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T hurs da y , J u n e  29,1961.

STA TEM ENT  OF TH E SECRETARY OF STA TE

W IT N E SSE S

HON. D EA N  RU SK , SE C R E T A R Y  OF  STATE
HON . JO H N  0.  BELL, D EP U T Y  CO ORD IN AT OR FO R  FO R E IG N  A SSIS T ­

ANCE,  D E P A R T M E N T  OF ST A TE
W IL L IA M  P.  BUN DY , D E P U T Y  A SSIS TA N T SE C R E T A R Y  OF D E F E N S E

FO R IN T E R N A T IO N A L  SE C U R IT Y  A F F A IR S  
SE YM OUR J . R U B IN , P R E S ID E N T ’S TASK  FO RCE ON FO R E IG N  EC O­

NO MIC  A SSIS TA N C E, D E PA R TM EN T  OF STA TE 
M. R IC H A R D  B A R N E B E Y , PR ESE N TA T IO N S O FF IC E R , D E P A R T M E N T

OF  ST A TE
JO H N  R.  MOSS LE R,  D IR EC T O R , BUD GE T D IV IS IO N , IN T E R N A T IO N A L

COOPE RATIO N A D M IN IS T R A T IO N
BR OO KS  H A Y S, A SSIS T A N T  SEC R ETA R Y  OF  ST A T E  FO R CO NGRES ­

SI ONAL R EL A T IO N S, D E PA R T M E N T  OF ST A T E

Mr. Passman. The committee will come to order.
We have with us this morning the distinguished Secretary of State, 

the Honorable Dean Rusk, and also our former  colleague, the Assistant 
Secretary’ of S tate for Congressional Relations, the  Honorable Brooks 
Hays, and other distinguished witnesses.

We are happy to have you with us, gentlemen.
Before we he ar the Secretary , I should like to make this comment:
It  has been the policy of th is committee for many years to receive 

24 hours in advance of the hearing  the prepared statements of our 
witnesses. I feel sure some of the witnesses from the State Dep art­
ment are fam iliar with tha t practice. When we receive the statements 
maybe an hour before the hearings, it does not give the members 
sufficient time to study the presentations and prepare proper ly for 
discussion and questioning.

Therefore, if you will, please pass the word along to the other 
departm ents and ask them, if they can, to submit their  prepared 
statements to the committee 24 hours prior to the  hearings.

It  is impossible for  us to prepare adequately for our examination 
unless we have these statements in advance.

Mr. Secretary, do you have a statement to make to the subcom­
mittee ?

(l)
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Prepa red Statement

Secretary Rusk. Yes, Mr. Chairman.
Copies of the statement came down last evening, but I believe they 

were upstairs. I am sorry they were not here the first thing this 
morning.

Mr. Passman. We unders tand, and we did not particularly  refer 
to your statement, but I thought this was an appropriate time to re­
state the policy of the committee.

Secretary  Rusk. Thank you, Mr. Chairman and members of the 
committee.

Mr. Gary. Excuse me.
As I  understand it, tha t is the policy of the full committee as well 

as this subcommittee. r
Mr. P assman. Tha t is correct.
Mr. Gary. It applies to all of the subcommittees.
Secretary  Rusk. We shall comply, Mr. Chairman.
Mr. Chairman, members of the committee, I welcome this first op- #

portunity to meet with you. and to discuss with you the appropria tions 
which are being requested for our foreign-aid  program. The ap­
propriation requests which are now before you are central to our 
entire foreign policy.

At  times we all have the feeling that our foreign relations are a 
series of crises. There are, of course, always pressing events with 
which we must deal prompt ly. However, the broad stream of our 
foreign policy must necessarily be planned and directed long in ad­
vance. Our economic and military assistance programs are very much 
a pa rt of our longer term planning. "What we do now will largely de­
termine whether the futu re will be relatively stable or dangerously 
chaotic.

It  is a truism that we are living in an era o f g reat  transition. Be­
neath the eddies of daily  crises there is the swell of change. We stand 
on the threshold of a new and turbu lent era.

Such a world involves many uncertainties and some grave dangers.
It  is sobering indeed to consider the hazards which an expanding 

nuclear age brings to mankind. We must be daily conscious of the 
relentless pressure of imperial ist communism against all nations and 
peoples still free from its control. We must unders tand the meaning 
of the g reat revolution of rising expectations and of progress in the <
less developed nations  of the world. We must work with the newly 
independent nations—40 since the end of  the war, 19 in the last year 
alone—as well as with our stanch and traditional  allies.

The President has recently described the southern half of the globe *
as the battleground of freedom. Here peoples, most of whom have 
only just obtained nationhood, are hearing about the possibility of 
progress. They believe it is possible for them and they are determined 
to have it. They will no longer accept as a fact  of nature  the poverty, 
ignorance, and misery in  which they have lived. They are determined 
to have for themselves and for the ir children enough food, decent 
housing, the benefits of their  own farming, an opportunity for educa­
tion, the essentials of health, and government which represents their 
interests.
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They are determined to have this progress and they will do the 
things they believe are necessary to atta in it and they will seek help 
from the industria lized nations able and willing to provide it. This  
revolution of progress is indeed the great tide in the, affairs of men 
today. The great question of our era is whether  these awakening 
peoples can carry  out that  revolution in freedom.

It  should be engraved on the minds of all of us that  the goal of the  
Communist nations is to capture  that  revolution and to subvert it to 
Communist ends. This objective is being pursued with rising in­
tensity. No one who has studied Mr. Khrushchev's major speech of 
Jan uary 6 or his speech of a few days ago can have any doubt about 
it. Those who heard him ta lk in Vienna about the world he hopes to 
achieve have no doubt about it. No one who heard the Pres iden t’s 
report to the Nation upon his return from Vienna should fail to un­
derstand the objectives of Communist strategy and the seriousness 
of the struggle in which we and other free peoples are engaged. And 
this understanding should be coupled with the knowledge that  the 
Soviet Union has grown since the  end of W orld Wa r TI—and is still 
growing—in economic, technical, and milit ary strength .

Tf this  is the Communist objective, what is ours? It  is a world of 
human dignity , peace, and freedom. It is a world of continuing 
progress—of progress for man, and not for the state. We seek not 
a static but a dynamic peace, in which all peoples will have the op­
portunity to achieve just and needed change.

I he purpose which we hold for ourselves and all others is a world 
of free choice in which the people of each nation may work out the ir 
destinies in thei r own ways, faith ful to thei r own tradi tions  and 
progressing  according to their  own genius. We have no desire or  in­
tention to make the world over in our own image. But we are dete r­
mined that the world shall not be made over in the image of any 
dogmatic creed which denies human dignity.

Our aid program reflects th at determination. To achieve our  own 
aims, we must join w ith the other developed nations to make it pos­
sible for the peoples of Latin America, Asia, and Africa  who are deter­
mined. to  succeed in the ir own efforts to develop their own societies 
through economic growth, social justice and free institutions. This is 
not a burden but an opportuni ty—the opportunity to join in leading a 
movement for progress in freedom. Not to seize this opportunity will 
be to open to the Communists an opportuni ty which tliev could not, 
otherwise gain for themselves—the opportunity of seizing this grea t 
revolution of progress, directing  it to their own ends and making it  the 
instrument of their  own limitless imperialist ambition. We cannot 
let this happen.

All of us are at times disturbed by the feeling that  our aid efforts 
have not accomplished all tha t we had hoped for them. T have cer­
tainly  had this feeling myself. T th ink though that  we may have ex­
pected too much too quickly from this program.  We may indeed have 
been tempted to oversell it, to have promised too much in annual  
requests for authorizations and funds for programs which have re­
quired time and patience and persistence. We may have underesti­
mated in the past the magnitude of  the forces for  change among w hich 
we have been w orking since the end of W orld Wa r IT. Perhaps also 
we have not been w illing  to recognize fully the vigor of the growth of
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those who  oppose ou r way  of  life . Whil e we sho uld  no t accept set ­
backs com placen tly,  we sh ould maintain ou r pers pec tive . In  t he  pas t 
15 years , if  we hav e not accomplish ed all we had  hoped, we ha ve never­
the less ach ieve d a grea t deal . Ce rta in ly  ou r economic aid  made pos­
sible  th e recovery of the  n at ions  of W est ern  E urope. Th ey  now sta nd  
beside us as mili ta ry  alli es an d as pa rti cipa nt s in the  effort  to assist  
the pro gre ss of  the  less dev eloped  area s. O ur  aid  ma de it possib le 
fo r Greece and Tu rke y to  m aint ain th ei r independence  a ga inst  severe 
pressures.  The str ug gle has sp read  to othe r areas where ou r help is 
essent ial fo r n ational s urv iva l.

The cos t to us of ou r acc om plishm ent s has been ap prox im ately 1.5 
per cen t of  ou r gross na tio na l prod uc t ove r thes e yea rs. I t  has  been 
money necessa rily  sp ent , and m ost o f it h as been well spe nt. We  m ust 
look, however , to the  pas t fo r lessons as to how we may impro ve the  
effectiveness of  our effor ts in the  fu ture .

The Pres iden t has brought int o the  a dm in ist ra tio n a n um ber of peo­
ple wi th a va rie ty  o f person al experie nce  in the  d ifficult tas k of  w ork ­
ing  wi th the develop men t of  new nat ion s. These men  have  join ed 
with those who have  been wrestl ing wi th the pro blem ove r the  las t 
decade to draw  upon  thei r com bined experie nce  and wisdom to pla n 
fo r the  pe rio d a head. We ar e now si tt in g wi th the  Cong ress to  review  
the  lessons o f t he past and  to disc uss  these pla ns  fo r the  fu ture .

se cr et ar y 's c o n c lu sio n s or  fu t u r e  nee ds

I am dee ply  appre cia tiv e of  t he fac t th at  each of you has had  y ear s 
of  exp erie nce  in dev elopin g ou r aid  pro gra ms , some of you from its 
earlie st o rig ins . Each  o f you will have you r own c onclusions as to the 
lessons of  the p ast  a nd the g uid ance they give fo r th e fu ture . My own 
conclus ions  come from  my obser vations  both wi thin and out side the  
Gover nment  and  from my intensive examina tion of  the problem  in 
recent  months . I have sta ted the m to the  Fo reign  Af fai rs Com mitt ee 
and  I  sho uld  like  to lay them  l>efore you.

F ir st , we need simp lic ity —in leg isla tion  a nd  in adm in ist ra tio n.  We 
need au th or ity  to move prom pt ly . Tha t au thor ity  sho uld  be in the 
hands of  respons ible  and identi fiable  ind ivi duals , no t in faceless com­
mit tees or a diffu sed bu rea ucrac y in the  execu tive  bran ch.  The abili ty 
to make pr om pt  decis ions affects ou r capacit y to enlis t the  help of 
oth ers —go vernments, in ter na tio na l bodies, and pr ivat e insti tut ion s 
and agencies . Many coun tries  receiv ing  aid  need help with good 
public  ad m in is trat io n;  one way to teach it is to pra cti ce  it. And we 
mus t not forge t that  diffused res ponsibi lity breeds delay,  and th at  
delayer! deci sions are  ofte n mo re expensive than  tim ely  ones.

Second, shor t-t erm  fina ncing,  hazar dous and unev en, mak es it diffi­
cu lt fo r us and  those  we are try in g to he lp to plan ahe ad fo r the  
efficient use of  both  our and  th ei r resources. Econom ic and social  
dev elopment  takes time, alt ho ug h the  ra te  of impro vem ent  can be 
rapid.  Reali stic d eve lopm ent req uir es th at  first th ings  be done  fi rst— 
such first  th ings  as  th e pr ep arat ion of  tale nt , the  b ui ld ing of  essential 
ad min ist ra tio n,  p rovision fo r bas ic pub lic services, and the  enl istme nt 
of  the  int ere st and  ene rgie s of  an en tire people. Sh or t-t erm plans 
ten d to empha size the  dr am at ic  ove r the  basic , the facade  over the  
founda tio ns .
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Thi rd , the  cr itica l bot tlen eck  in development  is in the  skil ls and 
ta lents of people. Thi s is especia lly t rue of ass ista nce  provided by one 
co un try  t o anoth er.  I t  is tru e on both sides. We cannot dra ft  ski lls  
an d talents. We  sta ff ou r own public and pr iv at e aid  prog ram s 
th roug h vo lunta ry  rec ru itm en t. I t has  to be said th at  the re is a 
ser ious shortage  of  men and women who combine the hig hes t profes ­
sional qua lificati ons  with  a wil ling ness to serve in dista nt  and of ten  
difficult pa rt s of the world . We can  be gr atef ul  fo r the  ga lla nt  and 
dedic ate d service which  those in ou r aid prog rams hav e ren der ed,  bu t 
the search  both  fo r ta le nt  a nd  imp rovement  is nev er endin g and mu st 
be a c entra l preoccupation  of  o ur  efforts.

Fo ur th , the  burden of  assi stan ce is no t one whi ch we can  or  need 
ca rry alone. W ha t we do can now be jo ined wi th the efforts of  other’s, 
in a serious  u nd er taking  to help the  lesser dev elop ed peop les to move 
econ omically and  soc ially int o the modern world . Ot he r fre e and 
adv anc ed nations  are  read y to help . In te rn at io na l org aniza tio ns  can 
mul tip ly  our resources and add to the  tal en t of  whi ch we a re in shor t 
supply.  A g reat  v ar ie ty  of  pr ivat e a nd  volun tary  age ncies in our own 
an d othe r cou ntr ies  is pl av in g a most signif icant role.  An d we can 
look t ow ard  incr eased pa rt ic ip at io n.  Co untrie s r ece iving aid will  d is­
cover tha t th ey can he lp e ach othe r in  regio nal  co ope ration.  St im ul at ­
ing oppo rtu ni tie s fo r m ul tip ly ing the  effo rt can be fou nd th roug h 
im agina tiv e and flexible admi nis tra tio n.

F if th , the re are cond itio ns  which sho uld  be met before  the com mit­
me nt of our resources to  foreig n aid . Our  own intere st,  as well as 
ou r hopes fo r a b et te r wo rld , lead  us to lend  ou r ass istance  to  o the rs. 
I t is essentia] th at  we do so w ith ou t the “s tri ng s” which offend, o r im ­
pai r the  freedom of  oth ers . Bu t we do believe th at  our investments  
sho uld  be good inv estme nts , th at  we should be given som eth ing  to 
su pp or t, and  th at  hon est  and di lig en t admin ist ra tio n is indispensable 
if  out side  help is to be productive. Self-help mu st be ou r pr incipa l 
“s tr in g” and  an insis ten t one.

Sixth,  economic an d social develop ment can occur only  throug h 
adv ance on a broad fr on t— in educ atio n, h ealth , economic p rodu cti vit y, 
an d good admin ist ra tio n.  Atte mpts to  advance  a  narrow sector  alone 
are  l ikely to fai l. Developm ent  r equ ires a n en tir e peo ple  to  be on the  
move—in tere sted, aler ted,  e nerget ic, and se lf- re lia nt.  Na tional devel­
opme nt cannot be im port ed ; it can  come only  fro m wi thin. Ou tsid e 
he lp can stimu late and enc ourage , and can fill c rit ica l gap s, bu t only a 
people  inspir ed by th ei r own leaders can deve lop themselves .

Fina lly , the  mood an d sp ir it  of ou r aid  are  re leva nt  to its  success. 
We sh ould seek p erf orma nce, not  gr at itu de , because t he  yie ld in f rien d­
sh ip  is more en du rin g if  it  is not  extor ted . I f  we hav e som ething to 
teach,  we have much to  l earn. Our  objectives in forei gn  aid will no t 
lie won by quick, f lam boy ant  successes but in quiet  an d persistent effort, 
ap pli ed  in complex and un fa m ili ar  situa tions , as we help oth ers  to 
achieve  a larger  s hare of  t he  common aspir ati on s of  m an.

NE W  PROPOSALS FOR ECO NOM IC ASS ISTANCE

In  orde r to draw  up  a new prog ram fo r economic assistance in the  
lig ht  of  these an d othe r conside rat ion s the  Pr es iden t des ignated Mr. 
Hen ry  Labouiss e, the  Dire ctor  of the  In te rn at io na l Coopera tion A d­
min ist ra tio n,  to hea d a ta sk  forc e fo r th is pur pose.  Mr.  Labou isse ’s
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principal associate is your former colleague, Mr. F ran k Coffin, who is 
now Manager of the Development Loan Fund  and who has had prin­
cipal responsibility for the preparation  of the economic aid program. 
Mr. George Gant, former General Manager of the Tennessee Valley 
Autho rity, and now a prominent official of the Ford Foundation and 
an expert on management, has worked with these gentlemen in organ­
izing the  new adminis tration  which it is intended will execute the aid 
program. These gentlemen will be before you with others to discuss 
the new program and its administrative arrangements in detail. How­
ever. inasmuch as the whole purpose of the program is to achieve 
foreign policy goals of the United States, I  should like to discuss with 
you the principal new proposals involved in it :

U N IF IE D  ADM IN IS TR ATI ON

You on this committee perhaps  know better than  anyone else the 
importance and. the difficulties of the administration of th is program. 
We too, are concerned about it. We have concentrated first on t rying 
to develop a plan of administration which will be best calculated to 
achieve good results  with prompt action to eliminating unnecessary 
costs of overhead.

We believe that  the experience of past years has shown three major 
needs: unified administration, clear reflection of policy, and the most 
talented and capable administrators we can find. The establishment of 
the Development Loan Fun d to provide loans fo r development was a 
ma jor  step forward. However, a separate agency for this purpose does 
not make fo r the most economical and effective use of our resources. 
We propose therefore to bring together in a single agency the func­
tions now served by both the International Cooperation Administra ­
tion and the Development Loan Fund. Opportunities have been 
missed in the sales of surplus commodities under Public Law 480 to 
achieve maximum benefit fo r development programs. For this  reason, 
we propose also to bring the food-for-peace program under the general 
direction of the new agency.

The reason for existence of the economic development program is to 
serve the policy objectives of our Government. In order to provide 
closer integra tion with policy consideration we intend that  the new 
agency be in the Department of State and be headed by an admin istra­
tor  who will rank as an Un der Secretary of State and who will report 
directly to the Secretary of S tate and to the President. Central direc­
tion and responsibility for the program will be fixed in this adminis­
trator.

You know from your repeated examinations of this program that its 
administration is complex. It requires the most capable admin istra­
tors and the most skilled technicians. The operating agencies have in 
the past tried to employ such people but it must be said frankly that  
this has not always been possible. We hope that  the recognition of the 
great objectives of the program and its establishment on the 5-year 
basis requested by the President will facilita te recru iting  the kind of 
people we must have.

COUNTR Y P L A N N IN G

We intend to form the internal organization of the new agency on 
geographic lines. We will place in charge of each geographic  area an



assistant administra tor of the rank  of an Assistant Secre tary of State . 
He will be responsible for developing, in close association with the  As­
sista nt Secretary for that area, aid plans which will most directly serve 
the development needs of our foreign policy objectives for  the coun­
tries we help.

There is reason to suppose tha t in the past  our aid has been directed 
too frequently to short-term objectives, and fallen short  of what we 
might have hoped for  it. To make the most economic and effective use 
of the limited men, money, and resources available, it is important to 
develop and follow in each country a carefu lly thought out system of 
prior ities  and, where possible, a plan for long-term development. This 
approach will support our foreign policy goals most effectively and it 
will be central to the administration o f the new program.

I have briefly described the struggle of the free nations fo r progress. 
This struggle, to succeed, must lx* continued resolutely over a period 
of time. I t must be approached by the developing countries  them­
selves on a long-term basis. They have limited resources and they 
must lay thei r plans and determine their priorities to use these limited 
resources in the most effective manner. Where our help is essential, 
they cannot make their own plans with any confidence unless they have 
reasonable assurance of our assistance over a period of some years. 
In order tha t our aid administra tors may give these assurances it is 
necessary that we shall have decided as a nation what we intend to do 
to encourage and assist the development process over a reasonable 
period ahead. We must stop try ing  to live from crisis to crisis and 
plan to build in a way which we may reasonably hope may forestall 
crises.

The essence, therefore , of an effective program for long-term devel­
opment in the decade ahead is the power to make firm commitments for 
such development.

FIV E-Y EAR BORROWING AU TH OR ITY REQUESTED

For  th is reason the President  has asked the Congress to grant him 
this auth ority by enabling him to borrow from the Trea sury  over a 
5-vear period funds fo r such purposes in amounts equal to a minimum 
appraisal of the need.

I recognize that  this proposal is of direct interest to this committee. 
I know it is said that its purpose is to avoid coming to this  committee 
for funds for  economic assistance. This is not its purpose. It  is 
proposed because those who have had, and now have, responsib ility for 
the conduct of our  foreign relations have believed tha t in this era the 
authority to make long-term commitments to development is essential 
to the effective conduct of those relations. President  Eisenhower, Sec­
retary  Dulles, Secretary ITerter, Under Secretary Dillon, and now 
Presiden t Kennedy and I have repeatedly declared the importance of 
having an assurance for a reasonable period  of the  funds  which will 
be available for long-term economic development.

The purpose  of the proposal is to make i t possible to relieve the de­
velopment process from the difficulty of working under the uncertain ­
ties of annual funding—whether this be by either autho rizing  or ap­
propria tion action or both. What is needed now is a commitment by 
the Congress, on its own authority , of U.S. partic ipation in the process
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of  d eve lopm ent fo r a reali sti c per iod . We belie ve th at  5 years  is such  
a per iod . Th is ac tion wil l announce a na tio na l pol icy  of  t he  g reates t 
signi ficance. Alth ou gh  i t w ill be kn own  t hat  fut ur e action of  the C on­
gre ss can lim it or  e nd  th is  poli cy, th e dev elopin g na tio ns  will  be able  
to ac t under t he  pr esum pt ion th at  i t will  continue  unless the Con gress 
decid es otherw ise  an d the y wil l feel safe in th e convict ion th at  the 
Congress, once h av ing assert ed  i ts poli cy, will  n ot  l ight ly  reve rse it.

I  know th at  th is  prop osal  rais es in the mi nd  of  many members a 
question of con gre ssional con trol . We  a re no t askin g fo r a red uction 
of  th at  con trol in  an y r esp ec t except the  single e ssentia l of est ab lishin g 
a congress iona l polic y t hat a specific am ount of fund s will  be available 
fo r a  s tat ed  pe rio d unless reaso ns o f sufficient consequence a rise  to  c ur ­
ta il  or  revoke them .

W ith in  th is single  premise,  the statute does ev erything  reason ably 
poss ible  to pre serve to  the Congres s effective con trol. I t  does not 
make the  fund s avail able all  at  once bu t only  by  an nu al  increments. 
Cri te ria are  est abl ished fo r th ei r use. Qua rte rly repo rts  are  to be 
made. St an da rd s fo r loans will  be set by an int era gency loan  com­
mi ttee. There  wi ll be an an nu al presen tat ion  of a id  legis lat ion  to  bo th 
the au thor iz ing and th e ap pr op riat in g commit tees  du rin g which all 
develop ment l endin g o pe ratio ns  will  be rev iewe d. Th e Congres s wo uld 
no t only  hav e th e o pp or tu ni ty  to  ch ange the  le nd ing cr ite ria  and othe r 
pro vis ion s coverin g loans bu t also to  cu rta il or  even  to  end  the  bo r­
rowi ng  au thor ity  o r any part  o f it. The len din g opera tio ns  are  m ade 
specifica lly sub jec t to th e pro vis ion s of the  G overn me nt Co rpo rat ion s 
Co ntro l A ct under w hich th e Pres iden t mu st subm it to the ap pr op ria­
tio ns  Committees  an an nu al  budget fo r len ding  ope rat ion s. Un de r 
th is  p rov isio n t hi s com mit tee,  if  i t f inds it  necessary  to do so, may rec­
omm end  the  inclusion in  th e foreign  aid  bil l in an y ye ar  of a lim ita ­
tio n on len din g op era tio ns  as well as on ad min ist ra tiv e expenses.

You wil l recall th a t 4 ye ars ago Pr es iden t Eisen howe r, Secre tar y 
Dulles, and then Und er  S ec re tary  H er te r urg ed the pro vis ion  of lon g­
term  com mitment a ut ho ri ty  for  the Dev elopment  Lo an  F un d.  A t t ha t 
tim e it  was  intend ed th at the D LF sho uld  mak e loans repaya ble  in 
so ft currenc ies.  Re paym ents un de r the  new prog ram are  to be only  
in do lla rs  and only  upon a findin g of reasonable,  if  long-term , pros ­
pects  of  repaym ent . Suc h fu nd ing we believe wi ll meet  the  tes t of  
fu ll fiscal re spo nsibil ity .

Let  me say fina lly th at  th is  au thor ity  is asked because its  absence 
leaves the process of lon g-t erm  dev elopment wi thou t a vi tal  ingre di­
en t—assu rance of long-te rm  he lp fro m the  U ni ted State s. It s prov i­
sion by  th e decision of the Congres s f or  a 5 -year pe rio d wil l be a land ­
ma rk in U .S.  fore ign  policy . We  hope thi s need will  have your  und er ­
sta nd in g a nd  you r su pp or t.

I wi ll say  fran kl y th at  it  is difficult to  det erm ine  precise ly what 
fund s wil l be needed fo r develop ment assis tance. We  all  know  tha t 
the po tent ia l needs of the deve lop ing  c ountr ies  are  v ery  gr ea t indeed . 
The rea l question is wh ethe r th ei r governments a nd  peop le can orga n­
ize them selves to unde rta ke  t he  necessary dev elopment  a t a r ate which 
is necessary  to meet the leg itimate  dem and s and aspi ra tio ns  of th ei r 
peop les. Th e question is a lso how well we m ay org ani ze our own ad ­
m in is tra tio n fo r the very difficult  t ask of  wo rking  ou t wi th these na ­
tions proje cts  and  prog rams whi ch will  pro mote th ei r pro gre ss and 
which can  be c arr ied  out effective lv.
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We believe th at  the  dev elopin g na tio ns  and we ourselves can use 
wisely an d effec tively the fund s fo r which the  Pr es iden t ha s asked . 
I f  the  fu nd s are  so used, prod uc tiv e deve lopm ent pro gra ms  w ill grow. 
We need  to have these  resources to assist in th at  gro wth. In  ma kin g 
thes e resources ava ilab le, we wil l be ful fil lin g th e kind  of  function 
th at  a sound bank does in a grow ing domestic  com munity .

KE LE XDIX G OF  LO AX  RE PA YM ENTS

Over the ye ars  a po rtion  of  the aid  which we have  made ava ilab le 
to Eu ro pe an  na tions  h as been in the form of  loans . These  loans are 
now being  rep aid . We are  also  receiv ing  rep ayme nts  o f a po rtion  of 
the  ass istance  we pro vided to de feate d Ge rmany  and  Ja pan  as occu­
pied  areas.  These rep ayments —prin cipa l and int ere st—will amoun t 
to an est im ate d $287 mi llio n in fiscal ye ar  1962 and  to an annu al aver­
age of  $300 mil lion  ove r the  ne xt  5 yea rs. The Pr es iden t is ask ing  
au thor ity  to reuse these repa ym en ts fo r fu rther  len ding  fo r 
dev lopment.

GRANT AID

In  ad di tio n to the  fund s the Pres iden t asks  fo r lon g-t erm  develop­
ment loans,  t he  request before you  includes a pp ro pr ia tio ns  o f $1,690,- 
500,000 fo r gr an t assis tance . Th is  tot al is the  sum of  am ounts  asked 
fo r indiv idua l cate gories of assistan ce. These are  new cate gories,  i n­
ten ded to descr ibe more accurat ely  the  purposes fo r wh ich  the  fun ds  
reques ted  are  to be used. These  categories  and the need  fo r fun ds 
un de r each of  them will  be discussed wi th you  at  leng th  by Mr.  La- 
bouisse , Mr.  Coffin, and oth ers . How eve r, 1 should  lik e to men tion  
several of  them briefly .

DEVELOPMENT GRANTS ($ 380 MILLION)

Th e long-term  dev elopment  which I hav e discussed thu s fa r must 
be d ire cte d tow ard  c reati ng  th e b asic  economy needed to  make increas­
ing  stan da rd s of liv ing poss ible.  Th is is esse ntia l, ye t it is by no 
means  enough. We will have fa ile d in ou r major  purpo se if  condi­
tio ns  are  not deve loped concurr en tly  which will make the  benefits of  
such grow th  fa irl y avail able to all of  the  people in the dev eloping 
cou ntr ies . Such a prog ram of  aid  to social pro gre ss has been au thor ­
ized by the  Congres s fo r Lat in  Am erica. Yo ur  com mit tee has  held 
ful l heari ng s oil th is prog ram a nd  ha s recommended the needed fun ds.

I  wou ld like  to  say to you th at  your  action has  p rovid ed  a d ram ati c 
symbol of  t he  de ter mi na tio n of  t he  Un ite d State s to he lp the  n ations 
of  Lat in  Am erica in land  ref orm , the  dev elopment  of  ag ric ul tu ra l 
cred it,  de cent  ru ra l and  ur ba n housing , c ommunity  developm ent,  sa ni­
ta tio n and he alt h faci lit ies and the  creation of urge nt ly  needed edu­
ca tio na l op po rtu ni tie s fo r all.  The  pr inc ipal task  must, of course , be 
their s. No am ount of  he lp  from us can  achieve prog rams of social 
jus tic e unle ss the  na tio ns  them selves act  to achieve  such  objec tives . 
Thi s is true  as well of the na tio ns  of  Asia and Afr ica.  Yet , where 
they  are  wi lling  to take  the necessary measures, ou r aid  can be an 
ind ispensab le ingred ient  to  social pro gress.

We  there fore pro pose dev elopment  gr an ts  to continue the  est ab ­
lished and inv alu able po in t 4 prog ram and to ext end to a numb er of  
othe r cou ntr ies  the  pr og ram of  aid  to social prog res s which we hav e 
un de rta ke n in L at in  Am erica.
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SU PP ORTIN G AS SI ST ANCE  ( $ 5 8 1  M IL L IO N )

I have spoken of development lending and development grants first 
because it is our purpose to emphasize insistently and increasingly the 
trend of our economic aid toward assistance to long-term develop­
ment. We know, however, that  there will be a number  of countries in 
which our supporting assistance will be needed for some time. These 
include allies which are under taking  a substan tial military burden, 
grea ter than thei r own economies can support. Other friendly coun­
tries provide valuable assistance to our security effort through bases 
and other facilities. Still others would face economic collapse and 
interna l chaos without our continuing help. We must provide that  
help, but we do not intend that  it will continue indefinitely. It  is 
our purpose to encourage countries receiving this type of assistance 
to use it in ways increasingly related to  economic and social develop­
ment. We hope in th is way that  the amount of  support ing assistance 
should decline and tha t such aid can be terminated  or transferred  
toward development loans and development grants.

A few countries have made such progress tha t suppo rting grants 
may be ended with the current fiscal year. We hope that  for others 
the point of transition will be reached in the  years immediately ahead.

IN TE R N A T IO N A L  OR GA NIZA TION S ( $ 1 5 3 .5  M IL L IO N )

International organizations have come to have an indispensable and 
irreplaceable role in development. The United  Sta tes in the past has 
taken the leadership in creating and supporting the technical assist­
ance and other aid programs adminis tered by the United Nations and 
other international organizations. These programs have had an in­
direct value of immeasurable importance in streng thening  the inte r­
national organizations themselves, and our leadership in them. These 
multilateral assistance programs provide a significant means by which 
scarce resources of money, knowledge, and skills may be increased 
by contributions from other developed countries.

In some countries in whose progress we are deeply interested we 
must recognize a hesitation to receive direction or guidance from us 
or any other mai’or power. Yet these countries will willingly accept 
advice on administrat ive and other reforms coming from international 
organizations of which they are members. In some cases where aid to 
progress is essential the circumstances are  such that  only the United 
Nations or other internat ional organizations may be the effective 
instrument of aid.

There are those who contend that our  assistance should be held 
entirely in our own hands or, at the other extreme, that aid through 
international organizations is the only road to progress. The sum 
requested under this category is not arrived at bv any such generali­
zation. It  is composed of 10 items—each one of which is intended 
to serve a specific purpose and each one of which will be justified to 
you individually. Each of these contributions, whether to the United 
Nations or a regional group, supports the  objectives we are try ing  to 
achieve in our  foreign relations.
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DEV EL OPM EN T RE SE AR CH  ( $ 2 0  M IL L IO N  )

This is a new proposal and one which 1 believe deserves your warm 
support,  fo r it is intended to increase the effectiveness of every dolla r 
you recommend for the use of our aid effort. It  is proposed because 
the experience of the last 15 years has shown us how much we must 
still learn about effective assistance to the economic and social progress 
of other nations. The President ’s Science Advisory Committee has 
made a special study of this  problem and has recommended the creation 
of a unit  within  the new aid agency to stimula te and finance intensive 
research on the best use of development resources. 1 believe every 
dollar  put  into this  project  will be repaid  many times over in 
accomplishments.

PR OVIS IO N FO R C O N TIN G EN CIE S ( $ 5 0 0  M IL L IO N )

I do not like to have to tell you th at in any year it is more difficult 
to foresee all needs of economic assistance funds than in the year just 
passed, but this is the  case. In the tumultuous world in which we live, 
with the ever increasing probing  and pressure of the Communist bloc 
to break through the  defenses of the free nations,  the flexibility which 
we have had in our aid program in the past must be increased in the 
future. Neither the Executive nor the Congress can safely predic t now' 
the precise needs for  aid funds which, in w’ise regard for our own na­
tional interest, we shall need in the coming year. Abundant experience 
has shown us tha t, despite the most careful planning, events will occur 
which can now be foreseen only in  p art  or not at all. For  example, in 
the current year the Congress authorized $150 million;  but before the  
appropria tion could be made, it was necessary to add an additional 
$100 million for contingencies which even a few months before were 
uncertain or unknown. Even this sum has provided inadequate and 
has been supplemented by a tran sfer  from the military assistance 
appropriation.

The President had at first planned to ask for this same sum for the 
coming fiscal year, but the pace of events has become such th at he has 
increased his request by an additional $250 million. This latt er sum 
would be used only upon a Presidential determination in each case 
where a sudden and extraordinary drain  of regu lar funds make neces­
sary the use o f this emergency reserve.

These are uncertain times of ra pid change. If  we prepare now for  
only what we can foresee we will expose ourselves equally to dangers 
we cannot meet and opportuni ties we cannot seize.

I therefore  urge upon you most seriously the President ’s and my 
own belief in the importance of having  available to him these re­
quested contingency funds.

IN TE R N A T IO N A L  PE AC E AN D SE CURIT Y ACT

Thus fa r I have dwelt on economic development and social progress 
as being essential to our own hopes for a futu re peaceful world. I t  is 
righ t tha t we should devote ourselves to such goals. However, there 
can be lit tle hope of achieving these goals unless the nations we a re 
attempting  to help can be assured the opportuni ty of undertak ing the ir 
constructive work in an environment of internal tranq uilli ty and of
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security  against external attack. These is an inescapable partnership 
between economic and social progress on the one hand and conditions 
of internal security on the other. Neither can long exist without  the 
other. Therefore, while we are undertaking new efforts toward de­
velopment, we must not minimize the urgent need to continue our mili­
tary assistance and to adapt it to new requirements.

While economic penetra tion by aid and trade are new weapons in 
the Communist arsenal, the old weapons of force are daily visible. 
The Soviet Union continues to maintain its great nuclear power. It  
and Communist China still have enormous conventional forces whose 
firepower is being constantly increased. These forces, poised on the 
borders of the free world, are a powerful and ever-present threa t. 
The Communist bloc has added a new dimension of aggression : agi ta­
tors, inf iltrators,  and guerillas whose objective is to abet or incite sub­
version or insurrection. Where there is justified discontent with 
poverty and oppression, the time is ripe  for revolution. We can ap­
plaud a genuine movement for freedom. But the danger now is tha t, 
as in Cuba, the people’s revolution against oppression will be stolen 
from the people and under Communist control become itself an in­
strument of oppression. We see thi s same technique now a t work in 
Laos. In Vietnam also infiltra tors from Communist Viet Minh are 
waging a campaign of terror and assassination to capture that  de­
veloping nation.

We cannot know with certain ty against which other nations  these 
patterns of concealed aggression, of  destruction from within, are now 
being developed. But we would be naive indeed to think they d id not 
exist both along the borders  of  the  Communist bloc and hal f a world 
away.

Until these threatened nations have been able to initia te measures 
for genuine progress which will arouse th eir people, there will be for 
many of them imminent danger of calculated disrupt ion of their 
peaceful processes and attempted seizure of governmental author ity. 
This must be prevented. If  our urgent task is to encourage their 
economic and social progress with our aid, so is it also to assist them 
in maintaining  the interna l security essential to tha t progress.

Our goal remains to work out safe means of inte rnational control of 
weapons of mass destruction and regulations of armaments. While 
we work tow ard these goals, however, we cannot let down the shield 
of our security. We must continue firm adherence to  our policy of 
collective defense everywhere that danger threatens. The imperative 
of main taining NATO power need hardly be mentioned. You have 
only to look a t the rising power of Communist China and the aggres­
sive thrusts  into Laos and Vietnam to grasp  the need for strengthening 
the defenses of our Fa r Eastern  allies and friends. And these indirect 
assaults are  being mounted agains t this hemisphere.

The proposals before you are designed to cover the bare bones of 
these needs. Over the pas t few months we have been conducting a re­
examination of all aspects of our policy of collective security and of 
our programs to effectuate those policies. These studies are still 
going on. The present proposals are based upon the conclusions we 
have reached thus far. Other plans  and programs must  be undertaken 
in the future. In several instances, these can be worked out only after  
we have consulted our allies. They will be reflected in our presenta­
tions to the Congress in future  years.



13

AVe believe the $1,885 million now requested is required to m ainta in 
essential positions of streng th while further  p lanning is being u nde r­
taken. More than half this sum is needed merely to mainta in forces 
in being and to cover essentially fixed charges. About 40 percent is 
to provide modernized and improved weapons for those areas unde r 
most immediate  pressure. By far the greatest regional share is di­
rected toward the Fa r East. Our allies there maintain  substantial 
and significant armed forces and the situation , part icula rly in south­
east Asia, demands provisions fo r increased strength.

One more po int about the new bill will be of par ticu lar interest to 
you. The contingency fund, as proposed in the  authorizing bills now 
before the legislative  committees, will be limited to the economic 
program. In  order to provide added capacity for the mili tary  pro ­
gram to meet important needs, a new provision is proposed to make 
it possible for the  milita ry assistance program to draw up to $400 
million in Department of Defense stocks and services in any fiscal 
year. Use of this authority  is conditioned on a personal determina­
tion by the Pres iden t tha t it is vital to the security of the United 
States.

This strict test  insures tha t this auth ority will be used only aft er 
the most careful consideration of the relative  needs of our  entire 
defense effort. Any such action must be promptly reported to the 
Congress and will be subject to reimbursement from subsequent ap­
propriations for milita ry assistance. Orders may be placed at once 
for any materiel needed to replace Defense Department stocks. 

CONCLUSION
Let me summ arize :
We live in a world where three great forces dominate all others. 

The first is the powerful demand for social justice and economic 
progress driv ing the peoples of  a thi rd of the world. A revolution 
of progress is boiling up simultaneously in scores of nations on three 
continents. Where this force is suppressed, it will explode. These 
peoples are on the move. They will not be denied.

The second great force is Communist imperialism. It  sp rings  from 
a mili tant  dogma and the expansionism of the Russian state. It  is 
vigorous and determined. It  threatens the outside world with nuclear 
weapons, missiles, enormous land,  sea, and air forces, and an arsenal 
of subversive and guerri lla tactics. It  is fully  conscious of the unrest 
in the new nations and determined to play  upon it.

The thi rd force is the force of freedom—the most powerful  of all. 
It  embraces the righ ts of man, the democratic ideal, and the reality, 
not the illusions, of independence and progress. I t is the dynamic 
force in the world today, just  as i t has been since it marched at the 
head of our own revolution  150 years ago. We have been among the 
leading spi rits  of tha t force. We are now its center of power.

The great contest in the world today is over which force shall lead 
the revolution of progress.

The decision lies with us. The rising  nations will not willingly 
choose totali tarianism if they have the choice of freedom. We have 
the resources, the capacity and the will to provide tha t choice and to 
lead this histo ric march.
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Th is is a work suit ed to our Nation. Like ou r oth er great in ter ­
na tio na l endeavors , it i s not a m att er  of  p art isa nship , hut of our  whole 
people . The  opp or tun ity  is before  us.

I have no question th at  we will und ertake  ou r task.  I have no 
ques tion  tha t we can affo rd to carry  it out. Ind eed , we cannot afford 
not to do so. In  un de rta king  thi s pro gra m,  pruden ce itse lf requ ires  
that  we devote to it all  the  tools and  resources required for  success. 
The Preside nt believes, and 1 believe, that the au tho rit ies  requested in 
the  legis lation  and  the fun ds  now asked of you a re indeed  a ll required 
fo r success. They are  vital in the  truest  sense to the protect ion and 
gro wth of the free wor ld, and  of our own Nation  and  people.

Mr. P assman. Th ank you.  Mr. Secre tary, for a very comprehensive 
stat ement.

Pe rhaps a few obs ervatio ns on my pa rt are in o rder  at this  point .
Th is subcommit tee acts , of course, by ma jor ity  decision. I can as­

sure you, and I am confident  I speak for all members of the com­
mit tee . th at  we will be absolutely fa ir  in considerin g the money re­
quests for  foreign aid.  In all pro bab ilit y, we will need to consult with 
you and your  ass ista nt from  tim e to t ime as  we go along.

It  has never l)een mv policy to mislead, but ra th er  to lx* fac tual. 
Sometimes I do not th ink  I am a very good dip lom at in express ing 
myself  publicly. How ever, I think  it should  lie noted here  tha t af te r 
15 yea rs and a cost of  some $10f, bill ion—you have  figures  you can 
use, but those are  the ones  1 see fit to use—to lx* told  now that we must 
increase this  s pen ding and reli nqu ish  a sub stantial measure o f contro l 
by the  Congress, well, let me say , it is, at the leas t, somewhat  shocking  
and d isappoin ting. So, we will have to wait fo r the  fac ts to  develop.

IMtMESTK’ PROGRAMS HAVIN G AN Nl'A L AUTHO RIZATION ANI) 
APPROPRIATION BII.I .S

Rea lizin g that  the tre nd  is towa rd annual au tho rizations in deal ing  
with our  own Gov ernment, ra th er  th an long-te rm author iza tion s, and 
since  there is a requ est to  nu t fore ign aid on a long-te rm autho riz ing  
and  “ backdoor  s pend ing ” basis, it is go ing to be ra th er  hard for  some 
of  us to reconcile y ou r reques t with  the ac tual facts.

Conside r mi litary  procureme nt and mi lita ry construction, both  of 
which are of the  utmost importance  to our  c ountry. Both are on an 
ann ual  au tho riz ing  basis . The  space pro gra m—missiles  for defense, 
and so fo rth —is also on an annual  au tho riz ing basis. So is the AE C 
con stru ctio n p rog ram .

I might say th at  if  you should review the  record you would find 
th at  the Members of  Congress, when they  sta rte d thi s program, felt 
th at  what has  h appen ed would  ha pp en : th ere fore, they  elected to put 
the  program on an annual basis so tha t the Congres s could have a 
carefu l look a t it each year.  I th ink I shou ld say also th at ? unless we 
have been gross ly misinformed, all of the  agencies opera tin g in thi s 
field are given  the  au thor ity  to plan  on a lon gtime  oasis. All th at  
they  need is a sound pla n. There  a re reams o f inform ation i nvo lvin g 
cases where witnesses have come in and said,  “Now, we have sta rte d a 
pro jec t th at  may cost $105 million. We have spen t $31 mill ion, we 
want $2 million th is year,  and  the  pro jec t will be finished in 1975.” 
We could pin  down hundred s of such cases. And. each time  we in­
quired, we fou nd th at  the y worked on the  bas is o f th e cost o f th e com­
ple ted  project.
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We make ap prop ria tio ns  to meet ou r commitm ents  to keep  these 
pro jec ts going.  The  only pro jec ts th at  have been aba ndoned since 
1 have  been  a member of  t he committ ee have been pro jec ts that the 
prog ram’s peop le themselves decided  were poorly pla nn ed  or  not 
feasible, and so elected to aba ndo n them . The  reco rd is fu ll of that  
typ e of  inform ation . All of  th is is on a long-ra nge  basi s alread y. 
I t is up to th is comm ittee to scrutiniz e these pro gra ms  and pro jec ts 
and  pro vid e the  money req uir ed to continue them. When we find 
out  now that  th is procedure  is not sat isfactory  to the  execut ive,  it 
is difficult to  understand why i t is no t.

I th ink it is also tru e th at  under the  mili tar y, withou t exception, 
you have a 5-y ear  pro gram. I th ink we were in Bangk ok an d they 
said, “This  is ou r a-vear  plan. We wan t th is much  fo r next yea r, 
but  th is is the  overall 5-year pla n."  We had  to decide as to the 
amo unt of money needed to meet the  commitm ents  on the  5-year 
basis.

With  respec t to the development loan funds, they  come in and  say, 
“We  need th is  money to meet ou r commitm ents ." They will make 
a loan. I t  may be 5 or  6 years, or more, befo re the  rec ipien t draws  
out all the  monev ; but they  plan as to the ult imate  cost when  mak­
ing  the  loan , and  they  get  it piecem eal, and  it will lx* years  before 
they  dra w th ei r last check. Sur ely  th at  is on a long-rang e plan.

We want to  cooperate.  I th ink th at , alon g tne  way, you are 
defin itely  go ing  to lie convinced th is committee wants  to lx* fair . 
Fimt hen no re. I do not thi nk  we would lx» left  in Congres s very long 
if we did  not app roach these  pro gra ms  and  problems on th at  basis.

