85, 510, 095 2,7
15, 244, 565 1,888,373
4,172,511 , 962
8% 880
655, 038, 282 127, 856
179, 714, 242 248
41,123,853 380
...... 3,721, 811 518
...... 2,719, 002 139
74, 906, 651 20, 857
419, 987 410,117
85, 826, 953 139
1;9'3;'23 20,058 ﬁ;
e , J
1,505,562 .. ..oociiienaa
15,812,773 48,319
341,630, 341
1,638, 690, 558 87,687,744
19, 165 14,
10, 846, 823 8

Sea footnotes at end of table.
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FOREIGN LOANS AND CREDITS OF U.S. GOVERNMENT AGENCIES DUE FROM OFFICIAL FOREIGN GOVERNMENT
OBLIGORS—Coatinved

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR?1> (EXCLUDING INDEBTEDNESS OF FOREIGN GOYERNMENTS
ARISING FROM WORLD WAR 1) AS OF SEPT, 30, 1977—Cortinued

[In doflars or dollar equivalents]

. Principel and

Credit utilized interest dus

and stll  and unpaid, 90

- outstanding  days or more?

Union of Soviet Socialist Republics . . ... oo one i e el 1,079, 151, 344 8,108
Unrted Arab Emirates...._..._._ , 3,689
United Kingdom.. . 3,257,191, 376 1, 445, 981
United States, Miscellaneous Pacific Ishands. ... oo el ceiea st crm e cceenceenans e
Uruguay.... 87, 49, 125 98,108
Vatcan City. u, 34,041
118, 115, 515 7,216,089
Vietnam, North Democratic Republicof ... 233, 233,492
Vietnam Republic of (Siagon)....o..o.ccooooee . 103,383,312 - 14,764,945
Western Samoa. ... - 5,033 5,033
Yemen Anb Republic (Aden). .. ... cciccacaccacmmannn - 413,074 oo ...
Yugoslavia. ... .ol 458, 559, 153 137,79%
Laire (Con:o-mnshn) 389, 953,776 2,897,257
ZTambia. oo 55, 583, 042 1,160
Andean Development Corp. 4,235,286 .. .
Caribbean Development Ban 8, 936, . .
cabel .................... 14,537,131 _ -
CafMi. oo cesmmececaaean 10, 000, . .
Councnl of the Entente States___.___....__.. - 17, 066, .
East African Common Services Organization. ... . 1,383
European Atomic Energy Community.... - 56, 118

European Coal and Steel Community. .
Ipﬁe{nabmal Atomic Energy Agency..

g

-~

United Nations..........
University of East Africa. ..
Waest Africa Develop aent Bank
African regional ... __.

Western Hemisphers regional. ..
Waestern Hemisphers unspecified. -
South Asia regional ... __.......
Western Europe regional ... .
Worldwide unspecified. .. .. ..o et

b4
NI~

BoExc
ERBERBEEBEEE

Lod

..
_\l“_(’l—'N\-l
‘G“ﬁ‘
»38
SES
~ooon

\,
S
p
&

1 Estimates included for U.S, dollar oqmmoot of roctmbm denominated in other than U.S, dollars and/or payable in
foreign curtencies, goods, or services at the option of the debtor: $2,618,787,299 (;266 453,241).
3 Credits guauumd by forsign governments are classified as crodit to the offic
1 Credits with an amount averdue are not necessarity in default. The umram reportod are frequently techaical,
pending conclusion of discussions or negotiations between the borrowss and the collecting agency.

Nots: Totals may not edd due to rounding.
FOREIGN LOANS AND OTHER CREDITS OF U.S. GOVERNMENT AGENCIES DUE FROM FOREIGN PRIVATE
OBLIGORS

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR?!® (EXCLUDING INDEBTEDNESS OF FOREIGN GOVERNMENTS
ARISING FROM WORLD WAR 1) AS OF SEPT. 30, 1977

(in doflars or dollar equivalents]
N Principal and
Crodit utilized interest due
and stil  and unpaid, 90
outstanding  days or more?
Total, all programs . 3,742, 831,532 86, 603, 530
Under foreign 3ssistance and refatedacts . ... . ... ...l 314,283,778 3,801, 080
GOty bodns .. iiiiitccceeriaretacco e
socul progress trustfund. __._...._...._...
Defciency and basic material development. ...
OPIC—Investment support................t .
A1D refund claims—grant assistanes . .. ... ... ioieiiiciiiiiiiiianeans

Ses footnotes at end of table.
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FCREIGN LOANS AND OTHER CREDITS OF U.S. GOVERMMENT AGENCIES DUE FROM FOREIGN PRIVATE
0BLIGORS—Contiavod

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR 52 (EXCLUDING INDEBTENNESS OF FOREIGN GOVERNMENTS
ARISING FROM WORLD WAR I} AS OF SEPT. 30, 1977—Continued

(In dotlars or doliar squivalents)
Peiici

Credit utilized u:hug:l m

and still  and wnpaid, 90

outstanding  days or more ?

Under military sales. . ... ... i iiiiinieicirircereecic e 371,514 313 203
Military Ssles Act .

Logistical wppat

Military assistance ad S0Cy QrOUpS . ..
Mutual Education and Cultural Exchange Act
Agsicultural trade development and t

Currency loans to foreign goveraments....... . ... ...l
Currency loans to private enterprises
Long-term dotlar sales.... .. T
AID rofund claims—grant assistancs . . _.....

Under Commodity Credit Cofpomm Charter Act
Undes Ex Import Bank Act.
Pottal dedt ssttfoments.........

Asset mmnd in Eur
War account setdements 2
Under Atomic Energy Act. .. ........... ceetnesaaaann
Under Euratom Cooperation ACt. .. .. ... cocuemuimtanii ittt -
Under FRELOC Trealy. ... .o it B LTI T TR PP
International 168 Patrol . ... ... ittt eneiieaeeesazesiaccaaancaneannesen
Canal Zone Government. ... ... .. i t,
Panama Canal Company. ___.............
Saint Lawrence Suvuy Development Cor por. 325,045 ... ...
Federal Aviation Administzation 17
U.S. Cosst Guard.. .

Library of Con; rm
Tennesses Vol nJ . .
Immigration Nmultubon SOIVK®. ..o

Genaral Services Administration. . ........._ e eeeeons .-
Debt reorganization and adjustments: Ind debt rescheduling of Mar, 16 1971

Total, sli countries and official organizations. . .. —..c.eoeonoceecccracnnonen 3,742, 831, 532 86, 603, 530

rbados .
3! gium eeecsececmossaneam s naasasaseaannn
:enu"l (British Honduras) ...

See footnotes st end of table.
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FOREIGN LOANS AND OTHER CREDITS OF U.S. GOVERNMENT AGENCIES DUE FROM FOREIGN PRIVATE
0BLIGORS—Continued

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR!® (EXCLUDING INDEBTEONESS OF FOREIGN GOVERNMENTS
ARISING FROM WORLD WAR () AS OF SEPT. 30, 1977—Continued

[in doltars or doltar equivalents)
) Principal and
Credit vtilized interest due
and still  and wnpaid, 90
outstanding days of more’
British Virgin Ishand. . ..ot rere e an e 7 7
N, oo
Bulgaria. . ...
OFMA. oo oo e ccc o emacemeceo e ramn e e annne cemmcemsean
BUIUNGI . o oo oo et erceccaaecceacmemaceacaaceaccaemncannen
Cameroon. .
Canada._......__.
CapsVerde Island_ ... ... .. ..........._..

Cayman Islands (United Kingdom) (Caribdean Region).
Cential Afnican Empire. .

[ L U,

China, Peoples Republic of (manland).... ... ...

Chuna, Republc of (Tawan).. ... ..o oo 21,69, 592 138,817

COIOMDIE. . . . e i iiceeaeceamemea—aaa 12, 451, 811 2,

Conta e (Bosos, Kestang iandey. 22120 T T 3257
) ing s)... 476, 3

Cuba.... 36, 267, 990 71,227,824

Cyprus..... 2,17 2, 44

2,313 325
Denmark. .. 45, 961, 514 6,29

Gambia. ...l
Gesmany, Federal Republic of (Bonn)...___._._. I
Germany, Soviet (Democratic Repubhc of East).. ... ..
Germany, Berlin. ... .. ... .

i Il o (sg "gom
T oo il z?: ................
60,055,290 6,338, 387

- S

""" 7, szs,gi'
oI o ‘316,222 18, 441

n‘m 1

............... 893, 127 16,439

129,037,719 11, 401

TTTTH 002,688 TN

Kores, [ ) SR 215, 052, 526 3,689
KUWBI e icaaeeeceemeneeeecnaeeeae—n—nn 25 smemeemseneneegs
Lebanoa_ .. TIIIIITIIIIT T 5,608, 047 2
Lesotho. -0 ZIIooIIIIIIT
Liberia, . 0 L UGN a3l
Uibya.... oo T, 249 249

See footnotes st end of table.
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FOREIGN LOANS AND CTHER CREDITS OF U.S. GOVERNMENT AGENCIES DUE FROM FOREIGN PRIVATE
0BLIGORS—Continusd

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR 2 (EXCLUDING INDEBTEDNESS OF FOREIGN GOVERNMENTS
ARISING FROM WORLD WAR 1) AS OF SEPT. 30, 1977—Continued

{in dollars or dollar equivaients]

Principal and

Credit utilized interest due
and stll  and unpaid, 90
outstanding days o7 more?

LUXBMDBOUTE. . .« oeenee e canacaececmoosorensnencnnennnsssaanasennacarocanman
Macao (Portugal)..............
Madsgascar (Maiagasy Republic
Malawi

Mal
Mammque (French)....
Mayritania. ...

Netrerland Antilles
New Zealand. _......
Nicaragua.. .

L
281,007, 701 16757
U des sl
41,556, 768 219,332
2, 356,94

Saint Christopher-Nevi
SaintHelena ....._._.__......
Saint Lucia. __...
Saint Vincent. ___
Saudi Arabia._._..
Senegal.. ... ...
Sierrs Leone

Unlon of Soviet Socialist Repubdl 816 288
United Arab Emirates_____....... 13 13
nited Kingdom .. ... .coceennurnanusoncanns 144,102,914 3,319
3 166

ruguay 50, 634 329
Vatncan L5132, enmmascsasss
........................ 40, 920, 538 410

V‘ntnam. North, Democratic Republic of................. teevemsesrsressennnassnsas ceereenees vemesomeccnnecncsane

See footnotes at end of tadle.
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FOREIGN LCANS AND OTYHER CREMTS OF U.S. GOVERNMENT AGENCIES DUE FROM FOREIGN PRIVATE
OBLIGORS—Continved

SUMMARY BY PROGRAM AND TYPE OF OBLIGOR !t (EXCLUDING INDEBTEDNESS OF FOREIGN GOVERNMENT&
ARISING FROM WORLD WAR 1) AS OF SEPT. 30, 1977—Continued

[in dollars or dotiar equivalents]

. Principsl and

Credit utitized interest due
and stii  and unpa d. 90
outstanding days or more?