We have disagr eed  with  the  executive  bran ch on man y occasions, 
only to be commended  for  ou r actio n by top  execut ive rep res entat ive s 
in subsequ ent yea rs. The Congress, in its wisdom, has  seen fit to re­
duce the  Pres iden t’s requests for fore ign  aid by more than  $4.5 bil ­
lion ove r the  pa st  6 years. Eac h yea r, we have been condemned and 
criticized, but in the end, the  facts have lx>rne out  the  wisdom of  our 
actions, and  th is fact has been acknowledged  by executive branch  
officials. Yet , even af te r those sul ista ntial reductions, fol low ing  long 
and  tedious hea rings,  they  have come in each year and said, “We 
have an u nobligated  balance.” Tha t fac t alone  would ind ica te th at  we 
have perfo rmed a very  much needed and  hig hly  useful service. You 
are  going  to be dep rived of  th at  type of service? however, i f you get  the  
autho rization  you  wan t, to take a large portio n of  the  prog ram out  
from under t he scrutiny  of the Ap prop ria tio ns  Committee.

Now, I would not mention thi s mat ter if you had not made certa in 
comment in yo ur  own stat ement . A very able Member of  Con gress 
came to me and said . “I will tell you how you can please the  D ep ar t­
men t and  save a lot of  trou ble in th e futu re ."

He said , “Tw o rep resentativ es of  the  ICA came to me and  said, ‘If  
Mr. Passma n will resign his chairma nship , we will wi thd raw  ou r 
request for lon g-term  a id. ' "

I would not have ment ioned  that fact  if you had  not said  th is :
I recognize that  this proposal Is of direct inte res t to this subcommittee. I 

know it is said th at  its purpose is to avoid coming to this  committee for funds 
for economic assis tanc e: th is is not i ts purpose.

T thi nk  I would be less than  honest not to ind icate to you my own 
disapp oin tment . Th is is a complicated  pro gra m we have lx*en work-
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ing with for all these many years, and to see a new team come in and proceed to endeavor to remove a substantial part of it from annual congressional examination and  review is disheartening.
You indicate over here, Mr. Secretary7:
The flexibility which we have had in our aid program in the past must be in­creased in the future. Neither the Executive nor the Congress can safely p re­dict now the precise needs for aid funds which, with regard for our own national interest, we shall need in the coming year.
We pass judgment annually upon the vast Military Establishment 

tha t gives us the major measure of security which we have in this country. We have to decide there how much they need. Along the way, we have to  do that. Let us work simi larly w ith you in this p ro­gram, if  we may.
On page 13 you say:
The sta tute  does everything reasonably possible to preserve to the Congress effective control.
If  that be true, why not reta in the existing annual authorization and funding procedures ? Why do you want to change ?
Before concluding my remarks, I think  that  it is not inappropriate at this  time for me to read this item into the record:
It  is a gloomy moment in history. Not for many years—not in the lifetime of most men who read this—has there  been so much grave and deep apprehen­sion ; never has the futu re seemed so incalculable as at  this time.In our own country there  is universal commercial prostration  and panic, and thousands of our poorest fellow-citizens are turned out without  employment, and without the prospect of it.
In France the political ca ldron seethes and bubbles with uncer tain ty; Russia hangs as usual, like a cloud, dark and silent upon the horizon of Europe: while all the energies, resources, and influences of the British Empire are sorely tried, and are  yet to be tried more sorely, in coping with the disturbed relations in China.
It is a solemn moment, and  no man can feel an indifference—which, happily, no man pretends to feel—in the issue of events.
Of our own troubles (in the United States)  no man can see the end. They are, fortunately, as yet mainly commercial; and if we are only to lose money, and by pain ful poverty to be taug ht wisdom—the wisdom of honor, of fa ith, of sympathy, and of charity—no man need seriously to despair.
And yet the very haste  to be rich which is the occasion of this  widespread calamity has also tended to destroy the moral forces with which we are to resist and subdue the calamity.
That, more or less, fairly well describes the situat ion tha t exists today, yet it was prin ted more than 104 years ago.
One might think  he had read that item in yesterday’s paper. His­tory is repea ting itself, and money is not going to  cure the ills. But, even so, we are going to recommend all tha t is needed—in fact, more, I feel sure, as in the past.
I am going to yield to Mr. Taber to ask his questions.
Mr. Taber. Thank you, Mr. Chairman . I will not be very long with my questions.
I suppose you realize tha t this  Nation was formed and set up by a group of men who had been through the mill. They provided for 

the granting  of funds only by appropriat ions drawn out o f the  Treas­ury, not by notes, or anything of th at character.
I was unable  to understand a pa rt of your statement. You stated in one breath  tha t the Congress would be permitted to pass on what was provided for different agencies every year, and then in another
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breath you wanted us to give you a 5-year program. I do not know 
what you mean. Perhaps I misunderstood what you said one time or 
the other.

The Congress represents the people. If  you are going to tak e away 
from the Congress the control over the purse, the liberties  of the 
people of the United States  are gone. The ir liberties are gone too 
much already because of these various rackets tha t have been put 
through as welfare legisla tion when they were not welfare legislation 
at all.

You may be able to give liberty to some other country, but there will 
not be any thing lef t for the people of the United States if we go on 
w’ith these programs.  I cannot see it any other way. I am very7 much 
disturbed by the  spending programs tha t we have had.

We passed this  housing bill which never in the world could have 
been passed i f th e people back home realized what the s ituation is and 
what it is going to be.

Perhaps I  am getting too old to be progressive, but to my mind  this 
approach is utterly  reactionary. It  is designed to destroy and prevent 
the development of the resources of the people of the United  States.

I do not Know whether  anybody ever thinks of the important things 
or not. To me, those are the liberties of the American people. That 
is the thing th at  I am most concerned about. Perhaps I am old- 
fashioned, but when you had the situation that our forefathers faced 
back in the days when the  Constitu tion was put together, those men 
had been through perilous times and they had been forced into a posi ­
tion where they were obliged to fight to maintain thei r liberties .

You must know tha t the spreading out of our economy in such a 
way tha t we have a continuous deficit every year is heading us into the 
worst kind of deficit with no chance whatever  of increasing our tax 
levy.

The poor people were given a $600 exemption apiece in the tax  b ill, 
and the only way the  taxes have been increased has been by wfiping out 
at least a hal f of that  through inflation. We are facing a situa tion 
here in the United States tha t is bad.

I do no t know whether you have anything to say to what  I  have 
thrown at you. I would like to hear it if  you have.

Secretary R usk. I would be very glad to comment on your remarks, 
and the deep convictions you have expressed.

Let me say tha t I  fully share your convictions about the o rigin  and 
the nature  of  American liberty. Let me comment first, if I may, on 
your point about the long-range authorization we are asking for and 
the lending process.

Mr. Taber. Here  is something more im portant even than that .
We have a group  in this committee who have been tra ined. I have 

been on this committee for 39 years. The chairman has been on the 
committee almost as long as that . I have never served on any othe r 
committee in the House except a minor special committee. Every 
single member of th is committee has been a Member of the House for  
a number of years, and we have gone into the things  on the basis of 
what was needed. They have some idea of what it is all about.

I appreciate a lot of the other committees do not have the sense of 
fiscal responsibility tha t the members on the Appropriations Commit­
tee have. It  does not appeal to them as deeply as it does to the members
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on the Approp riations Committee. That  is why I  am so ter ribly  dis­
turbed  about these back-door app ropriations, and that is what this is.

Mr. Gary. I s it not true  that  the Comptroller General of the United 
States has made statements repeatedly before this committee that this 
subcommittee has not recommended too little  money for this program, 
but that  we have recommended too much and that is the reason for a 
great par t of the waste and extravagance in the program (

Mr. T aber. That  is correct.
Jus t to bear that out, 1 am going to give the gentlemen representing 

the Depar tment a littl e picture.
Mr. Passman. If  the gentleman will yield, is it  not also true that 

some of the top echelon officials in the executive branch have s tated we 
had made it  a more effective and bette r program by our examinations 
of the operations  and the reductions in funds?

I think witnesses are here thi s morning  who will recall those state­
ments. I  shall read into the record, verbatim, at a later  point, some 
of the testimony to that effect. *

Mr. Taber. I was chairman of the committee back in 1948. This 
matte r came before the committee when they started foreign relief.
The first thing on a large scale was an appropria tion of about $800 
million to be used for helping Greece and Turkey get along and hold 
their  situation . That was passed in the latter par t of 1947. They 
had $400 million out of the $800 million left when the 1st of April 
came around.

The Congress passed the first large-scale authorizing bill. They 
were asking for $6 billion and they reduced it in the Senate to $5 
billion. It came over to us and we appropriated in the House in 
the neighborhood of $3.1 billion.

It went to the Senate and it was raised practica lly to the Vanden­
berg figure. In conference it was set at $3.9 billion. Out of that 
$3.9 billion, how much do you suppose was obligated? One billion 
eight hundred million dollars. In other words, much less than half 
of what had been provided, and yet we were damned all over the lot 
because we had gone into the plan far  enough to understand what it 
was all about.

They came before us, Secretary Lovett, Paul Hoffman, and Secre­
tary  Forre stal. They came to see me. They wanted me to put it 
through without any hearings. .

I told them “No, we would have complete hearings.” We had hear­
ings and they last for over 2 months before we reduced it. We found 
afte r the hearings had been runn ing 3 days they did not have any 
Marshall plan. They came before the committee and whatever plan 
there was was worked out in the committee d uring  the hearings.

We have tha t history to go by as well as what the chairman has 
indicated. I thought it was the time, with  the serious situation that 
the United States  is confronted with, that  the people who have a sense 
of responsibil ity and who want to see things done right  continue to 
have an opportunity  to follow the thing through and keep the United 
States right side up as far as it is possible to do so.

T did not intend  to break loose with that , nor to brag about what T 
had done. I feel there must come a realization on the par t of the 
administration and the heads of the departments as to how this thing 
could be done and how it  could be worked out and still maintain the 
things all of us have been brought up to hold most dear.



19

Secretary Rusk. Mr. Taber, may I comment on these fundamental 
observations you have made ?

First, about the natu re of the effort tha t is called for from this 
country a t the present time—we are engaged today in just as desperate 
a struggle  for freedom as were those who founded this country; we 
have been called upon to go through much of what  they went through, 
and we may yet be called upon to go through a grea t deal more.

Mr. Taber. Why should we take a step backward then?
Secretary Rusk. Let us look at this foreign situation. Those of us 

who grew up between Wor ld War I and World  War II  as men of 
milit ary age, particularly those of us who were Reserve officers dur ing 
tha t period, can remember the pacifism, the low’ military budgets, and 
the lack of preparation . We remember the chain of events which led 
from the seizure of Manchuria right down to World  War  I I  when 
suddenly our country, which had talked a great deal about pacifism, 
changed its mind and said to its young men, “Now you go out and 
fight this w ar /’

It  was World War I I  that delivered an enormous impact upon the 
budget of this country,  the public debt of this country, and which 
shook us to our foundations.

If  you will forgive me for these personal references, because all 
of us have lived these things along the years, jus t as you have, Mr. 
Taber. I went down to Cherokee County, Ga., a few weeks ago for a 
homecoming. They had several thousand people there in the county 
where I grew up as a boy, many of them m.y relatives. I had occasion 
to ask them in the course of my remarks how’ many people in tha t 
audience had had members of their  own immediate family outside 
the United States in uniform during and since World War II  in 
defense of liberty. Eight y percent of those people raised thei r hands.

Now’, afte r World  War I I  we demobilized at a precipitous rate 
until  we reached a poin t in 1946 where we had  no division ready for 
combat, no air group in the A ir Force ready for combat, and we w ere 
doing our best to move back into an era of peace.

As you will recall, our milita ry budget came down to about $12 or 
$13 billion just af ter  the war.

Why is our milit ary budget today over $40 billion and almost 11 
percent of our gross national product ?

I need hardly to recall to this group how the  Soviet Union unde r­
took to push its world revolution, first against Western Europe, 
Greece, and Turkey,  and later into other par ts of the world.

We have to decide how w*e deal w’ith it.
My impression, Mr. Taber, is tha t Mr. Khrushchev intends to push 

his world revolution with whatever resources are a t his disposal in the 
less developed, neutral par ts of the world; that  he is goincj to move 
with energy and considerable resources to outflank our alliances, to 
jump over our alliances, to isolate us, and to cut us off, if he can, 
in a Communist world.

At  a time when we are spending almost 11 percent of our gross 
nationa l product for mili tary  defense, we are asking for approxi­
mately 1 percent of our gross national product to try  to defend our 
vital interests without war,  i f possible, because if we come to war this 
11 percent will go to 30, 40, 50, or whatever  percent is required to  win 
it.
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The big difference in the next war will be tha t every man, woman, 
and child will be involved, rath er than 15 or 20 millions of soldiers 
fighting outside the United States.

Now, I  am not suggesting, Mr. Taber, I assure you, that this com­
mittee ought not, cannot, has not played a very effective and essential 
role in these aid programs. The searching examination, the criticism 
given by this and other committees of the Congress have made our aid 
programs far  better than they would otherwise have been.

More im portant than tha t, when people in the executive branch, of 
whatever  rank from top to lx)ttom. recognize that  w’hat they do with 
the funds  of the Uni ted State s which are entrusted to them, that  what 
they do to those funds will be subjected to the close and vigorous 
scrutiny of th is committee, it makes better public servants out of them. 
There  is no question about that.

“back door” approach to the treasury

Mr. Taber. We would not have any scrutiny with the back door 
opened up.

Secretary Rusk. The committee, Mr. Taber, would have every op­
portuni ty for r igid examination of what is being done.

Mr. Taber. Afte r it had been done, but nothing in advance.
Secretary Rusk. Tha t is correct, in terms of specific loan com­

mitments  or applications.
We are not asking, sir, th at the Congress yield its constitutional au­

thori ty. Wha t we are asking is for the Congress to make a decision 
on how it exercises that  constitutional authority and give us an op­
portuni ty to negotiate with other governments with some real as­
surance on a longer term basis than has been possible for us up to 
this point.

Now. the Congress would always be in a position, admitted ly under, 
shall I say, more severe standards of judgment and pressures, to 
put i ts own limits upon this activi ty.

Mr. T 'abf.r. The Congress will be gone about that  time. There 
will not be any return.  About that time, the Congress would be 
gone.

Mr. P assman. Would we have less, or more, jurisdiction if you 
get the “back door” spending approach ?

Mr. Taber. We will not have any.
Secretary Rusk. You would say to us, as a Congress, that within 

these lim its we authorize you to go out and make commitments over 
a period of time to other governments, subject to the necessary annual 
action of the Congress.

Mr. Gary. Tha t is where I  must disagree with you, Mr. Rusk, and 
T have been a friend of foreign aid since its inception. T think you 
are taking away from us our constitutional prerogative because the 
Constitution of the United State s says no money shall be withdrawn 
from the Treasury of the United States except by appropriation.

Now, you are proposing to do away with the a ppropriation process. 
T am not so much worried about the long-term approach. What T 
am concerned about is the righ t to borrow from the Treasurv without 
an appropriat ion. There you are clearly, in my judgment, bypassing 
the constitutional requirement that  no funds shall be withdrawn 
from the Treasury except by appropria tion.
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If  the Congress wanted to authorize 5-year spending, 2-year spend­
ing, 3-year spending, 1 personally would not have any g reat objection 
to it. provided the administrative agency has to come before the 
Congress each yea r for an appropria tion to carry out tha t author iza­
tion. We do that  in a grea t many instances. We do not require 
authorizations every year for other Government agencies, but here 
you are not only making it a long-term process, but you are doing 
away with the necessity of annual appropria tions.

I, for one, must  frank ly say I could never agree to that.  I could 
never vote for it. It  would be against my better judgment and  I 
just could not stu ltify myself to that extent.

Mr. Passman. I know it was an oversigh t tha t you did not answer 
my question.

Would thi s committee have more, or less, au thori ty over the app ro­
priations if you get  this back-door spending  approach, as it  is com­
monly referred to ?

Secretary Rusk. I think  on the question of sheer authority  I  would 
suppose the Congress retains its  authority.

Now, on the appropriations for the annual budget for lending opera­
tions under the Government Corporat ion Control Act, I am not in­
formed whether th at  part icular item on this  lending program comes 
to this part icular subcommittee. I presume it would come here.

Mr. Passman. Would we review before or after you spend the 
money, under  the proposed legislation ?

Secretary Rusk. You would determine each year whether you con­
tinued the appropriation s which would be necessary to give effect 
to any commitments made by us over this long-term period.

Mr. Passman. Would you be spending money prio r to the examina­
tion by the committee ?

Secretary Rusk. We would be making commitments in par ticu lar 
programs.

Mr. Passman. And withdrawing and making  disbursements prior 
to the time the committee has examined the expenditure?

Secretary R usk. The lending authority would be based on an annual 
appropriation under the Government Corporation Control Act.

Mr. Taber. All we would have to do would be to make an app ro­
priat ion after the job was done.

Mr. Gary. The onlv thin g we could do is to limit it.
Mr. P assman. You have your legal counsel here, and so this com­

mittee will not waste some 6 or 7 weeks, I think we should have the 
answer to this question. This is the law, the Const itution:

No money shall be drawn from the Treasury , but in consequence of appro­
priations made by law.

Mr. Rubin. My understanding is, that for many years Congress has 
authorized various organs of the U.S. Government to borrow funds  
from the Treasury of the United  States. These provisions have been 
in force and acted on by the Congress since, as I understand, about 
1932.

Mr. Passman. How do you get around that provision as an attorney 
interpre ting  the Constitution?

Do you not think it means just what it says ?
Mr. Rubin. I t seems to me the provision says certain moneys can 

be withdrawn only upon appropriation, but that  does not prevent the
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Congress from authorizing various organizations within the control 
of the U.S. Government to borrow from the Treasury of the United 
States.

Mr. P assman. We would not be appropria ting  money.
Mr. Rubin. I would submit to you, sir, that the long-stand ing prac­

tice of the Congress of the Un ited States argues th at part icular prac­
tice is constitutional.

Mr. P assman. Would you recommend that pract ice for our Military 
Establishment?

Would you want the Post Office Department to be financed on that 
basis?

Mr. Rubin. T am afraid T am not competent to test ify as to  that.
Mr. P assman. You ought to give more thought to the results before 

you come up with such proposals as this one.
Mr. Taber. The trouble is the  last 3 or 4 years this back door ap­

propriation business has become so prevalent tha t we have come al­
most to the point of destroying any orderly  approach to the handling 
of public moneys.

Mr. F ord. Will you yield there ?
Mr. Taber. Yes.
Mr. F ord. At the time of the orig inal Marshall plan, Mr. Secretary, 

was there  an authorization for a figure of approximately $17 billion 
for a 3- or 4- or 5-vear period with subsequent annual appropriations?

Mr. Gary. I can answer that . T was chairman of the committee 
at that  time. The Congress has always insisted, up to this time, that 
all foreign aid authorizations and appropriations shall lie made on an 
annual basis and, therefore, we have had to have two bills each year: 
one, the authorizat ion bill, the other the appropriation bill.

I can see some objection to tha t pract ice. I can see tha t it might be 
desirable for the Congress to authorize for more than a period of 
1 year. I say, therefore, why not authorize for a longer period and 
then let the agency come in each year and get an appropria tion for 
the amount it intends to spend during that  part icular year?

ATr. F ord. T agree with you exactly , Mr. Gary, but somehow in the 
back of mv mind I  have the impression that  at the time of the original 
Marshall plan authorization there was a figure of approximately 
$17 billion authorized.

Mr. Gary. No, it was not authorized . Tt was stated at the time 
that the program would probably take 5 years and cost $15 billion.

Mr. T aber. I t was just talked about.
Secretary  Rusk. It  was stated as general policy, and because the 

figure was discussed, it was included by implication in the general 
policy.

Mr. Taber. Congressman McCormack and Senator  Vandenberg 
both made that statement.

Mr. Gary. I think  General Marshal l also did so in his proposal, 
that  i t would cost probably $15 billion over a period of approximately 
5 years.

Mr. Ford. But that  never appeared in the law itself?
Mr. Gary. Tt was never officially authorized, it was just an estimate 

that was made at the time.
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Mr. Passman. In that connection. I, myself, might not oppose legis­
lation for a 2-year authorization, placing a limitation , then leave it 
up to the Appropriation s Committee, working with the depar tments 
and the witnesses, to ascertain the actual needs. You have t ha t pro ­
cedure in the Development Loan Fund. We meet with your people 
and we hear the ir statements and examine the operations then we 
reach a decision and make a recommendation as to the amount of 
money that  should be appropriated  against the authorizat ion. Tha t 
was in the  1959 act. T would not object to such an authorization as 
that.

You state th at the flexibility which we have had  in our aid program 
in the past, must be increased in the future , and that neither the Execu­
tive nor the Congress can safely predict now the precise need for aid 
funds, which, in wise regard for our own national interest, we shall  
need in the coming year.

It  would a ppear to me, if you are that  uncertain as to the needs, 
tha t you actually should suspend your request until you can more 
accurately establish  the needs. I do not think you would ever recom­
mend that the Congress should become so lax tha t it would sta rt 
pouring out billions of dollars to our agencies, even to our own Mili­
tary Establishment, if they could not reasonably determine the ir 
needs, but wanted a blank check for expenditure as they might see fit.

I think you may agree tha t this is a rather  uncertain approach. 
You are profoundly  honest in everything you do, and you are fa ir 
enough to state tha t you do not know how much money you need. I 
wonder what the feeling of the Congress would be if  the milita ry, the 
Post Office Depar tment , the other old line agencies with which we 
have been dealing  for  175 years, would come in and say, “We do not 
know how much money we may need, but we want you to to give us 
the authorization to spend whatever we think  is necessary.”

I just do not believe you would ever endorse such a program as 
that.

Why would you want  to  make an exception for something as com­
plex as this foreign aid program, which many of us have grown old 
trying to understand? For this new team, in office for 6 months, to 
come up with a proposition like this, it natu rally  causes a certain 
amount of disappointment.

Secretary Rusk. May T have the privilege of commenting on th at ? 
In order to get to the motives behind these proposals, T do want to say, 
just as simply as I can, tha t the motive in these requests is not to  avoid 
this committee.

Mr. Passman. You would be avoiding it.
Secretary Rusk. Let me tell you what we are asking o f you and 

why: We are asking for  the Congress itself to decide to exercise its 
power to permit us to make assured longer term commitments than  
we feel we are able to make at the present time, and also to have a 
larger contingency fund than we have at  the present time.

Why? In this foreign policy business, the foreign aid business, we 
are fighting in a world over which we have no direct control ourselves. 
That  is, we can influence events, but there are things happening which 
we cannot shape. The situation  changes radically from time to time, 
par tly because an aggressive force like the Communists can, them-
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selves, take an initiative  in the course of a month or two and create 
quite a new crisis, and dump an entirely new situation on our hands.

Unless we have some contingency flexibility, some real contingency 
flexibility, i t is very difficult fo r us to respond quickly and promptly 
to situations that suddenly become much worse in a place like Viet­
nam, or a new situation such as the  Congo, or whatever is going to be 
the next crisis coming down the road. We know we are going to have 
a number of these crises because that  is the nature  of the world strug­
gle in which we are involved.

When we get a situation, for example, like the real recent crisis 
in a South American country, it is necessary fo r us to move promptly  
and to take certain measures. We may have to take weeks and weeks 
to patch together a crazy quilt of little b its and pieces of funds from 
here and there instead of deciding what has to be done to meet that  
emergency and moving promptly to meet it at a time when preventive 
action can be less expensive and more helpful  th an curative action.

Mr. Taber. Who takes the time? This committee does not take the 
time.

Secretary Rusk. I did not imply tha t, Mr. Taber.
Mr. Taber. You had better find out who takes the time.
Mr. P assman. Mr. Secretary, will you yie ld a t this point ?
Secretary  Rusk. Yes.
Mr. P assman. We are try ing  to understand this. Do you feel that 

of all facets of this foreign aid program, one is about as important 
as the other?

Secretary Rusk. Tha t is correct, sir.
Mr. P assman. Then why did you not ask for the entire program 

on the back-door approach? If  there is a real need for back-door 
spending why do you not also ask for the contingency fund  on the 
back-door basis? Why do you pick out only certain items, if one is 
as impor tant as the other ? If  tha t is the case, why d id you ask just 
for p art of it ?

Secretary Rusk. The borrowing autho rity is to be used only for 
the longer range lending operat ions. The direct grants  which are on 
an annual basis are in the annual appropriations.

Mr. Passman. If  the direct grants  are as important as the long- 
range aid, why did you not ask for  all of it through the back door 
of the Treasury ?

Secretary Rusk. On these gran ts, there are a considerable number 
of them which we can, in fact, anticipate, and where we can antici­
pate them, we feel we ought to come down here and tell you what 
we propose to do, subject them to your criticism, and let you help 
decide whether  we should do them or not.

QUESTION OF WHERE REGULAR APPROPRIATION PROCEDURE HA S FAILED

Mr. P assman. Can you indicate  anywhere, through 15 years, where 
the program has not had sufficient money to carry out the policies of 
our Government? Can you indicate any place where the executive 
had to cur tail a program or abandon a program because the Congress 
did not provide the money? Can you pinpoin t any such instance?

Secretary Rusk. On that point, Mr. Chairman, we have to live, of 
course, within the appropriations available.

Mr. Passman. The program has had money le ft over every year. 
One year when I went on tr ial down a t the White House, along with
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Air. Taber, they were complaining about the reductions. But the fact 
of the matter was that  more than  a hal f billion dollars had lapsed 
only 48 hours before that  time. The President admitted,  of course, 
that he had been misinformed.

Would you try  to pinpoint  for us any great damage the Congress 
has done because we d id not provide for the executive branch al 1 the 
money it actually wanted ?

Furthermore, is i t not a fact tha t these programs and projects are 
already on a long-range basis? Even with technical aid, as big a 
waste as much of it is, some of it has been planned for as long as 12 
years.

This committee has never cut out a project of that  kind. We may be 
critical,  and may reduce the appropria tion to an amount nearer the 
actual  need; but, even with our scrutiny and the reductions, they 
come back with money, they admit they overestimated the ir needs, but 
that  is not again the case, because, they say, a new team has taken 
over and will be accurate in the future. But, always, there has been 
a repet ition in the following year.

This brings about confusion. There are pages and pages of projects 
in the record which will not be completed until 1964, or 1968, and 
some as far  away as 1975. The mi litary  program is on a 5-year basis.

If you will indicate where we have damaged the program or where 
you have had to curtail  the  program, or where the program has ever 
been short of funds—when, actually, it  has had funds to switch around 
all over the world—then t ha t would be another matter.  But, I do not 
know of any project that  has been abandoned o r hu rt by the action of 
this subcommittee, the ful l Committee on Appropriation s or the 
Congress.

.Mr. Gary. Will the gentleman yield ?
Mr. P assman. Yes.
Mr. Gary. Is it not more important really for the Congress to have 

a say on long-term programs than it is on short-term programs? If  
you are going to plan a 5-year program, we ought to have an oppor­
tun ity to review it  each year.

PRIOR AU TH OR IZAT IO N FOR MORE T H A N  ON E YEA R

In fur the r answer to Air. Fo rd ’s question, so fa r as I  can recollect— 
I have been on this committee ever since foreign a id first started, I had 
the privilege of serving as chairman during most of  the time that  the 
Alarshall plan was under consideration—but my recollection is tha t 
the first authorization for more than 1 ye ar given by the  Congress was 
in the Alutual Security  Act of 1959 under section 203 of which we said :

There is hereby authorized to be appropriated to the Pre sident  at  any time 
af ter enactment of the Mutual Security Act of 1959, withou t fiscal year limi­
tation, for advances to the Fund af te r Jun e 30, 1959, not to exceed $1,800,000,000. 
of which not to exceed $700,000,000 may be advanced prior to Ju ly  1, 1960, and 
not to exceed an additional $1,100,000,000 may be advanced prior to J uly  1, 1961.

Why could not the situa tion be taken care of in some action of 
that  kind rather than authoriz ing the administration to go to the 
Treasury and take money out at any time without any control by 
the Congress?

Air. Passman. Will the gentleman yield?
Air. Gary. Y os.
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Mr. P assman. You would certain ly preclude this from happening 
if you operated on that basis. I read from one of maybe 200 news­
paper c lippings:

U ni ted S ta te s  off ers  In di a $1 bi lli on  in  ai d  over 2 ye ar s.  In d ia n  Gov ernm en t 
off icia ls ex pre ss ed  g re a t ap pr ec ia tion  to day  fo r Amer ican  off er of  $1 bil lio n 
a id  to  In d ia  du ri ng  th e nex t 2 ye ar s.  The of fe r is co nt in ge nt  upon  a m at ch ing 
am ou nt be ing ra is ed  by ot he rs —In d ia n  fin an cing  fo r her 5- ye ar  de ve lopm en t 
pl an , B ri ta in , German y,  Can ad a,  Japan , W or ld  Ban k.  A re li ab le  so ur ce  con­
fir me d th e siz e of  th e  Amer ican  offer , w hi ch  w as  ba se d on ex pe ct ed  co ng res­
sion al  a ppr ov al  o f P re si den t Ken ne dy ’s fo re ig n a id  p ro gr am .

You people go out and you cannot wait until  you get the  money— 
not you personally—or until the elected representatives of the people 
pass judgment on the need.

Secretary Rusk. This sort of commitment is made subject to the 
action of Congress.

Mr. Passman. Is that the way to do things ?
When matters such as this one are  publicized, it  creates a certain 

obligation on the part of the Congress to provide the money. As far 
as the legislative branch of the Government is concerned, especially 
this committee, it will not amount to very much in the future if the 
adminis tration gets even half of what it is requesting.

QUESTION  OF WHE RE  REGULAR APPROPRIAT ION  PROCEDURE HAS FAILED

Secretary Rusk. May I add to the  comment on this point that I was 
making a little  ear lier. It is very impor tant for us to be able to ask 
other governments the right questions when we talk with them about 
the possibilities of aid. Unless we can ta lk with them about thei r own 
long range intentions, plans, and commitments, the question from them 
to us tends to be: What can you do for us this  year?

What we ought to be ask them in return is: ITow are you going to 
develop your country? What are you going to do to get your own 
resources mobilized, your  own plans  laid on, your own effort made?

Apart from the country which might receive the loan assistance 
for a thoughtful, systematic, well thought-out program of develop­
ment over a period of years-----

Mr. Passman. Could you name a few-----
Secretary Rusk. India is an example.
Mr. Passman (continuing). Where we have failed? Where have 

we failed India ? We have poured money into India.  Do you know 
any commitment we have not lived up to ? "

Secretary Rusk. ]f  we were on a basis of annual appropriations 
and had lending  commitments ahead, those lending commitments 
would be the automatic first prio rity on any appropriations.

Mr. Passman. Mr. Secretary, have we defaulted anywhere in Ind ia ? 
Or. have we defaulted on any commitments to Laos, for example, 
where we have put in $300 million ?

Secretary Rusk. When we make a commitment like this to India , 
subject to congressional action, as we do at the present time, we are in 
the position of gambling ra ther  heavily on the total problem of aid.

Mr. Passman. Should the Executive assume to have the authority 
to absolutely ignore the people’s elected representatives, and not give 
them an opportunity to express their views before going out and mak­
ing a commitment of this type ?
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Secretary  Rusk. Mr. Chairman, we do expect, and Air. Coffin and 
others will tell you specifically what we have in mind on this lending 
authority , we do expect to keep in close touch with the Congress on 
these plans as we come down every year for our discussions.

Wh at we are asking fo r, as we see it, is tha t the Congress put us in 
position to take care of the interests of the people of the United 
States  in our foreign relations.

Air. Passman. Where have we defaulted  ? Where have we le t you 
down in the  past 15 years ? There are 101 nations in the world, and 
we are  in 87 of them with foreign aid. Where has the program been 
short of money? What contracts  has the executive branch failed to 
consummate because of not  having the money or by believing the Con­
gress would not back it up ?

Members of Congress are jus t as anxious to preserve the country as 
any others are. But, please, let us not destroy the processes of govern­
ment our Founding Fathe rs gave to us.

Secretary Rusk. If  we were limited to international  negotiations 
with a high degree of assurance, it would mean we could go to gov­
ernments  who are in position to develop long-range  plans and say to 
them to settle down and really  tell us what you expect to do to develop 
your  country over a period of years and let us talk  with you about 
what critical p art  we can play in it.

Secondly, we are not in position to negotiate w ith other industria l­
ized countries, such as those who took pa rt in the consortium, on the 
kind of help they will give over a period of years unless we can tell 
them what we, in effect, th ink  we can do over a per iod of years.

Mr. Passman. You brought out something tha t will help both of 
us. I can cite you seven or eight instances. Fo r example, the 
Bogota Conference. We certain ly rose to the occasion. Air. Dillon 
went down, and he made the commitment. That  commitment was 
based upon assurance tha t, without exception, no money would be 
appropriated  until they had  reformed their tax laws, put into effect 
a land reform program, and all the established crite ria had been met.

What happened? The Congress, notwithstanding the failure  to 
meet the pledges for justifications, and so forth , appropria ted the 
entire $500 million tha t was requested. I think you could spend the 
rest of this year looking for  instances where the people’s representa­
tives have let the executive down by failing to back up the commit­
ments, and you would not find them.

We see this as giv ing you a b lank check. You would be taking  it 
out from under the scrutiny of the appropria te committees and the 
Congress. Once you should get it, and go off with it , you would have 
the authori ty to withdraw the money and to spend it.

If  you can just cite some instances where we have let you down, I 
will change my viewpoint. But, now I can see th at you are getting 
ready to get this foreign aid program up to maybe $7 or $8 billion 
annually.

This  is really alarming. We heard some witnesses yesterday for 
the Inter-American Bank, and we discovered th at if this committee 
should not recommend the funds for the Inter-Amer ican Bank, they 
could then borrow money from the Development Loan Fund. If  
you get the Development Loan Fund through as a back-door ap­
proach, any money this committee or the Congress, in its wisdom,



28

may deny some of the other  agencies, they can get it f rom the Devel­
opment Loan Fund . This thing is tha t far  reaching.

Secretary Rusk. I am not familiar  with tha t par ticu lar provision.
Mr. Passman. They would get out in the futu re and need addi­

tional capital,  and if the Congress should not make it available to 
them within the limitation , they could borrow it from the Develop­
ment Loan Fund. It  is a process you would not like, yourself.

Mr. Gary. Will the gentleman yield ?
Mr. P assman. I yield.
Mr. Gary. Getting back to India , we are talking of a 5-year pro ­

gram for  Ind ia. Is not this about the thi rd 5-year program in India?
Secretary Rusk. Tha t is correct, sir.
Mr. Gary. They were able to carry on the other 5-year programs 

without the United States having this authori ty. Why can they not •
carry  on the next 5-year program ?

Secretary Rusk. If  we and other governments could have entered 
into tha t development effort of theirs stronger and with more assur­
ance some years ago, they would be fu rther ahead in thei r program •
today.

Mr. P assman. Does that mean with more money ?
Secretary Rusk. With  more assurance.
Mr. Passman. Would that mean more money? As the program 

has been, we have lived up to every commitment.
Secretary Rusk. More money from a variety of sources.
Mr. Passman. Can you pinpoint  the failure in India? Was it 

because of lack of money ?
Secre tary Rusk. It  was lack of assurance for  their external  financ­

ing for  a period of years by a variety of governments. They drew 
down heavily on their foreign exchange for lack of assurance and got 
themselves in a rathe r dangerous position.

Mr. Passman. We came to  the rescue with additional money, over 
and above our original commitment, did we not ?

Secretary Rusk. Tha t is correct in part.
Mr. Passman. "Where did the committee or the Congress let you 

down? It  looks as though we walked the last mile with you. I am 
thoroughly convinced, not with  reference to you, but from the gen­
eral bureaucracy downtown, t ha t they want to get this spending out 
from under  the scrutiny of the appropriate congressional commit­
tees; and, in all probability , if you get the legislation requested, you ,
will rue the da y; you would regret it, because thereby you would be 
tending to destroy one of the  principles  tha t has made this country 
great. The legislative branch must not abdicate its responsibilities.

This is a matter which we could discuss on and on. I do not believe •
you have a person in the executive department who can point out 
where this  committee has ever rendered anything but a useful service 
to your Department , by requiring  those people to just ify thei r money 
requests. Some of them, however, do not  like to answer some of the 
questions asked by the members of this subcommittee.

Secretary Rusk. We expect them to do so.
Mr. Andrews. Will the gentleman yield ?
Mr. P assman. Yes.



29

PROJECTS CONTEMPLATED UNDER 5-YEAR TYPE COMMITMENTS

Mr. Andrews. Wh at type projects do you have in mind tha t you 
could handle bette r with a 5-year authorization than  you can handle  
under the present annual appro priat ion process? Are they public 
works type projects?

Secretary Rusk. The types of purposes for  the 5-year type com­
mitments are the long range nationa l planning  proposals of partic ­
ular governments. Take Argentina, Ind ia, or Pakis tan. They will 
sit down and tell us how they expect to achieve a decent rate of eco­
nomic and social development over a period of time. Those plans  
will involve, as fa r as they are concerned, practica lly every public 
expenditure that they themselves will require.

Mr. Andrews. What we call in this country public works, dams, 
roads ?

Secretary Rusk. Education, schools, communications, things of th at  
sort. With  a long-term plan of tha t sort, there will obviously be, in 
most cases, a short fall of foreign exchange resources over and above 
what they expect to receive from normal trad ing  channels and pa t­
terns.

If  the indust rialized countries of the West can say to them, “Get on 
with your plan, we th ink this makes sense, we would change it here 
or there if  we were you because we think you can develop fas ter if  you 
do i t this way on this  p artic ular  po int, but if you go ahead with this  
plan, commit your own resources, get your own people t rained for it, 
get your own priva te investors to take thei r share of it, we will under­
write your foreign-exchange requirements on the following basis over 
a period of time.”

Mr. Andrews. I am sure you know tha t in this country Congress 
will authorize the development of a dam or a road or other public 
works projects, but each year  it  is necessary for the advocates of tha t 
project  to come back before the Appropr iations Committees and ask 
for additional funds.

Mr. Passman. Then the committee determines what is actually  
needed. They never get what they ask in total.

Mr. Andrews. In  al l cases where an original appropria tion is made 
for a part icular projec t, subsequent appro priat ions  are made to the 
completion of the project.  But it  is necessary for them to  come before 
the committees annually. These Governors and mayors and interested  
people come from all over America. The Public Works Subcommittee 
recently heard over 1,100 witnesses from all over America. They came 
here to  testify about projects, some of which had been underway for 
3,4 ,5 years or longer.

Mr. Passman. If  the gentleman will yield, there is a little projec t 
in my distric t fo r which they want $250,000. I may get it and I may 
not get it. I did more lobbying almost than I did to come back to 
Congress last time to g et $250,000. If  I  do not  get  it, however, I  will 
not fa ll out with  America.

question of where regular appropriation procedure has failed

Mr. Gary. If  the gentleman will yield, on the other hand, do you 
know of any project that has been authorized by the Congress and 
on which construction has been started for which the Congress has
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withheld funds at any time for completion of the project without 
cause ?

Mr. P assman. I know of no such instance, but I would add tha t if 
the Corps of Engineers  should attempt to do some of the things of that 
type here in America, there  would be a general court martia l.

If  our own people, runn ing our own programs in this country, 
should violate laws that apply to our own Nation as frequently as some 
of the foreign aid people do, they would, in all probability, be prose­
cuted. Members of th is committee know of some things entered into 
through this program tha t were absolutely contrary to law. I am re­
peating, but I think  it is worthwhile  repeating, so I ask again : Can 
you pinpoint, or can you recall, any instance through which we have 
embarrassed our Government, or where we have caused contracts not 
to be entered into, or any commitments  we made financially not to be 
fulfilled, on account of the actions—or the lack of action—of the reg­
ular processes of the Congress in appropriating money ?

Secretary Rusk. Mr. Chairm an, it is not so much whether part ic­
ular  instances or par ticu lar agreements or contracts, in the past, 
have had to be broken because of fa ilure of funds because such agree­
ments operate as an automatic top prio rity  on any funds appropriated.

Mr. Passman. Mr. Secretary, 1 have a very high regard tor you. 
But, if this money gets away from the control of the Congress, you 
know that even many of our own people are going to be reluctant to 
drive hard bargains, and the recipients in general are going to think 
it is coming a lot easier, because we have relaxed our processes here.

I)o you not think you would actually be doing more harm than good 
by gett ing this program away from control of the people’s elected 
representatives?

Secretary  Rusk. The question of control, Mr. Chairman, is one 
tha t 1 think is not basically involved in terms of the authority  of the 
Congress to act  if  it feels ft needs to or has to. What is important is 
our ability to negotiate responsibly with other governments, not only 
the recipient  governments, bu t other  contributing governments, over 
long-term commitments, to give them the assurances they need to 
enter into contracts with private firms for long-term engineering and 
other types of development which require an extended period of time.

The rate  at which we can come to decisions on these matters  is im­
portant because if  we are limited to an annual cycle an d have to con­
firm on an annual basis, as we would when large sums are involved, 
instead of the funds actually being available and not simply a matter 
of a gamble, then this slows down the process by which we get on with 
this job.

Mr. Passman. If  you pinpoint one project that has been slowed 
down on account of the action of the committee or the Congress, it will 
kill a lot of my argument. On the other hand, I can establish that 
maybe a thousand projects were abandoned because they were ill con­
ceived or poorly planned. They even had a clause in the law by which 
they migh t use the deobligated funds and sta rt new projects which 
had never been specifically authorized by the Congress.

If  you can tell us, Mr. Secretary, where our Nation has fallen down 
in meeting a commitment, I  would like to know it. As long as the 
money is forthcoming—and there is no record of the executive ever
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ha ving  been depr ived  of  the  funds—I  am su rp ris ed  th at  you  wo uld  
not w an t to  back  us up  in  m aintaining  these  processes.

You  ac tua lly  do no t know  of  any  ins tances  in  whi ch we have  ha d 
to stop ou r ne go tia tio ns  because o f lack of fu nd s in the  p as t, do you  ?

Secre tar y Rusk. I  th in k there  hav e been ma ny  situa tio ns------
Mr. P assman. W he re  ar e the y ?
Secre tar y Rusk . W he re  we h ave  n ot  en ter ed  in to negotia tions.
Mr. P assman. W hy  wou ld the  Dep ar tm en t let  money lapse th at is 

available fo r ob lig ati on  and fo r contr acts?  W hy  would  you  le t it  
lapse if  you  ha d some thing  pend ing ? I  repe at , Mr . Se cre tar y, one  
ye ar  more th an  th ree-qu ar ters  of  a bil lion do lla rs,  over $500 mi llion  
of  it  in m ili ta ry  alone , was pe rm itt ed  to lapse .

Secre tar y Rusk. Y ou do no t even en ter  in to  negotia tions  if  you
» are the  U ni ted St at es  if  y ou do no t see the  resources  beh ind  you with

which  to  follow th ro ug h.
Mr.  P assman. I  beg yo ur  pardo n. You  have  proje cts  which  have 

been entered int o th a t wi ll run fo r as long as 12 ye ars , an d the y say
* th at  in orde r to  com ple te th is proje ct it is go ing to cost  a ce rta in  

am ount of  money, an d fo r th is ye ar  we wan t $2 m illion, fo r exa mple.
Se cre tar y R us k. On  a  par ticu la r p ro jec t of th at sort , yes.
Mr.  P assman. You en te r into may be as man y as 500 of  them with  

1 natio n.
Secre tar y R usk. I  am ta lk in g abou t nego tia tio ns  loo kin g toward 

a n ati on al lon g-t erm  deve lopment p lan .
Mr. P assman. W hat  do yo u m ean by long-t erm  ?
Se cretary R usk. A t least 5 years .
Mr. P assman. We  did no t l et you  dow n in L at in  A merica , did we ? 
Se cretary  R us k. No, sir .
Mr.  P assman . Mr . Se cre tar y, you  are  a very bri ll ia nt  man . How ­

ever, you  c ould  not, if  you took  the  res t o f th is  week, pin  down wh ere  
the prog ram has ever had a proje ct canceled,  or  whe re ou r co un try  
has been em barra sse d, or  any  othe r ins tance wh ere  the  prog ram di d 
not  have  sufficient m oney to meet, the  co mm itm ent s m ade  by our  execu­
tiv e branch . Th erefore, I  hope  you  will coopera te to  the end th a t 
th e Congres s may pro cee d in a sound and or de rly ma nner,  an d make 
the ap prop riat ions  f or Gover nm ent  as  the Fo un di ng  Fat he rs  in ten ded 
fo r us to do.

Se cre tar y R usk. I  would  apprec iat e it  i f you would  pu t th at sam e
• questio n to my coll eague, Mr. Di llon, who  was  in the  o pe rat ion al end 

of  th is  over th e pa st  sev era l yea rs an d m ight  be able  to com ment on 
it  ag ains t a b ackg roun d of  di rect  experience which  I  have no t myself  
had.

■ Mr.  P assman. Mo st ce rta inly  no t wi th  an y infere nce  re la ting  to
Se cretary  Dil lon , I would , however , like  to tel l you a lit tle sto ry.

Th ere  was a school di st rict  whi ch ha d one gr ou p of  school  board  
members who said they  believed the  world  was  rou nd  and an othe r 
gr ou p believed it  was  square , an d the y fired  the pr incipa l. A pr os ­
pec tive new pr incipa l came befo re the board  an d one of  the board  
mem bers  said, “I  w an t to  k now, Mr. Brown, do  you believe the  world  
is squ are  or ro un d? ” He said, “Square .” Th ey  sai d, “Get ou t.”

An othe r ap pl ican t was brou gh t in and he was asked wh eth er he be­
lieved the  wo rld  was  roun d or  square.  He  said he belie ved it was 
roun d, and he, too, was to ld to ge t out.  Ano th er  ap pl ican t came in, 
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and he had become aware of what  was going on. The question was

Sut to  him as to whether he believed the world to be round or square.
Ee said, “Mr. President , I am in position to teach it either way.”
This committee hears witnesses such as that,  but, and I repeat, 

I  certainly intend no such reference with relation to Mr. Dillon.
Let me read f rom previous hearings:
I note on page 79 that  despite the $955,161,000 we have programed to  d ate  for 

the  United Kingdom, we are  antic ipa ting the  p rograming of—class ified—in fiscal 
year 1960 for grant-aid  tra ining and cos t associated with  delivery of materi al 
programed in prior years. In add ition, we are programing for the  mutual 
weapons development project . Why is it  necessary to cont inue to spend—classi­
fied— for tr ain ing  in fiscal year 1960 in a  country such as Br ita in?

Mr. Shuff. Th at  i s in fur the ran ce of a U.S. Government commitmen t to  Great 
Britain. This must be off the record.

They say simply it was because we had made a commitment. We 
live up to commitments, even though the  country and its people have 
recovered and do not need the aid, and tha t has been the  case on an 
annual appro priat ion basis.

Let us take a recess until  1:30 o’clock.
AFT ERN OON SE SS IO N

Mr. P assman. The committee will come to order.
Mr. Secretary,  our disappoin tments and shocks are qui te numerous. 

And, to increase those shocks and disappointments, our excellent staff 
assistant to the subcommittee is always placing something under  my 
nose just about the time I  get in a good frame of mind, and he knocks 
me righ t back down to the bottom of the totem pole. He has just 
handed me a clipping which reports another good reason why, in my 
opinion, foreign aid should not be on a permanent  basis.

AIRFIELD IN  SAU DI ARABIA

Let me read  something from an item published in the  W ashington 
Post of Saturday,  March 18,1961:

United Sta tes  to finish Arab a irfie ld despite ouste r.
The United  Sta tes  will finish building a $5 million  civil ai r term ina l in Saudi 

Arabia even though the American Air Force has  been ordered to qu it using the 
airfield. This country  also will ca rry  ou t its promise to furnish $20 million 
for  development of the Saudi Arab ian part  of Damman, the  Sta te Depar tment 
repo rted y esterday * * *.

It  is situations such as tha t one which make me believe that  the 
Appropriation s Committees should continue to examine this program.

Secretary R usk. Mr. Chairman, may I  comment on this ?
Mr. P assman. Surely.
Secretary Rusk. I do not believe we should assume that that  is the 

end of the story on th is p arti cular situation. We expect to have ex­
changes with the Saudi Arabian Government about the future, but 
I  am of course not able to give you an exact report at the moment on 
how these conversations might come o ut ; but I would like to say here 
that  this  is not necessarily the end of the story.

Mr. Passman. How about at the time the  story was published ? Had 
we entered into those softening agreements, or long-term commit­
ments ?

Secretary  Rusk. The agreements on the air terminal were made 
some time ago, and it is true that  the Saudi Arabian Government has 
indicated that the present agreement on the use of the  airfield which
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will expire this  next year will not be renewed. The question of 
possible fu ture  privileges and uses of certain  facilities there is sti ll an 
open question.

Mr. Passman. I t would indicate that  you have an agreeable Con­
gress, to continue appropr iatin g money with a condition such as 
tha t—in which we probably will not have the use of the facilities. 
I think it is a good case to indicate tha t the Congress will suppor t 
our Government, even though we might thin k some of the agreements 
are very unsound.

Secretary  Rusk. We do appreciate the situations in which the 
Congress has provided  funds to help us make good on commitments.

Mr. P assman. Whether they are good commitments or not?
Secretary Rusk. We hope they will be good ones.
Mr. Passman. I know tha t we hope so, but  there is no positive 

indication th at some of them are ?
Secretary Rusk. I think  it is time, aft er 15 years, for us to look 

over the entire experience, on the record, and to try to raise in each 
case the kind of point you just raised about this.

Mr. Passman. Blessings upon you for  that statement. Th at is 
encouraging, and I  hope that  it can be that way.

I am now going to yield to Mr. Gary on general questioning, and 
then we shall get into  detailed questioning later.

Secretary R usk. Thank you.

BERLIN SITU ATION

Mr. Gary. Mr Secretary, I wonder if you could tell us something 
about the Berlin s ituat ion now ?

Secretary Rusk. I  will be happy to, Mr. Gary.
First, just a litt le of the background, because the background now 

becomes critically importan t.
Back in 1944, when the Soviet armies were approaching Germany 

from the Eas t and the Allied armies were moving into Germany 
from the West, the leaders of the United States, the U nited Kingdom, 
and the Soviet Union felt it was necessary to foresee the time when 
these two large armies would come togethe r somewhere in Germany. 
They felt they ought to anticipate the meeting of the  two armies and 
arrange for zones of occupation in Germany. Tha t led to some agree­
ments which set for th zones based upon rough estimates as to where 
these armies might, in fact, find themselves.

The agreements provided for a Soviet zone, a United Kingdom 
zone, and a Uni ted Stat es zone, and, what is very impor tant, a special 
territo rial  arrangement for the city of Berlin  itselr, greater Berlin. 
Grea ter Berlin was not a par t of any one of the three zones of occu­
pation  but was a separa te terr itory under the jurisdic tion of all three  
of the then powers. At a later  date, France was associated with 
these agreements and given a zone of occupation in the West as well 
as a portion of the city of Berlin. These positions were made a 
part of the surrender of Germany.

At the time of the actua l surrender , the Russians had occupied all 
of Berlin and the Weste rn Allied Forces had moved substan tially 
fur the r east than  had been earlier  anticipated and thus were sub­
stan tial ly across the demarcation line between the previously agreed 
Soviet and the Western zones of occupation.
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The Western Allied Forces drew back in those areas  and then sent 
their  forces into Berlin to take up their  position there  under the 
arrangements . These arrangements were made a pa rt of the sur­
render of Nazi Germany. The position is tha t our righ ts in West 
Berlin, indeed in the city of Berlin as a whole, rest upon the sur­
render of Nazi Germany and do not rest upon an agreement with 
the Soviet Union. The Soviet Union acknowledged these right s in 
the various documents prepared at the time, but the essence of the 
rights stems from the surrender of Nazi Germany. Therefore-----

Mr. Gary. The Soviet Union signed the surrender agreement?
Secretary Rusk. Tha t is correct . They signed it b ut it is our view, 

you see, that these r ights ran from Germany to all of us.
Mr. Gary. I understand that.
Secretary  Rusk. And not from the Soviet Union.
Mr. Gary. But they were a pa rt of these whole negotiations  ?
Secre tary Rusk. Tha t is correct . They are, in our view, committed 

to these arrangements. We, therefore, take the view that  these rights 
are not subject to any decisions made by the Soviet Union. We do 
not hold these r ights  on sufferance. They are not dependent on con­
tractual righ ts with the Soviet Union, so a denunciation of  a contract 
would in no way terminate these rights. Over the  years, and begin­
ning with 1946,* there have been many negotiations in trying to find 
a final settlement for Germany and Berlin. The Western Powers 
have made a series of proposals, almost all of them based upon the 
under lying principle of self-determination of the German people, and 
those have been turned down by the other side.

At the present time, the Soviet Union has, to an ex tent, come back 
<o its proposals of about 2 years ago and has modified them slightly, 
but has put them forward now with great seriousness. In effect they 
are saying that they will offer us a chance to sign a peace treaty with 
Germany later this year. If  we cannot work out a peace trea ty for 
all Germany, a separate peace t reaty would be worked out for East 
Germany and West Germany. If  we refuse to join them in signing 
a peace trea ty with Eas t Germany, they will, themselves, sign a peace 
treaty with East Germany and they state tha t this so-called peace 
treaty would bring the state of war in Ber lin and Germany to an end 
and that it would terminate  o ur r ights in West Berlin. Our right of 
access into Berlin would be at the behest of the so-called East German 
Republic because they state tha t the Eas t German Republic would 
become a sovereign state. These right s of access would flow across 
tha t sovereign state and the East German Republic would then have 
to determine all questions about the use of these access rights.

We believe that  they are serious in these proposals. We believe that  
the proposals are unacceptable; the notion tha t the Soviets can, by 
this type of unilateral  action, cancel our rights in Berlin  and our 
righ ts of access to Berlin, is unacceptable.

We are now in consultation with the United Kingdom and France, 
who a re occupying West Berlin jointly  with us, and with other gov­
ernments, about how we will meet this serious th rea t in the months 
ahead. We believe that  it has to be looked upon as a very grave 
development and th at it will be necessary to impress upon Mr. Khru ­
shchev tha t this is not something on which he can run over the West.

Mr. Gary. The President proposed a conference with reference to 
Berlin on yesterday, I believe in his news conference; is that correct?
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Secretary Rusk. He did not propose a conference. I think  the 
prospect is t ha t on a  m atter  of  this sort, there will be, as there have 
been over the years, communications among governments abou t the 
problem, including communications with  the Soviet Union. '.There 
are no specific plans at present for any par ticu lar form of negotia­
tion or consultation on the  matter. Obviously, in the case of a pros­
pective crisis of this sort, every effort will be made to impress upon 
them tha t they must not interfere with our basic rights. This un­
doubtedly will lead to exchanges among governments; but, there is 
no formal forum or conference constituted a t this  point  for discussion.

Mr. Gary. In  any event, I  heard  on television last night that  the 
President was probably going to propose a conference, propose to Rus ­
sia tha t we have a conference with reference to  Berlin.

Secretary  Rusk. This is not a point of decision at this time. All 
of these questions are being discussed among the governments who 
have commitments to West Berlin, and this is not just a case for  the  
three powers. I t is of great concern to West Germany, the Fede ral 
Republic of Germany, and also the NATO countries who have made 
specific commitments to the security of West Berlin. The NATO 
countries are also involved and  there has not been a decision on the 
parti cular form of  any furth er discussion.

Mr. Gary. Thank you, sir.
Mr. Rhodes. Would the gentleman yield?
Mr. P assman. Ju st  briefly, please.
(Discussion off the record.)

NO BACK-DOOR APPROA CH TO MILITA RY  ASSISTANC E PROGRAM

Mr. P assman. Do you do that with the mili tary  program ?
Secretary Rusk. This does not involve the same degree of inter­

governmental negotiations with other contributors.
Mr. Passman. I s not the military aid jus t as important to these 

governments? Do you not have to deal with top echelon people in 
entering into these military agreements on a matching basis, as in 
other phases of the foreign aid program ?

Secretary Rusk. Usually, sir, the m ilitary a id programs are a mat­
ter of direct bilat eral relations between the United  States and an­
other government. On the economic side, you get involved with many 
multil ateral negotiat ions as often other  kinds of agencies participate , 
such as private  organizations, internationa l organizations, and other 
governments as well as the recipient governments.

Mr. Passman. More interwoven plann ing than  for SEATO and 
NATO ? Do you mean tha t these negotiations for what we have re­
ferred to in slang as “handouts,” foreign relief programs—where it 
is a gran t, or a so-called loan which will not be paid back—are more 
important than the mili tary  alliances, such as NATO and SEA TO,  
when they have to opera te on that basis ?

Secretary Rusk. Not more important but-----
Mr. P assman. Why did the Presiden t not ask for this, too, to be 

put in on the back-door approach ?
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Secretary Rusk. These economic arrangements are fa r more com­
plicated in terms of-----

Mr. Passman. More complicated than  the military ?
Secretary Rusk. Yes, sir;  in terms of arrangements with other 

governments.
Mr. Passman. Witnesses have said it the other way in previous 

years.
I  now yield to Mr. Rhodes.

BERLIN  SIT U A T IO N

Air. Rhodes. I just have one brie f question, Mr. Chairman.
Is our posture vis-a-vis the East German Republic the same as 

Russian posture vis-a-vis the West German Republic? ’
Secretary  Rusk. The Russians will probably be very glad to see 

two independent German States emerge and under those conditions 
they would be glad to recognize both of those states. We, ourselves, 
believe th at a divided Germany would create very considerable prob­
lems for the futu re in terms of a desire on the part of Germany to 
reunite. We believe that the peace and security of Europe in the 
long run would be more soundly based if the German people were 
given a chance to decide how they would like to do it. Therefore, 
we are reluc tant to say we would recognize an East German Republic 
without  some real indication from the German people tha t this is the 
way they wish to be permanently. I  would not like to see this imposed 
upon them from the outside.

Mr. R hodes. What is our legal position as fa r as West Germany is 
concerned? We call it the West German Republic and we recognize 
it. However, as I understand it, we have not concluded a peace 
treaty ?

Secretary Rusk. Tha t is correct. We have contractual agreements 
with the Federal Republic of Germany which give th at Republic all 
of the effective rights of nationhood. We recognize i t as a  govern­
ment but we have not completely terminated the legal state of war 
with Germany through a formal peace treaty.

Mr. Rhodes. I s this not just exactly what the Russians have done 
with the Eas t German Republic ?

Secretary Rusk. Thei r arrangements with Eas t Germany are just  
about comparable. •

Mr. R hodes. And they now desire to conclude a peace treaty with 
Eas t Germany, end any status which they might now enjoy, and by 
some legal hocuspocus, to end any status which we enjoy, also?

Secretary Rusk. And to incorporate in East  Germany the city of 
Eas t Berlin for all practical  purposes. As a m atter  of fact, a lthough 
we have important right s in East Berlin  ourselves, the Russians say 
those right s are extinguished and tha t East Berlin is a part of the 
terr itory of East Germany and, indeed, its capital.

If  you try  to talk  about an all-Berlin solution, the Russians say 
tha t E ast Berlin is not negotiable and not discussable.

Mr. Rhodes. Is that solution to the East Berlin  problem similar 
to the one proposed by Senator  Mansfield, th e free-city type of ap­
proach?
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Secretary Rusk. We have read Senator Mansfield’s statement very 
carefully and i t is ra ther sim ilar to one he made about 2 years ago on 
the same subject. He was not speaking for the administra tion and 
pointed out he was speaking simply as a single Senator. The all- 
Berlin aspect of i t is worth a good deal of thought. If  Ea st and W est 
Berlin could be reunited with right s of access thoroughly guaranteed 
by those of us who have those access r ights now, we th ink this  would 
be a step forward in terms of a settlement th at would, in the long run, 
be more viable and less dangerous. There are other aspects of it. 
For example, his  suggestion of the idea of a free city whose security 
and safety would rest simply upon some curren t or fresh assurances 
by the Soviet Union would seem to us to be very uncertain as fa r as 
the future  is concerned.

The Soviet Union has, in the past, several times, reaffirmed the very 
arrangements on which our present righ ts are based, and yet here 
they are trying to upset those rights . If  the West Berliners  were 
to suppose thei r future  is a t the mercy of the continuing  willingness 
of the Soviet Union to permit them to survive, then we feel there 
would be a deterioration in the life of the city which would be very 
serious fo r the free world and for  our own standing and repu tation 
and security.

Mr. Rhodes. Mr. Secretary, would not the fact  tha t East Berlin 
has been made the capita l of the Eas t German Republic, indicate in 
itself th at there is no Chance of negotiat ing on the basis of a free city ?

Secretary Rusk. I  think, sir, t ha t is so. As fa r as any prediction 
of any successful outcome of such a proposal would be concerned, I 
think so.

I do not think we ought to fail, however, to p ut forward proposals 
just  because we thin k the other side might turn them down. There 
has been a tendency since World Wa r I I  to allow too much discus­
sion to turn  upon whether  the Soviet Union is going to be able to 
nibble away some more of our right s somewhere. If  we, in turn , go 
back and make proposals which go beyond our present situation, for  
example, even far  more adequate guarantees  of  access rights  to West 
Berlin  th an we have now, even though  we think  they may turn  them 
down, i t seems to us important  to make them and to force at tention 
on them, and to strengthen our position in world public opinion.

Mr. P assman. Mr. Natcher?

CO NSO LI DA TI ON  OF  DL F AND ICA

Mr. Natcher. Mr. Secretary,  since I  have been a member of  this 
committee, we have had some five or six Administra tors of ICA.  
Some of these men, as you well know, have been ri ght able men but 
too much of the time most of them have been ready to abandon ship 
jus t at any moment.

I am delighted with the statement you just made to the committee 
to the effect that there should be a consolidation of the Development 
Loan Fund and ICA  into a single Agency. As I  understand this 
part icular proposal, the Administ rator  then would be an Assistant 
Secretary of State ?

Secretary R usk. An Under Secretary  of State  in rank .
Mr. Natcher. An Under  Secretary ?
Secretary Rusk. Yes.
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QU AL ITY OF PE RS ONN EL  TO AD MINISTE R PROGRAM

Mr. Natciier. Mr. Secretary I say to you quite frankly tha t he 
should be one of the ablest men in your Department. One of the rea­
sons why this program has failed, in my opinion, down through the 
years, is due to the fact tha t some of the men in charge of  it were too 
easily swayed away from the majo r purposes of the program. I think 
tha t if you go back and check you will find that to be true. You and 
I know tha t in this program hundreds of millions of dollars have 
been squandered.

Fo r instance, last year, a contract  with the Government Af ­
fairs  Ins titu te was entered into in February  of 1957 for $1,113,000. 
Under the contract they were to  have 13 management specialists and 
nearly all of these people were former Government employees. Of 
this money, $143,000 was for  overhead and as soon as the contract 
was entered into they made demands for $143,000 just for  the over­
head. Then $319,000 was for  salaries ; $154,000 was for transporta­
tion costs.

We found, Mr. Secretary, that  the president of the Governmental 
Affairs Ins titu te was paying himself $10,000 a year sala ry and was re­
ceiving $100 a day for every day he was out of the country assisting 
in the operation of this program in Iran . This contract was a con­
trac t whereby advice and guidance was to be given the ICA on the 
plan of organization in Iran. This was one of the many contracts 
tha t this  committee—and I  thin k generally I speak for the m ajority 
of the members—certainly  did not approve of. It  was one of many 
contracts, Mr. Chairman, as you well recall. There were over 1,000 
contracts.

Mr. Secretary, all down through the years, the members of this 
committee on both sides of the aisle have complained very bitterly  
about the provisions of the contracts.

I say to  you quite frankly tha t if this program is to  be a success, 
the man you put in charge of it,  must be an able man. A man recog­
nized as such by the Members of Congress.

I thin k tha t the program inaugurated at one time in the Depart­
ment which set up an Inspec tor Genera l and  a Comptroller , was good, 
but it was never carried out because this part icular individual—and 
at the time Mr. Murphy occupied this  position and certainly  we recog­
nized Mr. Murphy as an able man—but he never had any authority to 
do anything about the deficiencies and the matters  discovered in the 
program that were detrimental to the program.

I sincerely hope, as just one member of the committee, Mr. Secre­
tary,  that  the man who is selected to be in charge of this program is 
an able man.

I am delighted that  you propose to consolidate the Development 
Loan Fund with the ICA. As far as the long-term proposal being 
made at the present time before the Congress is concerned, as you well 
know, that is highly controversial.

I want to thank you for the fine statement you made to our com­
mittee, Mr. Secretary, and say to you quite fr ankly  you have the best 
wishes o f the majority  of the people in this country in your new as­
signment. We believe tha t you wil 1 do a good job.

Secretary Dusk. Thank you very much, sir.
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I do apprec iate your kind remarks and also the very realist ic 
remarks made about the administration of the program.

Mr. Chairman, if I could, I  would like to comment just  a moment 
about one thing; I think this is a central problem in foreign aid  opera­
tions over the years. We are  going to need some top talent, not just 
at the  top but in quite a few of these key places, such as the assistant 
admin istrators for geographic subdivisions of the program and coun­
try  team directors where talents of the highest order are called for.

It  would be quite wrong of me not to say to the committee tha t 
competition for the talent tha t is needed is very severe at the present 
time. There is also the problem of gett ing people of tha t kind of 
talent  to turn  loose what it is they are doing in private  life and come 
to take up these responsibilities. We hope tha t we will be able to 
impress them with  the fact tha t a lthough there is not a major shoot­
ing war going on, there is, in fact, a war going on which is vital  
to us and tha t we are entitled to ask them to give up very attractive 
and inviting jobs in private life to come and do a first-class job of 
management and direction in a program of  this sort.

There are and have been instances of waste in this  program. Over 
the last 9 years , I  have been working in the minor league of technical 
assistance with a pr ivate  foundation which involved traveling to many 
par ts of the world. I have seen a good deal of the official aid programs 
while a ttend ing to the business of priva te organizations. I am sure 
tha t there are many ways in which we can improve these programs, 
get more for our money, and avoid some waste.

I would like to put  my finger upon one point which is c ritica l and 
that,  again, is this question of talent.

In a priva te organiza tion you can make a determination tha t you 
will not even attem pt a job unless you can find a highly qualified man 
to do it;  but, under the pressures of governmental relations and the 
need to get on with a tough political or security job, many of these 
jobs have to be done or have to be attempted. Even there, I thin k 
tha t unless we can assure ourselves tha t qualified people are available, 
we ought not to attempt  some of the things we have attempted in 
the past.

I think there have been some situations where money could have 
been saved had we waited until there were qualified people to carry 
it out, but talen t is the tough thing.  We have to get our talent by 
voluntary recruitment; the other side, the Communists get thei rs by 
assignment. It  is not easy to find people who combine the professional 
qualifications which will get the job done with a willingness to pu t 
them and thei r families  for extended periods of time in these di stant 
countries. At the same time, while we are  looking for a key indiv id­
ual, the other side will come along and offer to assign a dozen people 
in the same sort of work and have them there within a week or 10 days. 
This talen t hun t is extremely important and we hope to be able to 
bring  some first-class talen t into this operation, not only at the top 
in Washington but also in charge of the country operations. This  
is critical to the success of the program.

Mr. Natcher. Th at is all.
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IN TE R- AM ER ICAN  PROGRAM FOR SOCIAL PROGRESS

Mr. Passman. Mr. Secretary, before yielding to Mr. Alexander, I 
would like to note tha t some 50,000 people are employed in the 
mutual security program, in all phases of economic and military aid. 
In  this country it usually requires about 2 or 3 years to follow the 
processes necessary to comply with  the law on a pub lic works project, 
flood control, for example, or any other similar project.

With the assurance you have given us tha t this program is going 
to be sound, would you have a look at  the  ha lf billion dollars tha t the 
Congress appropriated just  a few weeks ago and determine whether i t 
is not t rue that, they are already making loans, or firming up certain 
agreements to make loans, to countries which have not even planned, 
or made any surveys, or had any consulting engineers on a single 
project?  How can these people get the projects planned as they 
should be, and how can they get them started and soundly on the 
way in just a few weeks? In  thi s country  it requires 2, 3, and 4 years, 
with the very best of engineers, before you can justi fy a benefit-cost 
ratio. Do you get my point ?

Secretary Rusk. Yes, sir.
Mr. Passman. We require years to do it, yet in a country where 

they do not  p retend to know much about it, we are in the process of 
approving loans for millions of dollars. Would you have a look at  
this situation?

Secretary Rusk. Yes, sir.
Mr. Passman. This condition is not going to favor  changes of the 

type being requested.
Secretary R usk. May I  make a brie f report on this for the record?
Mr. Passman. Certainly.
Secretary Rusk. Some of these things  do have considerable 

background.
Mr. Passman. Would that mean we have committed ourselves in 

advance, before getting the money from the Congress ?
Secretary Rusk. Not on those particular  ones.
On this point of progress under the $500 million appropriation, I 

would like to offer a statement late r for the record.
Mr. P assman. Certainly.
(The information supplied follows:)

Sta tus of I nter-Ame ric an  P rogram for Socia l P rogress

The need in Latin America to overcome social and economic stagnation is great. 
The $500 million appropriated by the Congress offers the United States a tre­
mendous opportunity, working w ith the countries of Latin America, to respond 
to those needs with a sense of urgency. However, i t is recognized tha t while it  
is important to move ahead quickly, if the programs and projects to meet these 
requirements are hastily conceived and poorly administered, the basic purpose 
of the program will be defeated.

The major portion of the funds made available are to be administered  by the 
Inter-American Development Bank. The trust  agreement between the Bank and 
the United States was signed by the President on June 19. The Bank has on 
hand many applications for loans with varying supporting mater ial, including 
surveys and engineering reports.

No commitments were made by the Bank to governments or private persons 
prior to the transfer  of funds  from the United States. The Board of the  Bank 
has given preliminary provisional approval to three loan applications, two in the 
field of low-income housing and the other for small agricultural credits. The
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review of the technical and financial soundness of the projects will be identical 
to and as stringent  as  that rela ted to other  activit ies of the IDB. The program s 
are reviewed by loan committees, which consists of engineers, economists, and 
lawyers, for technical and economic feasibility. Where plans and surveys are  
necessary, these will need to be available before the projects are approved.

In carrying out the bilateral program, the ICA is setting in motion th e Inte r- 
American program for social progress with full regard to the need for assess ­
ment of economic, technical, and financial feasibility a s well as the other cri ter ia 
of the Act of Bogota. Before funds are obligated for projects, these proposals 
will need to meet the outstanding requirements and criteria. As was indicated 
in the presentation on this  program before the  House Appropriations Committee, 
these funds will need to be utilized to cover the continuing costs of ongoing ICA 
projects which fall within the scope of the functional fields under IAPSP. This 
is necessary in order to avoid any overlapping with the programs financed 
under AID.

In both the bilate ral and multila teral programs the major portion of the funds  
will be utilized in activities aimed at strengthening institu tions and human 
resources where the crite ria will be somewhat different from those applied to 
reclamation, water  resources, and other large-scale engineering projects. Of 
course, the merits of the projects are considered in relation to the amount of a id 
involved. Under any circumstances, it is fully recognized tha t the use of these 
funds must be wisely administered, including the sound development and review 
of programs and projects.

Mr. Passman. Mr. Alexander ?

PROPOSAL FOR LO NG -TE RM  CO MM ITME NT S AND  BACK-DOOR SPEN DING

Mr. Alexander. Mr. Secretary, I  am sure that I speak the senti ­
ments of our committee when I  tell you th at we are delighted to have 
you with us, coming from Davidson, and being a graduate. I  know 
a lot of mutual friends  and we are delighted to have you.

Mr. Secretary, in the recommendations for  long-term and back-door 
spending in the mutual security program, I  believe that I  speak the  
sentiment of  a grea t many Members of Congress when I say th at this  
certainly  raises difficult problems for us. 1 hope tha t you and your 
assistants will give some serious consideration to some such step as 
possibly, giving your  authorizations on long term, and at the same 
time, giving the Appropr iations Committee an opportunity annually 
to review and to look into these matters.

I believe t ha t somewhere along the line there  might be some solu­
tion tha t possibly could be worked out to the advantage  of the State 
Department and the mutual  security program and certainly uphold 
the tradi tions  o f the powers of Congress.

CUB AN SIT UA TIO N

Mr. Secretary, realiz ing you only have a shor t while before you 
must, leave, could you bring us up to date on any new developments 
in regard to the Cuban situation ?

Secretary  Rusk. The situa tion in Cuba has not changed appreciably 
in the last several weeks. There is no question but tha t the episode of 
some weeks ago in which about 1,200 to 1,400 Cubans attempted to 
make a landing there was a serious setback. It  has resulted in some 
fur the r consolidation of Castro's powers and in great numbers of 
Cubans seeking to flee tha t island because of the severe police measures 
and roundups which were initiated by Castro ins ide the island.
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However, we do believe tha t there has been, since tha t time, a grow­
ing c rystallization of opinion in other part s of Latin America about 
some of the issues that are involved. We think that it will be necessary 
as a first step to insure tha t the Castro-type revolution is insulated 
from neighboring countries in the Caribbean and tha t Cuba will be 
prevented from serving effectively as a base for furni shing of agents, 
arms, personnel, or whatever else might assist subversion in the rest 
of the Americas.

At the present time, we are approaching it in two ways; first, we 
must anticipate and be ready for a situation in which some overt act 
by Castro would make direct action necessary, such as an attempt 
to resume some of the attacks he made 2 years ago on some of his 
neighbors in the Caribbean, or any other steps tha t he might  take 
which would be a direct security thr eat  to the  United Sta tes.

Secondly, we would hope to develop a s trong OAS reaction to the 
spread of Castro communism in Lat in America. At the present time 
we are consulting with other La tin  American governments on this 
with some encouragement from a number of them. We shall be pur­
suing that line for the weeks immediately ahead. It  is not a happy 
situation due primarily  to interference in this  hemisphere from outside 
the hemisphere.

The possibilities which exist in Latin  America th rough  poverty and 
misery and unsettled conditions are ripe for demagogic exploitation 
and Mr. Khrushchev, Castro, and their colleagues, may attem pt other 
subversive efforts in this hemisphere. Indeed, at Vienna, Mr. K hru ­
shchev pointed to certain of the governments in Latin America as 
being, in effect, ripe for his kind of revolution, which leads to Com­
munist domination.

We must be very much aler t to that and work with these govern­
ments and th eir neighboring governments to be ready to take whatever 
steps are necessary to prevent this or head it  off.

Mr. Alexander. Mr. Secretary, I  realize you must go, but I  do want 
to express to you the sentiment of the people I have the honor to 
represent, and I think  I know them, they would w ant you and our 
administration to take a very firm and a very strong s tand, not only 
with reference to the Cuban situation but with reference to any p ar­
ticular problem affecting your  Department, wherever it  may be.

I believe the American people are behind tha t and I  hope tha t you, 
in your wisdom, will advocate that.

Secretary Rusk. Thank you very much, Mr. Alexander.
Mr. P assman. Thank  you very much, Mr. Secretary. We do regret 

tha t we have not concluded your examination this afternoon.
Will you be able to return tomorrow ?
Secretary  Rusk. Yes, indeed.
Mr. P assman. Thank  you, then.

Friday, June 30,1961.
Mr. P assman. The committee will come to order.
It  is certainly  considerate of  our distinguished Secretary  of State 

to return this  morning, for him to take sufficient time out of a very 
busy schedule in order to provide the committee with additional in­
formation on the mutual security program.
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ALLOCATION OF CO NT INGE NC Y FU ND S FOR DEFENSE SUPPORT

I should like at this point to ask Mr. Bell if he recalls our dis­
cussion in the committee hearings of last year about the executive 
branch allocating money out of the contingency fund to the defense 
support category on the same day tha t the regularly appropriated  
funds for defense support were allocated. We argued such action 
as t hat  would offset some of the reductions made by the committee in 
the defense support category.

Do you remember that  discussion ?
Mr. Bell. I will be very glad to ascertain and report  it to you.
Mr. Passman. Do you recall the discussion we had ?
Mr. Bell. I recall the discussion, Mr. Chairman. My recollec­

tion is we had a discussion with regard to the use of the contingency 
fund  at the same time there were funds in other accounts tha t ha dn’t 
been allocated.

Mr. P assman. We made the point that you d id not wait for an emer­
gency to arise, but tha t you started allocating from the contingency 
fund to defense suppo rt on the same day tha t you received the funds. 
I refer you to page 2163 of our subcommittee hearings for fiscal 
1961.

Mr. Bell. I remember that discussion.
Secretary Busk. May I express my deep apprec iation to you and 

the committee fo r a djus ting your schedule to take into account some 
problems I had to take care of yesterday. I apprec iate it very much.

Mr. P assman. We hold you in very high esteem, and certainly wish 
to cooperate to the fullest possible extent.

PROGRAMS INCL UD ED  IN  FOR EIGN OPE RAT IONS BILL  FOR 19 6 2

Mr. Secretary, have you been able actually to p ut together all p arts  
of the mutual security bill, or th at is, the items which will be handled 
by th is subcommittee? Do you have the total amount? We also have 
in mind, of course, the Peace Corps, the Inter-American Bank, and 
IDA.

Secretary Rusk. The funds tha t are being asked for foreign aid 
for 1962, milita ry assistance, $1,885 million; economic assistance, 
in development loans, $1,187 million, which includes the  $287 million 
which we are requesting  be made available from loan repaym ents; 
other non-development lending, economic assistance, $1,734 million 
which includes $43.5 million available from prior year unobligated 
balances; the contribut ion to the In ternational Development Associa­
tion of $62 million; the contribu tion to the Inter-American Develop­
ment Bank of $110 million; Export- Import Bank development loans 
amounting to  $400 million or more; the Inter-American program for 
social and economic cooperation, $500 million, which has al ready been, 
appropr iated  by the Congress in fiscal year 1961; the Chilean recon­
struction and re habil itation program of  $100 million, also made avail ­
able in fiscal year 1961; and the Peace Corps, $40 million.
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CO M PA RI SO N OF  1 9 6 1  A PPROPR IA TIO N W IT H  196  2 RE QUES T FO R FU NDS

Mr. P assman. Wha t is the total amount of these items?
Secretary Rusk. Tha t total would be $6,018 million.
Mr. P assman. The tota l fo r the foreign-aid programs named would 

be $6,018 million for the fiscal year of 1962 ?
Secretary Rusk. Not only for  mutual security, but for  all of the 

foreign assistance programs I mentioned.
Mr. P assman. How does that  amount compare with fiscal year 

1961, for the comparable purposes or programs ?
Mr. Mossler. We had in 1961, and I will give you the program 

figures that you will later receive in the presentation-----
Mr. Passman. Give us the total.
Mr. Mossler. It  is a little difficult. If  you will give me some time, 

I will give it to you in just a few minutes i f I  may do that.
I have the answer for you now, Mr. Passman.
The tota l of the mutual security program as such-----
Mr. Passman. Are you figuring the same items tha t the Secretary 

gave us ?
Mr. Mossler. I want to qual ify tha t a little. Some o f it is in the 

mutual security program and some is outside.
Mr. Passman. We would p refe r, at this point, to follow the same 

schedule tha t the Secretary gave us.
Mr. Mossler. All r ight, sir.
The m ilitary assistance amounts to $1,763 million for 1961.
Mr. Passman. Tha t is f or the fiscal year t ha t is ending today ?
Mr. Mossler. Tha t is correct, sir ; the economic assistance, and this 

includes development lending and other economic assistance, would 
amount to $1,881,700,000; in addition, there  is $297.5 million from the 
contingency fund making a tota l mutual security program of 
$3,879,600,000.

Mr. Passman. Have you picked up all the items the Secretary 
mentioned ?

Mr. Mossler. Two or three o f the items he mentioned are new pro­
grams. I will give you the information. For example, we had 
nothing in 1961 for the Chilean reconstruction and rehabi litation pro­
gram; nothing on the inter-American social and economic cooperation 
program which compares to the $500 million; the export -impor t de­
velopment loan program, I believe you have agreed to drop that  one, 
but it was just  about a t the same level. The contribution to the Inter-  
American Development Bank and the contribution to the Inte rna­
tional Development Association, I do not have those figures, but as I  
recall, these are new programs, sir.

Mr. P assman. What is your total for fiscal 1961 ?
Mr. Mossler. The grand  total then of the figures tha t I gave you 

was $3,879,600,000.
Secretary Rusk. Plus the $400 million would be $4,279 million.
Mr. Passman. Fiscal year 1962 then, is $1,800 million over fiscal 

year 1961, if you get all the money you are requesting.
Secretary Rusk. Tha t is approximately correct.
Mr. Passman. Are my figures correct, Mr. Secretary, tha t, using 

your totals, the overall increase would be approximately $1,800 
million?



Secretary Rusk. With  these figures, it  shows about $1,739 million, 
but the order of magnitude is approximately the same.

(The following tab le was supplied for the record:)

Foreign assistance programs
[I n  m il li ons  o f d ol lars ]

F is ca l yea r 1961
F is ca l y ea r 

1962
p ro gra m  
re q u es t 1A ppro ­

p ri a ti on
re quest

A ppro ­
p ri a ti o n

E s ti m ate d  
obliga tions 
an d  re se r­

vat io ns

Fo re ig n ai d pr og ra m :
M il it a ry  a ss is ta nce___________________  - ______ _ 2,000

700 
1,575

1,800

s 600 
1,431

1,763

655
1,462

1,885

» 1,187 
< 1. 734

Eco no m ic  as si st an ce :
D ev el op m en t, le n d in g . _ _ ______________  __
O th er  e co no mic  as si st an ce _ ______  ________

T o ta l,  fo re ign a id  p ro g ra m __________________ 4,2 75 ‘ 3,831 3,880 4,80 6

O th er  foreign  a ss is ta nc e:
Pe ac e Cor ps  _____  ________________ (•)

74

40

62

110

C o n tr ib u ti on  to  In te rn a ti o n a l D ev el opm en t As- 
so ci at io n __ __ ____________  - _______ 74 74

C on tr ib u ti on  to  In te r- A m eri can  D ev el opm en t 
R an k  _ __________

In te r- A m eri ca n  p ro gra m  for socia l an d  ec on om ic
500
100

500
100C hil ea n r eco nst ru c tion  an d  re h ab il it a ti o n  pr ogra m  L

T o ta l o th er  fo re ign ass is ta nce___________________ 674 674 74 212

T ota l,  forei gn  as si st ance_________________________ 4,949 4,505 3,95 4 8 6,01 8

• T he  appro pri a ti on  re quest to ta ls  $3,575,000,000 ($1,885,000,000 m il it a ry  as si st an ce ; $1,690,000,000 fo r 

ec on om ic  a ss is tanc e)  and  u n o b li ga te d  ba la nce s to t al ing  $13,500,000.
2 I ncl udes  a su pp le m en ta l ap p ro p ri a ti o n  o f $50,000,000 m ade u n d er P u b li c  L aw  87-14.
’ In cl udes  $287,000,000 in  es ti m a te d  do llar  lo an  re pay m en ts .
‘ In cl udes  $43,500,000 in  es ti m a te d  pri or ye ar unob li gat ed  ba la nce s.
‘ Ex cl ud es  $117,800,000 in  unob li ga te d  ba la nce s w hi ch  w ere con ti nued  av ailab le .
• F un d ed  from  ec on om ic  ass is ta nce fu nds in  fis ca l ye ar 1961.
t F u n d s  ar e av ailab le  u n ti l ex pended . I t  is  con te m pla te d  th a t th es e f u n d s  w ill  b e o b li gat ed  o ver  a  p eri od  

of  a ppro xim at el y  2 ye ar s.
8 I f  t h e  f ul l L a ti n  A m er ic a a n d  C hil ea n  ap pro p ri a ti ons w ere to  b e  o b li ga te d  duri ng  fisca l yea r 1962, a n d  

as su m in g E xpo rt -I m port  B an k  lo ans for  dev elo pm en t purp ose s to ta l $400,000,000, fis ca l yea r 1962 p ro g ra m  

co uld  to ta l $6,018,000,000.

AUTHORITY TO TRANSFER DEFENSE STOCKS AND SERVICES TO MILITARY 
ASSISTANCE PROGRAM

Mr. Passman. May I, Mr. Secretary, ask for some clarification on 
one item? Under the bill pending before the Foreign Affairs Com­
mittee there would be a section, which I think is referred to as section 
510 of the dra ft bill, which would permit  the transfer  of up to $400 
million worth of existing defense stocks and services to the milit ary 
assistance program, in cases where the Presiden t concludes tha t th is is 
vital to national security.

Assuming tha t the condition should exist, and it should be d eter­
mined by the Pres iden t tha t it would be in the interest of national 
security, if this author ity should be granted would th at not be equiv­
alent to increasing the  appropria tion by $400 million?

Secretary Rusk. I thin k th at under  that authority,  if  the President 
exercised it, since these funds would be replaced in the Defense De­
partment budget, the authority  would have the effect of doing that ; 
yes, sir.

Mr. P assman. We certain ly are never going to question the  integ­
rity of the President, and certainly not your integrity, but we may
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occasionally question the wisdom of yo ur proposals and actions, which 
is our right , and it is the American way of doing things.

In the event this  committee and the Congress should decide to make 
reductions of, le t us say, $200 million in the  mil itary  request, and i f a t 
some subsequent date, afte r the Congress had adjourned  sine die, the 
President should decide it was vital to the  national security to author­
ize the tran sfe r of $400 million over to the milit ary program, that 
would, in effect, cancel out the reduction made by the Congress ?

Secretary Rusk. Air. Chairman, the purpose of the flexibility tha t 
is asked in this  item is not for the  general p rogram of m ilitary assist­
ance. We have in mind here those desperate, specific occasions when, 
in spite of the most careful advance plann ing and anticipation, we 
might not be able to take care of a real emergency situation.

Let me illu strat e with the privilege of adjusting  the record some­
what before the record is published.

Let me cite the case of Vietnam where we have been trying to work 
with the Vietnamese Government to meet a desperate security situa­
tion in that country. They have 10,000 to 12,000 Viet Cong guerr illas 
there. The government is killing them at the rate  of about 700 a 
month but they are also coming into the country at the rate of about 
700 a month.

We have a very deep, far-reaching commitment to the security of 
Vietnam and to southeast Asia.

The Senate ratified tha t tre aty by a vote of 89 to 2.
Now, we would want to do everything tha t we could to put the 

Vietnamese in a position to do this  job themselves. If,  in the course 
of the development of the situation , it were necessary to throw them 
a strong reinforcement of mili tary  supplies and hardware and we 
could not make the funds available from the normal mili tary  ass ist­
ance program without a serious dislocation of other commitments to 
other countries, we would like to be able to call on the Defense De­
partment stocks. This is because we are trying to work out such 
situations withou t involving American troops or intervention which, 
of course, from a dollar point of view, would cause the costs to sky­
rocket into billions.

It  is tha t kind of genuine emergency situation  which we have in 
mind as an example of a specific case. This is not looked upon as a 
device for reinforcing the broad mili tary  assistance budget.

Mr. Passman. Is it not a fact, that this same type of s ituation has 
prevailed fo r several years? For instance, in Laos, in Vietnam, Korea, 
Taiwan. Is it not about the same kind of  condition tha t we have 
dealt with in the past? If  we did not have these emergencies and 
the need, of course, there would not  be, I  presume, any request for 
milita ry assistance for our friends  in other par ts of the world. We 
have had the program for some time. We have experienced these 
same type of emergencies in the past. We have had  the same kind of  
trouble spots for which we have had to provide money.

What has happened all at once that would require an exception to 
the manner in which we have been operat ing for, say, the past 10 
years with regard to this proposition ?

Secretary  Rusk. Mr. Chairman, I would agree tha t as fa r as our 
general policy is concerned, we do not  have an objective of providing 
milita ry assistance all over the w orld; tha t is, we would like to have a 
situation where military assistance is not required anywhere.
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We are a iming here at those situations of harsh necessity. In  the 
case of certain  of these situa tions, such as Korea, Formosa, and say, 
Iran, these are reasonably predictable and can be reasonably well 
planned in advance because conditions are relatively stable as fa r as 
Communist effort is concerned. That is, there is not as hot a war there 
as in Vietnam or in Laos. In  effect, in certain places, such as Laos 
and Vietnam, we are helping somebody to fight a battle. I t is an 
actual battle and we need the  flexibility to deal with such s ituations 
which, in the Pres iden t’s judgment and determination , if required , 
might need to be reinforced p romptly and quickly with mili tary  sup­
port.

Mr. P assman. Mr. Secretary, these same kind of trouble spots have 
plagued us in former years. We have been supply ing military aid in 
large quantities, and it has been quite worrisome many times, for  in­
stance, in Laos and Taiwan and Korea; but notwithstanding tha t 
fact, under the  existing legislation the Pres iden t has had sufficient au­
thori ty to transfer  out of one account into another, and he has had 
the contingency fund.  Therefore, I wonder why this exception should 
be made, unless there is something that  you cannot tell the committee.

Am I making a sta tement of fact, that you have included for just  
such emergencies as you refer to $82 million that you may not even 
need, unless there is a grea ter emergency than now exists?

Secretary Rusk. There is, Air. Chairman, a degree of flexibility in 
the normal budget of the military defense program. But  let me 
comment on what. I  feel to be the margins of flexibility we must have 
to meet the situation in which we find ourselves.

Air. Khrushchev, at Vienna, talked at considerable length about 
his view that communism is here to stay and, as he put  it, “has won the  
right to develop.” li e  followed up on his January 6 speech con­
cerning his notion of the sacred war. To him, the sacred w ar means 
Communist supp ort to revolutionary elements in situations where 
there is a chance for  them to overthrow an existing regime.

I do believe that. Communist effort along these lines is being in­
creased. How, where, and when they will strike , in which par ticu lar 
countries or situations, cannot be predicted a yea r in advance because 
governments change and the Communist effort shifts from place to 
place. Therefore, when unfavorable  situations develop, we feel tha t 
we must be able to move promptly  and with the resources required  
in order to catch these situations early and try  to avoid the  drain on 
resources and effort that are involved in a long-range festering sore in 
a country like Laos.

For  example, if the Communists t ried to make a sudden and in­
tensive fight in strategic countries in Latin America, we would not 
have time to go th roug h the normal financing operations of Govern­
ment. We must get what is needed in there  almost literally overnight.

I, myself, do not believe that  the flexibility in the present mili tary  
assistance program  is great enough to put us in a safe position to act 
with respect to situations tha t we can see developing.

7288 2— 61— pt. 1------ 4
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Mr. Passman. Mr. Secretary , some of us see tha t situation  a little 
differently, although not in principle . Almost every year in the mil­
itary  program there have been unobligated funds. You have a pecul­
iar situation there, in tha t if you cannot obligate you reserve, and there 
have been certain years in which very substantial unliquidated funds 
lapsed because the Department was unable to even reserve the money 
for use.

The Congress, in its wisdom, passed legislation giving the Presi­
dent the right to transfer out of unexpended funds up to 10 percent, 
other than  from the DLF, into military assistance if, in his wisdom, 
it was desirable to do so.