European Atomic Energy Community. .. .cocoecrecmeneennananconns teemeccssevinacacecnsersnrnsocannssonsnansas
uropean Coal and Steel Community..... .
kn;grmabonal Atomic Energy Agency..

University o East

West Africs Development Bank . .cconnininieiiiioiitieieneaieotcocettontaneczeszsassncnenncmnznozansss
ATICEN 18ZI0NAL. . .o eeeeirerereasncmmcscnaacaaeancenaannanceonnnan 3,076, 294 1,854, 07
Western Hemisphere regional. . ....cuoeeeenienirecnaccanasacaanneconans 1,910,941 .. ... .......
Western Hemisphere unspecified , 450,

South Asia regional .......
Western Europe ref |
Worldwide unspecified..

! Estimates included for U.S. dollar equivalent of receivables denominated in other than U.S. dollars and/or payable
in foreign currewadpods. of services st the option of the debtor: $2,618,/87.299 (3266,453,241).

3 Ciedits guaran by foreign governments are classified as credit to the officlal sactor. .

3 Credits with an amount overdue are pot necessarily in default. The arrearages reported are frequently technical,
pending conclusion of discussions of negotistions between the borrower and the cotlecting agency.

Note: Totals may not add due to rounding.

Mr. HormaTs. Sir, we have a little more elaborate list if you like

to have that.

Senator Byrp. Pardon?

Mr. HorymaTts. If you would like, we could tick off the numbers.
There are about 19 countries in all which constitute over 90 percent
of these arrearages, which includes those countries, the six that are
mentioned there, plus a few others, if you would like me to go down
the list very briefly for you.

Senator Byrp. Suppose you do that.

Mr. Horyars. As 1s on there, China is a claim relating to, as Mr.
Bergsten has Eointed out, the movement of the government of the
Republic of China from the mainland. There are a lot of disputed
claims as to who got what property.

Turkey has an arrearage related to the Korean war. That falls under
the Korean war segment, Cuba is primarily an Export-Import Bank
problem, which relates to the takeover of the Castro government.

Ethiopia has a Korean war issue as well, as does the Philippines.
Iran, which T know you are interested in, has a debt of roughly $36
million left over from the surplus property claims which have been
linked by the Iranians to some damages allegedly done by the United
States during the war to the Iranian railroad.
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Senator Byrp. Has anything been paid on thatf

Mr. HormaTs. A bit has been paid over time, but nothing recently.

Senator Byrp. When was the last payment ¢

Mr. HorMaTs. October, 1975, $1.8 million.

Senator Byro. What is the total of the Iranian debt ¢

Mr. HoryaTs. $36 million. .

Senator Byrp. What interest is being paid on it )

Mr. Horumats. Well, interest is accumulating at a rate of something
on the order of 2.38 percent.

Senator Byro. 2.38 percent

Mr. HorstaTs. Yes, sir. This was the original interest that was a part
of these two agreements. )

Senator Byrp. Has any interest been actually paid {

Mr, HoryaTs, Yes, it has been paid.

Senator Byro. When ¢

Mr. Horyarts. 1 believe part of the money paid in 1973 and 1975
reflected interest. I should tell you that about one year ago Under
Secretary Robinson of the State Department made representations to
the Iramans on this particular point to their Minister of Finance. We
have certainly not given up on this. The Iranians have linked it to the
railroad issue, as I have mentioned. We do not agree that there should
be a linkage, and we have told the Iranians this.

We are still working on this. This is a very active issue, It has by
no means been cast aside.

Senator Byrd. What are the policies and criteria which govern the
collection of debts owed the United States by foreign governments?

Mr. HoraraTs. It very largely depends upon the government. In some
cases historical animosities or present relationships make it virtually
impossible to collect the debt, and while the debt is still active in some
of these areas, it is not at this point able to be collected.

Our policy in general is to collect debts owed the United States,
and in a number of cases we have been rather successful. Primarily in
those political cases we have not been as successful as we would like,
but the policy is a very clear one, That is, if there is an obligation to
the United States, it should be collected.

Senator Byro. Has the United States ever “gotten tough” with any
country in recent years{

Mr. HormaTs. Have we gotten tough? I don’t know in every case,
but I am quite confident that in certain cases we have. It depends
levgely on the particular state of the relationship at that point how
tough one can be and how effective being tough wiﬁ be.

Mr. BerosTEN. Let me add that in a number of cases we have gotten
very tough. Teke the Zaire case, where there has been a rescheduling.
We have gotten very tough in terms of the economic reform that is
required of that government before we would agree to any kind of
rescheduling or stretching out of its debt. If it did not undertake those
reforms, it would be forced to default, with very adverse effects on its
own credit standing and its own ability to meet its economic objectives.
So, during the rescheduling negotiations we participated in during
the past year. we have been extremely tough in requiring that par-
ticular government to take major stedps to put its house in order, and to
achieve comparable terms on its debt reorganization with private
creditors. In general I would submit that we have been tough.
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Senator Byrp. Would the State Digartment supply for the record
which countries are in arrears rega inﬁ their d%gts to the United
States and the amount of arrearage, together with a description of the
efforts being made to collect the arrearaget

Mr. HormaTs. Yes, sir.

Senator Byrp. That is one, and secondly; on current interest pay-
ments, would you supply that for the record ¢

Mr. HormaTs. Interest payments that are due?

Senator Byrp. That are due.

{The material referred to follows:]

ARREARAGES OF 90 0B MORE DAYS8 AND IN ExcEss oF $1_MILLION OWED T0 U.S.
GOVERNMENT AGENCIES BY FOREIGN GOVERNMENTS A8 OF SEPTEMBER 30, 1977,
(ExXCLUDING WORLD WAR I DEBTS)

1. KOREAN WAR

Logisitical Support: $199.7 million (AR*} all principal).—In order to secure
the participation of as many nations as possible and to expedite the flow of
material to the troops at the front, logistic support {ammunition, food, gasoline,
weapons, etc.) was apparently extended whether or not there were underlying
agreements, but with at least an implicit requirement that repayment should be
songht. Of the twenty nations recelving logistical support, the accounts of
fourteen were regularized in due course. Formal reimbursement agreements
were worked out with eight countries, ell economically developed. Five other
nations, also developed, paid without-any formal agreement. A Presidential
determination was made {n 1955 not to bill India for the small amount of logistic
support it received.

The remaining 8ix countries, which all may be placed in the ranks of developing
countries, were not in the same financial position as the other recipients and
evidently had not reckoned on the costs of operating as part of an American-
supplied force. The countries and approximately amounts of the claims are:

Millions

Colombi e crmedecccmcccceceemeccemmc——am———
Ethiopla oo ————
GreeCO .o cceccaemcecrmemae—eme e emem e — e m———————————— :
The Philippines :
Thailand e ceccmemcc e eea

TUTKEY e ecccccmcccmmmmecccmeeemmm—m e m e m—— e mm e m e ——————

TotAl e cace e eccecam e

In 1976, the Thirty-Seventh Report of the House Committee on Government Op-
perations recommended that: “Congress should consider legislation removing
the Korean War debt claim against Colombia, Ethiopia, Greece, the Philippines,
Thailand, and Turkey from the Treasury Department's category of outstanding
U.8. debts.”

The Departments of Defense, State, and Treasury intend to consult with the
appropriate Congressional Committees regarding such legislation.

2. ARGENTINA

Foreign Military Sales: $1,734,826 (AR®, all principal.)—This arrearage was

eliminated as of 12/77.
8. CANADA ~

Logistical Support: $532,981 (AR®, oll principal).—This arrearage, owed to
the Navy. consists of bills for fuel. Some $351,000 of this amount was coltected
between 9/80/77 and 12/31/77. Navy is working to improve billing system, which
is responsible for delay in collectlon. Additional logistical support arrearages

1-'Asterisk (*) AR denotes accounts receivable with original maturity of less than 80
days; ST denotes short-term credit with original maturity of 90 days to 1 year; LT de-
notes long-term credit with original matarity of more than 1 year.
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(to the Army) have been incurred since September 1977, raising the total of
Canada’s logistical support arrearages to $653,554 as of December 31, 1977.

Postal Service: $1,118,061 (AR®*, all principal) —Postal Service does not con-
sider Canada to be a collectlon problem). See attachment on Postal Service

arrearages.
4. CHINA (TAIWAN)

Postal Scrvice: $1,611,951 (AR®, all principal).—A payment of $440,000 was
received on January 23, 1978, reducing this arrearage to $931,000. Postal Service
does not consider Taiwan to be a collection problem. See attachment on Postal
Service arrearages.

War Account Seltlement and Lend Leasc: $20,213,406 (AR®*, all principal);

War Account Settlement and Lend Lease: $78,155,616 (LT*; $46,988,637 princi-
pal, $31,166,979 interest) ;

Surplus Property Sales: $7,684,417 (LT*; $3,945,722 principal, $3,688,695
intcrest).

These major arrearages relate to the succession of governments in China in
1948. The issues involve allocation of claims between the ROC and PRC, correct
evaluation of claims, and the problem of government concession. As our relation-
ship with the PRC evolves, we will consider how we might handle these debts.

5. COLOMBIA

Foreign Military Sales: $1,068,615 ( AR*, all principal) —Thlis arrearage was

eliminated in 12/77.
6. CUBA

Postal Service: $2,917,126 (AR®*, all principal) .—State Department assistance
has been requested by the Postal Service,.

Kzimbank: $71,226,638 (LT*; $36,266,581 principal, $34,960,057 interest).—
Given our political relations with Cuba, it has not been feasible for us to nego-
. tiate settlement. We will pursue collection, along with the issue of large U.S.
private claims, when the state of bilateral relations permit.

7. CZECHOSLOVAKIA

Sales of Overseas Surpluses: $7,764,565 (LT*; $4,869,868 principal, $2,894,697
interest) —Settlement of Czechostovakia’s post-war surplus property debt to the
U.S.G. has been held up as a result of the continuing inability of the two coun-
tries to reach agreement on competing claims by Czechoslovakia for restitution
of its U.8. held gold and by the U.S. on behalf of private claimants whose assets
were nationalized in Czechoslovakia. Although an agreement was signed in 1974
which, inter alia, provided for full repayment of principal and interest on the
surplus property debt, Congress rejected the wettlement and required (through
the Long-Gravel Amendment to the Trade Act) that the United States renegotiate

the terms of the settlement.
8. DOMINICAN REPUBLIC

Postal SBervice: $807,748 (AR?*, all principal) —Agreement on repayment plan
reached in August, 1977. Check for $132,000 received on 8/18/77, with semi-anpual
payments to follow.

Foreign Military Sales: $429,538 (LT*; $400,000 principal, $29,538; interest) . —
Arrearage on loan #751705. Cable sent to Embassy in 1/78 asldng Embassy to
press collection effort.

OPIC: $176,0838 (LT*; $128, 400 prinoipal, $47,638 interest).—This arrearage

was eliminated in 12/77.
9. EFTHIOPIA

Foreign Military Sales: $36,791,965 (AR* and LT*; $306,064,129 principal,
$727,835 interest) .—Prospects for prompt collection are poor

10. GERMANY (FEDERAL REPUBLIO OF)

Postal Service: $3,581,507 (AR*, all prinoipal).—Postal Service does not con-
sider Germany to be a collection problem. See attachment on Postal Service
arrearages,

Logistical Support: $94,119 (ARS®, all principal) —Payment of $51,000 on this
arrearage received. However, additional 90-day arrearages incurred as of Decem-
ber 31, 1977, increased Germany’s total logistical support arrearages to $192,591.
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11, GUINEA

AID Country Loans: $930,851 (LT*; $154,027 principal, $176,824 intercst) —
Agreement reached on proposed resolution of this arrearage by means of debt
relief. Embassy now negotiating formal agreement with GOG.

AID Refund Claim: $332,370 (AR®*, all principal).—Cable sent to Embassy
‘requesting new collection effort. Status of collection effort uncertain.

12, INDIA

War Account Settlements and Lend Lease: $4,299,006 (AR*, all principal) —
The Indian Government h.’s raised questions concerning the validity of these lend-
lease accounts. The Depar. ment of State and Treasury are reviewing the matter
at the present time.

13. IRAN

Logistical Support: $208,230 (AR*, all principal).—Slightly more than half of
this arrearage to the Navy was eliminated as of 12/31/77. However, an additional
807,000 arrearage to the Army was reported for the same period, raising the total
logistical support arrearage total to $197,432.

MAGG: $312,168 (AR*, all principal).—These arrearages, which are disputed
by Iran, date back to 1951. The Air Force and Army made major collection efforts
in 1968, 1971, and 1972, State Department assistance was sought in 1972 and sub-
sequently the U.S. Embassy in Tehran asked both military departments to desist
from further billings to Iran. The matter has apparently remained unchanged
since 1972, :

Nales of Overseas Surpluses: $35,582,513 (LT*; $23,297,059 principal, 312,-
285,454 interest) —State Department is pursuing negotiations to collect this ar-
rearage. (State will supply more information.)

14, KHMER REPUBLIC

AID Refund Claims: $2,114,318 (AR®, all principal) ; USDA Long-Term $
Salcs: $8,505,248 \LT*, all {interest) .—Collection of these extraordinary political
arrearages is unlikely in the near future.

15. MEXICO

Postal Dedbt: $1,327,303 (ARS*, all prinicipal) . —Arrearage reduced to $96,000
as of 10/7/717.
18. NIGERIA

Ezximbank: $1,634, 7% (LT*; $1,874,000 principal, $260,774 interest).—Arrear-
age eliminated 1/77.

Postal Service: $130,542 (AR*, all principal) . —Postal Service does not consider
Nigeria to be a collection problem. See attachment on Postal Service arrearages.

17. PAKISTAN

AID Refund Claim: $1,000,000 (AR®, all principal).—Arrearage stems from
non-utilization of loan funds. Treasury was informed on 4/6/77 that the funds
involved had been utilized, and that arrearages would be eliminated as soon as
proper documentation received. This arrearage was still being reported to the
Treasury as of 9/30/77.

Postal Service: $112.867 (AR*, all principal) .—Arrearage reduced to $80,432
as of 12/30/77.

18. PANAMA

Canal Zone Government : $4,745,435 (AR®, all principal).— This arrearage re-
lates primarily to charges by the Palo Beco Hospital for the treatment of Pana-
manian nationals, and is disputed by the Government of Panama. The Depart-
ment of State {s pursuing collection.

Panama Canal Company: $3,642,668 (AR®, all principal).—As of October 31,
1977, the Panama Canal Company had $3.5 million in accounts receivable from
the Panamanian Government for garbage disposal, water processing and other
services. Over $1 million of this amount ls owed the Company on water bills based
on new rates established in November 1975. Panama took exception to these rates
but started to pay them in November 1976. Panama also took exception to de-
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livery surcharges on the water bills, The water rate arrearages have been under
discussion by the Governor of the Canal Zone, Panama’s water authority, and
the U.S8. Embassy for the past year.

Foreign Military Sales: $1,055,284 (AR*, all principal).—Arrearage eliminated

in 10/717.
Postal Bervice: $474,277 (AR®, all principal).—Arrearage decreased to $366,~

141 as of 12/30/77. State assisting in the collection effort.

19. SOMALIA

AID Country Loana: $1,888,578 (LT*; $1,498,751 principal, $389,622 interest) .—
AID hopes this arrearage can be solved as part of discussion on the resumption

of assistance to Somalia.
20. TURKEY

Eximbank: 875,177 (LT*, $182,664 principal, $242,518 interest).—Arrearages
eliminated in January, 1978.

21. UNITED KINGDOM

Postal Service: $1,420,920 (AR*, all principal) . —Postal Service does not con-
sider the United Kingdom to be a major collection problem. See attachment on

Postal Service arrearages.
22, UNITED NATIONS

United Nations: $4,423,428 (AR®*, all principal) .—The UN continues to acknowl-
edge their debt to the U.S. of $4.4 milion for logistic support in the Congo opera-
tion. However, the UN currently has a deficit of $120 million, which includes this
$4.4 milllon, and has been unable to repay us thus far. We have been pressing
this claim over the past year, and will continue to do so.

23, VENEZUELA

Foreign Military Sales: $6,219,085 (AR®, all principal).—Arrearage eliminated
by 12/31/77.

Logistical Support: $368,148 (AR*, all principal) —This case was turned over
to DSAA on 9/29/77, and a letter sent to Venezuela on 10/7/77. Status of col-
lection effort since thenr unknown.

MAAG: 3311276 (AR®, all principal) — One of a group of Latin American
MAAG arrearages being handled by the State Department and DOD.

24, VIETNAM

AID Refund Claims: $6,246,012 (AR®, all principal) ; Postal Service: $233,492
(AR*, all principal) ; USDA Long-Term $ Sales: $502,625 (LT®, all interest) :
AID Country Loans: $7,952,940 (LT*; $476,601 principal, $3,676,339 interest) .—
Collection of these extraordinary political arrearages is unlikely in the near

future,
25, ZAIRE

CCO: $7,092,897 (ST* and LT*; $62383,438 prinotpal, $858,424 interest) ; USDA :
32,794,077 (LT*; $2,882,988 principal, $411,089 interest) ; AID Country Loans:
$4,688,659 (LT*; $2,966,908 principal, $1,721, 747 interest) ; Ezimbank: $71,079.-
944 (LT*, $2,476,566 principal, $4,608,378 interest); DOD: $3,217,851 (LT*,
$1,600,720 principal, $1,526,631 interest). —Zaire has requested rescheduling of
these credits, and negotiations are in progress.

26. AFRIOAN REGIONAL

AID Deficiency and Basic Material Development: 81,720,445 (LT*; $1,244,404
prinoipal, $476,041 interest).—Arrearage on loan for Rhodesia-. Zamb ratlroad
dates back to 12/30/70. State Department collection assistance has been requested
by AID. Status of collection effort uncertain.

Attachment: Postal Debt Arrearages.
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ATTACHMENT

PoSTAL DEBT ARREARAGES

The United States Postal Service (USPS) and 165 other postal administrations
are members of the Universal Postal Unlon, which makes the rules for exchang-
ing mail between countries and also sets charges for services performed. The
USPS is not a signatory to the Parcel Post agreement, therefore, these agree-
ments are made on a bilateral basis. The USPS bills other countries for sc vices
rendered and conversely is billed for services tendered to it. Accounts are pre-
pared and upon acceptance are held in a pending file until there are sufficient
accounts to offset. Once a quarter, general statements are prepared and the
creditor country submits it to the debtor country. The debtor country then ac-
cepts, or amends and accepts the statement, and returns it to the creditor
country with payment. This process may take up to a year in gome cases and,
of course, there are some countries which do not make immediate payment. The
trienniel statistics is a sampling procedure which establishes the basis for
billing specific charges (surface and air) and can only be billed at the end of
the second year.

The USPS reports receivables due from foreign obligors to the Treasury every
quarter in accordance with regulations promulgated in the Treasury Fiscal
Requirements Manual, Part 1I, Chapter 4500, dated July 1, 1976,

Accounts are considered delinquent by Treasury after the expiration of 99
days, The USPS does not consider them delinquent at that point since sufficient
time has not elapsed to permit exchanges of documents to substantiate the
billing. There are, of course, certain accounts that are delinquent. In those
cases, State Department assistance is requested to help the USPS to make col-
lection. The Revolving Fund was established by the 94th Congress for Advance
Payments to U.S. International Afir Carriers for the purpose »f advancing pay-
ments to United States flag carriers for airmail services performed for other
countries, subject to subsequent collection and redeposit to the Fund.

Thirty-six months after the date of the advance, the USPS may deduct the
uncollected amount from any sums owed to the air carrier.

The indebtedness, therefore, evolves from three sources: (1) The length of
time required to audit and settle accounts between countries; (2) delinquent
liquidation on the part of certain countries; and (3) the operation of the re-
volving fund pursuant to statutes passed by Congress.

Mr. BerasTeN. Might I note, Mr. Chairman, that we have supplied
already to the committee and the staff detailed arrearage tables which

ve by individual loan any existing arrearages of both principal and
interest, but we will certainly add the amounts of interest due as well
as the other points you raised about efforts to collect in our submission.

Senator Byro. Fine, in reference to the NATO claims with France,
has France made payment on the claims made by NATO¢

Mr. HormaTs. Yes, these are the so-called “Freloc” claims. Let me
try to get the precise numbers, but the French are making payments.

Mr. BeresteEN. As of September 80, Mr. Chairman, the French
Government had paid $60 million.

Senator Byro. To the United Statest

Mr. BerosTEN. Yes, of the $100 million total to be repaid. That was
agreed between the U.S. Government and France in 1975, )

Mr. Hormats. Part of that goes to NATO through the United
States. NATO gets approximately 36 percent of the money the French

pay.
genator Byro. Let’s get this straight. Am I correct that the United
States claimed that France owed the United States $370 million$
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Mr. HormaTs. $378 million, yes, sir.

Senator Byrp, $378 million. As I understand it, that was scaled
down to $100 million to be paid to the United States over a 5-year
Feriod. beginning in June 1975, so I gather from you that $60 million
1as been paid on that.

Mr. HorMATs. Yes.

Senator Byro. Well, is it not also correct that NATO as such has a
claim against France?

Mr. Horytats. I am not familiar with the NATO claim. I do not
know how much of the original $378 million claimed by the United
States was for the U.S. forces specifically or for the U.S. force
problems plus those of NATO.

Senator Byrp. But you do know that the United States claims from
France $378 million for the United States?

Mr. Horyars. Exactly, .

Senator Byrp. But as I understand from what you say, 36 percent
of the $100 million will not go to the United States, but will go to
NATO.

Mr. HormaTs. That I am not certain of, Mr. Chairman—I know
the United States originally claimed $378 million. Whether that was
nll to go to the Uniteﬁ States or whether we were claiming part of it
to go to us and then be transferred is something I simpl?v do not know.