In addition to tha t flexibility, there is the President ’s contingency 
fund. I t was our und erstanding tha t the purpose of the contingency 
fund was to make available additional funds in the event an emer- •
gency, or emergencies, should arise. Then, when we go into the 
justifications we find that provisions for meeting emergency require­
ments in Laos and other southeaste rn Asia countries are contained in 
the budget request for continuing operations in southeast Asia. •

There is a very substantia l increase from the President ’s original 
indication of $1.6 million for mili tary  aid up to $1,885,000, with a 
substantial increase in the emergency fund. Then, to come along 
with this indicates a t least to one member of the committee th at you 
could at any time, during the recess of the Congress or while the 
Congress is in session, if the President should so order, offset any 
reductions th at the  Congress may make.

The President could very easily use his emergency powers under 
the law as it now exists, and may continue to exist af ter final adoption 
of the foreign aid bill, to tran sfe r out of the  emergency fund to offset 
any reductions tha t this committee and the Congress may make in 
the technical aid program, for example. If  you should get the au­
thori ty to withdraw, or borrow, from the Treasury  w ithout the regu­
lar processes, it certainly is going to release members of this commit­
tee to do other work.

You would have broad enough authority, in my opinion, to just 
about void any action tha t this  committee and the Congress may take, 
with the back-door approach, with  your contingency fund, and with 
this reserve.

Am I making  a statement tha t is factual ? Could the President not 
so nullify the actions of the Congress ? •

Secretary  Rusk. I suppose th at  in a technical sense he could, Mr.
Chairman. But, I think here is a situation where there has to be 
and ought to be—and I hope we can earn it—a degree of bilateral 
confidence between the Executive and the Congress on how we are 
going to deal with such difficult situations outside the United  States.

We are not p uttin g in this $400 million request as a device fo r mak­
ing up any cut in the appropriation.

Mr. Passman. It  could be used for tha t purpose, though, could it 
not, if the  Executive should decide to do so ?

Secretary R usk. I f the President himself decided it vital .
Mr. Passman. And could the President, by the same vehicle, not 

transfer out of the contingency account sufficient funds into techni­
cal aid and other categories to offset any reductions which the Con­
gress migh t make? Technically, those things could be done, could 
they not?
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Secretary  Rusk. As a mat ter of stri ct auth ority; yes, sir.
Mr. Ford. Will  the chairman yield ?
Mr. Passman. If  I may proceed briefly, please.
The total  request now is vital, is it not ?
Secretary  Rusk. We believe so and are urging it strongly.
Mr. P assman. Any reduction below wha t you have requested would 

certainly  place the Presiden t in position to  decide, even the day aft er 
he signed the bill, the amount requested was still vital, would i t not?

Secretary Rusk. No, sir. I think we a re using the same word in 
a different context. I personally believe deeply, and I know the 
President does, t ha t the aid program we are put ting  before the Con­
gress is v ital to our national  interest  and to our foreign policy. But 
tha t is not the same thing as the President’s deciding tha t defense

* articles from the stocks of the Department of Defense are needed in 
vital security interests. This is a different context which means that 
in a specific situa tion it is important to get defense materials out 
promptly and beyond the resources available in the ordinary legis-

* lation.
Mr. Passman. Wh at would you do about the $1,885 million ? If  

you received th at  appropriation, you would have that  amount ava il­
able.

Secretary Rusk. Yes, sir.
Mr. Passman. If  it is vital today, and you use tha t language in 

your presentation, but if we should make reductions, then you sta rt 
your allocations, we shall say 10 days aft er you get the  money, all the 
President would have to do, following the suggestions or advice of 
the milita ry, would be to say tha t it is v ital to national security and 
proceed to allocate a large r sum; and the congressional reduction, if 
any, would be automatically offset. I can conceive of the  same type  
of thing happening  in the other funds. Do you agree ?

Secretary Rusk. Let me say this to the committee, with complete 
respect and candor: I have sat week a fte r week with the Pres iden t 
and his principal advisers looking at some very desperate and dan­
gerous situations in all pa rts of the world. We are in a serious str ug­
gle with a determined enemy. This is where we start, It  is going to 
be tough and it is going to require every ounce of energy we can put 
into it.

What we are asking for is a chance to run tha t race successfully
* and with the flexibilities t ha t will give us a chance to do the kind of 

job that  will save thi s country, possibly its very existence. If  we can­
not run this race successfully, it will certainly cost billion of dollars,  
many lives, and much more effort.

* We are t ryin g to deal with our v ital interests, and I mean vital, in 
all parts of the world. We are t ryin g to protec t those interests with­
out a war.

We are asking about 1 percent of our gross national product for 
tha t purpose. If  we fai l, then look at the budget of World War II , 
which is minor compared to what the budget of world war I I I  would 
be.

These are the stakes, Mr. Chairman, and I can assure you that  we 
are devoting enormous time, effort, energy, and thought to these p rob ­
lems at the very highest levels of Government. It  isn’t because of, 
shall I say, bureaucratic manipulation that we are  put ting  in a bill
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asking for these flexibilities. We are trying to say, “Tu rn us loose to 
run th is race.” Tha t is genuinely and litera lly what we are seeking.

Mr. P assman-. Mr. Secre tary, t ha t statement indicates how fa ir you 
want to be.

Tha t may be the trouble today, tha t we have turned the people 
loose too much. I can assure you th at during  the 15 years I  have been 
in Congress, 13 years on the Appropriation s Committee, 9 years on 
this subcommittee, 7 years as subcommittee chairman, that each year 
the testimony presented is pract ically identical in its nature. We 
have these emergencies. Ten o r twelve of them could be named—for 
instance, the spitting in the face of our Vice Pres ident, almost lynch­
ing the President ’s public relations man out in Tokyo, a submarine 
approaching the harbor  of  New York, sputnik  just went up. There 
always have been, and probably  always will be, emergencies; but, 
nevertheless, this committee is try ing  to function as the people's rep­
resentatives, going into the plans, put ting  our finger on waste through­
out the world, and trying to bring about corrections and improvements.

It is a shocking condition, if you have time to go into it.
People in very high places say “Yes, you have made a better  program 

by your s crutiny  and by your reductions .” Then, we go out and find 
instances in the military where these nations have said, and the MAAG 
chiefs have said, “We don't need this equipment.” But Washington 
has responded, “I t has been allocated. We will ship it anyway.” 
The equipment, therefore, will be rolled in and it is declared excess. 
Those are some of the things we have been trying to help pin down. 
There is more information coming in all the time.

Couple tha t condition with the fact that,  according to figures sup­
plied to my office by the Library  of Congress, our public debt now 
exceeds by about $24 billion the consolidated public debts of all of 
the other  nations of the world.

We find tha t in all probabi lity about $1 billion, or $800 million at 
least, of this total amount is going into Europe, which is experiencing 
the greates t prosperity  in the history  of the  existence of i ts countries. 
When we compare our public debt to all of the other nations  of the 
world, and take into account the var ious o ther factors which must be 
considered, we wonder sometimes i f we are not ca rrying too much of 
this load, and some of the other countries not enough.

I, myself, believe the record is clear that  the program would be 
improved as the result of receiving less money and better controls, 
than would be the case with more money and weakened controls.

WA STE  IN  PROGRAM

If  you wish to receive the information, I will make available for 
your own personal use the record of many instances of waste that  we 
have been able to find around the world on our inspections and through 
our studies.

Secretary  Rusk. A brief comment on that,  Mr. Chairman.  The 
problem of  waste is very serious because we cannot afford any waste 
in this effort in which we are involved. However, waste is a problem 
tha t any organization can have. Certainly  it is a problem in a large 
organization which is operating in all part s of the world, often  under 
conditions which we ourselves cannot control. This is a constant
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problem for all organizations , whether in Government or in priv ate  
life.

There has been waste. You cited a case where we insisted upon 
shipping cer tain mili tary  equipment to a country which did no t want 
it and felt it could n ot use it, and the equipment was sent simply be­
cause it  was allocated. I should th ink that such a situation is not ac­
ceptable and it should not be acceptable. But I  do not believe, sir, th at  
waste can be repaired by the process of budget cuts. Waste is a prob­
lem of administration, within whatever level we are  operating , and 
we have to keep the pressures on, from my point of view, from the 
Admin istra tor’s point of view, and from the congressional p oint  of 
view. I think the alertness of the congressional committees and the  
investigations which they have made in thei r travels  abroad are a 
very important  instrument  fo r identifying, repa iring  and preventing 
waste. This is a combined commitment of both the executive de part­
ment and the Congress to try to eliminate waste in these programs.

I think we can give you complete assurance regarding our deter­
mination  to  do what we can to dig  into and to draw lessons from the 
instances of waste which come to your attention and to ours.

Mr. P assman. Mr. Secretary, I believe there are certain agencies in 
the Department which are turn ing  for advice to some of  those who 
have been profit ing through contracts  with the ICA, such as the 
Governmental Affairs  Insti tute,  which trained  people for Iran, and 
the Brookings Ins titu te with some advice; and John s Hopkins was 
involved in a program in a rather expensive manner, to name but a 
few.

The same people who allocated funds for those contracts, as well 
as others similar  to them, not only are still in the Department, but 
at  least some have been promoted and given additional authority . 
On the other hand, there were some separations and transfers of some 
topfligh t personnel because they happened to disagree with mission 
heads.

This is a story, though, which would build up reams and reams for  
the  record.

If  this program, or a substantia l part of it, is removed from Con­
gressional control it could literally  run wild.

Mr. F ord?

AU TH OR ITY  TO TRAN SFER  DEFEN SE STOCKS AND SERVICES TO MILITAR Y 
ASS ISTA NCE  PROGRAM

Mr. F ord. I could not agree with you more, Mr. Secretary, as to 
the essentiality of this  program. I think my record has been in con­
formity  with that viewpoint.

At tlie same time, I  do not believe the Congress has failed to meas­
ure up to its responsibilities in any of these crises which have taken 
place. I do not believe, as we look back several years, th at the execu­
tive branch has not had the tools to meet these several crises.

For  example, without this section 510 the executive branch of the 
Government was able to meet the problem in the Congo with the dis­
patching of sufficient a irli ft capabil ity and other  aid and assistance.

The executive branch in 1958, I believe, was able to handle  the  
problem in Lebanon withou t section 510. This  is a littl e different, 
but it is somewhat the same—the Defense Department, upon orders  
from the executive branch, was able to provide whatever assistance
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was needed when the ho rrible  ea rth qu ak es  in Chile  took plac e. T 
cannot reca ll how much in the way of  equip me nt and perso nnel we 
made avai lab le but i t was  su bs tan tia l.

Ce rta inly th e Defense  Dep ar tm en t was  able  to  h an dle  the problem 
in Ta iwan in 1958 w ith ou t the benefit  o f section 510.

As I  rec all  the procedure , aft er  we sen t missile  un its  to  Ta iw an , 
af te r we sent ad dit ion al --------- to  Ta iw an , when  Con gress reco n­
vened a req ues t was m ade in a sup ple me nta l or  deficiency ap pr op ri a­
tions  bil l to pro vid e the  fund s to  ma ke whole th e Defense D ep ar t­
ment fo r th is  equ ipm ent  whi ch was sent  out to  meet th is  emergen cy.

All of  thi s wa s done  wit ho ut  section 510.
When Congres s is in session, and it  seems fo r 1961 and in ensu ing  

yea rs we wi ll be in session at  leas t 9 months, there is no pro ble m in 
com ing up  to  ge t au tho riz ing and ap pr op riat in g au thor ity  to  mee t 
any emergency a s cr itic al as th e one T believe you hav e been d esc rib ing .

When Congres s is n ot  in session I  ga th er  you are  mak ing th e ar gu ­
ment, you do no t have the  flexib ility. However , let  us look  at  the 
fac ts. Congress  th is  year may ad jo ur n by La bo r Day. We wil l 
ce rta inly  recon vene on Ja nuar y 3.

In  th at  pe rio d of Sep tem ber , Octob er,  November, and  Decem ber  
it  is a t the  b eg inn ing of the  f iscal ye ar  when the Defense  Dep ar tm en t 
and the  I CA will  have i n the  ne igh borho od o f $1,885 millio n fo r mili ­ta ry  assis tance.

I  th ink the facts would ill us tra te , based on pa st  experience , th at  
in th at 4-m onth pe riod you nev er ob lig ate  more than  a th ird of  the 
to tal  m ili ta ry  assi stance  obligational au th or ity  made ava ilab le,  so if  
a cris is does ari se  du rin g th a t pe rio d in 1961, and  if  you ge t in the 
neig hbo rhood of  $1,885 mil lion , you  are go ing  to have am ple  obli­
ga tional au th or ity in the  m ili ta ry  ass ista nce  prog ram to  meet any 
crisis in Vietn am  in the  wav  of  equipm ent . Would you not agree?

Secre tar y B us k. The mili ta ry  ass istanc e prog ram s are  scheduled 
ra th er  precisely  fo r a pa rt icul ar  fiscal year.  I f  we were  suddenly to  
make large allo cat ion s to  a co un try  such  as V ietnam,  th is  could be done 
only  bv cu tti ng  dee ply  into pr og rams of  grea t importance in ot he r countries.

Mr. F ord. Tha t arg um ent makes sense if  you  assume th at when 
Congres s re tu rn s in Ja nu ar y it would  no t measu re up  to  the  cri sis  to  
rep len ish  th e fun ds  that  were di verte d.

I  cannot  visual ize  any  $100 mi llio n ad dit ion al equ ipm ent  reques t 
fo r Vie tnam in a 4-month  per iod  wh ich  would not  pr ec ip ita te  th e 
reca ll of  Congress to  mee t the  world  si tu at io n;  $100 mi llio n in ad di ­
tion al equ ipm ent to  Vie tnam is a fa nt as tic am ount to meet any crisis 
which wou ld foreseeab ly arise . W ou ld  you no t agre e?

Secre tar y B us k. I f  you had le ft out th e ex act  f igure  I  th ink I  wo uld  
agree. I  wou ld th ink,  however, th at  in a rea l fighting  sit ua tio n $100 
mil lion  would no t go very fa r and it  wou ld not its el f rep resent  a 
po liti ca l cri sis  invo lvi ng  TT.S. forces wh ich  wou ld dem and  a reca ll of  Congress.

Mr . F ord. B ut if  you  hav e to  go to , sav,  $150 mil lion  over and 
above wh at  you are  prog raming , or  even  $200 mil lion , th at  is $200 
mi llio n o ut of  $1,885 million, of  which only one-third would h av e been 
obligated pri or to  Ja nuar y 3, so you ha ve  approx im ate ly $1.2 b ill ion  
or  $1.1 bil lio n wh ich  would no t ha ve  been  obligate d which  in  an
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emergency could be obligated. I am certain  based on the past tha t 
Congress when it convened, i f it was not called into special session, 
would have made up tha t money almost overnight.

It  bothers me th at this additional flexibility, alleged flexibility, is 
requested when the record of the past in my judgment does not 
just ify it.

Secretary Rusk. Mr. Ford ; in order  to be sure I unders tand you, 
may I ask thi s: I s it  your point tha t the President  as Commander in 
Chief can dispose of, or  deploy, U.S. military forces to meet whatever 
emergency situation endangers the security of the United  States , and 
tha t, in these si tuations,  the Congress would expect to make up the 
deficiencies required?

Mr. Ford. No doubt about it. The clerk has just indicated they 
did tha t in Lebanon, they have done it in Taiwan, they have helped 
in Chile by the use of the emergency fund which the President has.

I do not know precisely how it  was done in the Congo except the 
Ai r Force was orde red to dispatch a considerable number of airc raft  
for  the air lift.

Actually we have vast flexibility. We have tremendous abilities to  
move in these crises, as evidenced and demonstra ted over the past.

Why this new gimmick is essential is beyond me when you look at 
the record of what has transpired.

Mr. Passman. And, too, we must not pass up the fact tha t the 
Congress also provided for  these emergencies in the basic legislation 
in giving the Pres iden t the r igh t to tran sfer  ou t of the economic pro­
gram to the military program. At almost any time you have as much 
as $5 billion of unexpended funds. It  is rare, indeed, to get below that 
amount unexpended.

In  addition, the Congress provided the contingency fund.
Year  a fter  ye ar the mili tary  has overstated the needs for this pro­

gram, and they have shipped out and obligated materials tha t were 
not needed. They did that in order to show that  the funds had been 
obligated. With in the presence of Presiden t Eisenhower, at a time 
when we were about to be chastised, for what they termed ruining the  
program through proposed cuts, members of the committee had to go 
down to the White House and inform the President  tha t these people 
had not given him the facts. Within 24 hours, $538 million had 
lapsed, funds which they could not obligate and could not reserve.

There is no record that there has ever been an emergency for 
which funds have not been adequate to meet our responsibilities, even 
last  year.

We had quite a controversy over the mili tary  program increase. 
And, at a subsequent date, afte r passage of the appropriation bill, 
certain funds were tra nsferre d from the military over to nonmilitary  
programs.

Mr. Ford. I agree to yield to the gentleman from Alabama.
Mr. Andrews. The argum ent for tha t flexibility assumes tha t by 

the 1st of January all of the new obligational authority  for mili tary  
assistance will have been obligated or used, in the amount of 
$1,885 million.
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AMOUNT OF FUNDS REQUESTED FOR MILITARY AND  ECONOMIC ASSISTANCE

Mr. Conte. Mr. Secretary,  initial ly, I certainly realize tha t the 
Government and the State  Department do not create these crises. I 
imagine we will continue to have them and they will continually 
intensify in the degree of gravity.

As one deeply and sincerely interested in the foreign aid program, 
I think you will find, on the Republican side of the table, we sup­
ported increased funds for the mili tary  assistance prog ram last year. 
I believe we tried to obtain $2 bi llion in this par ticu lar pa rt of the 
appro priat ions  bill.

If  you came to this committee with a for thr igh t budget of $2,285 
million incorporating  the $400 million, I think  you would receive a 
strong consideration from me and the other members on this side of 
the table.

However, it would seem on the  surface that this is another adminis­
trat ion attem pt to placate the eggheads in Government who are 
against m ilitary assistance. Wh at they are doing here is cutting down 
military assistance and at the same time sweeping th is $400 million 
under the carpet. While on the surface it looks good because on the  
ledger sheet the economic request appears as greater than the military.

I think  if we need $2,285 million for military assistance and i f you 
came in here and aske<l for tha t figure, I think  you would find th at 
you would receive a great deal of sympathy from the m ajori ty of the 
Congress who agree with you that  these are t rying times. It  may be 
South Vie tnam today, Bolivia tomorrow, and Venezuela the day after. 
There will be many crises forthcoming in the next fiscal year.

Secretary Rusk. Thank you, Mr. Conte. The original figure put 
in on this was the figure of the Eisenhower adminis tration,  1.6.

Mr. Conte. 1.8.
Mr. Ford. 1.8.
Mr. P assman. President Kennedy reduced it from $1.8 billion to 

$1.6 billion in the original estimate.
Secretary  Rusk. I beg your pardon, 1.8.
Then, after looking at the fiscal and economic situations, the figure 

was reduced.
Still la ter, as our studies reached a more complete status with regard 

to particular  crisis situations and our real needs, we came back with a 
somewhat larger  figure, the 1.885.

I would like to add that those who have been working in the admin­
istration on military assistance have thought tha t perhaps we should 
use more, both from the political and  milita ry poin ts of view.

On the other hand, there were some countries where perhaps the 
military had been emphasized more than might be wise over a long 
period of time. This is because the emphasis was so heavily on the 
military tha t the economic development of some countries had slowed 
down and was not taken as a prim ary objective. This made such 
countries susceptible to the kind of penetrat ion which is difficult to 
deal with through straight milita ry appropriations . Then there were 
one or two cases where the size of the Military  Establishment was not 
big enough to cope with a major at tack, while larger than was needed 
for lesser attacks. In such cases, the major  attack could not be met 
except with the help of a grea t many allies. These cases are all 
questions of adjustment.
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ments with governments about what our joint  efforts will be for a 
part icul ar fiscal year and these agreements will largely commit the 
$1,885 billion. Bu t tha t would leave us re latively  li ttle flexibility for 
the unexpected and sudden demands that we can almost surely anti c­
ipate, although we might  not be able to predict them in par ticu lar  
cases in the course of the year.

CONTINGENCY FUND

Mr. Conte. Of course, you are asking for an increase in  the con­
tingency fund of some $350 million to take care of these flexibilities 
winch will arise. We gave the Eisenhower administration $150 m il­
lion and you are requesting $500 million.

Mr. B ell. $250 million.
Mr. Conte. You are asking for an increase of $250 million for this 

part icular purpose. I would rath er see it there than see it hidden 
away in the Defense budget.

I know, because I  have given at least 500 speeches on foreign aid 
all over the country,  and I  know that there is a segment of our society, 
the so-called eggheads, who do not feel we should have any mili tary  
assistance, tha t it should all be economic aid.

It  seems to me that  the administration is try ing  to placate these 
individuals by seemingly appropriating less for military assistance 
while shoving it underneath the rug in some other part  of the  budget 
where it  will not appear. By doing this it will not appear th at there 
is an overbalance of m ilita ry assistance as opposed to economic assist­
ance. I do not think  this is quite kosher.

Mr. P assman. At the appropriate  time I shall send to you, through 
Mr. Bell, if you wish to review it , my file documenting some o f the 
exaggerations, and violations of agreements of the military with this 
committee.

I have to make a statement of fact because this  is serious business.
I am sure my distinguished colleague, Mr. Ford, remembers the 

year when we were considering requests 3 days before the fiscal year 
would end. The mil itary came to the subcommittee, my first year as 
chairman, in calendar 1955, with a proposal concerning a large sum 
of money, which was not  needed for the program.

They said, “I f you will permit  the  budget to reserve this sum, then 
we will let this sum lapse.”

It  sounded valid enough, and we bought the package.
Then, we received a letter to tha t effect, over the signature  of the 

general.
All right,  at 10 minutes after 6 p.m. on Ju ne 30, the then Directo r 

said in effect, “Disregard the letter. See if you cannot work up some 
kind  of an excuse tha t we wrote this letter  so the committee members 
would know what they agreed to among themselves. But reserve all 
the money.”

From that day to this, I  have been checking these people, and at the 
appropr iate  time the file, if you wish to receive it, will be available 
for  you to study.

There was a case of a head of state who had in mind he wanted 
some of our fighter planes. They would scare the chiefs of some 
of the tribes.
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He said, “I have to have them.”
I forge t how many modern fighters we made available. But, i t was 

almost admi tted th at about the  only use the country had for them was 
to keep the tribes in line.

This  is no accusation, Mr. Secretary.

AUTHORITY TO TRANSFER DEFEN SE STOCKS AND SERVICES TO TH E MILITARY 
ASSISTANCE PROGRAM

However, I can foresee that  under  the proposed legislation you 
would have the  vehicle for null ifying just about anything  we should 
elect to do to bring about adjustments in the various programs. If  you 
get th is bill th rough then, technically, and I think  we are in accord, the 
President  could offset congressional decisions and actions through 
his emergency account.

If  you had made the request for an increase in the milita ry, and 
rested your case on that, we could establish that these people had out ­
foxed you and the committee, too. But you have increased it  in every 
category.

You are about $1,700 million over the previous year, so it is in every 
category tha t it is increased. Digging a ditch in some country, one 
tha t is not designed or planned, has  very little to do with the security 
of this country. Yet the request for all this is up.

Mr. Andrews ?
Mr. Andrews. I have no questions at this point, Mr. Chairman.
Mr. F ord. Mr. Secretary, when Mr. McNamara was here yesterday 

we discussed section 510 in the proposed authoriza tion legislation. I 
pointed out to him the last sentence of the section which reads as 
follows:

Prom pt notice  of action taken un der th is subsection should be given to the 
Committees on Foreign Relat ions, Appropr iations, and  Armed Services of the 
Senate an d the  Speaker of the  House.

He agreed tha t under th at language no approval was necessary by 
any of the committees in the Congress fo r this "action of t aking stocks 
from the Defense Department fo r the benefit of the mili tary  assistance 
program.

In the m ilitary programs the Defense Departmen t has a policy with 
the House and Senate Committees on Appropriations, that  if there 
are any reprogramings, before such reprogramings  of funds  are  made 
there has to be a submission of the  rep rograming request and concur­
rence by the House and Senate Committees on Appropriations, and 
I believe now the Armed Services Committees of the House and 
Senate.

Secretary  Rusk. This is under the regular defense bill ?
Mr. Ford. The regular defense bill, Mr. Secretary.
Secretary McNamara agreed that this policy and this  procedure 

were working well. In fact, it  was just  modified, to make it even more 
effective.

He has concurred tha t somewhat s imilar language should be effec­
tive under  section 510. Would you agree tha t such a procedure would 
be a good change in this proviso ?

Secretary  Rusk. Mr. Ford,  I  would like to take tha t under advise­
ment and inform the committee of my view.
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I  can tell you now that  all we are tryi ng to do is to get this job 
-done. We would be glad to make an adjustment  which will make it 
possible for the executive and the legislative to work in harmony on 
these matters. I thin k perhaps I should have a chance to consult 
with  Secretary McNamara and with the Chief  Executive on tha t 
par ticu lar point, but I  will inform the committee promptly  as to what  
our att itude on that would be.

Mr. Ford. I t would be he lpful for the committee to have you and 
Secretary McNamara work out some proposed language which would 
tend  to conform with wha t he thought yesterday  would be sati sfac­
tory,  and we can take the  language, review it, and act on i t or recom­
mend tha t the autho rizing committee act on it .

•  Secretary Rusk. If  you will forgive me for  asking a question in 
the  other  direction.

Mr. Ford. Certain ly.
Secretary Rusk. 1 w ant to be sure I understand  the suggestion.

« If  the President should determine th at it is v ital to the security of
the  United States to use these sums, your thought would be th at such 
a finding would be submitted to the  committees and tha t the exercise 
of this authority would be subject to approval of the committees.

Mr. F ord. Tha t is correct.
Secretary Rusk. Let me take that under advisement.
Mr. Ford. Tha t is the kind and the type of procedure we use in 

reprograming in the Defense Department. It  has worked satisfac­
torily . There has been no disposition to hams tring  the Department. 
The committees have promptly acted on such requests, and in my 
judgment, and I believe in the judgment of the members of the De­
fense Subcommittee, it  has been very satisfactory in getting the job 
done and giving them the kind of flexibility tha t is needed when 
necessary.

Secretary  Rusk. Mr. Chairman, may I  have the courtesy of  a mo­
ment to consult my colleagues in the Department of Defense?

Mr. P assman. Yes, indeed.
(Discussion held off the record.)
Secretary  Rusk. I will try  to inform  the committee promptly on 

Mr. Fo rd’s question.
Mr. Passman. You may wish to make a search o f your records as

• to just  what would be vital,  and what would not be vital, in the event 
of an unusual emergency. You may find th at you have ample funds 
which could be used.

Fo r instance, rega rding Jap an,  we were pr ivileged to meet the dis-
• tinguished Prime Minis ter of tha t friendly country  a few days ago.

He indicated tha t J apan  was enjoying the greates t prosperity in the 
history of that country. Yet, we look in the justifications, and we see 
$-------- in this bill for Ja pan .

Then, there is reference to building a $--------civil air  terminal in
Saudi Arabia even though the American A ir Force has been ordered 
to quit using the airfield.

You might go throu gh the bill and pick up $200 million or $300 
million, which we are spend ing similarly. I  certainly subscribe to the 
princip le that we should live up  to our commitments, but you might 
find th at you could delay completing projects  such as the one in Saudi  
Arab ia, for example, which could rather  read ily be used against us.
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I do not think that suggestion is without merit.
We were out  in Spain recently, and we were told tha t one of the 

very expensive bases in Morocco, which we had previously abandoned, 
had Russian technicians and other Russian personnel on the base.

Is t ha t the statement as you understood it, Mr. Rhodes ?
Mr. Rhodes. This was a base which we had built and had abandoned 

on the insistence of  the Moroccan Government. There  were Russian 
Mig airplanes and Russian technicians on this base which had been 
abandoned by us intact,  while our own bases still occupied by us were 
within  almost the same traffic pattern.

Mr. Passman. It  was a base we had actually built  with our funds ?
Air. Rhodes. Absolutely.
Mr. P assman. They said for us to get out, and we did.
I wanted to indicate there  are plenty of places you can pick up 

money, in the event of emergency.
Secretary Rusk. May I comment to the committee off the record 

on that last point ?
Air. Passman. Yes.
(Discussion held off the record.)

LONG-TERM COMMITMENT AND “ BACK DOOR*’ FINANCIN G REQUESTED OF 
TH E CONGRESS

Mr. F ord. Mr. Secretary, I  agree quite substantia lly with almost all 
of the statements in your prepa red statement. Our differences as of 
the moment seem to be about some of the tools you want to use or 
which you feel necessary to accomplish the purpose.

On pages 12 and 13 of your  prepared text, in par t you state this:
In  th is  e ra  th e au th ori ty  to m ak e long -te rm  co mm itm en ts  to  de ve lopm en t is 

es se nti al  t o th e ef fecti ve  c on du ct  o f t hes e re la tion s.
H av in g an  as su ra nc e fo r a  re as onab le  per io d of  th e fu nds which  will  he av ai l­

ab le  f or  lon g- te rm  ec onom ic de ve lo pm en t * * *.
* * * th e unce rt ai n ti es  of  an n u a l fu nd in g,  w het her  th is  be  by  e it her au th o r­

iz ing o r appro pri at io n  act io n,  o r bo th .
W ha t is need ed  now  is  a  co m m itm en t by  th e Co ngres s.
We b el ieve  t h a t 5 year s is  su ch  a  p er iod.

Elsewhere throughout the statement you repeat th at an assurance is 
needed from the Congress in order  to make an effective program.

I have before me here a chart prepared by the Budget  Division, 
Estimates Staff, Office of the Comptroller,  Internatio nal Cooperation 
Administration , dated February 12, 1961.

It  shows tha t sta rting from 1948 through 1961 the executive branch 
of the Federal  Government has requested in appropriations a total of 
$66,837,300,000 for the mutual  security program.

It  also shows tha t the Congress has appropriated  during this same 
period of time $59,367,200,000.

The staff has figured out t ha t relating the appropr iation request to 
the amount appropriated by the Congress during this 14 or 15 year 
period tha t the Congress has made available 88 percent, almost 89 
percent, of obligational auth ority requested.

Looking in the future you have to see what has happened in the' 
past. It  is my impression that an 88 to 89 percent bat ting  average is 
good in the way of reasonable assurance. What would be your obser­
vation on that?
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Secretary Rusk. Mr. Ford, I would cer tainly  express my appreci­
ation for the support which the Congress has given to these mutual  
security programs over the years. The problem is, I think, not in 
essence whether the Congress has been willing to back the specific 
commitments which we bring  here each year, but how the I nited 
States  should now proceed to get other  countries to make a rea l effort 
in economic and social development over a period of time.

It  is im portant for us to be able to go to  them and say, “I f you will 
get your own house in order, if you will make an effort over a period 
of years to get yourselves on the road to development, then we will be 
able to sit down and talk  with you about the extent of American help 
in tha t effort over that period of time.”

In  turn we can go to other governments, chiefly in Europe, and say 
to them, “Here is thei r plan. Here is what we think we can reason­
ably do. We want you to do all tha t you can. You come in and you 
make commitments of this sort yourselves.”

I think this is impo rtant, Mr. Congressman, because the United 
States cannot very wTell go to other governments and talk to them in 
long-range terms without  having this very act affect the situation. If  
we encourage them, if we ask them to achieve cer tain standards and 
crite ria, if we put pressure on them in the way o f self-help it is then 
difficult for us to walk away from the ir situation because the funds are 
not available and leave everything as it was before. We have created 
an expectation. We have created a certain obligation because of the 
steps we are asking them to take. We would like to be able to go to 
these countries with the understanding of the Congress tha t this is 
what is happening, so that if they respond, we can respond. There­
fore, we are asking here for a statement of the policy of the Congress 
with respect to this mat ter within the limits indicated in the bill.

Mr. Ford. Mr. Secretary, is not the best evidence of the congressional 
dedication to this program the fact tha t in a period of 14 years the 
Congress, whether Democratic or Republican President, whether Dem­
ocratic or Republican Congress, has made available almost 89 percent 
of the money requested? What more assurance does “X” country or 
“Y” country need tha t our commitments will be forthcoming?

Secretary Rusk. I think it would be well fo r me to insert here, if I 
may, Mr. Chairman-----

Mr. Passman. Certa inly,  Mr. Secretary.
Secretary Rusk (continuing). A figure showing the percentage of 

those funds which were based upon annual programs. I think  tha t 
is relevant and to the point,  because over the years we have confined 
our commitments, by and large, to the limits of the annual app ropri­
ations. We have had some general discussions, but most of our dis­
cussions with other governments have to be subject to the acts of 
Congress.

(The following inform ation was supplied lat er :)
Advance Commitmen ts

F or th e pe riod  of  fiscal y ear 1957-61  ad va nc e co m m itm en ts  beyond  1 fiscal 
y ear fo r eco nom ic ass is ta nce  su bje ct  to  fu tu re  ap pro pri a ti ons to ta le d $14." m il­
lio n w hi le  th e actu a l ob lig at io n fo r econom ic ass is ta nce  annual pr og ra m s duri ng  
th is  sa m e pe rio d am ou nt ed  to  $9.2 bil lion. The  vo lume of ad van ce  c om m itm en ts  
fo r th is  jie rio d is eq ua l to  1%  pe rc en t of  t he  to ta l pro gra m s.  In  ad di tion , duri ng  
th is  pe rio d a m aj or  m u lt iy ear co mm itm en t w as  m ad e of  $.">17 mill ion an d loca l 
cu rr en cy  to  th e In dus w a te r pro je ct  su bje ct  to avail ab il it y  of  fu nd s.  Con su lta - 
ta ti ons w ith th e Co ng ress pr ec ed ed  th is  c om mitm en t.
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In recent months forward commitmen ts have  been made  to Ind ia, Pakistan, , 
and B raz il subject to the availabl ity  of funds.  The fiscal year  1962 request now 
pending includ es funds to cover these commitments. However , in one case,. 
India, the  commitment extends thro ugh  fiscal year 1963.

Mr. F ord. I think the discussion yesterday tended to indicate tha t 
where we have made these commitments, India for one, our country 
has without exception honored those commitments and the Congress 
has provided funds to take care of the obligation.

Does the Secretary have an answer to that?
Secretary Rusk. Even in those situations there  is, I think, a degree 

of embarrassment between the Congress and the Executive. If  we 
were to go out and negotiate with  several countries significant com­
mitments for 5-year development programs, without  having had as­
surances from Congress tha t this also is congressional policy, then— 
at least i t has been my experience in earlie r days and I  have not been 
here in  recent years—there is dissatis faction in the Congress in being 
presented with that  sort of commitment.

Mr. F ord. Then you are faced with this statement in your own 
prepa red text, and I quo te:

I know i t is sa id t ha t its  purpose— 
the arrangement is the purpose—
is to avoid coming to this committee for  funds for  economic assistance. This  
is not the  purpose.

In  effect, you are telling us tha t under the new proposed arrange­
ment we still have the same author ity. Are you not ?

Secretary  Rusk. I am saying  what  we would like to get is a state­
ment, of policy by both the Congress and the Executive which puts the 
United States  in position to enter into commitments on long-term 
development programs.

Mr. Conte. Will the gentleman yield there ?
Mr. P assman. Will you please yie ld to me first? I must, of neces­

sity, protect my own line of questioning on yesterday, by indicat ing 
firmly for the record that I know of no exceptions where your people 
have appeared before our committee that they did not say substantially 
this : Af ter  careful planning, this  is what the project will cost, this is 
the year in which it will be completed, and this is the amount of money 
required fo r this year ’s commitment.

The record is loaded with testimony tha t you have projects  which 
will be completed in 1963 or 1968, and some of them going to 1975. I 
specifically asked the question yesterday , Where have we fallen  down 
and caused you to have to cancel a contract?

Now, I  want to ask, Mr. Secretary, do you consider the m ilitary aid 
as important as the economic pa rt of th is mutual security program?

Secretary Rusk. I do indeed, sir, because we are using the  military  
assistance program only where we feel it is of vital necessity to the 
security of the free world.

Mr. P assman. The military  would be considered just as important 
a facet of the  foreign aid program  as economic assistance ?

Secretary  Rusk. Yes, sir.
Mr. Passman. Would you, in your  considered judgment, feel that  

the milita ry is more complicated or less complicated, when i t comes to



61

working out programs for the countries? Would it require more time 
or less time to firm up a policy for a mi litary  aid program tha n for an 
economic aid program ?

Secretary Rusk. Mr. Chairman, I would want to leave my col­
leagues in the Department of Defense free to express their own view 
on that.

Mr. Passman. Certainly.
Secretary Rusk. My own feeling is tha t the  arrangement of a mili­

tary  assistance program with a foreign government is in many respects 
much simpler than an economic assistance program.

Mr. Passman. You do have a 5-year plan for the milit ary aid 
program ?

Secretary Rusk. I t is on a 5-year plannin g basis; yes, sir.
•  Mr. Passman. And they are asking for the ir appropria tion on an 

annual basis ?
Secretary Rusk. Yes, sir.
Mr. Passman. Thank you.

* Mr. Ford  has the floor.
Mr. Ford. I yield to Mr. Conte.
Mr. Conte. Mr. Ford was pursuing  a very interes ting point, Mr. 

Secretary. You answered by saying it is very difficult to discuss a 
long-range plan for economic and social progress with these govern­
ments without forehand knowledge of the definite policy of the 
Congress and of the executive branch. Why would you not have 
tha t policy of the executive branch and the Congress if we passed 
a 5-year authorization bill with annual appropriations, substan tiated 
by the statistics Mr. Ford has given you here on what the Congress 
has appropriated ?

Secretary Rusk. Mr. Conte, by the time we get through with these 
hearings, if I have not already been able to do it myself, I thin k 
what  we are tryi ng to do will be clear to the committee and the Con­
gress. What  we are af ter  here is the ability  to go out  and negotiate 
with other governments; and in the case of a par ticu lar  government , 
such as Argentina, it may involve negotiations with half  a dozen 
countries.

We are asking that  we be put in a position where we can negotiate 
responsibly with other governments about their own multiyear de­
velopment programs. This  proposal is, in our judgment, the best 

4 way that we can see to b ring  that about. There have been other sug­
gestions, and I can assure you that we will be discussing with the 
Congress these other ways of achieving the same result. However, I  
myself do not feel tha t I  ought  to comment specifically on the sugges- 

a  tion that  you have made without careful study in the  executive branch.
Mr. Conte. I can apprecia te your problem, and I  think you make an 

excellent point. I th ink you must be fortified with  some expression by 
the legislative branch of the Government as well as the executive in 
order to carry out this long-range program. I think an authoriza­
tion bill for 5 years would give you that armament and th at ammuni­
tion you need.

Mr. Dillon’s trip  to Bogota is a prime example. At that  time the 
Congress passed an authorization  bill for half a billion dollars for 
social progress in Latin America. He was able to get 19 of the L atin  
American countries to sign the Act of Bogota based upon this author-
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ization bill. I think  this is one of the strongest arguments  you could 
use for an authorization bill with an annual appropria tion.

I think what Mr. Ford has pointed out is also evidence of the fact 
tha t the Congress is responsible and it has, we should note, passed 89 
percent of the appro priat ions  requested by the executive branch of 
the Government.

So you have two levers here. One, you have an  authorization bill 
showing the long-term plan for 5 years, and the other, the past per­
formance of the Appropriations Committees.

Secretary Rusk. The essence of the problem is t ha t the executive 
and the Congress agree as to how we can conduct ourselves on this 
problem over a period of years. The chairman was kind enough to 
intimate  we might have a chance to discuss some of these problems 
on another occasion. 1 can assure you th at we will look at this prob­
lem seriously in terms of the comments t hat  have been made by this 
committee and other committees, and we will come back with our 
considered judgment fo r your  furthe r examination.

Mr. F ori>. Mr. Secretary, this proposal for long-term financing 
places in a difficult position people like myself and others who have 
supported to the h ilt the mutual security program. We want to sup­
port mutual security, but I, for one, cannot do so i f this kind of fi­
nancing is to be included. In your own s tatement you indicate t hat  
really it is a matter of semantics as to how we are to handle this pro­
gram. This back-door financing gimmick is a matter of deep principle 
with me. As long as it is a matter of principle to so many people 
who believe in the program, it is unwise s trategy  on the part  of the 
executive branch of the Government to lose a lot of friends for the 
program when friends  sometimes are hard  to come by.

Secretary Rusk. Tha t is a very important statement, Mr. Ford.
Mr. F ord. There is one other  point you have made. You asked, 

“How can we go to these other countries tha t are going to help us 
assist underdeveloped countries  and get the ir cooperation unless we 
can have this long-term assurance?” I am looking at the India Eco­
nomic Newsletter of May 1961. They are ta lking here about a 5-year 
program for India.  The page lists the various o ther countries that I 
understand have committed themselves or that are indicating coopera­
tion with us to aid and assist India.  The countries are Canada, 
France , Germany, Japan, and the United Kingdom, plus ourselves.

France has teen very generously treated  in the m utual security pro­
gram over a long period o f time, and is still receiving mi litary  assist­
ance. West Germany received, up  to several years ago, considerable 
milit ary assistance, and even today the free c ity of Berlin  is getting 
some economic assistance. Japa n has been a beneficiary of our eco­
nomic assistance and mili tary  aid. The United  Kingdom ever since 
the inception of the program has been a beneficiary of mutual security.

I cannot understand how any of these countries would have the feel­
ing that we would not live up to our financial commitments for a 
program of this sort. Can you believe they would not have faith  in 
our 5-year program based on the past record of the Congress of help­
ing them and helping a good many other countries?

Secretary Rusk. I am sure tha t is right in the case of India.  In ­
deed, I think  as fa r as these part icular countries are concerned, they 
would look upon commitments from our executive branch as being

t



serious insofar as the executive b ranch is concerned. They would 
make the ir own judgment about th eir own experience with actions of 
the Congress in these situations, but at the same time they would rec­
ognize this sort of commitment is automatically a first call on w hat­
ever funds are appropr iated by the Congress.

Wha t we have in mind is not this, to me, very persuasive case of 
India , but an agreement between the Congress and the Executive as 
to how we proceed in the next 5 years in comparable situations in 
other countries. In  other words, within what  limits, within wha t 
order of magnitude, on what basis of assurance, in what nego tiating 
position, are we to be ? This is a problem.

Quite frank ly, we are not concerned about Indi a because of the 
past experience with  the Congress and the general attitude tha t we 
knew we would find there.

Mr. P assman. If  the  gentleman will yield. What countries are you  
worried about, Mr. Secre tary ?

Secretary Rusk. I t  is not part icular countries by name, b ut how 
far  are we to go down this trai l and on what basis? The Executive 
would not feel free, Mr. Chairman, to m ultiply this case of Ind ia by 
six or seven other  countries with the same reliance tha t we felt we 
had in the case of India . 1 think we need a jo int policy by the Con­
gress and the Executive  as to how the United S tates is to move toward 
this kind of problem involving long-term economic development.

Mr. F ord. I appreciate your comments, Mr. Secretary. 1 just do 
not agree with this tool tha t the executive branch has requested. I 
think  it is unwise. 1 think  it is unnecessary. As I  said a minute ago, 
1 think it places people like myself, who believe in the essentiality of 
the program, in a very difficult position. I feel very strongly about 
the principle  of this backdoor financing. According to your state­
ment, i t rea lly is a m atte r of semantics. So I  hope and tr ust  that the 
executive branch will reconsider its position on this aspect of the 
program.

I have some o ther questions, Mr. Chairman, about financing of the 
Congo operation, but 1 will defer tha t until sometime later.

Mr. P assman. Mr. Rhodes?
Mr. Rhodes. Mr. Secretary, do I gather that  the administration 

would like to negotiate with almost any nation on the  globe without 
clearing the negotiation with the Congress first ?

Secretary Rusk. The AID  program will be discussed regularly  
with  the congressional committees, du ring which any plans for long­
term aid will, of course, themselves be discussed. These long-term 
economic plans develop over a period of time. For example, we would 
like to be able to approach certain countries in Lat in America tha t 
have reached the point where they ought to be able to take off on 
real development, i f they would go about i t somewhat more systemati­
cally, and if we can get those countries to think  about thei r own ca­
pacity for development.

Mr. Rhodes. I s there anything to inhib it your  doing tha t at the 
present time?

Secretary Rusk. I thin k the inhibition, Mr. Rhodes, is if we go to 
these countries and t alk  to them in these terms, and then if we find for  
one reason or another we have to walk away from them, we have set 
ourselves back ra ther th an having moved ourselves ahead.
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Mr . R hodes. Air. Se cre tar y, wi ll you give the  com mit tee  any  spe ­
cific ins tances  since th is pr og ram  began of  any  tim e when the Un ite d 
State s has fou nd its elf  in th at  pos itio n because  of the fa ilur e of Con­
gres s to  follow throu gh  on negoti ati on s st ar ted by the executive d ep ar t­
ment ?

Se cretary Rusk. I  t hin k, sir , the  prob lem  is  not wh at has h app ene d 
wi th respect to specific comm itm ent s in the  past,  bu t ra th er  to have  
a comm on un de rst an din g betw een the  Ex ecuti ve  an d the  Congress 
which will  enab le us to move  on a numb er of these sit ua tio ns  in the  
fu tu re  with in  lim its  of mag ni tude  of  com mitmen ts th a t we know  we 
can discuss.