Mr. BeresTEN. I think I can clarify what was called for by the
settlement. The $100 million settlement was to be paid by France
purely to the United States, to be purely for the U.S. claim, and the
%60 million that has been paid so far has_been to the U.S.
Government.

Senator Byro. That is what I thought.

Mr. BeresTEN. The remaining $40 million will also be paid to us.

Senator Byrp. But in addition to that, is it not correct that France
also owes NATO as sucht

Mr. BerosTEN. That is right. NATO has in addition made its own
claim on France. As far as I am aware, that has not been resolved. So,
that issue is still under negotiation.

Senator Byrp. Do you mean the NATO claim against France ?

Mr. BeresTEN. Right.

Senator Byrp. In which the United States has a very high stake?

Mr. BeresTEN. Right. We would, in addition to the $100 million
direct settlement, benefit as & member of NATO from an eventual
NATO settlement with France.

Senator Byrp. That is right. -

Mr. HormaTs. Iet me clarify what I said before, Mr. Chairman.
Part of the cost of the movement that the United States bore were
paid not by the United States but by NATO. In other words, when
we had to move all of these troops and the installations to Belgium,
NATO paid for part of the move, not the United States. Therefore,
the money I indicated was being paid by the United States to NATO
was to defray part of the cost that NATO paid of that move.

In ot}!f]r words, they paid some of the cost that-we would have other-
wise paid.

Senator Byrp. I was under the im{)ression that this $100 million
settlement, that that $100 million would come to the United States. I
did not realize it would take part of that $100 million to pay to NATO.
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v

What. is the situation? )

Mr. HormaTs. It is paid. I think we have to get a more detailed
accounting of how this operates, but my understanding of it is this,
and I was not involved in the actual workings of it. Part of the cost
of this overall move, which was something on the order of $378 million,
was to be paid by the United States to NATO, to physically do part

of the movement. .
Senator Byro. I would like to find out, and I wish you woulad find
out and put it into the record—
Mr. HormaTs. Yes, sir. .
Senator Byro [continuing]. Whether we have taken this $100 mil-
lion, any part of this $100 million, and paid it over to NATO, be-
cause France owes NATO and NATO in turn owes the United States.
Mr. Horyats. We will certainly check and give vou a detailed

account. -
Senator Byrp. I would also like to know what NATO’s original

claim on France was, that is one figure, and how much France has paid
NATO. So, there are three different things. The first two have just
been noted, and the other is whether any of this $100 million is being
taken from American taxpayers and given over to NATO in settle-
ment of a claim where NATO owes the United States.
Mr. HormaTs. We will look into those and give you an accounting.
[The material referred to follows.]

CrarMs AGAINST FRANCE

When the French asked the United States, Canada and NATO to remove their
military presence from France in 1966 they were put on public notice by the
United States that there would be financial consequences flowing from their de-
cision. In 1968 the United States filed a claim with France, and later a statement
tabulating it at $378 million for the loss of user rights to facilities plus the
cost of relocation.

France did not accept the argument that they had a legal obligation to make
a financial settlement, and in 1972 proposed a lump-sum settlement that would
set aside all legal arguments. In 1974 the French offered a settlement amount-
ing to $100 million, and this was considered to be a reasonable settlement by the
United States. The agreement signed in June 1975 amounts to a political settle-
ment intended to resolve a long outstanding question and to contribute to a fur-
ther improvement in relations between France and the United States.

France agreed to pay $20 willion to the United States each year for five years,
for a total financial settlement of $100 million. Payments are made to the Secre-
tary of State. A portion of these receipts is then transferred each year to NATO,
in accordance with an undertaking to reimburse NATO from any such receipts
in partial compensation for an extraordinary NATO undertaking to finance about
$100 million fn United States relocation profects which would normally have
been financed solely by the United States. Approximately 38 percent (the pro-
portion that the NATO flnancing bore to total United States relocation costs) of
the receipts from France will be so transferred. The remainder will be deposited
each year into the miscellaneous receipts of the Treasury.

NATO as an organization notified France in 1968 that the 14 allies had suf-
fered loss of use of certain assets in France in which there had been common
financing under the NATO infrastructure fund, and that certain extraordinary
expenditures had also been incurred in the relocation of certain NATQ facilities
outside of France. Details of the claim were provided to the French in 1960. A
third claim was submitted by the Canadian Government, relating to several air-
flelds in France which had been used by Canada.

The amounts of the NATO and Canadian claims remain classified figures,
but we would be Lappy to provide the information separately to the Committee.
We belleve that the French Government is actively negotiating a settlement of
the Canadfan claim. There had been some indication that the French wished to
reach this settlement before turning ¢5 the NATO claim.
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Senator Byrp. What interest is France paying on that $100 million

Mr. BerosTEN. I am told there is no interest on that. It was viewed
as a claims settlement through a lJump sum payment, essentially.

Senator Byrp. Totally aside from the Export-Import Bank, how
m\EcP}l does] the Soviet Union owe the United States?

ause.

Mr. BeresTEN. We are looking it up in the detailed book. We have
the totals here.

Mr. Hormats. The overall debt of the U.S.S.R. is about $1.1 billion.
Subtract the $405 million, and I guess that would be the total.

Mr. BerGsTEN. Yes. The difference is $674 million, which is essen-
tially the lend-lease debt from World War I1.

___ Senator Byrp. Where do you get $1.1 billion{
Mr. BeresTEN. It is $674 million lend-lease debt plus the $405 mil-
lion which is the amount outstanding under Export-Import.

Senator Byro. Let’s eliminate Export-Import Bank.

Mr. BEresTEN. Then it is $674 million,

. Senator Bxrp. Let us review this a little bit. Now, as I understand
it from previous testimony today, the executive branch has no authority
to cancel debts. Both of you testified to that, yet under the lend-lease
settlement, although the United States was owed $2.6 billion, that
debt was settled on this basis. The Soviet Union was to pay $722
million over the period beginning in 1972 through the ;ear 2001. Now,
the initial installments were to%e paid, $12 million on October the
18th, 1972. Was that paid ?

Mr. Horyats. Yes, they have paid three installments, $48 million.

Senator Byrp. Another $24 million was to be paid on July 1, 1973.
Has that been paid?

Mr. HokmaTs. Yes.

Senator Byrp. Now, another $12 million was to be paid on July 1,
1975. Has that been paid ¢

Mr. Horyats. I believe that has been paid. The agreement, as I
understand it, is as follows. The Soviets were to pay $48 million. The
overall settlement was for $722 niillion.

Senator Byrn. Out of $2.6 billion which the United States Govern-
ment said was owed it.

Mr. HorymaTs. Yes, these terms are essentially comparable with the
settlements made on lend-lease to Britain and other countries, and you
are right, $722 million was the amount agreed upon.

Senator Byrp. Yes.

Mr. Hormats. The agreement was, the Soviets would pay an addi-
tional $48 million, that the remainder of the money that they owed
us under this final agreement would be paid if they got most favored
nation treatment.

Senator Byr. If they got loansto payit.

Mr. Hormats. Actnally, the precise wording of the agreement was
that they would pay the remainder, the $674 million, after paying $48
million, if they received most favored nation treatment by the United
States, which they did not. L

Senator Byrp. Which is another way of saying, if they were granted
Export-Import Bank credits.

Mr. Hormats. Well, that was not a part of the deal. They would,
of course, have liked to have gotten——
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Senator Byrp. That is the purpose of the most favored nation status,
is it not{ .

Mr. HormaTs. That would have given them the opportunity to ex-
port a bit more to the United States. .

Senator Byrp. But it would also give them the right to borrow from
the Export-Import Bank. .

Mr. HormaTs. It would not have been a rl%m They would have
been able to borrow from the Export-Import Bank, but only to the
limit—even if there had been no Jackson-Vanik amendment, which
is what prevented them from getting their most favored nation treat-
ment, as you know, even if there had been no Jackson-Vanik amend-
ment, as you pointed out earlier, the $300 million ceiling would have
applied, but their obligation had nothing to do, even if we had pro-
vided no Export-Import Bank lending, they would still, under lend-
lease, the agreement they reached, have been required to pay this full
settlement,

Senator Byro. I want to find out exactly what has been done now.
The agreement was that they were to pay $722 million.

Mr. Horyars. Yes, sir. .

Senator Byrp. They were to pay three installments totalling $48
million. Then the additional was to be paid if they were granted most-
favored-nation treatment, which would permit them to have access to
Export-Import Bank credit, namely, to American tax dollars.

Mr. Hormats. Most favored nation tariff treatment and:Export-
Import Bank were separate elements to this. Export-Import Bank
treatment would not have necessarily permitted them to—most favored
nation treatment would not have necessarily permitted them to get
Export-Import Bank lending. In other words, that was a separate
element of this.

Senator Byrp. The President of the United States authorized
Export-Import Bank credit. Is that not correct? “

Mr. HoryaTs. That would have had to have been & separate decision,

Senator Byro. It was a decision. How else could they have gotten it{

Mr. HormaTs. No, you are right, but it is a decision which is separate
from whether or not they got most favored nation tariff treatment.
They were required to pay this if they got most favored nation tariff
treatment. -

Senator Byrp.-And they were not required to pay it if they did not?

Mr. HormaTs. Yes.

_Senator Byrp. So in other words, here is what our State Department
did. It settled a $2.6 billion claim for $722 million, of which the Soviets
were to pay $49 million, and the additional they would pay provided
we loaned them the money to pay it. I think that is a damn fool
arrangement,

Mr. Hormats. Perhaps I did not make myself understood. The obli-
gation to repay by the Soviets related only to whether or not they got
most favored nation treatment. Even if they had not——

Senator Byro. So the settlement provided that the Soviets would
pay the debts only if they got other special concessions from the
American people, You do not deny that, do you

Mr. HormaTs, No; what they wanted was equal access to the Ameri-
cart\.market on the same basis as other countries, which is most favored
nation.
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Senator Byrp. You don’t mean to testify before this Committee that
they were not looking at these Export-Import Bank credits?

Mr. HormaTs. Indeed, they were. You are absolutelﬁlgpt. )

Senator Byrp. They had in mind, and Secretary Kissinger had in
mind, billions of dollars of Export-Import Bank credits. )

Mr. Hormars. They did, quite clearly, as you point out, want credits,
but their obligation to repay was not linked to their receiving credits.

Senator Byro. It was linked by your own testimony to the most
favored nation treatment, which in turn gives them access to the Im-
port-Export Bank credits.

Mr. HoraaTs, Most-favored-nation treatment was a separate element
of this. They could have gotten most-favored-ration treatment with-
out any additional Export-Import Bank credits. That was a separate
decision by the United States Government. You are mﬁht. They
wanted them. There is no question about that, but their obligation to
repay was not contingent upon our providing them-new Export-Im-
port Bank money. . -

If we had not provided them with a cent more in Export-Import
Bank money, they would have still been obliged to repay that $722
million.

Senator Byro. As a practical matter, we all know it is all wound up
together.

Mr. HormaTs. But—— .

Senator Byro. The basic purpose of the most favored nation treat-
ment from their point of view was to have access to these credits.