Mr. R hodes. You a re not as king  f or  common un de rst an ding . You 
are askin g fo r a b lank check. Yo u are  a sking  for  a  5-v ear  au thor iza­
tion fo r back-door  spendin g which effec tively removes any congres ­
siona l control exce pt the  contr ol which any  Congres s ha s to repeal  a 
law which it has  p rev iou sly  enact ed. Th is is n ot easy,  ever . In  th is 
ins tan ce it is even more  d ifficu lt, con sidering  the  fac t th at  if  t he Con­
gress should pass a law  effect ing  such a repeal  and the Execu tive 
des ired  t o veto  th e act rep ea lin g the  previo us act, it would  t ake  a two- 
th irds  m ajor ity  to  ove rride th e veto. So, fo r all pr ac tic al  purp oses , 
con trol  w ould be gone.

I repe at , I  th ink you are  askin g, not  fo r a meeting of  minds with 
Con gress, bu t for  a blan k check.

Se cretary Rusk. I t  is true  th at we would expect to discuss these 
mat ters  wi th oth er governm ents in a way th at  would no t invo lve the  
specific pa rti cipa tio n of the  Congres s in the  discu ssions. W ha t we 
are  ask ing fo r, thou gh,  is a dec ision by  the  Con gress, on it s own account , 
th at  i t wou ld be wi lling  fo r the Uni ted State s to move to the supp ort 
of  long -ra nge develop men t pr og rams up to th is orde r of  magnitude.  
We  are ask ing for  your decision, not  abrog at ing y ou r r ig h t of  decision.

Mr. R hodes. May  I  resp ec tfu lly  suggest, Mr . Se cre tar y, there  i s a 
pa tter n fo r doing  th is. One  is  t he  sense of  Congress, l ike a resolution  
which we passed at the tim e of  t he  trouble  in the  T aiw an  Str ai ts  an d 
the  res olu tion which was pas sed  abo ut the  time of  the  Bo go ta Con­
ference,  which  was an au thor izat ion fo r the  ap pr op riat io n of  fun ds 
in fu rth eran ce  of the  agree me nts  made at the  Bog ota  Conferenc e— 
an othe r me tho d of  doing ju st  wh at you sta te you desi re. My po int 
is th at  you  are say ing  y ou wa nt  one th ing,  but are  real ly  ask ing  fo r 
som eth ing  e nti rel y dif ferent , wh ich  I  th in k is com pletely  unconscion ­
able.

I  cou ld no t agree wi th Mr. F o rd  more. I  do no t th in k my reco rd 
of  sup po rt of  th e prog ram  has  been as con sistent as h is, an d I  am sure 
I  do no t fee l as strongly  abo ut it  as he does. In  fac t, I  prob ab ly do 
not feel any more strongly  abo ut it th an  th e ave rage Member of Con­
gress, if  as strong. Even so, wha t su pp or t I  hav e given in the  past 
ce rta inly  would  hav e to  be di lu ted ve ry con siderably  by th e conti nu ­
ance b y th e adm in ist ra tio n of  such tact ics  as this .

I am bo the red , Air. Se cretary,  whe n I  com pare th is ap proa ch  wi th 
othe r appro aches th at  the  ad min is trat ion has  made . F o r inst ance, 
the  hous ing  bill . We ha d back-do or spendin g reques ted  there  on 
a mass ive basi s. The Con gress was a sked in the  f arm  b ill  t o yie ld its  
power, sub jec t only  to a veto  on th e part  o f Congress.  W e hav e had 
too ma ny ins tances  in th is ad min is tra tio n so fa r, I  t hink , where  Con-
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gress lias been asked to sign blank checks. To me, this is a very dis­
turbing approach. I did not wish to bring  in o ther instances except 
as a matter of illu stra tion  of what appears to me—and I fear  it—to be 
an attitude on the pa rt for certain people in  the admin istrat ion that  
Congress is a body to be bypassed and trea ted as l ightly  as possible. 
I know this is not your feeling at all, but i t disturbs me.

Secretary Rusk. I  appreciate your saying that.
Mr. Passman. Wil l the gentleman yield  ?

AN NU AL  L IM IT  ON LON G-T ERM  BORROWIN G AU TH OR ITY

In  all probabli ty you would ask this question, Mr. Rhodes, but I  
want to be sure it is asked.

Of the total amount of borrowing authority  tha t you are request­
ing, are you asking the  committees of the Congress to establish the 
percentage or total you may spend each year or, at the discretion of 
the President , would the executive branch have the righ t to obligate 
as much as i t should see fit, say, in the first o r second year?

Secretary Rusk. We are asking tha t the funds be made available 
on the basis of $900 million the first year and $1.6 billion for the sub­
sequent 4 years. Those limits are, of course, subject to change if the 
Congress feels that it  must change them.

Mr. Passman. But under provisions of the proposed legislation, 
would the President have the right to raise or lower the amount from 
year to year ?

Secretary  Rusk. Xot the lending a uth ori ty; no, sir.
Mr. P assman. It  is fixed so that the executive branch could borrow 

only a certain amount each year?
Secretary Rusk. Th at is correct, sir.
Mr. Passman. Mr. Rhodes ?
Mr. Rhodes. I yield to Mr. Conte.
Mr. Conte. Mr. Secretary, I want to leave th is by congratulat ing 

the adminis tration on the  appointment of Dean Rusk as Secretary  
of State. I have full confidence tha t he will do very well in this 
difficult job in the many crises th at we have before us today. I am 
certa inly pleased th at we have a man of Dean Rusk’s caliber at the 
helm of the State Department.

Secretary Rusk. Thank you, Mr. Conte.
Mr. Rhodes. Mr. Chairm an, I associate myself with the words of 

Mr. Conte concerning you, Mr. Secretary. The way you have handled 
yourse lf since you have been in this very difficult position gives us 
all much more encouragement than we might otherwise feel.

Mr. P assman. May I, too, so indicate again at  this point.
Secretary Rusk. Thank you, gentlemen.
Mr. F ord. I concur in the chairman’s comment.

authorization for transfer of funds

Mr. Rhodes. Mr. Secretary, in the bill which I  have before me. 
H.R. 7372, on page 29, beginning with line 18, it  says :

Sec. 510. Special Authority, (a)  The President may if he determines it  to 
be vital to the security of the United States * * *
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This refers, of course, to the $400 million. We call it the additional 
contingency fund. I wish also to compare th is with the wording of 
the mutual security program legislation, section 451, setting up the 
contingency fund. Thi s gives the conditions under which the Pres i­
dent may use the contingency fund.
when the President determines tha t such use is importan t to the security of the 
United States.

Comparing tha t with the provisions of this bill, H.R. 7372, in the 
bill i t say s:

If  he determines it to be vital to the security of the United States.
The contingency fund provision sa id:

If  such use is important to the security of the United States.
Would you care to comment on the significance in the use of the 

different words, “vital” and “important” ?
Secretary Rusk. There  is a difference, Mr. Rhodes, although it 

may sound as though these are words of ar t in the lingo of the Gov­
ernment. When we are discussing military and security  problems, we 
try  to reserve the word “vi tal” to those th ings which are of c ritical 
urgency to the security position of the United  States, in an almost 
direct  operational sense. There are certain bases, there are certain 
positions of strength, which are vital in the sense that  our security 
would be deeply injured and impaired if they were not  held or if they 
were not in good order. This  word, as I say, tends to be a word of art  
in the military  examination of certain situations. This word is de­
liberately used here because we had in mind the necessity for the 
Pres iden t to move promptly, and sometimes massively, to reinforce 
or strengthen a situation where there is a very serious th reat and real 
danger.

I am impressed with your  colleague’s remark about the powers of 
the Commander in Chief here. I intend to discuss this with Secre­
tary McNamara to see how that bears upon this par ticu lar section of 
the bill. It  is that  level o f urgency tha t we a re talking about  in this 
par ticu lar section. This is not a routine section. This  is not intended 
as routine additional money. This is intended l iteral ly for the almost 
overr iding emergency situat ion where we have to pu t forth large 
and expensive supplies in a hurry  to deal with a critica l situation.

Mr. Rhodes. Mr. Secretary, I hate to inte rrup t, but I think you 
might  also consider the poin t made by Mr. Ford concerning the re­
programing approach.

Secre tary Rusk. Yes ; we intend  to go into this.
Mr. Rhodes. This might be a p ractical solution to what I recognize 

is a problem. We do not  intend to minimize the problem. We feel, 
like you, tha t it should be solved in the best possible way. Frankly, 
we are worried about contingency funds. As you can see, if we were 
to give this $400 million and the $500 million requested, tha t is almost 
a billion dollars of contingency funds, which I  think is more than any 
responsible Congress should provide  under any conditions that  I  can 
imagine.

Secretary Rusk. On the contingency funds, I must say tha t I am 
deeply impressed with the uncertainties of the situation  in which we 
find ourselves. Many new, independent countries are coming into 
being. There is pressure by the  Soviet bloc all over the world. Quite
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frankly, gentlemen, it  will be difficult to program in advance. The 
purpose of the presentation  to Congress is an  effort to be sure of com­
mitments we are being called upon to make in the course of a given 
year. Again, at the moment, I am not talk ing about  specific pa rts  o f 
the bill. I am ta lkin g about the nature of the problems confronting  
you and us on both sides of the Government. We must have flexibility 
so th at we will not be forced to delay until we can come back and 
reprogram,  because by that  time a si tuation  may have moved out from 
under us. It  is th at kind of a problem tha t I thin k both you and we 
must grapple with  to t ry  to find the right  answer.

Mr. Rhodes. I agree with you.
Secretary Rusk. There is one other thing that  to me is very im­

pressive.
(Discussion off the record.)
Mr. Rhodes. Mr. Secretary,  I  might suggest, as Mr. Conte did, t ha t 

perhaps the  place for flexibility is in the au thorization process rath er 
tha n the appropriation  process. We—I mean the Congress and the 
adminis tration, also—have had very little difficulty in meeting a 
situat ion which involves the appropria tion of funds  if the situat ion 
was indeed one which should be met. I do not think  there is any doubt 
that the Appropr iations Committee can move just as  rapidly as neces­
sary in the event of requirements which are envisaged by the $400 
million contingency fund.

I think also Mr. Fo rd's analysis of the situat ion as it refers to  your 
appropria tion and the speed with which it is obligated is something 
which should be taken to heart. In other words, I think when you 
study the record, as I am sure you will, you may come to the con­
clusion tha t this  is something which requires more study than perhaps 
it has received at the present time.

Mr. Passman. The La tin  American program demonstrated tha t 
when the President actual ly needs help, the Appropriations Commit­
tees and the Congress respond promptly. We were in there within  a 
matter  of days in gett ing out just what was requested.

Secretary  Rusk. We are deeply grateful  for tha t, Mr. Chairman.

MERGER OF DE VE LO PM ENT LOAN FU N D  OPERATION S W IT H ICA

Mr. Rhodes. I am intere sted in the plans fo r the Development Loan 
Fund, Mr. Secre tary. Is it now intended to merge the Development 
Loan Fund with the ICA  so i t will make onlv dolla r loans and not 
loans repayable in the currency of the borrower?

Secretary Rusk. That is the present p lan; yes, sir.
Mr. Rhodes. Will there be a complete merger so the  identity of  the 

DL F will disappear?
Secretary Rusk. The organization of the new aid administration  

will contain a loan group. It  will be the Office of Development F i­
nancing. I t  will work out loans for  the approval of the  Development 
Loan Committee, which will be an interdepartmental committee work­
ing directly  with the Administrator.

Mr. Rhodes. Will this take  over all the loan functions formerly  in 
DL F and also in ICA ?

Secretary Rusk. That is correct, sir.
Mr. Rhodes. So no loans will be made in the currency of the bor­

rower in the future ?
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Secretary  Rusk. Only in connection with the food for peace 
program.

Mr. Bell. They are not prohibited, except the money sought for 
borrowing authority could not be used. However, the moneys under 
suppo rting assistance, fo r example, might  be made in the form of 
loans repayable in local currency.

FOREIGN CURRENCY EXPENDITURES IN  19 G 2

Mr. Rhodes. This brings me to another point, Mr. Secretary. In 
addit ion to the funds  requested, how much in local currencies do you 
plan to  spend in this next  fiscal year ?

Secretary Rusk. May we supply that, sir  ?
(The  information requested follows:)

F oreign Currencies

I t is estim ated  th at  the equ ivalent of $1,120.4 million in U.S.-owned foreig n 
currencies , prim arily result ing  from the sales  of surp lus agricultura l commodi­
ties and $819.8 million in country-owned foreign curr encies (counterpart)  will 
be expended dur ing fiscal year 1962 on country aid programs.

M E A N IN G  of human dignity

Mr. Rhodes. I have jus t one other question. Perhaps you would 
call it a question of semantics, but it interests me. On page 3 of your 
statement, the second paragra ph, you sta te :

If  this is the Communis t objective, wh at is ours?  I t is a world of human 
dignity, i>eace, and freedom.

I am interested in the use of  this word “dignity .” We have heard it 
used by people from the State Department for several years, regard­
less of the administrat ion in power. Wha t is the connotation of this 
word “dignity” ?

Secretary  Rusk. In  the background of political discussion, this idea 
of human dignity refers to the notion of the status o f the individual. 
For  about 2,000 years, there  has been a discourse turning around the 
political consequences of the na ture  of man. Our own concept of free­
dom, of individual liberty, and of constitutional guarantees, is a p art  
of tha t 2,000-year discourse. It  deals wi th the individual as a citizen, 
protected against the use of raw power for arb itra ry or unjust  pur­
poses. I think it is cent ral to our own Bi ll of Rights. It  is central 
to our notions of constitutional government. I think it is an impor­
tan t idea because it  also is one of the threads  which tie us with people 
in all part s of the world.

If  I could illustra te from a private experience: Fo r years I was with 
a priva te foundation which has spent the last half century in 100 
different countries and territories.  There has never been any time 
wasted between representa tives of such an organization and people in 
other  countries about what thei r basic purposes were. You do not 
find people who would ra the r be hungry  than fed, or sick than healthy, 
or who do not want to bring up thei r family with  some assurance 
for the future , or who do not  want to be able to predict what is going 
to happen tomorrow morning in thei r relations with raw power, with 
government. It  is this concept of the man as the star ting  point in 
our political arrangement that  seems to me to be the essence of the 
notion of human dignity .
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Mr. R hodes. Mr. Secretary, I would not change that  statement one 
bit when it comes out. Tha t is as line a s tatement of the meaning of 
human dignity as I  have ever heard. I congra tulate  you.

Mr. Passman. Have you other questions, Mr. Ford  ?
(Oft' the record.)

CONGO DEF EN SE  EX PE N SES

Mr. F ord. Mr. Secretary, I have been disturbed by what appears to 
be an effort on the pa rt of some people in the State Department to 
sweep under the rug certain  charges, legitimate  costs of various agen­
cies of the Federal Government, p rimarily the Defense Department, 
related to the Congo operation. As you know, the Defense Depa rt­
ment has provided substantial assistance in the way of air lift  and re­
lated matters for the U.N. forces in the Congo. I believe about $22 
million in bills has been submitted by the Defense Department to 
the State Departmen t for subsequent resubmission to the United 
Nations as our out-of-pocket expenses involved in this.

Earlie r this year, one bill for about $10 million was submitted by 
the Defense Department and paid by the Sta te Department to the 
Defense Department. The remaining bill of about $12 million was 
unpaid for some time. It  may now have been paid  to the Defense De­
partment. I have some reason to believe th at  the State Depar tment  
told the Defense Department, “Ju st don’t submit i t.” I do not know 
whether tha t is accurate, but tha t information came to me from 
reasonably reliable sources.

What  concerns me is that  if the Defense Depar tment does no t sub­
mit a bill and assumes the cost itself , then the  State D epartment does 
not have to submit this to the United Nations and our Government’s 
problem of handl ing the problem under  section 262(b) of t itle  22 is 
somewhat easier. Th at is the proviso which says tha t the United  
States  cannot pay more than 331/} percent of the budget of any inter­
national o rgan ization:
Provided, however, Th at  in excep tional  circu mstances  nece ssitating a con trib u­
tion  by the United  Sta tes in excess of 33% percent of the budget, a commitment  
requir ing  U.S. app rop ria tion in larg er proportion may  be made af te r con sul ta­
tion  by the U.S. rep resent ative with  the Commit tee on Appropriations of the  
Senate an d the House of Repre sentatives.

Whatever our costs are—and I mean all of them—they ought to be 
submitted to the United Nations. It  bothers me tha t an effort is made 
by one means or  another to sweep some of these things under th e rug  
because the Department does not want to face up  to this problem of 
what  our true costs are and the problem of gett ing around the one- 
thi rd proviso in this statu te.

I cannot believe you would be a part of that.  I hope none of the 
responsible people in the Depar tment  are a pa rt of any such effort.

Do you want to indicate the Department’s view so we have the 
record absolutely clear in that regard ?

Secretary Rusk. I would appreciate the chance to file a statement 
on this for the record, but let me comment now in advance.

Mr. Passman. Without objection, the statement will be filed.
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(The statement supplied fol lows:)

U.N. Congo  D efen se  E x pe n ses

Th e D ep ar tm en t of D ef en se  has  fu rn is hed  su pport  to  th e  U ni te d N at io ns  
op er at io n in  th e Co ngo  sinc e th e in ce pt ion of  th e  op er at io n an d co nt in ue s to  
do  so. Th e to ta l co st  of th is  su pport  w as  ca lc u la te d  on Ju ne  30, 1961, a t 
$26,639,718.07.

The  Uni ted S ta te s w ai ve d th e  co sts of  th e  in it ia l a ir li f t of  tro op s and su p­
pl ie s to  th e  Congo, and  th e  to ta l co st  th e  org an iz at io n w as  lia bl e fo r w as  th u s  
re du ce d by  $10,317,621 .53. An ad dit io nal  563,023 of  co st s co nn ec ted w ith  th e  
em erge nc y a ir li ft  of  fo od  su pp lie s to  th e Congo has al so  bee n waiv ed . Rei m ­
bu rs em en t to th e D ef en se  D epar tm en t fo r th es e am ounts  has  been  au th ori zed  
fr om  fisca l year 1961 m u tu a l se cu ri ty  co nt inge nc y fu nd s.  The  di sp os it io n of  
ad dit io nal  co sts  of  th e em erge nc y food  li ft  to ta li ng  $160,008.87  is pe nd ing.

In  al l ot her  ca se s in  w hi ch  th e U.S.  m il it a ry  depart m ents  ass is t th e  U nited  *•
N at io ns  op er at io n in  th e  Congo a t th e  re ques t of  th e  U ni te d Nat ions , th e  D e­
part m en t of Defen se  bil ls  th e  U ni te d N at io ns  fo r th e  co st  of  th e re im burs ab le  
supp lie s, eq uipm en t, and  se rv ic es  prov ided . The se  bil ls  a re  fo rw ar ded  by  th e  
D epar tm en t of  S ta te  to  th e  U ni te d N at io ns  w ith a re ques t th a t pay m en t be 
m ad e to  th e  D epart m ent o f th e  A ir  For ce  in  it s capac ity  as  ex ec ut ive agent *
of  th e D ep ar tm en t of  D ef en se  in  fu rn is h in g  U.S.  m il it a ry  as si st an ce  to  th e 
U ni te d N at io ns  in it s opera ti on  in  th e Congo. The  D epar tm en t of  S ta te  has  
fo rw ard ed  to  th e U nited  N at io ns , w ith a re qu es t fo r pa ym en ts , bi lls  to ta li ng  
ap pro xim at el y $15.6 m il lion  co ve rin g th e co st  of  re im burs ab le  su pp lie s, eq uip­
men t, an d se rv ices  fu rn is hed  th e U ni ted N at io ns in  th e  Congo op er at io n by  th e  
D ep art m ent of De fen se .

As  of  Ju ne 30, 1961, th e  U nited  N at io ns  had  not  pai d  th e  D ep ar tm en t of De­
fe nse  fo r an y po rt io n of th e  co sts fo r which  re im bu rs em en t had  been re qu es te d.
How ev er , as  in  th e ca se  of  th e  U ni ted N at io ns  Em erge nc y Fo rc e (U N EF) an d 
th e  U ni ted N at io ns  O bs er ve r Group  in  Le ba no n (U N O G IL ),  fo r which  th e 
U ni te d N at io ns  ha s be en  m ak in g pa ym en ts  to  th e D epart m ent of  Defen se  fo r 
m il it a ry  as si st an ce  re nder ed  a t th e re qu es t of th e  U ni te d Nat io ns , th e U ni ted 
N at io ns ha s bu dg eted  fo r th e  co st  of  ass is ta nce  re nder ed  to  it  by  th e  U ni te d 
S ta te s an d by  o th er co untr ie s an d will  mak e th os e pay m en ts  as  soo n as th e 
org an iz ati on’s c as h po si tion  m ak es  t h is  po ssible .

Fo llo win g is a su m m ar y of th e su ppo rt  fu rn is hed  by  th e U.S . m il it ary  de­
part m en ts  to  th e U ni ted N at io ns op er at io n in  th e Congo , sh ow ing se rv ices  fo r 
w hi ch  cos ts  h ad  been c al cu la te d  a s of  J une 30 ,1961.

Support furn ish ed by U.S . mi litary deva rtments to the Uni ted Nations operation in  
the Congo

Nature of support Amount Sta tus  as of Ju ne 30,1961

In itial airli ft of Uni ted Nat ions  troops 
and e quipme nt to the Congo.

Eme rgency ai rlift of food «................... —
Flo ur in  Ju ly  1960------------ -----------
Fam ine relief, Ja nua ry 1961------------

Suppl ies, equipment,  and  services fur­
nishe d su bsequent to the init ial a irlift.

$10,317,621.53

562,023.00
(320,790.00) 
(241,233.00) 

15,600,064.67

No bill to U.N. , Defense reimbursed from 1961 
mu tua l security contingency funds on Apr. 
27, 1961.

No bill to U. N. , Defense being reim burse d 
from fiscal yea r 1961 mu tua l secu rity con­
tingency funds.

Bills sub mi tted to the  U.N . wi th reques t for 
payment. ►

l An addi tional $160,008.87, represen ting  costs of the airlif t for famine relief in  February , is s till pend ing 
disposation.

Secretary Rusk. This par ticu lar  problem has not come to my atten ­
tion. I know my own relations with Secretary McNamara on prob­
lems of this sort are in first-class runn ing order. I do think  that  where 
we have out-of-pocket costs for  special services of this  sort, we should 
disclose them candidly and face the problem such as the one tha t you 
have pointed to about the 33 ^ -percent limitation.

I would not, either as a mat ter  of good practice or for more tangible 
considerations, wish to conceal a thing  of this sort from the Congress.
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We have already—I am no t sure thi s is the expression, but  we have 
already exceeded this 33% percent.

We have got to argue the necessity of this point  in any event. I  
see, myself, no reason for not  making a full disclosure.

Mr. F ord. I could not agree with you more and I think it makes 
for  bette r relationships wi th the  Congress if we make a full disclosure. 
I am convinced th at our bargainin g position in the U.N. is fa r be tter 
if we show our true costs. Then we can expose the lack of support  by 
the Soviet Union and others for the U.N. if  they do not pay up.

Secretary Rusk. Since there may be some hidden interna tional  po­
litica l problems in th is one, th at I am not aware of at the moment, le t 
me submit a statement in answer to your question, sir.

Mr. F ord. I would appreciate it and would you indicate afte r you 
■» have checked the facts what payments the S tate Departmen t has made

to the Defense Department,  the dates and the amounts, and also what  
submissions have been made by the State  Departmen t to the U.N. as 
our costs involved in this operation ?

‘ Secretary Rusk. I would be happy to.
Mr. Rhodes. May I ask a question ?
Mr. P assman. Yes.
(Discussion off the record.)
Mr. Passman. Mr. Secretary, I feel be tter about some parts of the 

program th an I would o therwise because of the knowledge tha t you 
will have much of the responsibility for the manner in which it is 
operated. I am sure that  all members of this subcommittee appreciate  
the for thr igh t statements you have made and your  answers to the 
complicated and complex questions.

QUEST ION OF LESS CONGRESSIONAL CONTROL UNDER LONG-TERM 
COM MITMEN T PROPOSAL

Now, however, I  wish to ask again, if the proposed bill is approved 
by the Congress as requested, will the Congress have more or less 
annual control over the expenditures and the policy?

Secretary Rusk. As a ma tter  of the law and the Constitution, it 
would have the same control. However, I  would be less than candid 
if I  d id not say tha t the exercise of th at control by the Congress on an 
annual  basis would be a more serious step in terms of our commit- 

t ments and relations with other  governments than would be true
under the present arrangement.

We are asking you to give us the right to commit you over this longer 
period. You can as a ma tter  of law and the Consti tution reject that.

( I will also say, Mr. Chairman, tha t I would hope tha t you would
not underestimate the influence of this committee in  the way in which 
these aid programs are handled.

We shall be here regularly  from time to time, talk ing about the 
aid programs and presenting reports. Members of the committee will 
be observing the program in operation.

Air. P assman. Could I  read into your reply an implication t ha t the 
Appropriation s Committees and the Congress would have less con­
trol?  The question will be asked, and I must, of necessity, give a 
factua l answer.

The Congress would at least to some extent be yielding  control to 
the executive branch by the process you have requested if  it is obta ined ; 
would it not?



Secretary Rusk. I believe my distinguished colleague, the Secretary 
of the Treasury, put  i t the other day tha t this would be shif ting the 
burden of proof. In  o ther  words, i f you were to use your continuing 
legislative authority to cancel the long-term aspect of the program, 
in the middle of commitments which we have made, I am sure the 
Congress would want to do so only for the most serious reasons.

Mr. P assman. I am a fra id I would never be able to answer the ques­
tion upon the basis of the  information you have given us. If  we 
were to have the same degree of control in the committee and the 
Congress, then, of course, there would not be any reason on your part 
for changing the present system of obtaining  your funds.

Would I be correct in assuming tha t the Congress, or the Appropri- 
tions Committees and  the Congress, actually would exercise less im­
mediate control over the  purse strings as it would apply to this 
program under the plan you a re requesting?

Secretary  Rusk. Mr. Chairman, I do not want to appear  to be 
evasive, particularly  aft er your very kind remark about forthright 
replies, but what we are asking is for you to give us an ability to 
commit the committee. Now, as a m atter  of law you can reject those 
commitments, but as a ma tter  o f policy, and taking into account the 
honorable obligations of the United  States, we hope you would not 
exercise that legislative authority.

Mr. P  assman. Tha t procedure  would result in the committee having 
less control, would it not?

Il ou would not come before this committee for a review of your 
request annually, would you?

Secretary Rusk. I am not sure these are the right words, but I 
would think  politically in the field of policy, yes; in the field of 
law, no.

Mr. P assman. If  you want to  put it  on a technical basis, you would 
not appe ar before this committee annual ly to  review your requests for 
funds?

Secretary Rusk. We will be here for annual appropriations of 
course, and we will discuss ou t thoroughly, as I am sure the commit­
tee would expect us to do, the lending program as well as the other 
programs.

Mr. Passman. But you would not come before the committee with 
the request for an appropriation for the programs for which you are 
asking authority to borrow from the Treasury.

Secretary  Rusk. We will present those programs but on the basis 
of detailed appropriations we would-----

Mr. Passman. To whom will you present the programs?
Secretary Rusk. The Appropriation s Committee, under the Gov­

ernment Corporation Control Act, would have an item in its budget 
dealing with this lending authority . This committee would handle 
that.  At tha t stage you could, of course, have an entire  review of the 
program and impose any ceiling you wanted.

Mr. P assman. If  you have committed the full $900 million, then, 
of course, the committee could not, regardless of its deliberations, make 
any reductions; could it?

Secretary Rusk. If  we had  committed it we would hope the com­
mittee would not make any reductions.

Mr. P assman. I know you hope it would not;  but, actually, we 
would not then have the right to make reductions, if you had com­
mitted  it?
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Secretary R usk. I thin k you would not.
Mr. P assman. I am trying to unders tand it. You would be bound 

to have an advantage of 'that nature. Otherwise, you would not ask 
for the change in the legislation. It  would positively take the eyes 
of the Congress off at least some of  the detail s of the allocations in 
the programs.

Secretary Rusk. Mr. Chairman, it is not tha t we want to take the 
eyes of Congress off it ; it is that we want the Congress to  pu t us 
in position which will permit  us to make these long-range commit­
ments on behalf of the United States.

Mr. Passman. Which the Congress cannot reduce, af ter they have 
been made. It  would take it out o f our hands, in the annual review 
such as we have it today.

Secretary Rusk. We would not expect tha t the Congress would-----
Mr. P assman. Exercise  its technical right?
Secretary Rusk. Exercise its discretion on these lending commit­

ments afte r they had been made.
Mr. Passman. We would have a technical rig ht to do it, but we 

would waive the rig ht  of examination before you made the commit­
ment ; is tha t the way it would be ?

Mr. Bell. Under the Government Corporation Control Act we are 
required to provide to the Congress legis lation to make funds avai l­
able for expenditures under this proposal.

Mr. Passman. Then, why do you want to change it, unless you 
would have an advantage tha t does not now exist? I do not want to  
quarre l about this, but  I  have got to understand it. You are familiar  
with it, I am sure, Mr. Bell. You have dealt with the committee in 
the past. Under the proposed legislation, you could, i f you get the 
legislation through the Congress, obligate those funds prio r to the 
time you come before the committee; is tha t correct ?

Mr. Bell. If  we were given the legislative authority  sought, we 
would be in position to make commitments to obligate funds in the 
amounts specified by the  legislation.

Mr. Passman. Certa inly, tha t is understood. There is no use to 
complicate it with a lot of words. We are dealing specifically with 
the principle, not the amount. Whatever amount the Congress au­
thorizes you would borrow from the Treasury.  Tha t amount of money 
could be obligated prior to any review by this committee. It  is either 
yes or no. You have the answer. What is it ?

Mr. Bell. The answer is “Yes.”
Mr. P assman. The answer is “Yes”; is that correct ?
Mr. Bell. I am not sure what the effect of the Government cor­

poration control legislation is.
Mr. Passman. If  you do not know the answer to that,  I do not 

know why you are asking for the legislation.
Secretary  Rusk. Mr. Chairman, tha t seems to be quite a pene trat­

ing question because we do not have complete unanimity among us as 
to exactly how we reply. May I wri te you a letter on tha t ?

Mr. Passman. Could we not accept Air. Bell’s reply?  This is se­
rious business. Your answer is that i t would be “yes" ; is that correct ?

Secretary Rusk. May I  exercise my prerogative ?
Air. Passman. I want the gentleman’s answer. He has been before 

the committee for  years. Is there anyth ing wrong in getting his 
answer?
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Mr. B ell. My answer is I am uncertain.
Mr. P assman. Did you not a moment ago say “yes” ?
Mr. Bell. I said I  thought the answer was yes.
Mr. F ord. Off the record.
(Discussion off the record.)
Mr. Passman. Mr. Bell, I have very high regard  for you. Cer­

tain ly it was not my purpose to draw you out in this, but we are en­
title d to answers. When I asked the question whether under the proc­
esses proposed, if approved, you could obligate  the  funds without the 
committee reviewing the programs prio r to the obligation, you said 
finally th at you thought, yes, tha t was so ; but late r you were in doubt, 
and the distinguished Secretary appears to be in doubt. Therefore,
I  will say tha t, as f ar reaching as this program is, if  you are in doubt
as to the mechanics, that fac t itself should, in my opinion, defeat *
the request and resolve the doubt.

Mr. Rhodes. The way I understand your question, I do not see 
bow there could be any doubt about it, Mr. Secre tary.

Secretary Rusk. Mr. Chairm an, I think this was a question tha t *
turn ed on the difference between the policy of the Congress and its 
legislative authority . I did not myself want to get those two mixed 
up. . . , .Mr. P assman. I was dealing with the second pa rt of it:  If  the 
Congress gave you the au thorization tha t you asked fo r, and the right 
to borrow money from the Treasury, could you obligate those funds 
annua lly without coming back to the Appro priations Committee fo r 
a review and approval before you obligated them? That was the 
question. The answer should be either yes or no.

Secretary Rusk. These funds  will be in the annual  budget sub­
mitted by the President.

Mr. Passman. I understand that , but can you obligate these funds 
if you get the  right to borrow from the Treasury?  Can you obligate 
those funds  annually, without this committee first having a review 
and the righ t to reduce the amount which you intended to obli­
gate, o r would you have the r igh t to  obligate without a review of this 
committee ?

Mr. R hodes. They will be in the budget but they will be in as a debt 
transaction.

Mr. P assman. Of course, th e answer is obvious. I can answer for 
you, i f you want me to do so. However, I did not thin k I should «»
answer the question.

Secretary Rusk. Mr. Chairman, Secretary Dillon will be here to 
talk  about it. Let me consult with him because I do not want to, 
through any possible misunderstanding of mine, pu t in a wrong *
answer.

Mr. P assman. Should you not resolve tha t simple question? If  
you do not have sufficient information about how this procedure is 
going to work, to be able to answer that  question, I  doubt that  you 
would have sufficient information to carry  out a program of that type 
to successful conclusion.

I make that  observation respectfully.
We shall ask Mr. Dillon to answer that question.
Thank you very much, Mr. Secretary. You have been cooperative 

and heloful. The committee now will recess, to reconvene upon the 
call of the chairman.
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Thursday, J une 29, 1961. 

MI LITA RY  ASSISTANCE PROGRAM 
W IT N E S S E S

HON. R O B ERT S. M cN A M A RA , SE C R E T A R Y  OF D EFEN SE 
GEN . LY M A N  L.  L E M N IT Z E R , C H A IR M A N , JO IN T  C H IE F S  OF S T A F F  
W IL L IA M  P.  BU N D Y , D EPU T Y  A SSIS T A N T  SE C R E T A R Y  OF D E F E N S E  

FO R IN T E R N A T IO N A L  SE C U R IT Y  A F F A IR S
GEN . W . B. P A L M E R , D IR EC TO R  OF M IL IT A R Y  A SSIS TAN CE, OA SD , 

D E P A R T M E N T  OF  D E FE N SE

Mr. Passman. The committee will come to order.
We have with us today  the Honorable Rober t McNamara, Secre tary 

of Defense, accompanied by Gen. Lyman Lemnitzer, the Chairman 
of the Joi nt Chiefs of Staff. Also present are General Palmer, the 
Director of Military Assistance, O ASD; Mr. William Bundy, Deputy 
Assistan t Secre tary of Defense, and a number  of other important 
witnesses.

We are pleased to have you before this subcommittee, gentlemen.

Statement of the Secretary of Defense

Mr. Secretary, before gettin g into any questioning, do you have a 
statement to make to the committee ?

Secretary McNamara.. Yes. If  it is agreeable, I  will read i t rath er 
quickly to you.

Mr. Chairman and members of the committee, I appear here today 
in support of the mil itary assistance program. I t is my conviction 
tha t the program proposed by the President  is essential to fulfill the 
responsibilities of the Depar tment  of Defense. I  believe it makes a 
majo r contribution  to the flexibility of our mili tary  planning, and 
to our overall defense effort.

Although my appearance before you is properly confined to mili­
tary assistance, I wish to make i t clear tha t I fully  support the eco­
nomic aid program as well. The two programs are in fact indis­
pensable to each oth er; they are not competitive but complementary, 
par ts of the same tota l s trategy for dealing both with the Communist 
menace and with the basic long-term problems of the world as they 
affect U.S. national interests.

The role of mili tary  assistance was well defined by President 
Kennedy in his March 22 aid message to Congress:

4 T he  eco nomic pro gra m s I am  reco mmen ding  in  th is  mes sa ge  ca nn ot  succ ee d
w ithou t pe ac e an d or de r.  A v it a l el em en t to w ar d su ch  st ab il it y  is as su ra nce 
of  m il it a ry  st re ng th  su ffi cien t to  pro te ct  th e in te gri ty  of  th es e em erging  nat io ns 
w hi le  th ey  a re  ad va nc in g to  hig her  and  mor e ad equate  leve ls  of  so cial  an d 
ec on om ic we ll-be ing .

Our  military aid to other countries must be a  pa rt of our overall 
defense plans. From the Pres iden t’s defense messages to Congress 
you will have noted the new’ emphasis on U.S. strateg ic forces which 
can ride out a nuclear attack, on command and control of nuclear 
weapons, on increased and more mobile nonnuclear forces, and on the 
problem of how best to assist those jeopardized by internal aggres­
sion. Our projected mil itary assistance programs are a necessary
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pa rt of this framework. Through this assistance we will improve 
our ability to deal with aggression in its incipien t phases, to furnish  
help for friends and allies which will be more consistent with the 
kind of threat they face, and to mainta in the facilities  abroad re­
quired for the quick and effective deployment of appropria te U.S. 
forces.

The program should serve a threefold purpose. I t must be more 
active than  ever in helping free and independent nations  to protect 
the ir interna l security. I t must continue to make “local war” clearly 
unprofitable, and thus to deter such wars, or the mere th reat of such 
wars, which may be a vital  pa rt of the subversive effort. And it must 
play its par t, especially in NATO, in  deterring any resort to general 
war.

To see more clearly wha t mili tary  assistance does, it is useful to •
group the countries covered by the fiscal year 1962 program into three 
categories which, though not precise or mutually exclusive, provide 
a useful key to the program : (1) those countries who, in the main, 
face only the threat of internal aggression, the now familiar patte rn 
of penetrat ion, infiltration, subversion, dissidence, and guerri lla war­
fare; (2) those who face the thre at of direct military aggression in 
addition to interna l aggression; and (3) the special s ituation in the 
NATO area.

In  the first category, which may be called the single -threa t coun­
tries, belong the underdeveloped nations of Asia, the Middle East,
Africa, and Latin America th at  are not contiguous to the Sino-Soviet 
bloc but which Communist words and actions have shown to be targe ts 
for indirect aggression. In  these areas we recognize as the primary 
requirement the need for economic and social progress and the co­
operation of governments and peoples in striving for a better life.
Through economic programs we seek to contribute to this develop­
ment. An essential component of their  progress, however, is the 
maintenance of internal  stabi lity, and in this function  the role of 
the Mi litary Establshment and other security forces is essential. Mili­
tary aid to such countries involves primarily  the provision of small 
arms, transport, communications, and training . Our objective here is 
to provide the means for local m ilitary establishments, w ith the sup­
port  and cooperation of local populations, to guard  against external 
covert intrusion and internal  subversion designed to create dissidence 
and insurrection. *

In the second category, which may be called the double-threat coun­
tries, belong those nations contiguous to or near the Sino-Soviet bloc 
tha t face a direct threat from without and an indirect  threat  from 
within. Vietnam today is a classic example of how these threats feed *
on and reinforce each other. The twofold thre at requires dual -pur­
pose forces in terms of arms, equipment, and personnel. Our military  
assistance programs play an essential role in furnishing arms and 
equipment and in teaching  troops to operate, maintain,  and use them.
Because of th is twofold threat the military aid we p lan to give them 
is proportionately high. We recognize the  inadequacy of  thei r forces 
to cope with  an outright Communist invasion, yet with our assistance 
we count on their courage and ability to deal with  large-scale guerr illa 
warfare. Should they suffer an open a ttack  across thei r borders, we 
look for local forces to resist the initi al thru st until  such time as free
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world forces may come to their support. In  these areas the capabi lity 
of our own forces to deploy quickly agains t aggression is heavily  de­
pendent upon the development and maintenance of base facili ties or 
military infra structure on the spot or in the vicinity.

The thi rd category of NATO is a special case because of  o ur pa r­
ticular ly close relationship to our NATO allies, the continuing and 
direct Soviet mili tary  threat against  Europe , and the importance of 
increasing the  effectiveness of NATO shield forces to deter this thr ea t 
in the changing circumstances w ith which NATO is confronted. I 
will have more to  say about our approach to this  job later.

MILITAR Y ASS ISTANCE PROGRAM FOR 19  02

Having described the place of the fiscal year 1962 p rogram in our 
overall security policy, I  propose now to summarize the  main points 
of the program itself.

We have given you—and I  will submit fo r the record as annex A  to 
this statement—a breakdown by area and function, which compares 
the 1962 program with what we have actual ly done under the 1961 
program voted by the Congress last year. Annex B is a comparative  
regional breakdown on a percentage basis.

The total amount requested for fiscal year 1962 is $1,885 billion. 
This figure was ar rived at after much study. When this adminis tra­
tion took office, it found tha t the Departments of State and Defense 
had recommended to President Eisenhower last fall a tota l of $2,375 
bill ion; the Eisenhower budget had reduced this amount to $1.8 bil­
lion. As a resul t of our approaching the matter  in the first ins tance 
by seeking a minimum essential amount, the President placed a figure 
of $1.6 billion before the Congress in March. Roughly two-thirds 
was for force maintenance and fixed charges, tha t is, the money 
needed to keep the program going, and to preven t the weapons, equip­
ment, and training furnished in earlier programs from deteriorating 
and going to  waste. The balance was for force improvements in orde r 
to carry out undertakings initiated in earl ier years, plus a few’ cases 
where the need for force improvement was clearly very great.

As President Kennedy told the  Congress in M arc h:
I am f rank to say tha t I cannot now say wi th precision whether this amount 

($1.6 billion) will meet the minimum level of m ilitary  aid which our basic se- 
♦ curity jxflicy might demand this year. The emergence of new crises or new con­

flicts may require us to make an even greater  effort.
Events since March 22 have borne out this prediction. The threat 

to Laos, V ietnam, and Thai land and the threat  of communism in 
4  Latin America—these in part icular have been under lined by interven­

ing developments. Bu t these intervening developments had a more 
general meaning. They caused us to  review the list of additional re­
quirements, and to conclude tha t a limited number of others must 
now be considered in the essential category. Accordingly, the Pres i­
dent has now recommended a total of $1,885 billion for milita ry as­
sistance in 1962.

Let me emphasize the care th at we used in arr ivin g a t this final fig­
ure. The items in the program were carefully selected, first by me 
and then by the President, from a much longer list which consisted 
of items for which our mil itary advisers had certified tha t a h igh pri-
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ority mili tary  requirement existed. In  p aring the list, I myself took 
par ticu lar pains to el iminate items of sophisticated equipment where 
in my judgment the recipient countries would not be capable of using 
this equipment effectively a t least at the present time. In  short, the 
$1,885 million figure represents a rigorous selection by the new 
adminis tration.

The highlights of the p rogram, country by country, are presented a t 
pages 10 and 11 of the book that has been provided to the subcommit­
tee. They include the following :

1. Strong emphasis is placed on the Fa r East , which totals  $870
million, or nearly half the whole program. While the largest items in 
this total  are for Korea and the Republic of China, both directly ex­
posed to the main power of Communist China itself, the program •
shows major increases for Vietnam and Thailand. These increases
are vital  to the continued defense of these countries, which are, of
course, far more seriously threa tened than before as a result  of what
has been happening in Laos. We look to a substantial reduction in «
the overall program for  Japan in future  years.

2. There is substantial reduction in Europe, and p artic ular ly in the 
NATO countries a par t from Greece and Turkey. The proposed p ro­
gram for Europe is 22 percent of the total $1,885 million; las t year the 
proportion was 33 percent. This  year’s amount includes the NATO 
mult ilateral programs such as infr astructure ; on this mat ter the U.S. 
share has been reduced from 37 to 31 percent, a saving of about $15 
million. Indiv idual  country p rograms are confined almost exclusively 
to undertakings  initiated in earl ier years.

I wish to emphasize tha t this change does no t s ignify any shif t in 
our conviction of  the vital importance of the NATO alliance and of 
the continuing need for strong defenses of the NATO area, including 
a powerful nuclear deterrent. As the President said on May 25:
Our will and  capacity to r esist all types of aggression in the NATO Treaty area 
should be cl ear  beyond poss ibility  of miscalculation.

The reduction in programs for Europe reflects the increased finan­
cial capabi lity of cer tain European  nations to meet their own military 
requirements. It  also reflects the fact tha t we are engaged in work­
ing out with our NATO allies the question of how NATO forces can 
be strengthened most effectively to insure tha t there is no miscalcula­
tion by the Soviet bloc of N ATO’s will and capacity to defend itself. *
As you know’, the adminis tration has concluded tha t considerable 
progress is needed in building NATO's nonnuclear forces in order to 
enhance the overall deterren t creditabi lity of NATO. This task may 
well involve a greater effort by all NATO members, and wre must be *•
prepared to consider how future mili tary  aid can be related most effec­
tively to mili tary  programs developed on the basis of studies now’ 
underway in NATO.

3. We have increased the emphasis on internal  security programs, 
especially in the  $68 million program for Latin  America. We believe 
tha t the threat  of interna l subversion has mounted in tha t area as a 
result  of Castro, and that our aid  programs must take this in to account.

All of the interna l security programs will be determined on in the 
end only aft er careful study* by the State Department. We shall not
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be building forces fo r aggression, and we shall take  every precaution to 
avoid giving any corrupt regime the means to mainta in itse lf in power. 
The amounts are small compared to the economic aid amounts recently 
granted by the Congress, which we in Defense unreservedly support  
as the major long-term element in ou r Latin American policies.

For  Africa, the amount shown without identification for specific 
countries is to assist in meeting the internal security needs of a number 
of newly independent nations. Many of these are already turn ing  to 
us for aid, sometimes to avoid o r counter Soviet bloc otters. 

* * * * * * *  
These are the high lights of the program before you. General 

Palmer and others of my stalf, along with the Assistant Secretar ies 
of State, will be te stify ing to the whole in detail. My major point 
is t hat  the program is a carefully considered one, on which the De­
partments of State and Defense have worked closely together. We 
believe it merits your full support.