Mr. HormaTs. They certainly wanted access to the credits, but there
was a definite line drawn between the two. _

Senator Byro. So, anyway, the fact is that they have paid nothing—
correct me if I am wrong—they have paid nothing on this debt since
July 1, 1975,

Mr. HormaTts. That is correct, on that particular debt. Can I also
point out that Export-Import Bank credits would not have been able
to have been used by the Soviets to repay loans, the lend-lease loans,
They are for specific projects and specific exports.

Senator Byro. It is true they wouldn’t use the same dollars, but it
is just like instead of using the dollars in your right pocket, you use
the dollars in your left pocket, and you get the right pocket money
from the U.S. taxpayers. What our Government did, is to settle the
Soviet claim for 3 cents on the dollar plus another 24 cents provided
we loaned them the money to pay the 24 cents. That is about what it
amounts to.

Mr. Horaats. One additional point. Our terms with respect to the
Soviets were in a number of ways better, certainly no worse, from our
point of view than the terms in which we settled lend-lease with our
other allies.

Senator Byep. Because we made mistakes in the past does not mean
we must compound the mistakes.

Mr. Horaats. But we did not give them anything we did not give
other governments.

Senator Byrp. No, we are good on giving things away. I object to
that policy of continually giving little or no consideration to the fact
that these funds have to come out of the pockets of the taxpayers, any
place the Government can get it.
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Mr. Horpats. I should point out that the original numbers which
you have cited, Mr. Chairman, of lend-lease were along the lines of a
claim and had to be worked out. It is not certain that the entire amount

that we asked for—— .

Senator Bymp. It was certain insofar as our Government was con-
cerned, because our Government asserted it as a certainty.

Mr. Horuats. But normally such claimsare worked out,

Senator Byep. We already wrote off, as you know, $9 billion of
claims on lend-lease, did we not

Mr. HoraaTs. To ! o

Senator BYrp. We already wrote off $9 billion of lend-lease to the
Russians, What we refused to write off and what we said with cer-
tainty was that they owe $2.6 billion. ) ) )

Mr. HormaTs. Well, there were some that were in the Soviet
Union—the policy on lend-lease was not to charge countries who par-
ticipated in lend-lease for military equipment.

[’i‘he following was subsequently supplied for the recoid :]

DEPARTMENT OF STATE,
Washington, D.O., January 30, 1878,
Hon. HAreY F. BYrp, Jr.
U.8. Senate.

DEeas SknatoR BYRrD: The Becretary has asked me to reply to your letter of
January 23 requesting the Department's views concerning the status of the
Soviet lend lease debt.

In order to respond to your questions fully, I would like to review briefly tte
background of the Lend Lease Agreement with the U.8.S.R. which was signea
in October, 1972. As you know, lend lease equipment and services were provided
to our allles as part of our joint war effort. We did not regard the large volumes
of military hardware and civiliap-type goods expended during the war as con-
stituting a reimbursable obligation. We asked lend lease recipients to reimburse
us only for the fair depreciated value of goods potentially useful to a peacetime
economy still on hand on V-J Day, and, on a dollar-for-dollar basis, for the so
called ‘“pipeline account” of goods contracted prior to, but actually dellvered
untfl after, the end of the war.

On the basis of these principles, the United States entered into a post-war lend
lease settlements under which we accepted repayment of a percentage of the value
of the “civilian type” equipment. In the case of the United Kingdom, for example,
aid during World War II totalled about $21.5 billion. The amount eventually to
be repaid by the U.K. will be about $895 million,

In the case of the U.8.8.R., our repeated initial requests for an inventory of
“clvillan-type” goods went unanswered. The U.8. therefore estimated their value
at approximately $2.6 billion. We made specific settlement offers of $1.8 million
and finally of $300 million in 1972, Both of these offers were rejected by the
Soviets (whose own settlement offers had risen from $175 million to $300 million
in 1852). Negotiations broke down in 1952,

This remained the position of both s{des until the negotiations which led to the
1872 Agreement, which provided for a final settlement of $722 million. Under the
terms of the 1972 Agreement, the Soviets have made unconditional payments
totalling $48 million. However, under the Agreement, Soviet payment on the re-
maining balance of at least $674 million was conditional on the granting by the
U.S. of most favored nation (i.e., non-discriminatory) treatment to the exports
of the Soviet Union. This has not occurred.

The answers to your specific questions are as follows :

1. The 1072 Lend Lease Agreement fg, by its terms, a full and final settlement
of all U.8. lend lease clairos. Under it, the U.S.8.R. agreed that the total net sum
due from it for lend lease and related claims shall be $722 million. Of this amount,
$48 millfon was payable in installments on or before July, 1975. This amount
has heen paid. Repayment of the balance of $874 million is contingent upon noti-
?;“'{?g gthhe U.S. to the U.8.8.R. that the United States has extended MFN to

e U.S.5. K,
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The Department has not sought to renegotiates the lend lease settlement
agzr.eement, nor have we proposed that the Soviets make further payments to us
in the absence of MFN. We belleve that there is no reasonable prospect for
success of any such effort.

8. The Sovl’;t Union continues to have a contingent obligation to pay the United
States the balance due under the Lend Lease Agreement at such time as the
Urited States may give notice that MF'N has been extended.

4. As noted, we do not believe that an effort to renegotiate the lend lease claims
settlement agreement, or to induce the Soviets to mcke further payments other-
wise than as specified in that agreement, are likely to be successful. Of course,
80 long as the provisions of the Lend Lease Agreement cannot be executed, the
contingent balance due remains a pending issue in our bilateral relations with the
U.8.8.R.

Blacerely, 7. Brxwer, Jr.

Dovaras
Assistant Becretary for Oongressional Relaiions.

Scnator Byro. And we did not. If you will read the record, you will
find that we wrote that off. We wrote off $9 billion, in round figures,
but we said with certainty that the Soviets owed us $2.6 billion, and
the State Department comes along in 1972 and settles that $2.8 billion
for 3 cents on the dollar, namely, $48 million plus another 24 ceats
provided they fet most-favored-nation treatment. We would loan them
the money to pay it, although it was not phrased that way, of course.

I contend that not only was it a bad deal, but I do not think that
should have been done without congressional a ;{;oval, and there was
no congressional approval, just like the Indian debt was canceled with-
out congressional approval,

Well, thank you very much, gentlemen. I a%)reciate your being here
today. I think this clears up some points. I think it is'important that
we have a full record of the countries that owe the United States,
which you have and will put into the record, also the arrearages.

Mr. HoryaTs. As opposed to the last State Department spokesman,
I will not come away saying this was boring. [General laughter.)

Senator Byrn. Thank you, gentlemen.

; I'lThe] prepared statements of Mr. Bergsten and Mr. Hormats
ollow: .

BTATEMENT or HoN. C. FRED BERGSTEN, ABSISTANT SECRETARY oF TRE
TREASURY YOR INTERNATIONAL AFFAIRS

THEE INTERNATIONAL ECONOMIC SITUATION

The general {ssue of international debt and the question of debts owed to the
United States. which are the topics of these hearings, must be viewed in the
context of the present pattern of international trade and financial flows, The oil
price increases in 1973 and 1974, and the subsequent recession in the industralized
countries, produced sizable imbalances in international trade. A handful of coun-
tries accumulated foreign assets at an unprecedented pace. These assets in turn
were used to finance the deficits of oll-importing countries through private
financial intermediaries fn the industrialized market economies. The external
indebtedness of ofl-importing countries escalated. Many countries had to adopt
stabilization policies that temporarily constrained growth rates in order to lay
the foundation for attaining long-term employment and consumption objectives.

Last spring, {n testimony before the Congress, I outilned the strategy of the
Carter Administration for dealing with these problems and thereby enhancing
the stablility of the world economy. I would like to briefly review our progress to
date in six major areas, as an essential framework for considering the complex
issues of internationai debt which are of concern to this Subcommittee :

Our first priority has been the adoption of a U.8. energy program which would
help reduce our own trade imbalunce, strengthen the dollr and thereby greatly
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enhance international financial stability. The U.8. trade deficit totaled about $30
billicn in 1977, and our oll imports totaled about $45 billion—up from less than
$5 blilion in 1972. Lagging economic growth in some of our major markets abroad
was an important factor behind the sizable increave in the U.8. trade deficit in
1977, but oil imports increased further as a consequence of continued policy
in action. The President’s energy program is deeigned to lessen U.8. dependence
on imported oil, and we belleve it is critical that legislation implementing this
first part of a comprehensive U.S. energy program emerge from the Congress in
the very near future. In addition, we have urged OPEQC countries to avoid further
oll-price increases which might adversely affect world economic stabllity.

Our second objective has been to urge those industrial countries having large
current-account surpluses—particularly Japan but also Germany—to adopt poll-
cles that would help reduce their surpluses and thereby reduce the pressure on
deficit countries, relieving the buildup of debt around the world. We have had
intengive discussions with the Japanese on how this can be accomplished, and
they have adopted policy measures which seek to cut their surplus in half in
1978 and reduce it further thereafter, aiming at equilibrium under current condi-
tions. Germany bas also moved to stimulate its domestic economy, In the mean-
time, both the yen and the mark have appreciated considerably against the dollar,
which will help attain the needed adjustments.

Third, we have urged deficit countries to adopt prudent adjustment policies
and thereby reduce their debt butldups. Here there has been considerable success.
The United Kingdom and Italy, in particular, are in much stronger positions
today than a year ago. Among the developing countries, remarkable improvement
has occurred in Brazil and Mexico. Though a number of countries are still in difi-
cuity, we anticipate a smaller, more evenly distributed deficit in the non-OPEC
countries in 1078.

Fourth, to assure an adequate information base for monitoring the interna-
tional debt situation, we have sought to improve the availability of data on
internatfonal lending activities and on the economic and financial situations of
individual countries. Progress has been made in this area, especially in connec-
tion with international bank lending, The data released last week on foreign
lending by large U.8. banks i8 one result of our efforts. Moreover, the regulatory
agencies have improved their capacity to assess and regulate the international
lending activities of commercial banks.

Fifth, we have worked to augment the resources available to the IMF to
enable it to work even more effectively with countries running balance of pay-
ments deficits. One of the most important decisions we made in 1977 was to
support the establishment of a new Supplementary Financing Facility in the
IMF, known as the “Witteveen Facility,” designed to encourage countries with
severe payments problems to adopt effective adjustment programs. Seven indus-
trialized ccuntries and seven OPEC countries agreed last year to provide about
$10 billion for this Facility. Legislation to authorize U.8. participation in the
amount of SDR, 1,450 million, or approximately $1.7 billlon, is now before the
Congress. We belleve that the establishment of this Facility in 1978 is essential
to strengthen the international monetary system. We also anticipate that the
sixth IMF quota increase will go into effect early in 1978. Dis~ussions on a fur-
ther increase in quotas are in process.