Let me conclude this section by refe rring  to one proposal in the 
authoriza tion legislation, which i f approved by the Congress will be 
of major concern to  this  subcommittee. This is the proposed special 
authority, section 510 of  the dra ft bill, which would permit the tr ans­
fer  of up to $400 million worth of existing Defense stocks and serv­
ices to tlie milita ry assistance program, in cases where the President 
finds tha t this is vital to the national  security. The authorizat ion 
legisation provides no other source of emergency funds for military 
assistance. We looked at the experience of this year, the prospect 
of fur ther crises in southeast Asia and elsewhere, and the experience 
of such past semicrises years as 1958 (when roughly $300 million 
was diverted to key countries as a result of the Middle East  and off­
shore islands crises), and concluded tha t the most desirable way to 
handle this kind of situa tion was to ask for this  type of author ity. 
We do not expect, as of now, to have to use any pa rt of this au tho rity ; 
we would do so only to meet major needs tha t may develop which 
are unforeseen or so uncertain  that  it  would be ina ppropriate to bud­
get for  them at the present time.

The Presidential f inding involved here, which would be made by the 
President personally, would be a part icula rly grave one. Such ac­
tion is not one tha t I should recommend lightly  to the President.

PROGRAM MA NAGEME NT

Having considered next year's  prog ram from the viewpoints of the 
policy framework in which it has been conceived and of its major ele­
ments, let me tu rn now to the impor tant field of program manage­
ment.

The fiscal year  1962 program has been derived from a new planning 
and programing process, the main features of which ar e: (1) planning 
year by year for the 5-year period 1962 to 1966, in terms of foreign 
policy and national security objectives; (2) much grea ter emphasis 
than before on the role of the local mil itary assistance advisory groups 
and on the crucial pulling togethe r by the three major unified com­
manders—General Norstad in Paris, Admiral  Fel t in Honolulu, and 
General O'Meara in the  Canal Zone. The last point is d irected par- 

72 88 2— 61— pt . 1------6
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ticularly at the criticism often  made by this  subcommittee in the 
past—tha t MAAG’s in pa rtic ula r countries were receiving equipment 
for which they had not asked. The present process means that noth­
ing can be shipped unless a requirement has been clearly worked out 
and sta ted by the MAAG and by the unified commander.

I have accepted and endorse this new plann ing and programing 
process placed in effect by my predecessor. I consider tha t its use 
will lead to a marked improvement in the management of the mili­
tary  assistance program. Of particular importance are the  additional 
authority and responsibility given to those in the field who are in the 
best position to estimate the political and milita ry requirements of 
the recipient  countries, the  improved correlation of policy objectives 
with logist ical factors, and the  adoption of systematic, uniform, sym­
metrical procedures which will give admin istrators bett er control 
over the system than has been the case in the past.

To improve the adminis tration of the program, I  have given major 
weight to the past criticisms of the Congress, and in part icular to 
the reports  of the General Accounting Office and to our own internal audits of the  program.

As a result  of my s tudy of these findings—which have aided me 
greatly  in informing myself about the p rogram—I have taken certain 
specific actions since coming into  office. Not all of these are wholly 
new, bu t in total  they represent, I think,  a significant emphasis.

I have directed that  clear, prompt, and positive remedial action 
should be taken on every GAO report and tha t all Department of 
Defense personnel, both in Washington and in the field, should give 
every possible cooperation to representatives of the  Comptroller Gen­
eral preparing these reports. I have myself reviewed GAO reports 
sent to the D epartm ent of Defense in the last year. We in the Dep art­
ment of Defense are now conducting our own internal  audit of the 
operations of all unified commands and MAAG’s on a rota ting  sched­
ule. Prog ram evaluation teams from the commands now monitor 
operations in each country much more closely than in the past. Addi­
tional personnel will be assigned to the Office of the Director of Mili­
tary  Assistance to follow up on compliance with ordered remedial action.

In  two other fields I antic ipate  improved program management. 
Fir st I attach importance to the assignment of the best available per­
sonnel to MAP work abroad, especially to top echelon jobs in the 
MAAG’s.

General Lemnitzer has done much to sponsor the assigning of such 
personnel in the past, and I propose to continue and expand on th at 
policy.

Second, I support fur ther strengthen ing of the coordination between 
the Departments of Defense and State , both for military and eco­
nomic assistance. Without this the preparation of policy guidelines 
for field use and the review of programs prepared in the field, two 
essential elements in the management  process, cannot be proper ly 
accomplished.



I do not envisage tha t adequate remedial action in a ll cases can be 
achieved at  once—or even in the next year. I  am determined, how­
ever, tha t the Defense Department’s actions in program management 
should be marked  by incisiveness, constructiveness, and urgency.

CO NCL USI ONS

Overall, the mil itary assistance program is an essential element of 
our national  defense and an essential tool of our foreign policy. I t 
demonstrates our purpose far more convincingly than  words and 
declarations.

I strongly urge tha t the Congress support the request for $1,885 
billion in new obligational authority  for fiscal year 1962.

(The tables refe rred  to above foliow :)
M ili tary  assistance , fi sca l year 1962 proposed and fis cal  year 1961 programs

[Millions of dollars]

I.

II.

By  area, t otal_________________________________________________

Europe___________________________________________________
Africa____________________________________________________
Near Eas t and sou th Asia___________________________________
Far  E ast_________________________________________________
La tin  America_____________________________________________
Nonregional______ ______ —------- --------------------- - ........- ........—

By category, to tal _____________________________________________

Essentia lly fixed cha rges ............................. ........ ..................... ...........

Inf ras tructu re__________________________________________
Internationa l m ili tar y headquarters an d agencies____________
Tra inin g______________________________________________
Supply operations----------------------------------------------------------
Adm inis trat ive expenses--------------------------------------------------

Force maintenance_________________________________________

Spare p arts. .............. . ..................... ...... ..................... ...................
Att riti on,  training ammunit ion , repair and rehabi lita tion  of

equ ipm ent___ _______________________________________
Other  consumables_____________________________________

Force improvement________________________________________

Aircra ft_______________________________________________
Ships_________________________________________________
Tank s, vehicles, an d wea pons____________________________
Missiles_______________________________________________
Electronics an d com mun icat ion__________________________
Special programs_______________________________________
Construction__________________________________________
All other______________________________________________

NATO only, to ta l. ..................... ..................... —........... . ....................... —

Europ e (NATO country  programs)___________________________
Near  East  (Greece and T urkey o nly )-------- ------------------------------
NAT O infras tructu re_______ _______ - ..................... ........... ........ .
NA TO  in ternational mi lita ry headquarte rs a nd agencies............ . . . .
Weapons production  program ________________________________
Mutu al  weapons development prog ram_______________________
Othe r NATO area equipment  and  services_____________________

Fiscal  year 
1962

proposed

Fiscal year  
1961

1,885.0 1,929.2

414.7 629.3
48.2 31.9

453.5 406.6
870. 3 764.3
68.4 59.5
29.9 37.6

1,885.0 1,929.2

376.3 405.6

76.1 90.0
11.3 11.0

122.5 121.0
141.4 158.9
25.0 24.7

740.7 626.0

340.6 318.3

292.5 184.1
107.6 123.6

768.0 897.6

258.1 148.3
49.4 75.6
67.7 50.9

135.6 201.7
18.4 69.1
94.4 61.6
59.6 61.3
84.8 229.1

719.2 857.8

222.9 314.5
335.8 258.8
76.1 90.0
11.3 11.0
56.1 124.1
10.0 28.3
7.1 31.2

111.
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Mili tary  assistance program comparison,  by region
[In per cen t]

Reg ion 1962 proposed 
pro gra m

1961 p rogram

Eur op e_________ ____ ______________________________ 22 33Af rica___ _____________________________  . .  . 3 2Nea r Eas t an d so uth Asia____________________  . . 24 21Far  E ast _______________ ____ ___________________ 46 39Lat in  Am eric a ________ _______ __________________ 4 3Nonreg ion al_________ ____ _____________________  _ 1 2
Tota l______ ________________  _______ _________ 100 100N A T O ___________________________________________ 38 45

Mr. C hairm an, th at  con clud es my  sta tem ent .
Mr . P assman. Tha nk  you  very  much, Mr.  Se cretary,  f or  a fo rce ful sta tem ent .
I  th in k you  might  pre fe r to have the de tai led  questions de fer red  

an d answered by some of  y ou r subordinates  a t a subsequen t da te,  and we sha ll ge t into  policy  m at te rs  at  th is  session of  the hea rings.
Secre tar y McNamara. I  wi ll be h ap py  to h ave  i t hand led  that  way. Yo u may wish to  hea r Genera l L em nit ze r’s sta tem ent.
Mr . P  assman. We  cer ta in ly  w ould like  t o he ar  fro m General Lem- ni tze r.
I t  has been sug ges ted  th a t the  Ch air ma n of  th e Jo in t Chiefs  of 

St at f may wish to ma ke a sta tem ent before  we proceed wi th our questio nin g and  disc ussion.
Gener al Lemn itzer,  do yo u have  a state me nt you w ould like to m ake ?General  L emnitzer. I  ha ve a br ief sta tem ent .

Statement of th e Chairman of the  J oint  Chiefs of Staff

Mr. Ch airma n and memb er of  the  committee , I  am pleased to have  
the op po rtu ni ty  to a pp ea r b efo re you in  su pp or t of  the  mili ta ry  a ssi st­
ance  prog ram , as it  has been describ ed in de tai l by Secre tar y Mc­Na mara .

I  hav e had  a long associatio n wi th,  and  a deep  in te re st  in m ili ta ry  
assistance. W ith in  the Dep ar tm en t of  Defense , I  happ en  to have 
been  the firs t Di rec tor of  the Office of M ili tary  Ass ista nce , under Se cretary Fo rre stal , and ass iste d in the dev elopm ent  of  the firs t mu tua l s ecu rity  pro gra m.

La te r, as the com ma nder in chief  of  the Un ite d Na tions  and  F ar 
Eas t Com mands, I  was responsible  fo r the  dev elopm ent  of  req uir e­
me nts  and the ad min ist ra tio n of  the prog ram in a la rg e th ea ter of 
opera tio ns , an d observed at  fir st ha nd  the  cont rib ut ion made by the  prog ram to the  sec uri ty in ter es ts of  the Uni ted St ates  and ou r allies .

Th e mili ta ry  ass ista nce  prog ram has  fre qu en tly  been misunder­
stood. Some of  i ts opponents  ha ve ca lled it a giv eaw ay prog ram and  
have re fe rre d to it as “f oreign  m ili ta ry  a id”—as thou gh  it were some­
th in g given to  othe r coun tries  wi thou t re tu rn . No th ing could be 
fu rt her  fro m the tr uth . In  fac t, th is  prog ram reflects  a rea list ic, 
ha rdhe ad ed , commonsense ap proa ch  to o ur  very difficult secu rity  prob­
lems—pro blems whi ch also  co nf ro nt  the  othe r fre e na tio ns  of the wor ld.
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I should like to emphasize this point, because it is an important  one. 
The security problems of the free world are truly  mutual. The mil i­
tary assistance program is a reflection of  th is basic fact. I t is also a 
reflection of the global nature  of the Communist threat which faces 
the United States  and its allies, and the need to  meet that threat on a  
worldwide basis. Without any question, the assistance we have pro ­
vided, and continue to provide our allies—in the form of tra ining and  
equipment—has been a major factor in thwarting Communist aggres­
sion. It  will continue to be a major factor for the foreseeable future.

I look upon mili tary  assistance to our allies as adding  strength and 
depth to the mili tary  posture of the United States. It  enables o ur 
allies to organize, tra in,  and equip units which enhance the  capability 
of the f ree world to meet the challenge of Communist aggression and 
subversion. No amount of money spent on our forces could give the 
United States a comparable asset of trained, well-equipped forces, 
familiar  with the terrain , and in suitable position for immediate re­
sistance to local aggression.

Now I would like to mention the d irect relationship tha t exists be­
tween the free world forces supported by the mili tary  assistance pro­
gram and our own U.S. force objectives. The unified commanders, 
in cooperation with our ambassadors and other U.S. officials who make 
up the country teams in the countries concerned, coordinate closely 
in the development of the country programs. In  th is "way, the capa­
bilities of the countries assisted are developed so tha t they effectively 
complement the capabilities of the Armed Forces of the United States.

The milita ry assistance programs and force objectives of the pa r­
ticipating  countries a re fur ther  reviewed by the  Jo int  Chiefs of Staff, 
as well as o ther agencies of the Department of Defense, in order to 
insure tha t the mil itary assistance planning dovetails and fits in with 
our own military planning. Fur ther, our mili tary  assistance p lan­
ning is now accomplished on a long-term basis. The Joint Chiefs 
of Staff participated in the development of the long-term plan, and 
took par ticu lar effort to insure tha t the milit ary assistance programs 
are directly related to our own long-range U.S. operational planning. 
In  such planning,  all requirements are, of course, re lated to the to tal 
thr eat of Communist aggression.

I should like to  speak briefly of the nature of this  threat as it bears 
on this par ticu lar program. In making presenta tions to other com­
mittees of the Congress during this session, I  have pointed out tha t, 
during the past year, we have seen the Communists fur the r develop 
and  improve thei r technique of creeping expansion. Up until the re­
cent past, the ability of the Communists to  p roject  t hei r power was 
limited to areas contiguous to the Sino-Soviet bloc. In  the last year, 
however, the Soviets have shown a new capability to project their 
power thousands of miles beyond the ir border—into Africa, and even 
into the Western Hemisphere. This is an important point, adding  a 
new magni tude to the threat  and making the mili tary  assistance pro­
gram of even greater significance.

I  have already made reference to the very important additions to 
the total military strength of the free world which these programs 
make possible. There have been positive results from the strength our 
mili tary  assistance programs have provided the free  world in comple­
menting our own m ilitary strength. Fo r example, our military as-
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sistance programs have played a major role in maintaining a degree 
of stabil ity in areas such as the entire NATO area, Taiwan, Korea, 
the Middle East,  and southeast Asia.

Again,  these programs have permitted us not only to establish, but 
also to give meaning to the alliances which are  so essential to our basic 
policy o f collective security. These alliances have been able to w ith­
stand the determined efforts of the Sino-Soviet bloc to destroy them. 
Fina lly, these programs should be credited for enabling  us to main­
tain  the  oversea base struc ture which is vital to ou r forward strategy.

A few weeks ago, I attended the Ministeria l Council Session of  the 
Central T reaty Organization  in Ankara, Turkey, as the  U.S. military 
representa tive, and returned  to the United States via southeast Asia 
and the Fa r E ast afte r the meeting ended. I have visited these areas 
a number of times in the pa st 14 years and have observed how our as­
sistance has contributed to the security, the economic growth, and, 
most importantly, to the determination to oppose communism. The 
progress tha t I have observed is impressive, and demonstrates tha t 
our mil itary  assistance programs are a sensible and effective method of 
meeting the Communist threat.

Another reason for  strongly suppor ting the military assistance pro ­
gram stems from my belief—as expressed before othe r committees of 
the Congress—that the decade of the sixties could be decisive to the 
survival of this Nation and its allies. Within this decade we must 
meet the challenge posed by the buildup in Communist power in a 
clearly adequate and timely fashion. The Communists, in thei r con­
stan t efforts to export their system in support of the ir goal of world 
domination, take every means available to them to create armed and 
milit arily  capable satellites which can be used as instruments  of Soviet 
policy. We must meet the competition squarely and effectively.

In  conclusion, Mr. Chairman, in making th is statement I am speak­
ing not only fo r myself, but also on behalf of all the members of the 
Joi nt Chiefs of Staff. They join me in unanimously endorsing the 
essentiality of the military assistance program. The Jo in t Chiefs of 
Staff regard the mutual security program as a cornerstone of our 
total defense effort and of our nationa l security.

Tha t completes my statement, Mr. Chairman.
Mr. Passman. Thank you very much, General.
Mr. Secretary, do you regard the milita ry assistance program as a 

vital phase of the mutual security program ?
Secretary  McNamara. I do.
Mr. P assman . I notice tha t in your statement, on page 9, you say :
This  ye ar ’s amount includes  the  NATO mu ltil ate ral  program such as infra ­

str uc tur e ; on thi s ma tter the  U.S. share has been reduced from 37 to 31 percent.
That is an encouraging development.

LONG-RANGE  PL AN NI NG  IN  MI LITA RY  ASSISTA NCE  PROGRAM

With regard to the multi latera l contracts, does it not require a lot 
of p lanning and work to ever b ring one of these contracts into being, 
in gett ing the different nations to  agree as to just what should be done?

Se cretary McNamara. Yes, it  does.
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Mr. P assman. Some of  us believe th at this  category may possibly 
require more consideration, more careful planning  than  mayhe some 
other phases of the mutual security program.

Do you agree that this part of the  p rogram perhaps requires more 
careful planning, more long-range plann ing than  would be the case 
for the  normal, or other , phases of mutual security ?

Secretary McNamara. I  am not certain that I understand the com­
parison between the normal phase and the multi latera l, but the con­
trac ts involving several nations are complex documents and require 
considerable detailed planning.

Mr. Passman. In all probability, if we just wanted to face th is ma t­
ter  head on, for  a mi lita ry program of this  type, you would need more 
flexibility, so far  as working out a long-range program is concerned, 
than  you would in the average aid program;  is that not so?

I am trying to compare the complexities of one program with the 
other.

I am wondering whether, because of the complexity of this program, 
you would not really need more flexibility than would be needed for the 
average foreign aid program,  economic in nature.

Secretary McNamara. I th ink each of us likes to feel he is in charge 
of the most important and  complicated part of the Government’s activ­
ity. I would like to feel we were in defense.

I must confess that I  believe planning an economic aid program for 
a nation is even more complex than planning a milit ary program.

Mr. Passman. Upon what  basis do you arrive at those conclusions?
Secretary  McNamara. The economic, aid program covers almost 

every facet of a nation’s economy, and an allocation for research 
must be planned as a founda tion for th at economic aid program. This 
is an exceedingly complex matter.

I  do not know that I  can speak with any authori ty on the comparison 
of the complexity of economic planning versus milita ry planning. 
Both are highly complex.

Mr. P assman. You would not place a prior ity on one over the other , 
would you?

Secretary McNamara. I  would find it difficult to speak as an au­
tho rity  on economic aid. I know the milit ary planning  is complex. 
I  have had some experience in economic planning, and I have also 
found that  very complex.

Mr. Passman. I should think tha t plann ing for this great NATO 
organization, in which so many nations are involved, and where so 
much is a t stake, would possibly take precedence over, for example, 
a few flood control projects,  or dams, in Europe.

I do notice here, though, tha t in planning, year by year, for the 5- 
year  period, 1962-66, inclusive, you do have a long-range program 
in effect.

Secretary McNamara. Yes.
Mr. Passman. Has this  5-year planning been working satisfac ­

tori ly ?
Secretary McNamara. This  is the  first year in which we have ex­

tended it in as much detail  as we have, and in which we have covered 
each of the 5 years. I have every reason to thin k it will work satis­
factorily. I think this p lann ing is an absolutely essential requirement 
for our part icula r type of operation.
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Mr. Passman. I  notice tliat  the chairman of the Joint Chiefs of 
Staff sa id:

Our mil itary ass istance  planning is now accompl ished on the  long-term basis. 
The  J oin t Chiefs of Staff par tic ipa ted  in the  development of the  long-term plans 
and  took par ticula r effort to insure  th at  the  milita ry ass ista nce  programs  are  
dire ctly  rela ted to our  own long-range U.S. operationa l planning.

That long-range planning  is in being at the present  time?
General Lemnitzer. That is correct. As the Secretary  pointed 

out, this is the first year in which the program has been developed on 
the basis of the long-range planning, and th is year’s program is actu­
ally a segment of the long-range plan.

Mr. P assman. In  some of my t rips around the world, I  have found 
tha t they have gone into the 5-year plan.

Out in one of the Fa r Eas tern  countries last year  we had a very 
interesting session, and they indicated they had a 1-year p lan which 
was a slice of a 5-year plan. We went into all of it, the 1-year plan 
and the  5-year plan.

Am I correct in assuming tha t you do have the plan ?
General Lemnitzer. You are correct.
Mr. Passman. Is it working out fairly  satisfac torily ?
General Lemnitzer. Yes. Such a p lan provides a much more sat­

isfacto ry basis for developing annual programs.

ANNUAL APPROPRIATIONS TO IMPLEMENT LONG-RANGE PLANNING

Mr. P assman. You expect to implement the p lan by annual appro­
priat ions  from the Congress ?

General Lemnitzer. Yes, sir ; that is the objective.
Mr. P assman. You do not have any part icular worry at this time 

about the funds being fo rthcoming to meet your commitments ?
General Lemnitzer. We must always be concerned over the re­

sources required to support a program we consider to be vi tal.
Mr. P assman. Are you worrying about not receiving adequate funds  

to meet your commitments ?
General Lemnitzer. If  in 1 year the resources are not provided 

at an adequate level, the programs for succeeding years are affected 
very adversely and major readjus tments  become necessary.

Mr. P assman. Your experience with the committee and the Con­
gress indicates tha t the funds  will be forthcoming, in an amount ade­
quate to implement the program ?

General Lemnitzer. Generally  speaking; yes, sir.
Mr. P assman. You are not dissatisfied with  the process of making 

annual appropriations to implement the program ?
General Lemnitzer. No, si r; provided tha t the annual  appropria­

tions matches the annual increment of our long-range program.
Mr. Passman. Do you feel that  this milit ary program is as im­

por tant a phase of the overall program as the economic program ?
General Lemnitzer. I feel tha t the military assistance program is 

absolutely essential, from the  standpoint of our own security interests.
Secretary McNamara. May I  comment?
I  do not wish to leave the impression tha t economic plann ing can be 

properly done on a 1-year basis. I  personally  do not believe it can. I 
have had  something to do with economic planning in both the priva te
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and public fields. Though it is no t now my responsibil ity, I  have had  
some experience in it. 1 am strongly of the opinion th at it requires  a 
long-term foundation  in order to be handled efficiently.

Mr. P assman. We are  in general accord with your statement. I t is 
a question, however, of how you get the money, whether you get it by 
an annual appro priat ion, or whether you are given a blank check and 
bypass the Appropr iations Committees and the Congress. That is the 
point I was tryi ng to  make.

Nevertheless, I  th ink we concur that  we might look somewhat ridic­
ulous if we should leave in the record the indication th at other phases 
of the program are more complex than the mili tary  phase  of it.

Secretary McNamaba. Tha t is the next p oint  I  was going to make. 
I  would not want to have it  left th at way.

These are both  very vital pa rts. In  the long run, the foundat ion o f 
stabil ity and securi ty in a nation will depend in large pa rt upon its 
economic growth. We realize that.

Mr. Passman. You have a long-range plan, but you have no plan  
at this time to place this phase of the foreign aid program on a basis 
of money borrowed from the Treasury , r ather than  on an annual ap­
propriation basis?

Secretary McNamara. No, for this reason. The leadtime required to 
properly plan and procure the military equipment is fa r less than  the 
leadtime required to proper ly plan and procure major elements of the 
economic plan. Therefore, the m ilitary plan can be financed by year- 
by-year appropria tions  in  a way that the economic plan cannot be.

Mr. Passman. We are not going to get into a quarrel with you dis ­
tinguished gentlemen, but the record will not fu lly support  you there.

This committee and the Congress, in its wisdom, just  a matter of 
a few weeks ago, cooperat ing with our Executive—notwithstanding 
that the authorization last year provided tha t certa in reforms must be 
made, certain tax laws must be passed, and it was emphasized that  
this  would require time, and tha t money to implement the au thoriza­
tion would not be requested unti l these things had been done—appro­
pria ted the full amount fo r the Latin American package.

We waived those requirements, as well as the  lack of justifications, 
and we appropriated the  full $500 million requested. Here is how 
long range tha t is: The ink on the document, I  suppose, is jus t about 
gett ing dry now. Yet they are already reaching the point of con­
summating loans to ca ny  out these projects that  have never been 
planned.

There are instances in the program where they would deobligate, 
say, in March and would reobligate in April, and  maybe star t the work 
in June or July.

So, if you have the mili tary  down to where you can operate tha t 
fast, it would be some encouragement for  us to shorten the pipeline.

I wish you would have a look at  some of the missions, to inform 
yoursel f as to how quickly they can obligate the funds. They come 
in here with new programs. They do not know whether they are 
going to get a dol lar or not. But the Congress makes the appropr ia­
tion. Then, they come back 12 months later and the money has all 
been obligated and disbursed. If  you are gett ing the  mi litary on that 
fast  a basis, our hats are off to you.
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I did  not  mean to  tr y  to lead  you into a tr ap . My apologies. I  
never thou gh t you would  tr y  to ru n the  m ili ta ry  de pa rtm en t with  a 
bac k-door  financ ing  a pp roach.

EX CESS D EL IV ER IE S OF M IL IT A R Y  E Q U IP M E N T

Ho w do you pro pose to  eliminate the  va lid  cri tic ism  of excess de­
live ries  on mili ta ry  equip me nt th at  ap pe ar  to be conti nu ng  to some 
of  thes e na tions.

Se cre tar y McNamara. By  excess deliveri es, I  assum e you are  re ­
fe rr in g to del iveries  of par ticu la r spare  pa rt s excess  to country  re ­
qui rem ents.

Mr . P assman. I  am speak ing , in one sense, of an yt hi ng  in  t he  m ili ­
ta ry  prog ram whe re some say , spec ifica lly, stop  the shipm ent s, we do 
not  wa nt  the eq uipment, yet  deli ver ies  will still  be made.

Se cretary McNamara. We hav e proposed to  eliminate th at  by a 
seri es o f steps.

F ir st , as I  mentioned , th is  ye ar  the  req uir em ents th at are  covered 
in th is book hav e come to  us fro m the  mili ta ry  ass istance  missions 
in each of the  countri es. Th ey  hav e not been develop ed here in 
W ashing ton and  imposed upon  them.

I  assum e, and  have reason  to believe , th at  the  chie fs of  the mili ta ry  
ass istance  miss ions in thes e va rio us  countrie s have ve ry care fu lly  gone 
ove r those requir ement s w ith  the  S ta te  and D efense  re presen tat ive s in  
th ei r resp ective cou ntri es an d hav e come to an agree me nt upon those 
requ ire men ts;  there for e, I  am  confident t hat  th is  represen ts wh at the y 
wish . I  do not believe an yt hi ng  in  he re will  be for ced  u pon  th em.  I  
th in k there may  sti ll be some er ro rs  in ca lcu lat ing  t hei r requirement , 
pa rt ic ul ar ly  f or  spa re p ar ts .

I t  is a very complex ca lcu lat ion , and I  expect a ye ar  or  two from  
now we w ill look back  on wh at we have reques ted an d c onfess we made 
a mis take. I  do no t believe it  wi ll be pu sh ing upon t hem equ ipm ent  
the y did  not wa nt at the  tim e they  ord ere d it,  bu t there  may be 
pa rt ic ul ar  par ts  the y find th ey  may no t need at  the tim e of  delivery .

Mr.  P assman. Mr.  Se cretary,  there  are  a lot  of th in gs  th at  could  
be mo re ple asa nt th an  tryi ng , of ten  fu tilely , to  have th is  deve loped 
into a be tte r pro gra m.  I  know you, too, can  th in k of  ma ny th ing s 
which wo uld  be more  p lea sant.  We a re endea voring, ju st  as you are,  
to be of  service. I f  we sho uld  ap pe ar , alo ng  the way , to  be undu ly 
cri tical,  it  is  sim ply  because  we are  t ry in g to un de rst an d the  pro gra m,  
and  we  ar e tryi ng  to  help make it a b et te r prog ram .

Re po rts  of  the  na ture  which  I hav e ind ica ted  are  sti ll com ing in, 
and  there is li ttl e ind ica tion th a t there has  been any gre at  impro ve­
ment in  th e ope rat ion s, alt ho ug h there  has been some, of  course .

He re  is a repo rt  which disc loses th at  subs tan tia l im pro veme nt has  
been made in the  dev elopment  o f the prog ram by  the  M ili ta ry  A ssi st­
ance Ad visory Group  since the pre vio us repo rt  on Ta iw an  by the  
Gener al Ac counting Office.

Im prov em en ts were noted  in  prog ram planning , pr incipa lly  
th ro ug h the ado ption of a long -ra ng e concept. Bu t, despite  these  
impro vem ent s, the  r ep or t shows th a t :

(1) Mate ria l req uir em ents were in ce rta in  ins tances  over sta ted  
or  were  no t sa tis facto rily su pp or ted or  d ocum ented ;
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(2) (Stat ement off the record.)
(3) Mater ial on previously approved programs was being de­

livered a lthough no valid current need exist ed;
(4) Excessive quantities of supplies were being locally pro ­

cured with funds generated by U.S. economic assistance pro­
grams ;

(5) Significant quantit ies of supplies and equipment furnished 
under the mili tary  assistance program were in excess of current 
country needs;

(6) U.S. con tracts  with the local government for the overhaul 
of naval vessels have been a costly and unsatisfactory means of 
providing maintenance sup port; and

(7) (Statement off the  record.)
» This was afte r the adoption of the  long-range program. I thou ght

I  would indica te th at maybe there is still just a littl e bit  of work to  be 
done.

Secretary McNamara. I would like to correct the record, if I may.
• This report was not a report on action after adoption of the long- 

range program. I believe you are reading from the Report  of the 
Mili tary Assistance Prog ram for Taiwan, which I have with me.
; This long-range program, as General Lemni tzer mentioned, is 
effective in fiscal year 1962, so the actions audited by this report were 
not actions under a long-range program.

Mr. P assman. I stand corrected. We have been talkin g about th is 
long-range program ourselves since it started . This goes back, if I 
remember correctly, to 1959, when we were holding examinations on 
it. We were holding examinations  again  in 1960. You may not have 
put it in  effect, but you certainly  had plans and the MAAG Chiefs in 
the field knew all about it. I stand corrected anytime tha t 1 make 
a statement  tha t is not in keeping with the record. I do not think 
there has been very much improvement, possibly, in certain areas 
anyway.

Secretary McNamara. There certainly has not been enough im­
provement. I agree with  that .

Mr. Passman. We shall go into the details with General Palmer .
Secretary McNamara. I want to draw your attention to  this par tic­

ular  report you quoted from. It  is a very encouraging report to me.
Mr. Passman. Some par ts are encouraging, and other part s are

• discouraging.
Secretary McNamara. I t says, “Subs tantial improvement has been 

made in the administra tion of  the MAP for Taiwan since our previous 
review in 1957.” I felt very encouraged. What it does show is the

• need for much more improvement. It  is up to us to carry tha t out. 
I happened to have this with  me because I have all the audit  reports 
published since I  came in. I personally am reviewing these. We are  
acting to be sure we correct deficiencies to the best of our ability.

Mr. P assman. Unless I  am using an inaccura te figure, the re are 106 
of those agency internal audits. We requested copies of them last 
year, but I must have been out if they were brough t down. I want to 
renew th at request this year.

General Palmer. They are all made available to the GAO. We 
may have thought you were getting them throu gh tha t channel.
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Mr. Passman. We would prefer to deal directly with you on this 
matt er, General.

General Palmer. All righ t.
Mr. P assman. We concur tha t the mil itary  program is an impor tant 

pa rt of foreign aid, and i t is certain ly complex, and you are now on a 
long-range basis. You do not appear  to enter tain very much fear  
that you are not going to get the funds from the Congress which are 
needed to implement the commitments.

We are encouraged th at you are not asking fo r mi litary funds on a 
back-door approach.

SITUATION IN  LAOS

Mr. Gary. Mr. Secretary, we have been ap prop riating money for 
several years  to support an army of 25,000 in Laos. It  was very di f­
ficult, at one time, ror us to get any information about tha t army at 
all. We couldn’t find out whether there really was a Lao Army. 
Several of us went over to visit Laos a little  over a year ago. We 
were assured at tha t time that the Lao did have the army of 25,000 
that we had been supporting.

We were also told tha t the Pathet  Lao, who were up in the moun­
tains  of northe rn Laos, only numbered about 3,000 o r 3,500, 1 believe 
it was.

They were the guerillas th at were causing the difficulty.
The United Nations sent a team to Laos for a survey. They 

couldn’t find any evidence of the fact that there was any outside 
help. Yet the regu lar army, or the Lao, have been losing ground 
steadily. What  happened to this  army of 25,000 we have been sup­
por ting  over there ?

Secretary McNamara. I t faced an army supported by the Sino- 
Soviet bloc. I would wish to check this figure before having it  perma­
nently in the record, but my recollection is that in recent months the
Soviet Union has flown-------- sorties of equipment, materiel, supplies
and arms, into Laos, this to supply both the Pathet Lao and the North 
Vietnamese who have crossed the border to support the Pathet  Lao 
and lead the Pathet  Lao. The Royal Lao Army, therefore,  is con­
fron ting  not a few guerillas, but a fully representa tive force of the 
Sino-Soviet bloc.

Mr. Gary. What is the estimated streng th of th at ?
Secretary  McNamara. I would hesitate to say. General Lemnitzer, 

would you choose to answer ?
General Lemnitzer. It  is difficult to distinguish the Path et Lao from 

the N orth  Vietnamese and you have both types in the Pathe t Lao units. 
This  fact reveals the tactics used by the  Communists in southeast Asia 
in recent years. You say you were there 2 years ago, Mr. Gary?

Mr. Gary. I was there a  year and a h alf ago. I t was in September 
or October of 1959.

General Lemnitzer. At tha t time the Pa thet Lao were being trained 
in North Vietnam, and were being trained very efficiently. In the 
pas t year, however, the Pa the t Lao heve been reinforced by North 
Vietnamese troops, so that Pathe t Lao units  today are p artia lly of Lao 
and partially  Vietminh.

I would like to say this with  respect to the Lao Army. The United 
States did not have eithe r the responsibility or the authority for 
tra ining  the Royal Lao forces. The French had the  authority and
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the responsibility, under  the terms of the Geneva Accord of 1954. 
Therefore , the actual tra ining of the Royal Lao Army was solely a 
French responsibility. The responsibility and au thor ity of the United  
State s was strictly  limited to providing equipment. It  was only about 
2 months  ago tha t the United States, with the approval of P resident 
Kennedy, assumed the responsibil ity for training and equipping the 
Royal Lao forces.

Mr. Gary. Why d idn’t we do that  before, if it is true th at the  North 
Vietnam forces were tr ain ing  the Pathet  Lao and Russia was rushing  
equipment in there ?

Why didn’t we then go in and tra in the Lao and give them the 
necessary equipment to meet tha t force th at was coming against them ?

General Lemnitzer. Well, tha t would involve a political rather  
than  a military decision. The U.S. responsibility was limited to  pro­
viding equipment and logistical assistance. Actual ly, the Russian 
ai rli ft began last  December, but it is still going on. There are sorties 
each day, as the Secre tary has pointed out, and the Russians are 
providing Russian equipment for the P athet Lao forces.

Mr. Gary. H ow many are in the forces now tha t are opposing 
the Lao ?

(Discussion off the record.)
Mr. Gary. Last year we were told by Admira l O’Donnell, testifying 

before this committee, “American technicians working with the French 
have made significant progress  in the training of the army.”

General Lemnitzer. Th at is right , but only insofar  as logistics tra in­
ing is concerned. We did not have authority  a year ago to t rain  com­
batant units.

Mr. Gary. We app rop ria ted --------million, I  think , for the tra ining
program.

General Lemnitzer. I t was for the tra inin g of logistical and suppor t 
type units, ra ther  than of  combatant units. It  was only about 2 months 
ago th at the United States established a M ilitary  Assistance Advisory 
Group in Laos and now th at  group is responsible not only for p rovid­
ing equipment but also fo r combatant  tra inin g and logis tic training.

Mr. Conte. Will the  gentleman yield ?
Mr. Gary. Yes.
Mr. Conte. Regarding the question by the gentleman from Virginia, 

I, too, was in Laos in November of tha t year and had flown over the  
country  and inspected the troops .

At the time the big problem seemed to be with the individuals  I 
talked to who were out there  instructing these boys tha t the Royal 
Lao Army was a backward group of individuals, they had  no desire to 
fight whatsoever. They couldn’t get any initia tive out of these ind i­
viduals. There was a great deal of corruption in the army. We were 
picking  up the ent ire tab f or the  army. The money was going through 
the army high command, and  before i t dribb led down to the buck p ri­
vate he received about 10 percent of his pay.

(Discussion off the record.)
Mr. Gary. Who has been training the North Vietnamese?
General Lemnitzer. The North  Vietnamese have received a grea t 

deal of assistance both from Red China and from the Soviet Union.
Mr. Gary. Do you know that  the Chinese or the Soviet Union were 

in there actually training their  forces?
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General Lemnitzer. In  North Vietnam?
Mr. Gary. Yes.
General Lemnitzer. Yes; I  th ink the record shows that there were 

considerable numbers of Russians and Red Chinese technicians in 
North Vietnam before Dien Bie'n Phu and before the Geneva Accord 
of 1954.

Mr. Gary. Have you any idea now what the relative  strength of 
the two forces opposing each other is ?

General Lemnitzer. In  Laos ?
Mr. Gary. Yes.
General Lemnitzer. Yes; we have that  information.
(Discussion off the record.)
Mr. F ord. Will the gentleman yield ?
Mr. Gary. Yes.
Mr. Ford. As I  remember a presentation before the Defense Sub­

committee within the last month or so, General Lemnitzer, it was 
indicated tha t in both Laos and in South Vietnam -we had “X ” num­
ber, or have had “X ” number of milit ary advisers in those two 
countries.

General Lemnitzer. Tha t is correct.
Mr. F ord. As I  recall, they spoke as though these advisers had been 

there du ring  fiscal 1961 to some extent in numbers.
General Lemnitzer. In South Vietnam, they have been there for 

longer than th at because we have had an authorized mil itary  assistance 
advisory group, a large one, actual ly in South Vietnam since 1954 
right af ter  the Geneva Accord. South Vietnam was a country in 
which we were authorized to tra in and equip forces. In  the case of 
Laos, however, the French  were the only ones authorized to train 
combat forces, but they were unable to provide the hardware. We 
agreed to provide hardware.

(Discussion off the record.)
Mr. Gary. As I understand it then, General, the mil itary aid to 

both Laos and South Vietnam comes out  of this mili tary  program?
General Lemnitzer. It  does.
Mr. Gary. And if wTe are going to strengthen those forces it will 

be out of this part icular fund rather than the regula r m ilita ry fund?
General Lemnitzer. That is correct, and the same applies to 

Thailand .
Mr. F ord. May I ask a question there ?
Mr. Gary. Yes.
Mr. F ord. The equipment would come out of this appropriation 

but the pay of our own personnel, the military advisers and our 
MAAG’s, would come out of the U.S. milita ry appropriations .

General Lemnitzer. Tha t is absolutely right . The mili tary  assist­
ance in the form of hardware  or supplies is financed by the military as­
sistance appropriation.  The pay and subsistive of mi litary personnel 
involved in the  program comes out of the normal Defense Department 
appropriations.

Mr. Gary. It  is my understanding tha t we have been helping  to 
support  the Lao Army also, paying their salaries, et cetera, or at least 
making contributions to it. Isn ’t tha t right?

Mr. Conte. Not merely support but  we pick up the entire tab.
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Mr. Andrews. It  amounts to several million dollars a year, I be­
lieve.

Mr. Conte. We p ick up the entire tab for the Lao Army.
Mr. Bundy. This is through the defense supp ort fund, but is not 

part of MAP.
Mr. Gary. But it  is out of the  foreign aid program.
Secretary McNamara. Tha t is correct.
Mr. Andrew. All of this money goes for mili tary  hardware ; is 

tha t correct ?
General Lemnitzer. And training and collateral expenditures as­

sociated with the train ing  and materiel p rograms.
Mr. A ndrews. I thought t rain ing was given by the MAAG officers 

who are paid throu gh our own milita ry appropriation.
General Lemnitzer. There are certain  expenditures with respect 

to tra inin g which are chargeable to milita ry assistance. For instance, 
the costs associated with bringing a good many people into th is coun­
try  fo r tra ining would be charged to milita ry assistance.

Mr. A ndrews. Th at would come out of this appropriation?
General L emnitzer. Yes.
Mr. Gary. It  is only the salaries of the ILS. military personnel tha t 

comes out of the regular Defense appropria tion.
General Lemnitzer. Th at is correct.
Mr. Gary. All other expenses come out of this appropriation?
General Lemnitzer. Yes.
Mr. P assman. Will the gentleman yield ?
Mr. Gary. Yes.
Mr. Passman. That is also true with respect to all of the other 

recipient nations in that pa rt of the world, is i t not?
General Lemnitzer. Th at is right.
Mr. Passman. It  is understood tha t we are making  an appropr ia­

tion for foreign milit ary aid, and if there are 35 nations part icip at­
ing, then they would partic ipate in similar manner, other than  those 
which received defense support, and I think there are about 7 of 
those countries. Other  than that , they all will operate under the 
same type of formula.

General Lemnitzer. They do. The point was made th at we had an  
unusual  situation in Laos aft er the Geneva Accord of 1954 where we 
could not participate in tra ining  the Lao forces.

Mr. Gary. I  am sure a great many of the questions I  asked, Mr. 
Chairman, were familiar  to the members of the committee. Some 
of it I  think we should get on the record for the benefit of the other 
Members of Congress who have not had an opportuni ty to look into 
these matters as closely as we have.

Mr. P assman. I think  the gentleman is absolutely correct.

PROCUREMENT OF MILITARY EQU IPM ENT

Mr. Andrews. May I ask a question at this point, Mr. Chairman, 
to find out just how this mili tary  hardware is procured?

Air. P assman. Certainly .
Mr. A ndrews. Who is the purchaser, ICA  ?
Secretary McNamara. No. The purchase order in effect comes 

from one part of Defense into the procurement agency for  Defense.
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That procurement agency will generally be one of the three services— 
Army, Navy, or Air. I say “generally” because occasionally there is 
a common central purchasing  agency.

Mr. Passman. The Defense Department procures for the mili tary  
assistance program  in its entire ty ?

Secretary McNamara. That is correct.
Air. Andrews. Wh at price do you charge the military assistance 

program ?
Secretary McNamara. The price we pay. There  is an exception 

to that.
Mr. Andrews. In  case you sell surplus  or used prope rty to this 

program, what  price do you charge ?
Secretary McNamara. That is the exception. If  i t is excess to our 

requirement, we charge the price of reconditioning i t fo r the milit ary 
assistance program.

Air. Conte. Will the gentleman yield ?
Air. Andrews. Yes.
Air. Conte. Air. Secretary, is there a buy-American policy in re- 

gards to this equipment ?
Secretary McNamara. The great bulk of the expenditures, from 

the recommended tota l appropria tion of $1,885 million, will be in­
curred in this country. About 15 percent of the total  $1,885 million 
will be spent abroad. That is roughly $300 million. Tha t $300 mil­
lion will include expenditures in NATO for “Inf ras tructu re” and all 
of the other expenditures abroad. Offsetting the $300 million spent 
abroad are expenditures by foreign countries in this country fo r items 
for  which we share the cost. Those expenditures, therefore, should 
offset our expenditures abroad so tha t on a reasonable basis, I  think  
you could say that  there is  a favorable net effect on our gold position 
as a result of the program.

Air. Conte. Fine. When I  was in Laos I  noticed there were a great 
many English  Rovers and other foreign manufactured goods 
throughout the country. I wondered why these were not American- 
made jeeps?

Secretary  AIcNamara. There are no English Rovers to be procured 
for th at area. I have a l ist of the details if  you are interested in going 
over it. There is nothin g being bought abroad which we could pro p­
erly buy in  this  country.

Mr. Passman. I have a grea t deal of de tail I wish to go into la ter, 
but at this po int I think we should indicate for the record tha t in the 
past, but not so today, you had the right , under  the author ity, to 
charge the mutual security program the  replacement cost.

General Lemnitzer. In  the early days of the program, tha t was 
the case.

Air. Passman. AIucli criticism was directed at tha t practice. In  
some instances, you migh t charge them two and a hal f times the 
original cost, but you then were pe rmitted to charge the curren t re­
placement cost.

General Lemnitzer. In  the early days of the program, tha t is 
correct.

Air. Passman. It  has not  been out very long. Is  it not about 4 
years ?

General Palmer. Four years, sir?
Air. Passman. Tha t is detail which we shall get to later.
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OBLIGATION OF ME MB ER S OF MILITAR Y PAC TS IN  CASE OF ATTA CK  ON  
AN Y  ON E ME MBER

We refer to this as a mutual security p rogram. When you think of 
mutual security, it seems to imply that the other fellow will go as fa r 
with you as you would go with him. Yet we get into some of these 
organizations, for instance with relation to CENTO, about which I 
want to ask : I s it accurate to say t hat  only the United States, of all 
CENTO members, is pledged to pro tect the integ rity  of CENTO na­
tions, while the others  have agreed only to consult?

General Lemnitzer. It  is not true.
Secretary McNamara. It  is definitely not true.
Mr. Passman. This says:

The NATO Council is mee ting here  on its  10th ann ive rsa ry-----
General L emnitzer. Are you speaking of NATO or CENTO, Mr. 

Chairman?
Mr. Passman. I am now quoting:
The NATO Council is mee ting here  on it s 10th anniversary.
I was speaking of CENTO. Then, I move on to SEATO. I am 

quoting.
This says :
SEATO has proved to he someth ing less tha n effective. The signatory powers 

agree only to consult. Only the  United States, by v irtu e of the  b ila ter al trea ties , 
is commit ted to come to the mi lita ry ass istance  of threaten ed nations.

How many nations in these organizations are committed to come 
to our aid, mili tarily, if we are attacked ?

General Lemnitzer. In  the NATO area an a ttack  on one is an attack 
on all.

Mr. P assman. Do we have as firm an agreement that  they will come 
to our defense as that we will go to their assistance?

General Lemnitzer. In NATO all member nations have accepted an 
obligation to regard an atta ck on one as an attack on all.

Mr. Passman. Does tha t observation necessarily apply  also to the 
others?

General L emnitzer. It  does not. The wording of  the other treaties 
is not so rigid. In  CENTO the United States is not a member of the 
Council of CENTO. We are, however, members of the Mil itary Com­
mittee.

Mr. P assman. Are we pledged to come to the ir rescue ?
General Lemnitzer. No, sir ; not in the same terms applicable to 

NATO.
Mr. Passman. Mili tarily , are we not providing aid?
General Lemnitzer (cont inuing). Tha t is a decision the United 

States  would have to make under circumstances existing  at the time.
Mr. Passman. I am not questioning the policy. This, however, is 

a discussion which I  thought should be in the record.
Secretary McNamara. Perhaps we should answer i t for the record, 

Mr. Chairman.
The treaties differ as to nations but on balance our obligations to 

them are  no different than theirs to us.
Mr. Passman. Does tha t statement apply with reference to 

CENTO?
728S2— 61 —p t. 1------7
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Secretary McNamara. We are not a member of CENTO.
Mr. Passman. We give financial aid to its member nations.
Secretary McNamara. To individual countries.
Mr. Passman. We counsel with them.
Secretary McNamara. To member nations.
Mr. Gary. We do not have an obligation to go to thei r aid in 

CENTO?
Secretary McNamara. No, sir.
Mr. P assman. H ow many countries receiving our foreign mili tary  

aid are bound by agreement to come to our aid if  our country only were 
attacked by the Sino-Soviet bloc ?

Secretary McNamara. We will answer for the record.
There are roughly 60 countries. We will go over each of them.
(The following information was supplied for  the record:)

M il it ary  T re at y Co m m it m en ts  

NATO

Article 5 of the North Atlantic T reaty  states as fol lows :
“The parties  agree tha t an armed attac k aga inst one or more of them in Europe 

or North America shall be considered an a ttack  again st them all  and consequently 
they agree that, if such a n armed a ttack  occurs, each of them, in exercise of the  
right of individual or collective self-defense recognized by article  51 of the 
Char ter of the United Nations, will assist  the par ty or partie s so attacked by 
taking  forthwith, individua lly and in concert with the  other parties  such action 
as it deems necessary, including the use of armed force, to restore and mainta in 
the security of the North Atlantic area.”

In addition to the United States, Belgium, Canada, Denmark, France. Federal  
Republic of Germany, Greece, Iceland, Italy, Luxembourg, the Netherlands, 
Norway, Portugal, and the United Kingdom are pa rties to the treaty.  Of these, 
all but Canada and Iceland a re receiving grant mil itary assistance.

SEATO

Article 4 of the Southeast Asia Treaty states  as fol lows:
“Each party  recognizes tha t aggression by means of a rmed attack  in the t reaty 

area against any of the parties or against  any s tate o r terr itory which the pa rties  
by unanimous agreement may hereafter  designate, would endanger its own peace 
and safety, and agrees t ha t it will in tha t event act to meet the common danger 
in accordance with its constitutional processes.”

In addition to the United States. Australia, France , New Zealand. Pakistan, 
the Philippines. Thailand, and the United Kingdom are parties . Of these, all but 
Australia and New Zealand receive gran t military assistance.

RIO TREATY

Article 3 of the Inter-American Treaty  of Reciprocal Assistance states  as 
follows:

“The high contracting parties agree that  an armed attack by any s tate against  
an American state  shall be considered as an attack against all the American 
state s and, consequently, each one of the said contrac ting parties undertakes 
to assist in meeting the attack in the exercise of the inherent right of individual 
or collective self-defense recognized by article  51 of the Charter of the United 
Nations.”

In addition to the United States, Argentina, Bolivia, Brazil, Chile, Colombia, 
Costa Rica, Cuba, Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, 
Honduras,  Mexico, Nicaragua, Panama, Paraguay,  Peru, Uruguay, Venezuela, 
are  parties to the treaty. Of these, grant military assistance is received by 
Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador, 
Guatemala, Haiti, Honduras,  Mexico, Nicaragua, Panama, Paraguay, Peru, 
Uruguay, and Venezuela.
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CH IN A

Article 5 of the Mutual Defense Treaty  with Republic of China sta tes  as 
follows:

“Each party recognizes that  an armed attack in the West Pacific area directed 
against the terr itor ies of either of the parties would be dangerous to its own 
peace and safety and declares tha t it would ac t to meet the common danger in 
accordance with its constitutional processes.”

JA PA N

Article V of the Treaty of Cooperation and Security with Japan sta tes  as follows:
“Each party  recognizes th at an armed attac k against either  party in the ter ­ritories under the administrat ion of Japan would be dangerous to i ts own peace 

and safety and declares tha t it would act to meet  the common danger in accord­ance with its constitutional provisions and processes.”

KOREA

Article 3 of the Mutual Defense Treaty with Republic of Korea stat es as follows:
“Each party  recognizes tha t an armed attack in the Pacific area on e ithe r of the parties in terr itor ies now under their  respective admin istrative control, or 

hereaf ter recognized by one of the parties  as lawfully brought under the  adminis­
trative control of the other, would be dangerous to its  own peace and safety  and 
declares tha t it would act to meet the common danger in accordance with its constitutional processes.”

THE PH IL IP P IN E S

Article 4 of the Mutual Defense Treaty  with Republic of the Philippines stat es as follows:
“Each party recognizes tha t an armed attack in the Pacific area on e ither of 

the parties would be dangerous to its own peace and safety and declares that 
it would act to meet the common dangers in accordance with its constitutional processes.”

Mr. Gary. That is all I have, Mr. Chairman.
Mr. Passman. Mr. Natcher?
Mr. Natcher. No questions at this time, Mr. Chairman.
Mr. P assman. Mr. Ford?

AUTHORIT Y TO TRANSF ER  DE FE NSE  STOC KS  AND  SERV ICES TO M IL IT A R Y  
AS SI ST ANCE  PROGRAM

Mr. Ford. Mr. Secretary , in your prepared statement and in the 
statement by Secretary  Rusk this morning you mentioned section 510.

Secretary McNamara. Yes.
Mr. Ford. I have before me the proposed language which has been 

submitted to the authorizing committees for  section 510.
You are very fam ilia r with the reprograming procedures we have 

with the Defense Departmen t in the interested committees where any 
Defense Depar tment  reprogramings with certain dollar limita tions,  
must be not only reported but approval given.

The language in this proposed paragraph  says, and I quote,
Prompt notice of action taken under this subsection shall be given the Com­

mittees on Foreign Relations, Appropriations and Armed Services of the Senate and the Speaker of the House  of Representatives.
This whole paragraph , if approved as i t is, gives to the Pres iden t 

the authority to transf er up to $400 million per year from Army, 
Navy, or Air  Force stocks, simply on notice without approval.
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Don’t you think that  goes beyond the kind of arrangement we 
have?

Secretary McNamara. It  does. It  definitely does go beyond and 
for the reason that here we are dealing with 60 different countries and 
a much more limited opportuni ty for reprograming within the 
$1,885 million exists. That is the first point I would make. Secondly, 
it goes beyond it in the sense tha t there is no request for reprogram­
ing authority as between the domestic milita ry budget and the mili­
tary aid programs. This provision is included because in so many in ­
stances we must act very quickly, and in the event Congress were out 
of session, we would need to to go ahead.

The $400 million autho rity  is an alterna tive to increasing the bud­
get. If  the committee felt  tha t we were going beyond a reasonable 
request here, perhaps we could work out some k ind of an agreed re­
programing procedure under  which wre would apply to this committee 
the same procedures tha t have been authorized for application by the 
other subcommittee tha t you are a member of and under the terms of 
that, procedure, at least while the committee is in session, I  think we 
could operate very satisfactorily.  We would hope there would be some 
provision tha t when the committee was not available that  we could 
move ahead because in these international  areas we face crises that 
require immediate action.

Mr. Ford. I think some alternat ive provision can be worked out. 
It  seems to me tha t th is a utho rity  is much too broad. I strongly feel 
tha t not only this  committee but p rimarily the Defense subcommittees 
ought  to have some notice and oppor tunity  for approval  and re­
jection of such contemplated action. Afte r all, the Defense subcom­
mittee made the money available that provided the stocks tha t are to 
be transfer red to this program .

Secretary McNamara. With some provision for obtain ing approval, 
or a t least allowing action at a time when the committees were not in 
session, I would be delighted to see it modified to tha t extent.

Mr. Passman. Will the gentlemen yield ?
Mr. Ford. Yes.
Mr. P assman. Would this not, in effect, just be providing an addi­

tional $400 million ?
Secretary McNamara. Definitely not. That is the entire purpose 

of this paragrap h, to avoid that  kind of a budget.
Mr. P assman. It  would require $400 million to replace it, would it 

not ?
Secretary McNamara. If  it were used.
Mr. P assman. Would this  not, in effect, just be providing an addi­

tional $400 million appropr iat ion ; would it not ?
Secretary McNamara. I t would be, bu t the difference here is th at 

this is not appropriated . There is great pressure on us not  to use it. 
This is a much tighte r form of  fiscal control than would exist were we 
to ask for approval of a contingency fund  and put  it in the budget.

Mr. Passman. Under  the authority, who would determine the 
emergency ?

Secretary McNamara. The President, but only i f he determined it 
to be “vital” to the security of the United States.

Mr. P assman. If  you expended the equivalent of the full $400 mil­
lion additional appropriation?
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Secretary McNamara. Yes. I am sure tha t you have as much con­
fidence as I  do t hat  the President would not authorize expenditu re of 
any or all of this amount unless it was vital to the security  of the 
United States. If  i t were vital to the security of the United States, 
I th ink we all agree it would be wise to spend it.

Mr. Passman. If  the appropriations committees and the Congress 
should gra nt all of the authorizations  requested in the amounts of 
money requested, in all probability the additional total w’ould be many 
billions of dollars  this year. We have to cut back on some of these 
items and take income into account. This  appears to be ju st a way 
of loosening it up.

Secretary McNamara. Mr. Chairman, if I may make jus t one com­
ment: This is not a way to loosen control over funds, but quite the 
contrary. The normal way is to pad the budget but we cut this 
budget to the bone and when we have done that we have left  no funds 
in it to take care of emergencies which are so very difficult to predict  
in this entire foreign  field. In the event we face an emergency we 
have only three alternatives . We either do not finance it and run the 
risk which resu lts to  our security—steal, and that is exactly the word, 
from some other par t of the program which disrupts planning  in that  
area—or propose a provision such as this.  I am sure th is will lead to 
tigh ter financial control than any of the o ther alternatives.

Mr. P assman. In  the justifications we find provision fo r many con­
tingencies set up in the regular appropriation .

Secretary McNamara. I beg your pardon.  There are not many 
contingencies. There are no-----

Mr. Passman. There  is provision for meeting emergency needs in 
Laos and other southeast Asia countries as they may arise, and this
is contained in the budget request o f --------million for continu ing
operations.

Secretary McNamara. There are not many-----
Mr. P assman. I t  is in writ ing.
Secretary McNamara. There are not many contingency funds.

This budget of $1,885 million has -------- million in it for South
America unallocate d;-------- million in Africa unallocated; and the
amount of which you spoke in southeast Asia.

Mr. Passman. The amount has reached $75 million already.
Secretary McNamara. Rig ht; but since we prepared this budget,  

these requirements on those amounts have risen. This budget was 
prepared last October and I definitely feel tha t this is the tigh test  
possible form of financial control.

Mr. Ford. May I read some language from section 510, Mr. Secre­
tary. This is on 1 ines 22,23, and 24 of the proposed dra ft :

* * * Subject to subsequent reimbursement, therefore, from subsequent ap­
propriations available fo r mili tary assistance.

It  seems to me tha t the Defense Department by this provision is 
potentia lly gambling with its own stocks, because you are relying on 
subsequent requests and appropr iations.  In my opinion, this is far  
too contingent as far as our own Defense Department is concerned.

Secretary McNamara. I do not believe we are gambling with the 
Defense Department  stocks. I th ink we are gambling with the fu ture  
military assistance program because the language as we inte rpre t it
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means that  if a truck , for example, is transfer red  from the Defense 
Department stocks to the military assistance program we would have 
authority to obligate the funds to replace tha t truck immediately.

The Defense Depar tment 's stock, therefore, is replenished as 
promptly as we procure the stock.

Mr. Ford. As promptly as you get the money from the mili tary  
assistance program ?

Secretary McNamara. As promptly as we procure the truck. How­
ever, we must then cover tha t appropria tion out of the next year ’s 
military assistance program . If  th is committee, or other committees 
of the Congress, were to limit us to a total tha t did not provide for 
tha t recoupment, we would nonetheless have to take it out of tha t 
program and tha t would mean tha t we would endanger  the program.

I would say that provision risks the future milit ary assistance pro­
gram but not the domestic defense program. This was drawn pa r­
ticular ly with tha t objective in mind, and I believe the language 
provides for it. If  it does not, we misdraf ted it.

Mr. Ford. As I  recall somebody’s prepared statement today, they 
said that this proviso was inserted in order to handle possible problems 
bette r than the way they were handled a t the t ime of the Lebanese and 
Formosan S trai ts difficulties.

As I recall, that  equipment was made available to handle those 
contingencies in 1958, and then in Janu ary  of the following year, a re­
quest. was made in the mil itary budget for supplemental funds to make 
up the equipment which was utilized.

Is tha t not a more direct  way of handling it than  through  this pro­
cedure ?

Secretary McNamara. I think  that we need to distinguish between 
two kinds of expenditures . One would l>e the extra  expenditures asso­
ciated with moving fleets, for example, to Lebanese waters. Those 
costs would have come out of the Defense Department budget and a 
supplemental there for would have been needed and no doubt was 
requested.

The second type of expenditure associated with such an emergency 
would be the kind we have had in connection with Daos where it was 
necessary to supply equipment to the Lao Army. This equipment 
was expended in combat and had to be resupplied. Those types of ex­
penditures must be charged to the mil itary assistance program  and we 
have no source of funds to provide for  those within the  year unless they 
are covered in this detailed list of items.

Mr. F ord. Let us take the Formosa situation. If  my memory serves 
me correctly, we moved some missile un its out to the Island of Fo r­
mosa. We also moved in some fighter planes, as I recall.

Secretary McNamara. Yes, sir.
Mr. Ford. How was t ha t handled? Was tha t handled through a 

request through our own milita ry budget in the supplementa l to repay 
the Army and A ir Force or was it handled by a roundabout way such 
as proposed here ?

Secretary McNamara. To the extent  tha t we re tain ownership, it is 
charged to the  Defense Depar tment  budget, and to the extent it is a 
transf er o f equipment, to a foreign  mil itary department, it is charged 
to the military assistance budget.
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Mr. Bundy mentioned to me tha t in the case of Taiwan and the 
incident you mentioned, there was approximately $200 million extr a 
required of expenditures for Taiwan to be charged to the Mil itary  
Assistance Program. I assume, although I do not know the parti cular 
situation in 1958, those figures were not included in the Mili tary 
Assistance Pro gram  and therefore required a reshaping of the whole 
program with all the atten dant  misplanning tha t occurs from that.

OBLIGATION OF MEMBERS OF MILITARY PACTS IN EVENT OF ATTACK ON 
ONE MEMBER

Mr. F ord. On page 4 of your statement, Mr. Secretary, a fu ll pa ra­
grap h covers this. In  the second sentence, you sa y:
* * * Vietnam today is a classic exam ple of how these thr ea ts feed on and 
reinforce  each other.

Subsequently in the same para graph you say:
Should they suffer an open att ack across the ir borders, we look for local forces 
to resi st the  ini tia l th ru st  unt il such time as free-world forces may come to 
their  suppor t.

Does that mean that if we supply, as we have in the past, Vietnamese 
forces, this is predicated upon our taking affirmative action if Viet ­
nam is attacked in the fu ture ?

(Discussion off the record.)
Secretary McNamara. It  is, in many cases, an intention rath er than  

a formal commitment. Situations differ, depending on bilate ral 
agreements; and in many of them we have no formal commitment 
requiring support at the time of overt aggression or invasion.

Mr. F ord. I gather  we did not have one in Laos then?
(Discussion off the record.)
Mr. Ford. What  would we say in Thailand ?
Secretary McNamara. I would have to ask Mr. Bundy.
Mr. Bundy. Thai land  is a signatory of SEATO.
Secretary McNamara. It  is a little  clearer, but I would still wish 

to read the exact language of the agreements. If  you wish, we will 
furnish tha t for the record.

I read the NATO language the other day, jus t on this  exact point, 
and it is very, very clear that  an attack  on one is an attack on all.

• There  is absolutely no question about it.
Mr. Ford. Wha t about Formosa or Taiwan ?
Secretary McNamara. I do not recall reading tha t recently.
General Lemnitzer. In  the  case of Taiwan, the exten t of th at coun-

♦ try’s obligation is dependent upon a determination of the  President.
Mr. F ord. They cannot obligate us?
General L emnitzer. I  would have to see the language before giving 

you a precise answer.
Mr. Ford. Whatever the language is?
Secretary McNamara. In  any event, that is why we used “may” in­

stead of  “must” or “will.”
Mr. Rhodes. Will  the gentleman yield?
Mr. F ord. Yes.
Mr. R hodes. Off the record.
(Discussion off the record.)
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Mr. Rhodes. That is exactly what I thought you were saying and 
tha t is as clear a statement  as I could imagine.

That  is all.

IMPORTANCE OF MILITARY ASSISTANCE PROGRAM

Mr. F ord. General Lemnitzer, in your statement  on page 2, you say :
* * * No amount of money spent on our forces could give the United States 

as comparable an asset as a trained , well-equipped force fami liar with the ter­
rain  and in suitable position for immediate resistance to local aggression.

Then on the last page in the last paragraph , and I will not read it, 
you indicate that the Chiefs of Stall* have endorsed unanimously the 
essentiality of the milit ary assistance program.

Does that  mean that , in your judgment, we should not reduce these 
appropria tions  for mili tary  assistance any more than we would take 
action to reduce the appropria tions  for our own military  programs?

General L emnitzer. We have evaluated the program for fiscal year 
1962 in relationship to the plans of our unified commanders overseas. 
We have examined force objectives to be sure tha t allied forces will 
complement our own forces. The force levels which have been set as 
program objectives have been studied at all levels, and the program 
details have been prepared to support those forces. The Join t Chiefs 
of Staff believe th at the fiscal year 1962 program is a minimum pro­
gram.

With respect to some fiscal year 1962 country programs, there have 
been reductions compared with the programs of last year.

Mr. F Ord. The intent of my question is to compare the essentiality 
of the military  assistance programs with the essentiality of Defense 
Department programs in the eyes, or in the view, of the Join t Chiefs 
of Staff.

General Lemnitzer. The Joint Chiefs of Stall* regard the two p ro­
grams as complementary. While the program cannot be precisely 
compared, we believe that dolla r for dollar we do get a greater amount 
of defense through this program than we could get by putting an 
equivalent amount of money into our own defense programs.

Mr. F ord. In other words, you defend this pa rt of the mutual 
security program budget as ardent ly as you defend the Defense 
budget for the United States?

General L emnitzer. I do.
Mr. Ford. That is all, Mr. Chairman.
Mr. Passman. It is not expected that  all of the members of this 

committee will always agree, and we disagreed last year  on the amount 
needed for the military assistance program. On the floor of the House 
the item was increased by $200 million.

Bearing out the contention of the majori ty of the subcommittee 
and the full committee, before the bill reached the House, and we find 
this as a matter  of record, they sa id :

The above fund of availabili ty, which totals $1,964 million, has been reduced 
by a tran sfer of $50 million out  of the military assistance program to the P res­
ident’s contingency fund to he used in financing nonmilitary assistance projects.

If  th at fact does not indicate the program had more m ilitary funds  
than could be obligated prudently , then I do not know how to read 
this language.
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Secretary McNamara. May I mention, however, tha t it will be $15 
million instead of $50 million, Mr. Chairman. Tha t is $15 million out 
of about $1.9 billion.

Mr. Passman. This  is from the mutual security repor t of June 1, 
1961, and today is only June 29.

How in the world do you expect this committee to ever arrive at 
a sound conclusion, if your figures are that unreliable ?

Secretary McNamara. May I  answer? This is a fair ly important 
point  and this is exactly the reason we need this section 510. The 
world is changing fas t and in the 4 months I have been here, or 
5 months, one crisis aft er another has happened to the point where 
we do not know how we are financing a large par t of the program 
we have.

The $50 million you are speaking about was thought to be needed 
for a h igh-priority purpose for which the President found it neces­
sary to spend, but  we, on the other hand, are spending funds on Laos 
which we had not provided for in the budget. We have had to juggle 
these funds to get through , hopefully, June 30.

Mr. Passman. I am not going to take the liberty  of quoting the 
Presiden t at this point , Mr. Secretary, and 1 suppose that  you are 
not going to do so, either.

Secretary McNamara. I would emphasize for the record that  the 
amount of net trans fer  was $15 million.

Mr. Passman. This  information is supposed to be as of June  1, 
and today is only June 29, so we are glad to get the record straight 
on this.

If  you wish, you may take this whole thing back and bring  it up 
to date, or otherwise we are apparently  wasting a lot of your time 
and our time.

General Palmer. I have a complete answer on this now and I will 
have the next time you see me. Mr. Chairman.

Mr. Passman. Is it a good and accurate answer?
General Palmer. Yes; it is good and accurate.
Mr. Passman. I repeat , I am not going to elaborate here on my 

understanding from a meeting with the President on a $1.8 billion 
budget request for mi litary aid.

When was the budget made up? When did you arrive at this 
figure ?

Secretary McNamara. The budget was made up at the m ilitary as­
sistance missions last fall and it has been reviewed by them several 
times since. It  was reviewed by the S tate and Defense Departments 
last fall and by President  Eisenhower late in the winter. Subse­
quently it was reviewed by the current administra tion several differ­
ent times.

As you know. President Kennedy submitted a budget  of $1.6 billion 
in March, but the change in the international s ituation required modi­
fication of tha t budget. The most recent budget was submitted 
May 25.

Mr. P assman. Mr. Secretary, you are deal ing with something fai rly 
current . President Eisenhower requested $1.8 billion for the milit ary 
pro gram; then President Kennedy, in March, indicated the need was 
for  $1.6 billion, and late r raised it to the previous $1.8 billion figure. 
Now, you are asking fo r an addition $400 million ?



104

Is it  not just tha t simple ? I do not want to waste your time over 
the next 7 or 8 weeks in play ing with loaded dice. This  is no reflec­
tion, but  i f th is is stacked, why waste time ?

AU THOR ITY  TO TRA NSF ER DEFENSE STOCKS AND  SERVICES TO MA P

I f  this committee, after long deliberation, with many witnesses com­
ing down here to testify, should decide to make a reduction, we shall 
say, of $100 million, and, then, if afte r we go home, the President 
should feel the Congress had made a reduction of too much, and tha t 
an emergency existed, he could immediately replace it out o f the $400 
million, i f you should get tha t legislation ?

Secretary McNamara. No, sir.
Mr. P assman. If  he should decide tha t world conditions warranted 

it?
Secretary McNamara. No, sir.
Mr. P assman. If  the committee and the Congress had reduced the 

amount by $100 million, and Congress adjourned sine die and went 
home, and you started obligating the funds, and then the President 
should decide tha t an emergency existed, and you needed more than  
the Congress appropriated, and you could tran sfer  out of the $400 
million; would you not have that right , under the legislation?

Secretary McNamara. No; I do no t believe so. Not for  this pur ­pose.
Mr. P assman. When would you have the right to use it ?
Secretary McNamara. Only when the si tuation was such as to make 

the expenditure vital to the security of the Uni ted States.
Mr. Passman. Who will make tha t decision ?
Secretary  McNamara. The President will.
Mr. Passman. Tha t is my question. If  the President should, im­

mediately aft er the Congress adjourns, decide th at a need exists for 
the $100 million, which we used as an example of the amount of a 
congressional reduction, for the security  of the United States, he could 
then transfer the $100 million; could he not ?

Secretary McNamara. I think under those circumstances I would 
say “No.”

Mr. Ford. Would the Chairman yield?
Mr. P assman. If  I may finish this, please. If  the  P resid ent made 

such a decision, who would override his decision ?
Secretary  McNamara. He would make this  decision under a specific 

situation. When it would be vital to the security  of the United States. 
These words are very carefully chosen.

Mr. P assman. If  the Pres iden t should decide, immediately afte r 
the Congress adjourns sine die, that it is vi tal to the security of the  
United States  to draw immediately on the $400 million, he would have the righ t, would he not ?

Secretary McNamara. Under  those circumstances, no.
Mr. P assman. Then, why do you want it  in there ?
Secretary McNamara. You said immediately a fter  you left.
Mr. P assman. Let us say 60 days after congressional adjourn­

ment. Wh at period would you draw on ?
Secretary McNamara. If  the situation developed in such a way as 

to provide  a set of facts that  would allow him to reach the conclusion 
tha t the expenditures were required  and were vital to the security of
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the United States, he would have the power, under this provision, 
to spend the money.

Mr. Passman. The President would make the decision, whether  i t 
is 2 days or 2 months ?

Secretary  NcNamara. I  do not believe so. I do not believe 
within -----

Mr. P assman. In  what  manner is the time element involved?
Secretary McNamara. I think the time element there is very im­

portant.
Mr. Passman. Are you going to write into the language of the  bill 

a limitat ion tha t the President , regardless of  conditions, cannot draw 
on the $400 million unless we have been gone a certain  number of 
days ?

Secretary  McNamara. I think  you must recognize the integrity 
of the President and his judgment . I doubt very much whether cir­
cumstances would permit him to reach this judgment immediately 
aft er you left.

Mr. Passman. Mr. Secretary, the President  does not actually run 
this, but follows the suggestions of his subordinates, and we all know 
that . The President cannot run this whole show. There is no ques- 
t ion about his integrity .

I want you to know that in one year the  very day these people got 
their appropriation , they star ted allocating funds out of the Pres i­
dent ’s contingency fund into the program for defense support.

I want the record to show tha t it is a fact. The executive branch 
start ed allocating funds out of the contingency fund, into defense 
support, the first day. They did not wait for any emergency to arise. 
They said, in eftect, “the heck with the committee, the heck with the 
authorization,  and the heck with the Congress.”

Secretary McNamara. As members of the executive branch we have 
a responsibility  to Congress to act in accordance with the intent  of 
Congress and I would never, much as I  might disagree with tha t in­
tent, consciously violate it. I would consider the action you are de­
scribing, whether taken or not, I do not know-----

Mr. P assman. It was so taken,  or I would not have said that it was.
Secretary McNamara (cont inuing). Contrary to the intent of Con­

gress; I think it would be a mistake fo r the  executive branch to oper­
ate in tha t way.

Mr. Passman. I do not make sta tements of such importance with­
out having the record on my side.

I am glad to hear you do not think tha t is the way to do it.
Secretary McNamara. Any action contrary to the intent of Con­

gress is not authorized and, therefore,  we would not act in that way. 
That  is why I  appear to be speaking ra ther specifically about this pa r­
ticu lar language. This language is put in to allow the President to 
act in the interests of the Nat ion in a situation which was unanticipated 
and it is only for that purpose.

Mr. Passman. Those people who went contra ry to the intent of 
Congress on the same day the appropriation was received, must not 
have thought the same thing.

Mr. F ord. Would the gentleman yield ?
Mr. Passman. Yes.
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Mr. Ford. With all due deference to you, Mr. Secretary, the lan­
guage sa ys:

The President  may, if he determines it to be vital to the securi ty of the United 
States or to the defense, withdraw articles from the stocks of the Department 
of Defense and defense services for the purpose of par t II.

He has to give notice promptly to various committees and to various 
legislative officials, but there is no check on his decision by the Con­
gress under the language on his determination ?

Secretary McNamara. Tha t is correct.
Mr. Ford. Supposing this amount were cut from $1,885 million to 

$1,685 million and then Congress adjourned. Sixty days later, it 
was determined by him, the President—and I  have just as much re­
spect for him as anybody else—that the security of the  United States 
required the withdrawal of Defense Department stocks to the extent 
of $200 million, his decision stands. Under  this language his decision 
is the sole test and nobody else can change it.

Secretary McNamara. Tha t is correct, if the situation is such that 
it provides him a foundation for th at determination.

Mr. Ford. But he makes that determination ?
Secretary  McNamara. He makes that determination; tha t is quite 

right.
Mr. F ord. 1 do not say he would willfully violate sound judgment. 

In fact I say he would not, but literal ly he is the only person who 
makes tha t determination.

Secretary McNamara. That  is correct; and as I said earlier, if the 
committee believes it is best to apply here the reprograming process 
that covers transfers within the domestic defense program. I would 
be quite happy to endeavor to operate  within that procedure, with the 
qualification that if the committees are not in session we need some 
kind of authority  because internat ional  crises are such that  we must 
act immediately.

Mr. F ord. That brings up another point. By the inclusion of this 
language and any safety valve as far  as Congress is concerned you 
may be hamstringing yourself more than if you did not have the 
language.

Secretary  McNamara. We could still do that within the limits of 
the program without the provisions you mention. This is one thing  
that  leads to the deficiencies mentioned in the report  on Taiwan. It  
would mean we would have to scrap the deliveries, say, for South 
Vietnam and transfer  them to Taiwan . When we do tha t, you can 
imagine what it does to their  recordkeeping and their forecasting and 
their  5-year planning. The injection of sudden precipitous changes 
of that kind actually weakens the entir e program.

I would be happy to see this provis ion modified in any way that  the 
committee would think would lead to a more effective control. We do 
not desire to have unlimited expenditures open to us.

Mr. Ford. In order to get it to conform to procedures in the De­
fense Department which, to my knowledge, have worked reasonably 
well, I think we should have some change in this.

Mr. Passman. Mr. Secretary, the Congress thought tha t matte r 
had been reasonably well taken care of by giving the executive branch
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tlie rig ht to transfer out of one fund into another. Do you not have 
tha t right , under the  law ?

Secretary McNamara. Up to a total of 10 percent.

USE OF CONTINGENCY FU ND

Mr. Passman. Certainly, there is a limitation.  In addition , of 
course, the President also had his contingency fund. He could use 
that,  could he not ?

Secretary McNamara. No, sir. You are speaking of the $500 mil ­
lion under one of these provisions ?

Mr. Passman. The Congress provides for the President a contin ­
gency fund, which he can use for any p urpo se; can he not ?

Secretary McNamara. Are we speaking of section 451 of the bill ?
Mr. Passman. Probably we are. Nevertheless, the Congress has 

never questioned the President as to the uses he has made of the 
contingency fund.

Secretary McNamara. I think  you may be refe rring  to what  is 
covered this year by section 451. There is a different provision this  
year than last year.

This is an important change and it acts to fur the r tighten  the con­
trol over mil itary assistance expenditures. We are doing everything 
we can to cut out the fat in this program.

Mr. Passman. You are taking the fa t out by increasing your 
request ?

Secretary McNamara. This I disagree with.
Mr. Passman. Pres iden t Eisenhower wanted $1.8 billion ; President 

Kennedy said $1.6 billion. Now it is up to $1,865 billion, plus the 
standby  of $400 million. It  looks to me as if you are put ting  fa t in.

Secretary McNamara. The interna tional  situation has changed to 
the extent of requiring  this and, as General Lemnitzer  said, we con­
sider this vital.

Mr. Passman. I respect your views, but there have been emergencies 
throughout the 15 years I have been in Congress, and the 13 years I 
have been on this committee. There is practically always an 
emergency.

Mr. Taber, I yield to you.
Mr. Taber. 1 do not know tha t I have any questions.
The determination of what is going into this bill tha t we report 

out is, at  the very least, 2 months off, and I very seriously doubt i f the  
questions I would ask would have any serious bearing on the markup 
at this date.

I am very much inclined to believe we will have to get somebody 
down from the Military Establishment and get a legitimate demand 
out of the services.

That is all, Mr. Chairman.
Secretary McNamara. I will be happy to retu rn myself, sir, later 

to answer any questions.
Mr. Taber. Off the record.
(Discussion off the record.)
Mr. Taber. There are a lot of things, Mr. Chairman, they can un­

ravel themselves if we give them a chance.
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Mr. Passman. Of course, when we must wait unti l we see the ad­
journm ent curtain coming down it is rath er difficult to  consider this 
bill in adequate detail. I t is unfortuna te tha t we have to start our 
hearings  prior to the enactment  of the authoriz ing legislation. How­
ever, this is a practice of long standing, perhaps  with one or two excep­
tions. Off the record.

(Discussion off the record.)
Mr. P assman. Mr. Rhodes ?

ASSISTANCE TO JAPAN

Mr. Rhodes. I notice on page  9 th at you ask f o r-------- million for
Japan. We had the pleasure of listening to the Prime Minister of 
Jap an not long ago. He said his nation does not need any more money.
Why do we keep forcing money on them ?

Secretary McNamara. Let me say the answer is two-fold: A major 
par t is to carry out previous commitments th at I think are in a sense 
contractual obligations.

Mr. Rhodes. I would agree with that.
Secretary McNamara. The second major  pa rt is for provision of an 

air defense system for the protect ion of both our forces and theirs.
This they tell us they cannot finance and I believe in this fiscal year 
1962 they  are correct. In  following years we think  we can avoid mili­
tary assistance in amounts of tha t kind.

Mr. Rhodes. Mr. Chairman, did not the Prime  Minister of Japan 
say he did not need any more money ?

Mr. Passman. Off the record.
(Discussion off the record.)
Mr. Passman. Would that  be a case, Mr. Secretary, where we had 

made a commitment, and no twithstand ing the fact they may not need 
it today, we are living up to our commitment? Would i t be in a cate­
gory of  that nature  ?

Secretary  McNamara. I do not believe so. Their gross national 
product  is $390 per person compared to  $1,800 in th is country and the 
expenditures and amounts we are talk ing about are more than  they 
can cover within their  present budget. We have looked at their  
budget and the ir defense budge t is $439 million, which is very close 
to 10 percent of thei r tota l budget.

Mr. Passman. Mr. Secretary, you would be the last person with •
whom I  want to debate this question, bu t it can confuse a lo t of people 
when you talk  about the gross national product. You might  take 
$390 and live in Ja pan  perhaps about as well as you could take $1,800 
and live in America. Is tha t not reasonably accurate ? *

Secretary  McNamara. No, sir.
Mr. P assman. They have a different s tanda rd of living, and if you 

put  it on a uni t basis, some of these people are perhaps living fairly 
well on $100 equivalent of the gross national product.

Secretary  McNamara. $390 versus $1,800, 1 think, indicates a wide 
d isparity.

Mr. Passman. They say they are getting along better than they 
ever have done in the history of the  country. I believe you will agree 
they have made such a statement.

Mr. Taber. They can get along wi th less calories.
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Mr. R hodes. I have difficulty b elieving ------- - will wreck the J ap-
anese economy, but be that as it may, Mr. Secretary, you are very 
zealous, I  believe, to cut expenses and I want to congratulate you on 
that.

SIZE OF MAAG STA FFS

I wish you would look into the MAAG’s. The cha irman and mem­
bers of this committee have seen several in operation and while they 
are made up mainly of officers thoroughly  dedicated, I think there 
are too many people in  many of the MAAG’s and I think the size of 
them can be cut. I  th ink  they perhaps can have the various functions 
more completely correlated than they are now so tha t in some in­
stances a naval officer can do the work of an Ai r Force officer and 
vice versa, for example, without having each service represented, not 
only in the officers corps but the enlisted corps as well. I wish you 
would look into that.

Secretary McNamara. I understand there are in the o rder of 6,500 
people involved. If  we can make any reduction we will certa inly look 
into it.

Air. Rhodes. I am still somewhat disturbed  over the language on 
page 4. I hesitate to take it up any fu rther, but it does bother me that  
appa rent ly we are going to continue to put mili tary  assistance funds  
into nations which you would call, in your categories on page 4, the 
second category, without a firm resolve to take the secondary action 
indicated in your  second category to provide suppor t they might need 
in the event of an all-out attack by the Sino-Russian bloc. I wonder 
if it is doing them any kindness or the American public any kindness 
to let them think  we will do something we do not intend to do ?

Secretary McNamara. I think  it is just a question of language in 
thi s case. I would be happy to accept a modification of language.

Mr. Rhodes. I doubt we have a firm commitment to anybody, i f I 
unders tand you correctly.

Secretary McNamara. That is not what I  said and is obviously not  
the condition we are opera ting under.

Mr. Rhodes. Mr. Secretary, actions speak pre tty  loudly. Words 
are good, but actions speak louder. It  would certain ly be my hope 
tha t before these hearings are over we can understand better what 
our intentions are toward these second-category countries, because I  
am as serious as I can be when I  say I  do not think  we are doing them 
any favor, and we are certain ly not doing the American taxpayers any 
favor, if we lead them to believe a situation exists which does no t 
exist a t all.

Tha t is all.
Mr. P assman. Air. Conte ?
Air. Conte. I do not want  to take the Secre tary’s time. I agree 

with  Air. Taber. I thin k we should postpone discussion on this point  
until  we see the outcome of the proposal from the authorizing  com­
mittee.

Air. T aber. Three-quarte rs of the questions will be answered by the 
authorization bill. A lot of the questions will be eliminated before 
we get through.  And a lot  more will come alive.

Air. Conte. For the record I do want to say I was most pleased 
with  the President’s appointment of Secretary  McNamara and I  com-
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pl im en t Secre tar y McN am ara  on his  fine presen tatio n and skillf ul 
tes tim ony today.

Se cretary  McNamara. Tha nk  you very much.
Mr. P assman. Mr . Se cretary,  we have  ap prec iat ed  ha ving  you be­

for e the committee. I  believe th at  when the  ul tim ate decision  of the  
com mit tee is reached you  will  no t have  reason to  be disapp oin ted . 
We must get the answers to  some of these quest ion s; and I want 
to rep ea t, fo r fear  of any  misu nd ersta nd ing , we have  no alt ern ati ve  
than  to st ar t the  hearings pri or to  the ena ctm ent  o f the au tho riz ati on  
bil l, because i f we should wa it un til  we ge t the  a utho riz ing l egi sla tion , 
in all prob ab ili ty  it wou ld be too late to have any  he ar ings  at all,  or 
very lim ite d hea rings.  As Mr . Ta be r said , if  we h ad  the  au thor izi ng  
leg islation  pr io r to these he ari ng s, no doubt three- fo ur ths o f our ques­
tions wou ld have alr eady  been  answ ered .

I  do not thi nk  it  wil l be necessary  f or  you to come back , because most  
of these de tai led  questions can be answered by General  Pa lm er  and  
others.

Tha nk  you very  much , Mr. Se cre tar y, General Le mn itzer,  and  gen­
tlemen.

Monday, J uly 24, 1961.

ST A TEM EN T OF T H E  SEC RETA RY  OF T H E  TREA SU RY  

W IT N E S S

HO N.  DO UG LA S DIL LO N. SE C R E T A R Y  OF T H E  T R E A SU R Y

Mr.  I 5 assman. The sub com mit tee  will come to  order.
We  have with us th is  morning  the  Ho norab le Do uglas  Dil lon , Sec­

re ta ry  of  the Treasury , who  will  make a presen tat ion  rel ative  to the  
fund s requ ested by the  exe cut ive  bra nch fo r the  forei gn  aid  p rog ram .

Mr.  Secre tar y, do you have  a sta tem ent to make to th e committ ee ?
Se cretary D illon. Yes, si r.
1 would  also like to  say one o th er  thi ng  before I  s ta rt .
Th e Pr es iden t has  asked me  to  joi n him  fo r a me eting  to cons ider  

the  Be rli n sit ua tio n at  12 :15 th is  mo rni ng  and he put the  tim e back 
because o f t hi s meeting. I wo ndere d i f that  would lie con ven ient  ?

Of co urse , I  wil l be able to  come ba ck again.
Mr.  P assman. Ce rta inly,  Mr. Secre tary.
Pe rh ap s we should ind ica te t h a t t he hearings will be so mewhat more 

difficult th is  year than  in  prev iou s yea rs, as a res ult  of  the back -doo r 
financ ing  syste m by whi ch it  is pro posed  to han dle  a subs tan tia l pa rt  
of th e p rogram .

Invo lve d fo r th is fiscal ye ar  is a tot al of some $6 bil lion, when we 
take  all  phases of  the  fo rei gn  a id  pro gram  in to account.

I wo nder if it is go ing  to  be convenient  fo r you  to  rem ain  with us 
un til  we actua lly  can pin down  some of  the  in fo rm at ion that  is 
needed. Could  you give us a genera l idea as to yo ur  plans so th at  
we can  pl an  our wo rk a cco rdingly,  Mr.  Se cre tar y ?
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Secretary Dillon. 1 can come back this afternoon, Mr. Chairman. 
Mr. Passman. If , out of the $6 billion, we might save $1 billion 

or maybe $2 billion, tha t would be, 1 think, very much in the public 
interest.

Mr. Secretary, we shall be glad to  hear from you at this time.

P repared Statement

Secretary  Dillon. It  is a privilege to appear before this commit­
tee in behalf of the  appropria tions  requested by the President  under 
the foreign aid legislation submitted by him to the Congress. Since 
this year I have not had any par t in the detailed reproduction of 
this program, 1 wish to confine my comments to the major financial 
aspects of the economic aid program, which are my responsibility  
as Secretary of the Treasury and Chairman of the National Ad­
visory Council on Inte rnat iona l Monetary and Financial Problems.

As Secretary of t he Treasury, I have the responsibility for financ­
ing approved Government programs.

It is precisely because of this heavy responsibil ity that  I hope my 
belief that  an adequate and soundly conceived foreign economic 
assistance program merits high prio rity  as one of our most pressing 
national needs will carry some weight with this committee. The p ro­
gram which forms the basis of the appropriation s request before you 
is soundly conceived. It  is responsive to our na tional need for an ade­
quate foreign aid program. It  is essential to our own security and 
well-being and that of the entire free world.

Moreover, it is a pro gram  the United States  can afford. A total of 
$2,878 million is being requested in fiscal 1962 for the Act for In ter­
national Development. This amount includes authorizat ion to reuse 
some $287 million which we currently expect to receive from dollar  
repayments of previous foreign loans. It also includes author ity to 
borrow $900 million from the Treasury for development loans. In 
addition,  the mili tary  assistance request for 1962 amounts to $1,885 
million. This makes up an overall program of $4,763 million, ex­
cluding  funds carried over from previous years' appropriations . The 
total cost of the program amounts to less than  1 percent of our gross 
national product—a figure well within the capaci ty of our economy.

The President’s program also includes a request for authority  to 
borrow from the Treasury $1,600 million for each of the following 
4 years, as well as auth ority to reuse the dollars from repayments on 
earlie r foreign loans in each of these years. These repayments are 
expected to average about $300 million annually.

I am only too well aware tha t there are some who single out this 
program and seek to attribute  to it alone the prospective excess of 
expenditures over receipts in the overall budget for fiscal year 1962. 
This, of course, is not the case.

72882—61—pt. 1 8
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F or as th is commit tee knows,  only  a  fra cti on  of  t he  new request fo r 
fund s wil l res ult  in ex pe nd itu res du rin g fiscal ye ar  1962. Es tim ate d 
expend itu res  u nd er  th is  an d previou s fo re ign economic aid  program s 
in 1962 a re $1,950 m illion.  To ge ther  wi th  m ili ta ry  aid  expenditu res  
th is  means  a to ta l of  $3,650 mi llio n—a pp roximately  th e same as the  
est imate  con tain ed in the bu dg et  pre sen ted  to  the Congres s by Pr es i­
dent  Eisenh ower. Exp en di tu re s in ens uin g years  will, of  course , be 
tak en  int o account in the  presen ta tio n of  the  budgets  fo r those years.

On the  revenue side  o f ou r budget,  income in the  coming fiscal y ear 
will st ill  subs tan tia lly  reflect the recess ion level ea rn ings  of  the  first  
ha lf  of  ca len da r 1961. Bec ause of  ou r grow ing  na tio na l needs  and  
these reduce d recession revenue s, a n excess o f expe nd itu res ove r receipts 
is e nvi sag ed fo r fiscal 1962. Pa renthe tic al ly , I  m ight  say  t ha t th is is 
not at  all  unusu al in the ye ar  immedia tely  fol low ing  a period of  re ­
cession.  Moreover,  ou r unused pla nt cap aci ty and ou r excessive un ­
emplo ym ent  will  preven t th e bu dg et  deficit we face ne xt  year  from 
ha ving  i nfl ationary  resu lts.  Lo ok ing fo rw ard to fiscal ye ar  1963, our  
reve nues a re  exp ecte d to  increase  sub sta nt ial ly  a nd  s hould  be adequa te 
to meet a ll o f ou r na tio na l ne eds,  bo th forei gn  and  dom estic .

BALANCE OF PAYM ENT S

Xow , y ou may  well ask, wha t is t he  r ela tio nship  of  t he  foreign  eco­
nomic ass istance  prog ram to  ou r balance of  paym ents?  Th is is a 
m at te r t hat e spec ially interes ts me as S ecret ary  of t he  Treasury.  The 
pr og ram propo sed  is con sis ten t wi th  o ur  efforts  to achieve  and sus tain  
ove ral l balanc e in ou r in te rn at iona l pay ments . I  wis h to emphasize 
th at  it  i s the for m in whi ch aid is extend ed—ra th er  th an  the  amoun t 
to be prov ide d—that  is mo st re lev an t to th is  questio n. Und er  the  
new pr og ram—as at  presen t—we will con tinue to pla ce  pr im ar y em­
phasi s on the purch ase  of  U. S.  goods and services by aid  rec ipie nts . 
The  pr ep on de rant  bu lk of  fo re ign aid  expend itu res  will  be made in 
the Uni ted Sta tes . Such ex pe nd itu res—w hich are  accompan ied by 
Am erican  exports—hav e no adverse  im pact on ou r balanc e of  pa y­
ments . The  fact, th at  fo rei gn  as sistanc e h as been larg ely a ccompa nied  
by an outflow of  Am eric an ex po rts  is no t well u nders too d bv  those who 
seek t o cure ou r ba lan ce-of -pa vm ents defic it by c ur ta il in g forei gn  eco­
nomic assis tance.