Finally, we have participated in the rescheduling of external debt for individ-
ual countries that were unable to meet their debt-service obligations. Fortunately,
only two countrics in the past year were forced to reschedule--Sierra Leone and
Zaire. Pakistan has formally requested a rescheduling In 1978, and an additional
rescheduling for Zaire may be necessary. We hope that no other countries will
have to reschedule in the near future.

INTEENATIONAL DEBT

This review of our approach to the overall problem of international economie
and financial stability {s essential to place in perspective the issues of interna-
tional debt, and debts owed to the United States. International debt management
is a complex, but essential aspect of international economic cooperation. A decade
ago, the industriglized countries were generally creditors and the developing
countries were debtors. Now, however, a few oll-exporting developing countries
have emerged as major {nternational creditors, holding an estimated $175 billlon
of foreign assets at the end of 1977. At the same time, most of the industralized
covntries (including the United States) are—for the time being—net reciplents
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of external financial flows, The distinction between creditors and borrowers has
taken a sharp turn.

The best source of data on international debt is the World Bank, which pub-
lishes statistics on the medium and long-term government and government-guar-
anteed debt of 84 developing countries that borrow from the Bank. At the end
of 1976, the latest year for which complete data are available, the amount of
this debt was $121 billion. Almost 60 percent of this amount was owed to offi-
cial creditors (governments and international organizations), and the remainder
was owed to private creditors. Our own studies of LDC debt, as detailed in our
annual report which will be transmitted to the Congress shortly, have revealed
some interesting conclusions:

First, economic growth and expanding exports have increased the capacity of
the developlng countries to service their external debts. The information we have
on public debt indicates that the debt-service ratio of these countries as a group
waas no higher in 1976 than it was in 1973.

Second, inflation has substantially reduced the burden of previously-incurred
debt measured in real terms.

Third, the bulk of the increase in borrowing by the developing countries since
1973 has been accounted for by a smal] group of relatively more advanced conn-
tries including Argentina, Brazil, Chile, Korea, and Mexico. In particular, this
group accounts for almost all of the inrease in borrowlng by non-otl LDCs from --
commercial banks,

Fourth, the non-oil developing countries have been able to increase their official
reserves by almost 80 percent since 19873, to a current level of about $50 biliion.

Of course, there have been a few cases where countries have been unable to
meet their debt-service obligations, and it has been necessary for them to seek
ebt relief. I would Hke to address this matter and explain our policy in such
situations.

DEBT RELIEF

Since the mid-1960's, the United States has participated in negotiations to re-
schedule the external debt of 12 countries on 26 separate occasions, Remarkably,
the pace of these reschedulings has actually declined in recent years, in spite of
the global economic difficulties. In 1972 alone, there were six debt-reorganization
exercises. By comparison, there have been only two reorganization exercises per
vear in each of the last three years (1975-1977).

U.S. policy on debt reorganization is clear, and has four major elements:

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

2. Debt-servi~e payments on loans extended by the United States Government
or guaranteed by the United States Government will normally only be reorganized
in the framework of a multilatéral creditor club agreement.

3. When a reorganization takes place that involves U.S. Government credits
or government-guaranteed credits, the United States will participate only if:
(a) the reorganization agreement incorporates the principle of non-discrimina-
tion among creditor countries, including those that are not party to the agree-
ment; (b) the debtor country agrees to make all reasonable efforts to reorganize
unguaranteed private credits falling due in the period of the reorganization, on
terms comparable to those covering government or government-guaranteed
credits; (c¢) the debtor country agrees to implement an economic program
deslgned to respond to the underlying conditions and to overcome the deficiencies
which led to the need for reorganizing debt-service payments.

4. The amounts of principal and interest to be reorganized should be agreed
upon only after a thorough analysis of the economic situation and the balance
of payments prospects of the debtor countries.

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

Meanwhile, we have sought to discuss the whole issue in a responsible inter-
national context. The Development Committee of the World Bank and the IMF
has, largely at the initiative of the United States, agreed to study the role of
external borrowing in financing development. We are hopeful that this effort
will lay the foundation for clear international agreement on the steps that should
be taken, by both borrowers and creditors, to manage external borrowing even
more effectively in the future and belp avoid debt problems.
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DEBT68 OWED TO U.8. BANKS

Commercial banks in the leading market economies have played & major role
in using OPEQ surpluses to finance the current accouunt deficits of oll-importing
countries. The intermediation function performed by the international banks
has become a central element in the world economy. U.S. banks have been sig-
nificant participants in this process.

In fact, the foreign claims of U.8. banks have grown at rates exceeding 15-20
percent per year during the past few years, As a result, considerable public
attention has been drawn to this issue, and questions have heen raised about
the prudence of the international lending policies of the banks.

We believe these concerns are greatly exaggerated, and will continue to prove
to be unfounded. Losses on foreign lcans have been small. In fact, loss experience
has been better on foreign loans than on domestic loans. Moreover, with the
recent improvements in the international payments pattern and successful ad-
justment effort in a number of deficit countries, U.S. bank lending abroad has
been growing at a much slower pace. In the first nine months of 1977, the in-
cre%se was at an annual rate of only 10 percent compared with 24 percent in
1976.

An important part of our effort to improve the Information available in this
area has been the United States Government’s collection of new, more com-
prehensive data on the exposure of U.S. banks in foreign countries. Through
these new data, we have attempted to measure the claims of U.S. banks which
are subject to cross-border or country risk. This is done principally by re-allo-
cating claims on foreigners on the basis of where the ultimate obligation for
repayment rests. In quite a few cases, a loan made to the resident of one country
is guaranteed by a resident of another foreign country. In addition, loans in
local currencies to residents of countries in which the lending U.S. bank operates
are excluded from the cross-border exposure of the U.S. bank, because such lend-
ing is not subject to the risks that foreizn exchange shortages abroad would
entail.

U.S. bank claizis on foreigners subject to cross-border risk as of June 30, 1877
amounted to $150 billion. About $47 billion of this amount consisted of claims
on other foreign banks, so that the cross-border exposure of U.S. banks to private
non-bank foreign borrowers and foreign governments is about $100 billion. About
$39 billion of this represents claims on residents in the non-oil developing
countries. The new data also show that U.S. bank exposure abroad is heavily in
the area of short-term maturities. Nearly two-thirds of all U.S8. bank claims on
foreigners have maturities of one year or less.

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

Let me turn now from the international lending of U.S. private banks to the
loan activity of the United States Government. The prompt and complete repay-
ment of all foreign dehts owned to the Government 18 a policy goal of the highest
priority for the Treasury Depariment and other U.S. agencles. For the most
part, foreign debts have been repald on schedule; payment on only a small
portion of this debt is in arrears.

The Treasury Department does not collect payments on debts, but rather over-
sees the collection process through the compilation of data cn U.S. loans and
foreign debt arrearages and the review of individual debt problems through the
National Advisory Council (NAC), which Treasury chairs. ‘The responsibility
for collection of foreign debts lles initially with the creditor agency. If the
creditor agency’s efforts are unsuccessful, the Department of State may provide
assistance.

All forelgn debts owned the United States Government arise from Congres-
sionally mandated programs, For convenlence, outstanding debts can be sepa-
rated into two categories: (1) Debts contracted during or after World War II;
(2) debts relating to our activities during and immediately after World War I.

POBT WORLD WAR II DEBTB

As of September 30, 1977, the total principal outstanding on post-World War
II debts to the United States Government was $42.1 hillion, primarily in the
form of long-term credits. Only $107 million of the total was in short-term
credits, and $374 million in accounts receivable. The debt is largely a result of
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U.S. Government foreign aid and export credit programs of the last 30 years.
Some $14 billion was contracted under the Foreign Assistance Act (and prede-
cessor legislation) ; $4 billion under the Foreign Military Sales Act; $6.5 billion
under Public Law 480; and over $11 billion under the Export-Import Bank Act.
Another $1.4 billion arose from activities related to World War II, primarily
lend-lease and surplus property disposal.

Given the objectives of these programs, it is not surprising that loans to non-
oil developing countries account for nearly 65 percent of the total value. The
largest individual debtors among the developing countries are: India (%3.6
billion), Israel ($3.3 billion), Pakistan $2.6 billion), Brazil ($2.4 billion), Ko-
rea ($1.9 billion), Indonesia (§1.8 billion), and Turkey ($1.7 billion).

ARREARAGES AND DELINQUENCIES

The great bulk of these debts have been paid on time. At your last hearings
on this subject, you were given information on arrearages as of the end of 1974.
From January 1, 19756 through September 30, 1977, the United States collected
some $6.5 billion in principal and interest due on long-term credits, and the
equivalent of about $500 million in principal and interest on foreign curreucy
loans.

As of Septembzr 30, 1977, the latest date for which complete data are available,
the total principal and interest delinquent on post-World War II debts was $591
willion, compared with $857 million at the end of 1974. Nearly 69 percent of the
total outstanding arrearages represent special problems, including those of a
political nature, which have made collection diflicult. The State Department will
address the problems underlying arrearages in payments by China, Cuba, and
Indochina, as well as arrearages by Iran and Zaire (which together account
for $56 million in outstanding debt).

By far the largest arrearage in this group, $199 million, relates to military
logistical support provided hy the United States to other nations during the
Korean conflict. While most countries have agreed to repay such assistance, six
developing countries (Colombia, Ethiopla, Greece, the Philippines, Thalland,
and Turkey) have not. Without going into the details, I would like to note that
a 1973 report of the House Committee on Government Operations concluded that:
“It is improbable that as less developed nations they (the six nations) ever im-
plied a willingness or ability to pay. There is no reason for continuing to carry
these claims as debts on U.8. Treasury records.”

In 1976, the Thirty-Seventh Report by the same committee recommended that :
“Congress should consider legislation removing the Korean War debt claim
against Colombia, Ethiopla, Greece, the Philippines, Thailand, and Turkey from
the Treasury Department's category of outstanding U.S. debts.”

The National Advisory Conncil has endorsed this recommendation, and we in-
tend to consult with the Congress regarding the passage of such legislation.

A further $130 million in arrearages derives primarily from technical and ad-
ministrative problems, rather than hardcore delinquencies.

‘WORLD WAR I DEBT

There is another $25 billion owed to us in connection with foreign loans at the
time of World War I. This figure takes into account unpaid interest charges,
whiscgh now exceed the amount of the original borrowing, as well as repayments
of billion.

During and immediately after World War I, the Allled Powers borrowed about
$10 billion from the United States. After the war the United States Government
collected about $1 billion on these borrowings. Collection was complicated, how-
ever, by the general financial disorders which prevailed in the post war period,
and the United States concluded debt-funding agreements with most of these
countries during the 1923-30 period. Most debtor countries fulfilled their commit-
ments under these debt funding agreements until 1933-34. But only a few have
made any payments since that time. Total collections under these funding agree-
ments amounted to about $2 billion as of September 30, 1977.

The principal debtor governments (except the Soviet Union, which in January
1918, repudiated ali foreign debt incurred during the former Czarist regime)
have never denied the legal validity of the debts. As a practical matter, however,
they are inextricably linked to the question of German war reparations and the
intra-European debts generated during World War 1. Many European countries
are net creditors on account of World War I indebtedness, with Germany owing
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more to them than they in turn owe to the United States. Since the early 1930’s,
these countries have steadfastly maintained that they would resume payments
on their war debts to the United States only if the issue of Germany's World War
I reparations were satisfactorily settled.

Under the 1953 London Agreement on German external debts, to which the
United States Is a party, resolution of the problem of intergovernment claims
against Germany arising from World War I was deferred “until & final general
settlemnent of this matter.” This agreement was ratified by the United States
Senate and has the status of a treaty.

GUARAKTEE PROGRAMS

The subcommittee has requested that I also address the subject of the foreign
guarantee programs of U.S. Government agencies. These guarantees of foreign
loans are not debts in the true sense, since they do not include an obligation to
repay the United States Government on the part of foreign countries. More im-
portantly, in most cases these guarantees present no cost to either the United
States Government or the taxpayer. It is only in the exceptional case when a
default occurs on the repayment of & loan guaranteed by a government agency
that the United States Government, as guarantor, must use tax dollars to cover
the default.

Treasury ix now in the process of completing a report detailing the contingent
liabilities of the United States Government on insurance and guarantees of
private contracts with foreign obligors. Preliminary findings of this study, which
will be forwarded to the Congress upon completion, indicate that some $9 billion
of contingent liabilities have been incurred under four different agency programs.
Some $7.6 billion of this amount, or over 84 percent, were extended by the Export-
Import Bank as a means of facllitating U.S. exports. The remainder consists of
£157 million of OPIC guarantees (for commercial risk only), $584 million in
Department of Defense guarantees, and $691 million in AID Housing Invest-
ment Guarantees. Some ten countries were the recipients of more than 50 percent
of the guarantees.

CALLABLE CAPITAL

In addition to the guarantees by U.S. Government agencies just discussed, the
United States Government, along with other developed donor countries, guar-
antees, by the use of callable capital, the bond issues of the international
financial institutions of which it is a member—the World Bank, the Inter-Ameri-
can Development Bank and the Asian Development Bank. Such callable capital
is a contingent liabflity which will almost certainly never have to be drawn,
though it is fully appropriated by the Congress.

The subscribed callable capital of the members {s not available to these banks
for development lending. A bank may call upon the members for their callable
capital subscriptions only to the extent necessary to meet its obligations to its
bondholders. In other words, callable carical would only constitute a cash outlay
by the subscribing countries in the nighly unlikely circumstance that a bank
was unhable to repay maturing issues of its bonds. Given the record of sound
financial management of each of the development banks, they should continue to
be able to meet thelr bond obligations from principal and interest payments on
development loans and from their other financial resuorces.

If a bank ywere faced with defaults on the development loans it had made or
guaranteed, it would first draw on its reserves and other available resources to
meet payments on its outstanding bonds or liabilities. Only after these funds
were exhausted would the bank be obliged to call upon a portion of the members’
callable capital subscriptions. Such a call would be on a pro rata basis. Hence,
the callable capital subscribed to the development banks by the United States
represents a contingent lability which is virtually certain never to be drawn.

FOBEIGN OWNERSHIP OF U.8. GOVERNMENT SECURITIES

Data on foreign holdings of U.8. Traasury securities are reported monthly in
four places in the Treasury Bulletin: Tables OFS8-2 summarizes ownership of
public debt securities ; Tables IFS—4, CMI-2, and CMV-4 give information on the
country of residence and type of foreign holder of Treasury gecurities.

Table OFS-2 ehows that total forelgn and international holdings of U.S. public
debt eecurities were $100 bitlion on October 81, 1977, an increase of $24,8 billion
from October 81, 1976. Table IFS—4 shows current and past data for holdings of
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noumarketable bonds and notes by official institutions of foreign countries. The
total as of November 30, 1977, was $20.5 billion. Approximately seven-eights of
these nonmarketable securities were held by the government of Germany.

As a matter of policy, we do not disclose official holders of marketable securi-
ties without the consent of the foreign government invloved. To date, only Canada
has given this consent. OPEC countries, however, have invested only about $15
billion, or 1ess than 10 percent of their total financial assets, in marketable U.S.
Treasury securities. OPEC holdings represent about 3 percent of total U.8. Gov-
ernment public debt held by non-U.8. Government entities.

All direct foreign and international acquisitions of U.S. Government securities,
whether marketable or non-marketable, are handled by Treasury on a non-dis-
criminatory basis. Interest rates on non-marketable securities are determined in
accordance with the prevailing yields at the time of issue on marketable securi-
ties of comparable maturity.

Forelgn official institutions have acquired their holdings of marketable securi-
ties in many instances through market purchases. In other cases, acquisitions
have been made through add-ons to regular public offerings of marketable securi-
ties with a year or more to maturity. These amounts are awarded to the
subscribing offiaial institutions at the average price and yleld determined by
the market bidding for the public offering.

The purpose of the add-on facility {8 to minimize the impact of forelgn official
investment activities on the market for Treasury securities while, at the same
time, providing a mechanism by which these official institutions can readily meet
their legitimate investment requirements. A number of countries have taken
advantage of this fadllity; the OPEC countries, whether singly or as a group,
have not been the most important users.

- CONCLUBION

I would like to conclude by briefly commenting on the outlook for the world
economy in 1978, which sets the stage for the outlook for the international debt
situation. While the world economy is not yet on a satisfactory course, consider-
able improvements should continue to occur during the year.

A number of DCs and LDCs have already benefitted from stabilization efforts,
have re-established their international creditworthiness, have regained their
access to private capital markets, and are poised for faster growth than has
been possible the last few years. B

The OPEC surplus and the resulting offsetting oil importers’ deficit, will be
smaller than last year due to continuing growth in OPEC imports and expansion
of oi1l production in non-OPEC nations, together with some continued weakness
in the economic growth of many European countries.

The aggregate deficits needed to offset the OPEC surplus wiil be distributed
in a more sustainable pattern, as most countriesa which face financing limits are
restraining their deflcits.

International economic cooperation has contributed to a more informed and
sounder basis for international debt management in the future, and our own
regulatory authorities have improved their capability to fulfill their functions
in the international area.

If Congress acts soon on the President’s energy program, and if other nations
adopt appropriate adjustment policies, I am confident that we can look forward
to a more stable and sustainable pattern of international payments in the year

ahead.

STATEMENT OF HON. ROBERT . HORMATS, DEPUTY ASBISTANT SECRETARY OF STATE
FOR ECONOMIO AND BUSINESS AFFAIRS

I am pleased to have this opportunity to appear before this Subcommitee to
discuss issues related to internatfonal debt. I would like to speak briefly about
the nature of current international financing problems, and describe how recent
events have affected the debt situation, In the second part of my statement, I will
discuss our policy regarding public debts owed to the United States. In this con-
text, I will address some of the problems we are encountering in carrying out
our debt policy.

External debt is the result of extcrnal borrowings which have been undertaken
by a country to enable its economy to develop at a rate above that which could
be financed solely by domestic resources. There i8 nothing wrong with debt in
itself. Indeed, external borrowings have long been integral components of eco-
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nomic development in many nations. Such capital inflows, for example, made a
major contribution to United States development during the 18th century, just
as today they constitute a vita! ingredient in the efforts of poorer countries to
accelerate their development.

THE CURBRENT FINANCING PROBLEM

The oll price rise, coupled with the most severe recession of the post-war era,
added an important new dimension to the debt situation. Since the balance
of payments surpluses of OQPEC nations Inevitably generate a corresponding
aggregate deficit in the non-OPEC countries, balance of payments mamagement
for most oil-importing countries has become very difficult.

In view of the magnitude of the collective non-OPEC deficit and the suddenness
with which it developed, it would have been impossible for the oil-importing coun-
tries to eliminate the deflcit quickly without imposing severe austerity programs.
The result would bhave been an abrupt contraction in their economic growth
and—for a number of countries—serious political, economic and social instability.
Moreover, the impact of harsh deflation in deficit countries would have jeopard-
ized recovery of tlie world economic system as a whole by collapsing export
markets and thus reducing demand for the exports of other nations; including the
United States. Given this alternative, the deciston of most countries to finance
their deficits by external borrowings cau be judged to be appropriate.

The size of the international payments disequilibrium meant that the financing
w quirements of deficit countries have been exceptionally large. We estimate, for
< - 1mple, that the medium and long-term indebtedness of the non-oll exporting
developing countries more than doubled between 1973 and 1877, The annual
debt service obligations of these countries now exceed $20 billion. The indebted-
ness of some OECD countries has also increased sharply. In fact, some of the
most difficult adjustment problems are now found in industrial democracies.
There has also been an upswing in the debt of tne Soviet Union and Eastern
Europe owing to high world commodity prices, world recession, and increased
imports of Western capital goods.

Despite some increased availability in official bilateral and multilateral financ-
ing, the magnitude of deficit country requirements inevitably increased reliance
on private market finance. We estimate, for example, that private banks and
security markets financed roughly 756 percent of the current account deflcit
experienced during the 1974-76 pe~od. The lending standards of the banks
have been high. This is evidenced by the high concentration of bank lending In
the industrialized countries, and in a dozen or so developing countries with
expanding economies and favorable export prospects. In contrast, developing
countries with limited export and growth potential have had little access to
private market financing and continue to be dependent on official concessional
transfers,

In evaluating the significance of outstanding debt, it is important to realize -
that aggregate data are misleading in that they do not reflect the wide diversity
in debtor countries. Meaningful analysis must therefore focus primarily on in-
dividual country situations. Such analysis indicates, for example, that debt is
currently distributed in line with debt servicing capacity. It also shows that
while the financing needs of many deficit countrles remain large, particularly
for those with particular social and political constraints, debt servicing problenms
are conflned to a relatively few countries. This reflects the fact that, for most
countries, the rise in the nominal value of debt service that has occurred has
been largely offset by nearly equal increases in the nominal value of production
and exports which are used to repay the debt.

In assessing future debt servicing prospects, there are certainly grounds for
caution. We expect that the large payments imbalances between the major oil
exporcng nations and the rest of the world will remain for some time to come.
The problem of economic adjustment to these deficits will therefore be a con-
tinuing one. In the longer term, deficits must be geared closely to the underlying
Dproductive potential of individual countries.

During this adjustment period, we should expect the level of international in-
debtedness to continue increasing, albeit at a slower rate than recent years.
Despite this increase, it is my view that debt problems are n~ither general nor
unmanageable. This assessment is based on the maintena:.ce of a reasonably
favorable international economic environment. In this context, I see six broad
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targets of global strategy, the implementation of which will affect significantly
our ability to deal '#ith international debt :

(1) To increase aggregate domestic demand consistent with price stabllity,
with particular emphasis on the stronger industrial economies;

(2) To maintain an open international trading sytsem and accomplish the ob-
Jectives of the Tokyo round of trade negotiations; recognizing that trade re-
strictions would hurt many countries which depend on exports to repay their
debts.

(3) To develop new energy sources and conserve energy as an indispensable
long-term adjustment to the current financial imbalance of the OPEC countries
with the rest of the world;

(4) To assure adequate official financing with appropriate conditionality which
encourage internal adjustments in an orderly fashion. I believe the proposed
Supplementary Financing Facility of the IMK is particularly important;

(3) To assure an expanded flow of bilateral and multilateral concessional
asistance to the poorest countries;

(8) To adopt or maintain appropriate domestic policies in deficit countries
which assure effective management of borrowed fund, and maintain access to
private capital markets.

DEBT OWED TO THE UNITED BTATES

I would now like to turn to the matter of debt owed to the United States. As
of September 30, 1977, outstanding indebtedness on United States Government
credits (exclusive of indebtedness arising from World War I) totaled approxi-
mately $42.1 billion, of which $41.8 billion related to long-term debt with an
original maturity of over 1 year. This debt {ncludes many 'oan categories, with
the terms of lending reflecting the purpose of the program vnder which the loan
was extended. Hum aitarian or development loans, representing almost 60 per-
cent of our debt are, for example, highly concessional. On the other hand, loans
by the Export-Import Bank, which account for roughly 28 percent of vur out-
standing debt, are at market related rates consistent with the Bank's legislative
mandate to provide official financing for United States exports com|xtrable to that
of our major competitors.

Approximately 54 percent of our long-term debt is attributable to the non-
ODPEC developing countries. OPEC countries account for 8 percent, industrinlized
ccuntries (including Israel) for 34 percent, and the Soviet Union and Eastern
Europe for 4 percent. Astde from Ecuador, Indonesia and Nigeria. the bulk of the
debt owed by OPEC countries related to Export-Import Bank lending. This is
also the case ior lending to other industrialized countries.

The objective of United States foreign policy is to protect the interests of the
United States—among which are the asset represented by forelgn debts. Indi-
vidual lending or ¢ reditor agencies have the primary responsibility for insur-
ing debtor country compliance with agreed repayment schedules. In situstions
where these agencles encounter collection difficulties and request encounter col-
lection difficulties and request assistance, the Department of State and United
States Embassies overseas have the responsibility for pursuing collection. We
take these responsibilities very seriously, and pursue such delinquencies vigor-
ously. Among the areas of progress over the last 18 months, were collections of
overdue payments from Hungary ($4.3 million), the Dominican Republic ($1.4
million) and Uganda ($.5 million).

In the vast majority of cases, debts owed to the United States since the
Second World War have, in fact, been paid on time. Repayments, including interest
on long-term credits extended since 1940 now exceed $45 billion. As of Septem-
ber 30. 1977, principal and interest due and unpaid 80 days or more totaled $591
miillion. I note, Mr. Chairman, that in spite of the difficult financlal situation
faced by many debtor countries, the level of outstanding arrearages reflects an
improvement over the $652 million figure discussed with you at your Subcom-
mittee’s last hearing on_this subject two years ago. While this reflects primarlly
the serlousness foreign governments attach to honoring agreed obligations, it
also reflects the importance and high priority given to debt collection efforts
by the United States Government.

While debtor countries worldwide have a generally good record in maintaining
their debt servicing payments to the United States, I assure you that we will
continue to press for improved results. It Is important to recognize, however,
that a large portion of current delinquencies relate to a few unique situatfons
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where circumstances currently impede our ability to collect. For example, ap-
proximately 70 percent of current arrearages relate to Korea Conflict Logistical
-Support Claims and debt owed by Ching; Cuba, the Khmer Republic and Vietnam.

Arrearages relating to logistical support provided by the United States to
other nations during the Korean Conflict total $200 million. They arose because,
while we concluded formal agreements for repayment of such assistance with
14 countries, the validity of the clalms of six countries (Colombia, Ethiopia,
Greece, the Philippines, Thailand and Turkey) cannot be clearly established.
The history of these claims is complex, and we are about to begin consultations
with Congress regarding the initiation of legislation which would remove the
claims from the category of outstanding debt. I'his course of action conforms
tully to a 1976 recommendation of the House Committee on Government
Operations. —

The delinquencies attributable to the Republic of China total $108 million,
and are largely related to Lend Lease and other War Accounts Settlements.
The debts involve a number of difficult issues including the proper allocation of
cleims between the Republic of China and the People’s Republic of China, the
correct evaluation of the claims, and the problems of government succession.
Cuba’s arrearages total $74 million, most of which is owed to the Export-Import
Bank. As our relationships with the People’s Republic of China and Cuba evolve,
we wlill consider how we might bandle the question of these and related debts.
Political factors also hinder settlement of $25 million now owed by the Khmer
Republic and Vietnam. In this context, it should be noted that our performancc
in assuring debt repayment is best in countries where we maintaln good bilateral
relations. And conversely, situations where bilateral relations bear the legacy
of historic animosity or are clouded by serious friction often constitute serious
debt collection problems.

Arrearages other than the five cases cited above total approximately $184 mil-
lion. The largest of these are attributable to Iran ($36 million) and Zaire ($25
million). In the case of Iran, the.United States has made extensive efforts to
collect arrearages owed on two surplus property agreements signed in 1945 and
1948. Iran made payments totaling $11 million on these debts during the late
1940's, but halted them during the period of instability in the 1950's.

As a result of recent negotiations, Iran made payments of $750,000 (March
1973) and $1.8 million (October 1976). Iran has, however, made future payments
conditional on progress in settling & claim they have against the United States
for damages to Iranian railways by allied military forces during World War II.
They place their claim at $172 million. We have advised Iran that the evidence
they have submitted to date does not substantiate a claim against the United
States. We have also stressed our position that the long established surplus prop-
erty debt, the validity of which is not in question, should be paid off without
reference to the unconnected Iranian claim. We have noted, however, that we
remain willing to give the Iranian claim—which is further complicated by the
issue of the division of financial responsibility in Iran during World War II
between the U.S. and the United Kingdom—a full hearing. It i8 our intention to
continue pursuing this matter at an appropriately high government level.

The Zairian arrearage is a refiection of the serious economic situation which
has affected that country since 1974. This situation has been characterized by
substantial balance of payments deficits, a prolonged pause in economic growth,
and a large accumulation of arrearages on foreigmdebt. It was the view of the
International Monetary Fund that a rescheduling of Zaire’s external debt was
an essential element in economic recovery. This analysis was shared by all of
Zaire's official creditors who have subsequently negotiated two Paris Ciub re-
scheduling agreements covering a large portion of the 1978 and 1977 maturities.
Until such time as the United States and Zaire conclude an implementing agree-
ment on 1977 maturities, these payments are technically recorded as arrearages.

Apart from the debt owed by Zaire and Iran, a large portion of the remaining
arrearages constitute technical and administrative problems rather than any
intentional fallure to pay.

DEBT REFEGOTIATIONS

Recognizing that extraordinary circumstances may require a modification of
loan terms to reflect a change {n conditions In a borrowing country, the Congress
has provided authority for debt renegotiation for each United States Government
lending program. Even with this authority, however, it is United States poliey to
confine the use of this authority to extraordinary situations where necessary
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to assure repayment. Eligibility for debt relief has traditionally peeu based on &
“‘case-by-case” examination of individual debt problems as they arise. This is
normally done in a multilateral framework to insure equal treatment among
creditors.

The incidence of serious debt servicing problems requiring multilateral debt
relief continues to be confined to a few countries. Although the period 1974-17
has been a particularly difficult one for the developing world, the vast majority
of developing countries have continued to service fully their officlal debts. During
this four year pericd only six countries required multilateral debt renegotiation,
with the United States participating in the agreements for four of the countries,
India, Pakistan, Chile, Zaire.

Multilateral debt renegotiations affect government or government-guaranteed
debt. Usually short-term credits, all unguaranteed Lank credits and loans from
the multilateral lending institutions (World- Bank, etc.) have been excluded.
The U.8. has no legal authority to bind private creditors to these agreements.
As a result, the United Sta‘es participation has been conditioned on debtor
country agreement to make all reasonable efforts to reorganize unguaranteed
private credits on terms comparable to those covering government credits. This
reflects our view that the principle of comparable treatment of both public and
private creditors is appropriate, and that it is highly important that the risks
of lending be shared by both. We do not believe public creditors should “bail-out”
their private-counterparts. In addition to establishing an unfair burden on tax-
payers, such a “bail-out” could lower the generally current high level of lend-
ing standards by glving both private lenders and debtor countries the false
impression that creditor governments are willing to assume responsibility for
the repayment of private debt.

In closing, Mr. Chairman, I would like to restate vy belief that debt problems
are neither widespread nor unmansageable. Given a reasonable international
economic environment, debt problems over the next several years should be con-
fined to a relatively few countries. On the collection of arrearages and prudent
use of debt renegotiation, we think our record is a good one, but will continue
to press for improved results wherever possible.

[Whereupon, at 12 p.m., the subcommittee was adjourned.]
[By direction of the chairman the following communication was

made a part of the record:]

ALEXANDRIA, VA., January 25, 1978,
Hon, HArrY F. Byrp,
U.S. Senate,

Washington, D.C.

DEAR SENATOR: According to-yesterday's Washington Post a Treasury officlal
testified before you that there is no cause for alarm in loans abroad by U.S. banks.
Unforunately, this ig not the case when we consider the whole picture. Coming
on top of the current enormous U.S. balance of payments deficit thege loans in-
crease the supply of dollars in world money markets and create additional pres-
sure on the dollar rate. It {8 true that these loans help oil importing nations to
finance their deficits but they of course increase the U.S. deficit which has to be
offset by inflow of funds from abroad.

It would not be a sound policy to keep ralsing domestic interest rates until
adequate funds are attracted from abroad—the effects on the domestic economy
might prove to be intolerable. I suggest that we have reached the point where
U.S. banks should stop increasing thelr loans abroad and in fact should reduce
their foreign loan volume. The U.S, Treasury and the Federal Reserve System
have adequate means to persuade the banks to cooperate. Such a policy would
strengthen the dollar and give the world economy again a sound monetary basis
without the U.S. economy being pushed into a depression. The oil importing na-
tions with the help of international agencies would find credit in the countries
where the surplusses are.

Statistical data published by the Department of Commerce show that in every
three-months period since 1970, when the dollar dropped markedly against the
German mark, there has been a substantial increase in U.8. bank loans to foreign
borrowers (1971/3 q., 1973/1 q. and 1974/4 q., 1975/4 q. and 1976/1 q., 1976/8, 4 q.,
1977/2 q.) while the dollar value recovered as a rule when loans dropped or rose
only slightly (1974/3 q., 1975/3 q., 1977/1 q.). U.S. bank loans, of course, are only
one factor in the complex dollar market but thelr magnitude is such to make it a
major factor and presently the only one we can influence readily.



85

To sum up, if we are sericus about the integrity of the dollar, we have to choose
between driving up interest rates at home and reducing U.S. bank loans abroad.
The dollar depreciation of the last few months hag demonstrated that the U.S.
can no longer be banker to the world without thinking of its own liquidity. I
am not advocating the setting up of exchange controls but suggest that & measure
of sanity be brought into the admittedly uncontrolled foreign loan activities of
U.S. banks.

Yours truly,
RORERT FISENBERG.
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