For as l ong as our i nt er na tio na l paym ents sit ua tio n req uir es,  in ad ­
minist er ing the  Ac t fo r In te rn at io na l Developm ent , in so fa r as the  
procure me nt of goods and serv ices  is involved, ou r obj ect ive  wil l be 
to r ese rve  between 75 and 80 percent  of  the  ava ilable  fu nd s fo r p rocure­
men t of  U.S.  goods  an d serv ices . Beca use of  ea rli er  com mitmen ts, 
th is goal  cannot be achieved  imm ediately , b ut  ou r e ffor ts in  th is  d irec­
tion will  have  a n inc rea sin gly  fav orab le effect  on  ou r ba lance- of-pay - 
ments  position.

I t  is no t in every case prac tic ab le  or  even des irab le to  req uir e th at  
for eig n-a ssi stance  fund s be lim ite d exc lusively  to the  p rocureme nt  of 
U.S . goods and services. In  some cases, pa rt ic ul ar  com mod ities  fi­
nan ced  by  aid dolla rs are  no t avail ab le in  the Uni ted State s, or  may  
no t be avail able here  in the  tim e req uir ed. Also,  there are cer tain  
sit ua tio ns  th at  somet imes requ ire  the tr an sf er  of  aid  th ro ug h cash 
gr an ts , a par t o f which is ul tim ately s pent fo r the  goods o f o ther  coun-
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tries. Nevertheless, through our procurement policy we will hold to 
a minimum any adverse effect of aid spending on our ba lance-of-pay- 
ments situation. I am satisfied tha t the present directives are ade­
quate to assure this result.

LONG-TERM COM MITMEN T AND “ BACK-DOOR*’ FIN ANCIN G REQUESTED FOR 

LEND ING OPERATION OF ECONOMIC AID PROGRAM

Now I  would like to turn  to another m ajor aspect of the economic 
aid program—one tha t is a t the very heart of the new proposa l. It  
is the need fo r long-term authority  to finance development lending. 
To meet this need, the  President has recommended financing the de­
velopment lend ing portion of the overall aid program by borrowing 
from the Treasury. I have heard  this criticized on three scores; that 
it is an attem pt to avoid coming to this committee fo r funds for eco­
nomic assistance; that  it would supposedly eliminate fiscal responsi ­
bility ; and that it would force the T reasury into increasing the public 
debt, I do not feel tha t these criticisms are warranted.

They are not warranted because the Pres iden t’s proposals are, in 
my judgment, not only essential to the effective implementation of the  
program, but are entire ly proper for this kind of program. They 
are not designed to avoid established legislative  and executive branch 
procedures—nor would they. They are necessary as the  most prac­
tical way of car rying  out a sound development lending program which 
will deal with the basic needs of a developing country and will pro ­
vide incentive for  such a country to thoroughly organize its plans and 
to adopt appropr iate  measures of self-help and undertake basic and 
difficult reforms essential to development. I am convinced from my 
experience in the Department of State  tha t long-term financing au­
thor ity is an essential tool for the achievement of our foreign policy 
objectives. I am equally convinced as Secretary of the Treasury  th at 
this  is the most efficient and least costly method of providing develop­
ment assistance.

As President Kennedy stated in his lette r transmi tting the dra ft 
foreign assistance bill, ‘‘real progress in economic development can­
not be achieved by annual short-term dispensation of aid and uncer­
tain ties  as to future intentions.” I am sure the committee is aware 
of the insistent pressures for stop-gap financing tha t arise each year 
under the present system. I am hopeful you will appreciate tha t an 
adequate long-term program is essential to meet long-range needs, and 
at less cost.

In my judgment, the inability  of the Executive to make long-term 
commitments diminishes the effectiveness and increases the  ultimate  
cost of the foreign aid program. Reasonable assurance of outside 
assistance extending over a period of years may often mean the di f­
ference between success o r failure in the efforts of  a country to carry 
out the measures requisi te to effective development. Legislative 
auth ority  to make multi -year  commitments will also provide an in­
centive to other indust rialized countries to join with the United  
States in providing aid to developing areas. *
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GRANTS TO BE FIN ANCED BY AN NU AL  APPROPRIATIONS

It. is fo r these  reasons t hat  the  Pres iden t has  reques ted  th at  devel­
opm ent  loans be financed  by bo rro wi ng  from the Treasury . Th is 
method  would  be used only  fo r d eve lopm ent loans, a nd  specific ceilin gs 
wou ld be established  lim iti ng  the amo unt  of bo rro wi ng  au thor ity  to 
be exercised ann ual ly.  All  loan  tra nsac tio ns  mak ing use of  th is au ­
th or ity wou ld be in do lla rs.  Al l rep ayme nts  wou ld be in dol lars . 
Gra nt s or  oth er for ms  of  ass ista nce  connected wi th the foreign aid  
pr og ram wou ld con tinue to  be financed  by annual ap prop ria tio ns .

OTHER PROGRAMS AND AGENCIES HAVING “ BACK-DOOR” FIN ANCIN G

I t is a common pra ctice to  finance len din g op era tio ns  o f U.S. agen­
cies th ro ug h loans and  advance s from the Treasury . The Treasury 
uses t hi s method to finance the  prog rams of more th an  20 agencies in 
accordance w ith  the  s ta tu tes g ov ern ing the  act ivi ties of  t he  p ar tic ul ar  
agency.  A lis t of leg islative  au tho riz ati on s cu rre nt ly  in effect for 
financ ing  gov ernmenta l ac tiv iti es  th roug h the  bo rro wi ng  method is 
att ached to  th is sta tem ent . (Se e p. 117.)

CONGRESSIONAL CONTROL OVER LENDING OPERATION

Thi s fiscal arr angeme nt need no t—and will not—m ean any loss of 
leg islative  con trol  ove r expend itu res . The funds will be ava ilab le 
only fo r the purposes and in the amoun ts appro ved by the Congress.
Und er  the pro posed leg isl ati on , specific congres sional control  over  
the lend ing pro gra m would be exercised in each ye ar  of  the  5-year 
per iod  in a nu mber o f w ay s:

F ir st , the basic  law, which  is now befo re the  C ongress , wou ld de ter ­
mine th e a va ilabi lity o f th e fun ds  year  by ye ar.

Second , the ena bling  act  will  requir e th at  ce rta in  specif ic cr ite ria  
be ap pl ied in the  ad min ist ra tio n of  the  loan prog ram.

Thi rd , the Congress,  if  it so des ired , could, by am endm ent of the  
basic law,  take away at  any tim e what it ha d or ig inal ly  given. It  
would be kep t inform ed th ro ug h qu ar te rly  repo rts  as req uir ed by 
the  l aw an d an ann ual presen tat ion would be made  to th e au thor izi ng  
committ ees of  the  Congres s coverin g all develop ment lend ing op era­
tion s. .

Fourth, an annual presen tat ion also wou ld be made to the  A p­
pr op ria tio ns  Comm ittee s of the Congress in accordance wi th the  pr o­
visions  of  the Government  Co rporat ion Control Act .

As ap pl ied to the  dev elopm ent  len ding  prog ram it  is my under- *
sta nd ing th at  the  fol low ing  pro cedure wou ld p re vail :

(1)  Th e Pres iden t wou ld an nu al ly  sub mit  a bu dg et  sho win g both 
ob ligations and  expend itu res  fo r the  con tem pla ted  pr og ram, in ac­
cordan ce w ith  law.
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(2) The Congress would have the responsibility of reviewing the 
program and acting to authorize the use of the borrowing author ity 
and all available receipts year by year. In accordance with past 
practice from which there has been no deviation this review would 
take place in the first instance in the Appropriations Committees of 
the respective Houses in the same manner as all other budget pro ­
posals. The authorization for the use of funds would similarly ap ­
pear in an appropriation bill.

(3) Congress could limit the use of funds in accordance with its 
judgment. Limi tations could be proposed by the Appropriations 
Committees or by amendment to the bill on the floor of ei ther House 
in the same manner as Congress acts with respect to all other  items 
in an appropriat ion bill. Of course, it is presumed that in accordance 
with legislative practice under the Government Corporation Control 
Act, modifications or limitations would only be imposed in special 
or unusual circumstances.

(4) The executive branch would be limited, both as to obligations 
and expenditures, by the amounts made available in the substantive 
act or in the appropr iation act, whichever is the more limiting.

(5) In any event the Executive branch could not firmly obligate 
and could not expend borrowing autho rity prior to the date on which 
it becomes available under the substantive act. However, it could 
enter into conditiona l commitments which would be specfically sub­
ject to the money becomng available at a l ater  date, and these would 
be valid only to the extent that  the money became available under 
the congresional procedures described.

The amounts to be borrowed under the proposed legislation would 
be included each year in the budget as new obligational authority  in 
the same manner as other appropriations. Similarly, expenditures 
would appear in the regular expenditures budget. As ta r as the 
budget is concerned, there is not the slightest difference between this 
method of funding and the appropria tion process heretofore used for 
this program.

Borrowing from the Treasury under the Act for International De­
velopment would not mean tha t the Treasury would be forced into 
any additional borrowing from the public. To put it another wav, 
the extent to which the Treasury may have to increase the public 
debt—or al ternatively  rely upon tax or other  income—is exactly the 
same, whether  fo reign development lending is financed by the borrow­
ing method or by funds otherwise appropria ted. The requirements 
of this and all other  programs, foreign and domestic, determine the 
amount of overall expenditure which much be met by the receipts 
of the Treasury.
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REPAYM EN T OF LOANS IN  DOLLARS

The financing of development loans by borrowing authority  was 
recommended by President Eisenhower in 1957 at the inception of the 
Development Loan Fund. As you know, the Development Loan Fund 
is authorized to make loans repayable in local currency—that is, re­
payable in the currency of the borrower, rath er than  in dollars. Ex­
perience has made it desirable to change th is policy. It  is now pro­
posed tha t all development loans  under the new program  be repaid 
exclusively in dollars.

REQUEST FOR AU TH OR ITY  TO US E DOLLARS REALIZED FROM PRIOR LOANS

The President  has also requested authority to make available for 
development lending the dollars to be realized from repayments of 
earlier foreign obligations. This  request is confined to outstanding 
obligations in which the United States  has the option to require dol­
lar repayment. The amounts will approximate $300 million a year 
for the next 5 years. This is a reasonable extension of the revolving 
fund princ iple tha t has been used in many other lending programs. 
It  would, in brief, put the retu rns from our ear lier aid to industria l­
ized countries actively to work in our present program of helping the 
newly developing countries.

If  the United States and the other  industrialized countries of the 
free world fully cooperate in a program of providing assistance to 
the developing areas—a program based upon the self-help efforts of 
the developing countries themselves—we can look forward to tangible 
progress for the hundreds of mill ions of people in lands less fortunate  
economically than  our own. The ir economic progress is, to no small 
degree, dependent upon us. Our own future in la rge measure depends 
upon their future growth and prosperity. The Pres iden t’s economic 
aid program is essential to meet the need.
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Other programs  and agencies having  “back door” financing:
Agencies and special  programs authorized to be financed by borrowings fro m the 

Tre asury as public debt transactions as o f May  SI, 1961
Date of i nit ial  
au tho rity to 
borrow from

Agency or special program the  Treasury
Commodity Credit  Corpo ration______________________________ Mar. 8 ,1938_
Exp ort- Imp ort Bank of Washington-------------------------------------- Jul y 31, 1945
Fed era l Deposit Ins ura nce Co rpo rat ion 1------------------------------- Sept. 21 ,1950
Federal home loan ba nk s1__________ ______________________  June  27, 1950
Federal  Nat ional M ortgage Association 2--------------------------------- Sept. 7, 1950

Management and liqu idat ing functio ns---------------------------- Aug. 2,1954
Secondary mark et operations___________________________  Do.
Special ass ista nce  functions_____________________________ Do.

Federal  Sav ings and Loan Insurance  Co rpo rat ion 1--------------------J un e 27,1950
Housing  and Home F inance  Agency : (Office of Ad mini str ato r)---- Apr. 20,1950

College housing-----------------------------------------------------------
Flood in suranc e_______________________________________ Aug. 7, 1950_
Public facili ty loa ns___________________________________  Aug. 11, 195.>
Urban rene wal program_______________________________  July 15, 1949

Inter ior  Dep artm ent,  H elium Act, as amend ed8________________ Sept. 13,1900
Intern ational Cooperatio n Ad minis tra tion: Sept. 6, 1950

Loan to Spain________________________________________
Mutual defense assis tant  program---------------------------------  Apr. 3,1948
Ind ia emergency food aid _____________________________  June  15,1951
Foreign investment gua ranteed  fu nd1____________________ Jul y 18,1950

Panama Canal Company 1__________________________________  Aug. 25, 1959
Public Housing Adminis tra tion_____________________________  Sept. 1,1937
Rural Electrification  Adminis tra tion________________________ Ju ly 30,1947
St. Lawrence  Seaway Development Co rporation_______________ May 13,1954
Secretary  of A gr icul tu re :

Farmers ’ Home Ad mini str ati on :
Regular  loans 4___________________________________ July 30. 1947
Farm t en an t mor tgage insurance  fund_______________  Aug. 14,1940
Farm Hous ing loan s6_____________________________  Oct. 14. 1949

Secreta ry of Com merce:
Mari time Admin istratio n : Federa l ship mortgage insurance 

prog ram___________________________________________  July 15. 1958
Area Redeve lopment Adm ini str ation1____________________ May 1,1961

Secreta ry of the  Treasury : Federal  civil defense_______________ Ju ly 30,1953
Tennessee Valley Autho rity  ’________________________________Aug. 6. 1959
U.S. Info rma tion  Agency: Inform atio nal  media guara nte e fund__ Ju ly 18,1956
Veteran s’ Administ ratio n, direct  loan p rogram _________________Apr. 20,1950
Virgin Islands  Corporation  7________________________________  May 20, 1959
Defense  Pro duct ion Act of 1950, as amended :

Exp ort- Imp ort Bank of Washington______________________Sept. 8, 1950
General  Services Adminis trat ion_________________________ Do.
Secretary  of Ag riculture _______________________________  Do.
Secretary  of the In te rior _______________________________  Do.
Secretary  of th e T reasury______________________________  Do.

Intern ational B ank for  Recons truction and  Deve lopment________ Jul y 31.1945
Intern ational Monetary  F un d_______________________________  Do.
Int ern ationa l Fina nce  Corporation__________________________ Aug. 11,1955
Cred it to the United Kingdom_______________________________ July 15. 1946

1 No ad va nc es  from  th e  T re asu ry  ha ve  bee n made.
2 P ri o r to  divi sio n of  th e  FN MA  in to  3 pr og ra m s.  th e Ass oc ia tion  bo rro wed  from  th e  

T re asu ry  th ro ugh th e H ou si ng  and  Ho me  Fin an ce  A dm in is tr a to r pu rs u an t to  R eo rg an iz a­
ti on P la n  No. 22 of 1950.

3 A ut ho rize d to  bo rrow  su ch  am ou nt s as  m ay  be au th ori ze d  in  ap pro pri at io n  ac ts . As of  
th is  dat e th er e has  bee n no app ro p ri a ti on  en ac tm en t.

* A ut ho rize d in an nu al  ap pro p ri a ti on  ac ts . L a te s t ac t w as  ap pr ov ed  .Tune 29. 196 0.
5 A ct ap pr ov ed  Ju ly  15. 1949 . au th ori ze d  bo rrow in gs  as  Co ng re ss  may  de te rm in e,  no t in 

ex cess  of  ce rt ai n am ou nt s.  A ct  ap pr ov ed  Oct. 14. 194 9, au th ori ze d  §25  mill ion to  be  
bo rrow ed  fr om  th e T re as ury .

8 B or ro win gs  mad e under  an  earl ie r au th o ri ty  ha ve  bee n re pai d  an d th e ea rl ie r au th o ri ty  
has laps ed .

7 A ut ho ri ze d in an nual  app ro p ri a ti on  ac ts . L a te s t ac t was  ap pr ov ed  Ma y 1.3. 196 0.
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Mr. P assman. Thank you very much, Mr. Secretary.

FOREIGN-HE LD , SHOR T-T ER M DOLLAR ASSETS

If  the committee ancl our distingu ished witness will bear with me, 
I should like to indicate for the record at this point a table showing 
tha t: (1) Foreign-held, short-term dollar  assets at the calendar  year 
1952 amounted to $10,546,100,000; at the end of calendar year 1960, 
$21,430,600,000, an increase of $10,884,500,000. That is double in 
amount within  8 years.

GOLD HOLDINGS OF THE UN ITED  STATES AND OTHER 
FRE E WORLD COU NTR IES

I also want to indicate for the record that gold holdings in the 
United States  at the end of calendar year 1952 amounted to $23,252 
million, and a t the end of calendar year 1960, $17,766 million, a reduc­
tion of $5,486 million in 8 years.

The rest of the “free world” at the end of 1952 held $13,028 million 
in gold and at the end of calendar year 1960, $19,400 million, an in­
crease of $6,372 million over the same 8 years.

U. S.  BALANCE OF PA YM EN TS , 1950  THROUGH 1 9 GO

I would also like to state for the record the fact tha t the U.S. bal- 
ance-of-payments position for the years 1950-60, inclusive, showed a 
total dollar deficit in the 11 years amounting to $21,500 million, 

u.s. public debt

And I want, too, to indicate for  the record at this point the fact 
that, according to the latest available figures, the U.S. public debt 
exceeds by about $23,710,500,000 the combined public debts of the 
other 100 nations of the world.
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LIST OF RECIPIEN T NATIO NS IN  FOREIGN AID PROGRAM

I shall give a detailed list in the record of all of the nations which 
have been recipients of the foreign aid program since it s inception.

(The mater ial referred to follows:)
Cou nt rie s W h ic h  H ave Received  M SP  A id to Date  or Are P rogramed I o 

R eceive  I t in  F isc al  Year 1962

K or ea  (S outh )
La os
Le ba no n
L ib er ia
Li by a
Lu xe mbo ur g 
M al ag as y Re publi c*  
Mali
M au ri ta nia *
Mexico
Morocco
Nep al
N et he rl an ds
N ic ar ag ua
Niger
Nig er ia
Nor way
P ak is ta n
P anam a
P ara guay
Per u
Ph il ip pi ne s
Polan d
Port ugal
Sau di  A ra bi a
Se nega l
S ie rr a Leone
So mal ia
Sp ain
Su da n
Su rina m
Sw eden
T an gan yik a
Tha ilan d
Tog o
T un is ia
Tur ke y
Uga nd a
U ni ted Arab Re pu bl ic  
Uni ted Ki ngdom 
Upp er  Vo lta  
U ru gu ay  
Ve nezuela  
Viet na m (S outh )
W es t In di es  
Yemen 
Yug os lav ia  
Zan zi ba r

A fg ha ni st an  
A rg en tina  
A us tr ia  
Be lgi um  
Bol iv ia 
Bra zi l
B ri ti sh  G ui an a 
B ri ti sh  H on du ra s 
Bur m a 
Cam bo dia
C en tr al  A fr ic an  Republi c*
Ceylon
Ch ad*
Chi le
Ch ina (T a iw an )
Co lom bia
Congo  ( B ra zz av il le ) *
Congo  ( Leo po ld vi lle) *
Cos ta  R ic a 
Cu ba
C yp ru s
Dah om ey
D en m ar k
Dom in ican  Rep ub lic  
Ecu ad or  
El Sal vad or  
E th io pia
Fed era ti on  of  Rho de sia an d N yas al an d
Fra nce
Gabon *
G er m an y ( Fed era l Rep ub lic )
Gha na
Greec e
G ua te m ala
Guine a
H ait i
H ondura s
Ic el an d
In di a
In do ne si a
Ir a n
Ir a q
Ir e la n d
Is ra e l
It a ly
Iv ory  C oa st  
Ja p a n  
Jo rd an  
K en ya

*U.S. ass istance limited to .$50,000 Independence Day gift  plus small feasib ility study 
in Malagasy Republic.

Note.—'Data cover funds author ized  and appropr iated pursu ant  to the  Mutual Security 
Acts of 1951 and 1954. and amendments  there to, and cert ain antecedent programs, pa r­
ticula rly  the European recovery program.
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PROVISION OF THE CONSTITUTION REGARDING WITHDRAWAL OF FUNDS 
FROM THE TREASURY

Mr. P assman. I should like also to read  at this point from a rticle  1, 
section 9, paragraph  7 of the Constitu tion of the United States, which 
is contained in the House Rules and Manual on page 52:

No money shall  be d rawn from the Trea sur y, bu t in consequence of approp ria ­
tions made by la w ; and a regula r sta tem ent and  account of the  rece ipts  and 
expe nditu res of all  public money shall  be published from time  to  t ime.

I want, fur ther , to indicate fo r the record th at the Congress and the 
country operated for approximately 150 years in accordance with the 
provisions established by the Constitut ion. No exception to tha t 
Constitutional provision was made until  the ear ly 1930’s. Since t hat  
time, however, there have been many exceptions, which certainly 
proves that  an exception in Government usually becomes a rule. It  is 
somewhat like a temporary agency. I t usually becomes a permanent one.

EXPE NDIT URES I N  19 G2

Mr. Secretary, on page 4 of your statement,  you say:
I am only too well aware  tha t there are  some who single out  this  program and seek to att rib ute to it  alone the prospective excess of e xpenditures  over receipts in the  over-all budget for  fiscal y ear 1962. This, of course, is not the case. For  

as this committee knows, only a frac tion  of the  new request for  fund s will re­sult in expenditures dur ing fiscal yea r 1962.
Is it not also a fact, however, that appropriations made in prio r 

years for the foreign aid program, amounting to about $5 billion, or 
maybe $6 billion, are to be expended in thi s fiscal year? Even though 
you may not spend this year the money appropria ted in fiscal 1962, 
you are  certainly  going to have to draw from the Treasury those bil ­
lions of dollars  required to meet obligations and commitments entered 
into as a result of appropriations  made in prior  vears.

Secretary Dillon. The estimate of tha t is $3,650 million.

4
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Mr. P assman. The estimate which I  have received of unexpended 
funds  in the pipeline of the Mutual Security program alone, and not 
including other phases of foreign aid, amounts to more than  $5.4 
billion as of June 30.

Even though I agree with you tha t relatively  littl e of the money 
which we appropriate this  year will be spent this year, there is a sub­
stan tial amount appropr iated in prio r years fo r the same purpose tha t 
will be spent.

Secretary  Dillon. I do not think you can attr ibute an overall defi­
cit to any single program.

Mr. P assman. I am no t endeavoring  to do so.
Secretary  Dillon. Th at is all I say.
Mr. Passman. You are indicating th at you may not obligate in this 

fiscal year the $3.6 billion appropria tion being requested for fiscal 
year 1962-----

Secretary Dillon. Th at is w’hat my statement says, $3,650 million.
Mr. P assman. I quote from your stat ement:
I am only too well aw are  th at  ther e are some who single out  thi s program 

and  seek to att rib ute to it  a lone  the prospec tive excess of expenditures over re­
ceip ts in the overall budget fo r fiscal year  1962. This, of course, is not  the case.

Your statement, in my opinion, would tend to leave'those who read 
it with the impression tha t there is going to be such a small amount 
spent out of what is appropriated in 1962 th at it  will have very little 
effect.

We both agree, however, tha t appropria tions  from prio r years for 
the same purpose expended in this fiscal year will have a substantia l 
effect. Am I accurate in tha t observation ?

Secretary Dillon. Th at is what I say, yes.
Mr. Gary. Will the gentleman yield ?
Air. Passman. I yield.

EXPE NDITURES IN  FUTURE YEARS AGAINST FISCAL YEAR 19 62  OBLIGATIONS

Mr. Gary. Is it not also t rue t hat  this money appropr iated this year 
will be obligated th is y ear and will have to be spent in future years?

Secretary Dillon. Th at is correct.
Air. P assman. And th at,  then, throws out of k ilte r the same amount 

in subsequent years. Your statement could be misleading to those who 
read it, if  they did not go on to subsequent pages ?

Secretary Dillon. Yes, the subsequent paragraph.
Air. Passman. I thin k I should indicate for the record, subject to 

any revisions tha t may be necessary for accuracy, tha t during the past 
6 years the Congress reduced the President’s request by a net total 
amount of $4,565 million. Yet, during  the same 6 years, notwith stand­
ing charges that  we were recklessly wrecking the program, there was 
a cumulative aggregate of $1,553,600,000 of unobligated funds.
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SECRETARY DILLON'S LETTER TO MEMBERS OF CONGRESS

Mr. Secretary, may I  quote from a le tter from Secretary Rusk and 
yourself ? With your assent, I  want to state tha t I  received this letter, marked “Personal” and dated Ju ly  18,1961, saying:

* * * T he  1961 pa ss ag e of  fo re ig n ai d as  re qu es te d by  th e P re si den t is of  such 
cr it ic al im po rtan ce  to our  na ti onal in te re st  th a t we  a re  ta k in g  th is  un usu al  step  
of  c om m un icat in g w ith  you per so nal ly  re gar din g cert a in  key ques tions th a t ha ve  been r ais ed  d ur in g th e c on gr es sion al  h ea ring s.

You stated in the letter  that  the—
P re si den t’s pr op os al  do es  no t ask  fo r any re du ct io n in  co nt ro l of  th e  Co ng res s 
ov er  th e  a id  pr og ra m  ex ce pt  in  a sing le  case,  and th a t Con gres s it se lf  w ill  es ta bli sh  a po licy th a t a spe cif ic am ount of fu nds w ill  be avail ab le  fo r st a te d  
pe riod s un le ss  reas on s of  su ffi cien t co ns eq ue nc e ari se  to  cu rt a il  or revo ke  them .

REDUCTION IN  APPROPRIATIONS SUBSEQUENT TO APPROVAL OF SPECIFIC 
AMOUNT OF LEND ING AUTHORIZATION

Mr. Secretary, upon the basis of this  excerpt from your l etter  which I have just quoted, I  should like to ask: If  the Congress should ap­
prove what we refer to as the back-door spending approach for financ­
ing foreign  aid, in the amount, let us say, of $800 million for fiscal 
year 1962, and as a part  of the proposed 5-year plan ; and subsequent 
to tha t action, if the Committee on Appropr iations, upon investiga­
tion and examination, should determine tha t this amount of money is in excess of actual needs and, accordingly, should make a reduction, let us say, to $600 million, would the committee’s position be accepted 
by the executive as positive? And, also, would or would it not be subject to a point of order ?

Secretary  D illon. I am not an expert on points of order.
Mr. P assman. Then, I  wi thdraw tha t pa rt and ask you, would it be 

accepted if the committee should reduce the authority  granted  by $200 million, subsequent to the authorizat ion ?
Secretary D illon. I think  that,  in my statement beginning on page 

13, I pointed out rather carefully what the situation  would be. On page 15, paragraph 4, it says th a t:
The  ex ec ut iv e br an ch  wo uld be  lim ited , bo th  as  to  ob lig at io ns  and ex pe nd itur es , by  th e am ounts  m ad e av ai la ble  in th e  su bst an ti ve ac t or in  th e  appro pri at io n  
ac t, w hi ch ev er  i s th e mor e lim iti ng .

4
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Tha t appropr iation act would have to take place each year , as I 
pointed out earlier.

Mr. Passman. One would come before, and one after.
Mr. F ord. Would the Chai rman yield?
Mr. P assman. Yes.

PROPOSED PROCEDURE FOR AU TH OR IZING AND APP ROPRIATING  FU ND S

Mr. Ford. When would this submission under the Government Con­
trol Act come ? Would it be submitted as a part of the appropr iatio n 
bill for the remainder of  the mutual security bill ?

Secretary Dillon. Yes; it has been submitted to you as of now 
wherein the Pres iden t’s supplemental budget message of Ju ly 6, 1961 
provides under  “Development loans
Th ere  ar e hereby  au thor ize d to he made suc h exp enditure s, pu rs ua nt  to ti tl e 1 
of ch ap ter 2 of  p a rt  I —
which refers to the authorization bill not yet passed—
with in  the lim its  of fun ds  and bor row ing  au th or ity avail ab le un de r th a t tit le  
and  in accordance  with  law an d such co nt racts and com mitments , w ith ou t re ­
ga rd  to fisca l ye ar  lim ita tio ns  as  pro vid ed in sect ion 104 of th e Go vernme nt 
Co rpo rat ion  Co ntr ol Act. as ame nded, as  ma y be nec ess ary  in ca rryi ng  ou t the  
program s set  fo rt h  in the  budget for the  cu rr en t fiscal ye ar  fo r op erat ions  un ­
de r t hat  t itl e.

That is the admin istrat ion’s request, and if this committee saw fit 
to put a l imita tion in there, they would be perfectly capable of  doing 
it and that limitat ion would be binding.

Mr. Passman. Applicable to this year’s appropriation ?
Secretary Dillon. Yes, sir.
Mr. F ord. Do you have another copy of that , Mr. Secretary ?
Secretary Dillon. Certa inly;  this is the regular communication 

from the Pres iden t you have before you and which you are consider­
ing now.

It  is House Document Xo. *208 of the 87th Congress.
Mr. Ford. That document encompasses all of the mutual security 

fund budget request?
Secretary Dillon. That is right.
Mr. F ord. Of course, that  is all predicated upon the authorization 

legislation being approved?
Secretary Dillon. That is correct.
Mr. Ford. Th at is the precise procedure bv which this would happen  

for fiscal 1962 as well as subsequent fiscal years ?
Secretary Dillon. Each subsequent fiscal year there would be the 

same request, and this would be under  the Government Corporation 
Control Act. It  would come before this committee and the com­
mittee would, each year, have to authorize  the expenditure of the 
funds.

Until that  authorization had taken place, as a result of the action 
by the Congress after hearing  by this committee, the funds tha t had 
been made available for this par ticu lar year would not be available 
for use.

Mr. Gary. Will  the  gentleman yield ?
Mr. F ord. Surely.
Mr. Gary. Why  would the President request this amount if we 

already had authorized him to borrow it from the Treasury?
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Secretary D illox. I s tha t a question for me ?
Mr. Gary. Yes.
Secretary Dillox. The reason is t hat  this is what we unders tand, 

or what the admin istrat ion understands, the Government Corpora­tion Control Act to provide. It  is the law.
Mr. Rhodes. Would the gentleman yield?
Mr. P assman. Yes, sir.
Mr. Rhodes. Mr. Secretary, would it be possible to go back over 

your testimony on pages 13, 14, and 15 to make sure I understand?
Secretary Dillox. Absolutely ; yes. I think tha t is the key th ing.
This is not just—on page 13 and going through 15—this is not 

just limited to my own views, but these are the views tha t have been 
carefully prepared and are the  administration’s views on this subject.

Mr. Rhodes. Mr. Secretary, it was my unders tanding tha t the 
administration  desi red the legislative committee to authorize annual­
ly, and tha t the executive department of the Government could go 
to the Treasury with  borrowing authority for the purpose of mak­ing development loans?

Secretary Dillox. That is right.
Mr. Rhodes. I s this still the desire of the executive department?
Secretary Dillox. That is right.
Mr. Rhodes. On page 14, paragra ph 2, it says:
The Congress would have the responsibility of reviewing the program and acting to authorize the use of the borrowing authority and all available receipts year by year.
Do I  understand this to mean that the legislative committee would authorize borrowing autho rity  each year?
Secretary Dillox. No; this would take place in the Appropriat ions Committee. This is the  thin g we are talking  about.
The next sentence say s:
In accordance with past practices  from which there has been no deviation, this review w’ould take place in the first instance in the Appropriations Com­mittees of the respective Houses in the same manner as all other budget proposals.
Mr. R hodes. Then the words, “authorize the borrowing author ity," have no clear meaning to me.
Do I understand tha t the review occurs after  the funds have been 

spent and a fter  the borrowing authority has been exercised?
Secretary Dillox. No.
Mr. R hodes. Would you please explain further?
Secretary Dillox. It  is probably because of ihe technical use of 

the word “authorization” and the words “authorizing committee."
The authorizing committees of the Congress would authorize the 

program as a whole. That is one. Then, in addition,  under this 
Government Corporation Control Act, the excerpt I just read from 
the communication of the President to the Congress transmitt ing the 
appro priat ion request, there would also be this language under devel­opment loans:

There are hereby authorized to be made such expenditures, pursuant to title  I—
and so on, under the borrowing au thority . In other  words, you have 
the borrowing authority,  but  you could not make any expenditures 
unde r it until those expenditures had been authorized in the appro­
pria tions act.



125

The word “authoriza tion” in this case covers tlie action of the 
Appropriations Committee as well.

AUTHORITY OF CONGRESS TO REDUCE FUNDS UNDER LONG-TERM 
COMM ITMENT PROPOSAL

Mr. Rhodes. What is the difference, in effect, of this type of ar ­
rangement and the appropr iation  of no-year funds?

Is not the effect identical ?
Secretary Dillon. The only difference in this  type of arrangement,  

as I  can see it, is th at  the Congress would be saying tha t it was their  
intent, if every thing was the same, and unless there was some good 
evidence to make them act to the contrary, that  they envisaged a cer­
tain  amount of funds  being spent every year. Therefore, there would 
be an add itional burden on the Congress, I  think , to take action to cut  
this back, and they would have to be sure there was some very good 
reason to do this.

I want to be perfectly clear on this and that is the  reason for the 
statement beginning at the bottom of page 14 under paragraph  3, 
where its says:

Of course, it  is presum ed  th at in accor dan ce with  leg isl ati ve  pr ac tic e un de r 
the Government  Co rporati on  Control Act, modif ica tions or  lim ita tio ns  would  
only be impo sed in spec ial  or  un usua l circums tan ces.

The fact is that the Approprit ions Committees have always had 
tha t authority , under th is act, but  they have not utilized it to cut  back, 
or to limit the amounts that  one of these Corpora tions might spend, 
although they could do so.

They could do the same thing here, but there would be an extra 
burden of proof on them.

Mr. R hodes. The only sanction, however, would be the ir own con­
science ?

Secretary Dillon. That is righ t, the only sanction.
Mr. P assman. Mr. Secretary,  would the executive department wait 

each year for an examination by the Appropr iations Committee, be­
fore entering into any commitments, or  would the department enter 
into commitments p rio r to a review by the Appropriation s Commit­
tee ?

Secretary Dillon. The whole point of th is is to  have the ability  to  
make long-range commitments, bu t these commitments could only be 
conditional. As shown at the bottom of page 5, it could en ter into 
considerable commitments which would be specifically subject to the 
money becoming available  at a later date. These would be legally 
valid only to the exten t the money became available under the pro ­
cedures described. The idea would be in each one of these cases they 
would write in a par ticu lar  clause to this effect, and each one would 
also be reported to the Congress.

Mr. Passman. If  the  borrowing authority  has been granted, the 
executive branch would enter into commitments and obligations. It  
would not be expected that the Congress, in subsequent years, would 
pass legislation tha t would cancel those commitments. Is tha t not 
about the position we would be in ?

Secretary D illon. I  think there would be a very strong presumption 
agains t canceling even these conditional commitments, but if one of
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them should be very bad and you should find this was a complete waste 
of money, there would be no reason not to  take action to limit either 
tha t specific one or the  overall total.

Mr. Passman. In effect, the Congress would not exercise the con­
trols and prerogatives under this type of authorization as it  does under 
the present one, by which you have to come in for  annual appropr ia­
tions ?

Secretary Dillon. I thin k it  would have the right, bu t in effect there 
would be a substantia l extr a burden of conscience, as Mr. Rhodes 
said, not to take this action unless there was a very specific reason to 
do so. So it would be more difficult.

Mr. P assman. The record does not indicate that the Congress has 
ever made exception to the  commitments undertaken through this 
type of legislation. Is th at a statement of fact ?

Secretary Dillon. That is a statement of fact.
Mr. Passman. Evidently  the Executive sees some advantage in 

gett ing the program away from effective congressional checks. Other­
wise, you would not be asking  fo r this type of legislation. We are all •
Americans. We can discuss th is very frankly. Unless you have some 
advantage in tak ing the program away from close scrutiny and effec­
tive congressional controls, there would be no reason for this request?

Secreatary  Dillon. There is no desire to take it out of any close 
scrutiny. The only reason is to have the author ity, which we do not 
now have in usable form, to make the multiyear conditional com­
mitments.

Mr. Passman. Mr. Secretary , do you know of any foreign aid p ro­
ject that  was ever started that had to be abandoned because of lack 
of funds?

Secretary Dillon. I am not aware of that.  Our problem has been 
tha t we have not been able to make long-range commitments because 
of the way the law exists.

existing authority to make long-term projects

Mr. P  assman. IIow about the long-range projects? There are pro­
jects in progress now which will not be completed unti l 1971 and 1972.
Under the Development Loan Fund, the expenditures, the actual
checks drawn, have amounted to only a very small percentage of the
total amount of the I )LF appropriation , which means, of course, tha t
you do already have long-range planning, and you advance the money •
against the project for which you made the loan as it  progresses. Is
that correct?

Secretary Dillon. That is perfectly correct, but tha t is not long- 
range planning. Tha t means merely tha t we tell a country that  they •
can build a dam, and we finance it at the beginning. They start  the 
dam in the year in which the funds are available, and we set aside the 
total  amount necessary to pay for it, but we are not able to tell them 
tha t the year afte r tha t they will be able to star t an irriga tion pro j­
ect which has to do with tha t dam, and the year aft er tha t s tar t an­
other dam somewhere else, which is what we would be able to do under 
this.
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DLF FI N ANCIN G OF PROJE CTS IN  IN DIA

Mr. Passman. I s I nd ia’s 5-year plan not now being  financed from 
the Development Loan Fun d ? Have you not, in the past, been financ­
ing projects in India ?

Secretary Dillon. Quite inadequately, because we were not able 
to make long-range commitments. We have told the Indians, be­
cause we were forced by time th is year, tha t we would make available 
a certain amount of funds for  the coming fiscal year, provided Con­
gress would appropriate it.

Mr. F ord. You mean inadequately in dollars, or inadequately o ther­
wise ?

Secretary D illon. Inadequate ly in dollars.
Mr. Ford. Could we have, in the record, how much in dollars we 

have made available ? I thin k we ought to have that.
Secretary Dillon. Yes.
(The  information requested follows:)

U.S . dollar assistance to In di a— Obligations and  other c ommitments

Mu tua l Security Economic Aid:
Int ernational Cooperation Adminis tra tion

Tech nical  cooperat ion_____ ___________
Special assistance 1___ ________________

Dev elopment  L oan Fund (loan ap proval s)___

Pub lic Law 480.................... .................. .............

Ti tle  I—Gr ant  loans___________________
Tit le II —Emergency relief____ ________
Tit le II I—Volunta ry relief agencies______

Export-Import  B ank (long term) ....................
Other U.S. economic programs___ __________

Fiscal years 
1946-60

Fiscal year 
1960

Fiscal year  
1961

420.3 8.6 8.0

78.0
342.3

8.6 8.0

366.3 171.3 180.1

1,234.1 550.2 386.2

1,103.9 
4.9

540.2 367.5
.3

125.3 10.0 18.4

165.5
2 230.7

13.7 80.7

1 Excludes m alaria  eradication program. 
1 Breakd own  of this  figure is as follows:

Emergency  wheat loan_______________________ __________ _______________________ $189. 7
Lend-lease credit____ ____________________________________________ _____________  29.2
Surplus prope rty cred its_____________________________________________ __________  11.2
Technical  ass istance____________________ _______ _______ _________________________  . 6

BUDGETARY EF FE CT  OF LONG-TER M CO MM ITME NT S

Mr. Passman. Air. Secre tary, I am not tryi ng to have my way 
about these things, but 1 am trying to understand  what we are doing. 
Do you feel that  the financing of either domestic or foreign pro­
grams by this type of arrangement is just as prudent so far  as the 
cost is concerned? It  would not involve the spending of any more 
money than under the system of annual appropriations?

Secretary Dillon. There is no difference as far  as the budgetary  
effect goes, because we have to balance expenditures with income in 
either event. The only advantage of this sort of system, the only 
place where I  think i t should be used—and I think it should be used 
most sparing ly—is in places where long-range planning  and financ­
ing are necessary. Congress has generally used it for those purposes 
and not for others, although I do th ink sometimes people like to go 
too f ar. Even in this session of the Congress we have written letters 

72S S2— 61— pt . 1 9
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opposing the use of this auth ority because we thou ght it was not 
proper.

Mr. Passman. R ow about the Indus water project. Would it come 
under this  arrangement ?

Secretary Dillon. Tha t type  of thing would. We were able in 
the Indus project to treat that  as an exceptional special case and get 
special consideration of that in the authorizing legislation a year or  
so ago. That, as a special case, is in effect already trea ted as a long­
term commitment.

AN NU AL  APPRO PRIATION S FOR LON G-T ERM  DOM ESTIC PROGRAMS

Mr. P assman. Mr. Secretary, I cannot believe tha t the fundamen­
tals by which we have been operat ing our system of  government in 
America for 187 years is wrong.

Do you think  we should have a more liberal plan in dealing with 
those foreign matters, many o f which we know very little about, than  
we have for our own domestic program here in America, which we 
understand  rather well ?

Secretary Dillon. No, I do not think so. We have 20-some-odd 
domestic programs tha t are financed by this.

Mr. Passman. Out of liter ally  thousands of them.
Secretary Dillon. Out of thousands.
Mr. P assman. Let us consider, if we may, the public works program 

in our own country. I recall tha t in 1927 in the lower Mississippi 
River Valley our losses from floodwaters exceeded $1 billion, and 329 
lives were lost. We finally succeeded in getting an authorization for 
flood control and related works, and in subsequent years we increased 
tha t authorization. Jus t the  same, we must carry  on the program 
through annual appropriations, many years receiving maybe 5 per­
cent of the  total cost involved, and in many instances with projects re­
quiring 15,18, or 20 years and more to be brought to a conclusion. Not­
withs tanding the fact that those te stifying for the funds for this pro­
gram have indicated t hat  they could use substant ially more money in 
bring ing these projects to completion, the committees of the Congress, 
in their wisdom, have regu larly  limited the  annual appro priat ion to a 
small percentage, in many instances, of the total authorized  project.

Would tha t procedure indicate tha t these projects, which were 
start ed 18, 15, or 12 years ago, were poorly planned. ? Would it  mean 
tha t we could not bring those projects to a conclusion as economically 
and effectively as we could had we undertaken them on the  borrowing 
authority  basis?

Secretary Dillon. No. I t is simply tha t the Congress has indi­
cated so f ar  tha t i t pre fers to handle the foreign construction in a dif­
feren t way. Congress has specifically said tha t the Development Loan 
Fund , when it makes loans, should set aside not just what is needed 
under  a 1-year program, but  set aside each time the funds which are 
needed to carry the thing  through to completion, even if it is 4, 5, 6, 
or more years.

Mr. Passman. Mr. Secretary, if we plan wisely for  our programs 
and projec ts here in America, would it not possibly be to our advantage 
to take the time to plan prud ently for these projects abroad, rathe r 
than make hasty commitments? I do not see why we should have a 
double standard—one fo r foreign projects, about which we must ad-
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mit we know very little, if anything, and extend to them a preference 
over projects in our own country.

Secretary  Dillon. Certainly, in dealing with foreign countries, I  
am sure they would not understood our system whereby, as you say, 
we author ize a project and it stays for years without gett ing a dime. 

INDI CA TION S OF POOR PL ANNIN G IN  PREVIOUS YEARS

Mr. Passman. In  many instances, under  the type of legislation 
which you have had, with the exception of maybe a restriction  this 
year, as high as 20 percent of all projects, we shall say, in the  technical 
aid program had  been entered into wi th poor planning, hasty obliga ­
tion of part ial funds, only to discover tha t there was an error. These 
projects then were abandoned and the funds used to init iate  new 
projects, so as to put  them in the category of continuing projec ts be­fore retu rning to the committee.

We have run  into such conditions as that in hundreds of instances, 
even where we have some degree of control. I think tha t now some 
development loan contracts, obligations, or letters of c redit are being 
withdrawn simply because of hasty consideration. If  you would 
check your record, I think you would find tha t to be true.

It  will be very difficult to explain to the American people t ha t we 
are going to make this exception for foreign  aid, especially when it 
has been so well established tha t in the pas t it has been very poorly  
handled, and there is no indication, other than  conversation, tha t there will be any change for the better this  year. You will continue 
with the same types o f projects, in the same countries, and using the 
same personnel, with  few exceptions, and in all probability it will mean more money.

APPROPRIATIONS, OBLIGATIONS AND EXPE NDITURE OF DEVELOPMENT 
LOAN FUNDS

If  this program can operate on merit, and stand on its own feet, 
why do you ask for the exception, especially since each year you have 
been given more money than you could use, even a fter  reductions h ad been made by the Congress ?

Secretary Dillon. Tha t has not  been the  case for the development 
loan operation. We have consistently had inadequate funds, except for the first year.

Mr. Passman. You would probably have inadequate funds in all 
of the items if  i t were left up to the executive department as to how 
much money could be spent throughout the world. I do not think 
there is ever such a thin g as provid ing as much as they would like to have.

Secretary Dillon. The Congress itself agreed tha t the funds origi­
nally appropria ted for  the last 4 years for the Development Loan 
Fun d were inadequate. They agreed by ap prop riating supplemental funds.

Mr. Passman. Even  with the waste and mishandling and ineffective­ness, the program has wound up with funds on hand.
Secretary Dillon. We had no uncommitted funds  in the Develop­ment Loan Fund , Mr. Chairman.
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Mr. Passman. What is the  total  amount of money appropriated 
to the Development Loan F und since its inception? Have you those 
figures there?

Secretary Dillon. I think I  have. I think it is $2 billion. I have 
the figures here somewhere.

I t is $2 billion.

ACTU AL EXPEND ITU RES AGA INST DLF APPROPRIA TIO NS

Mr. Passman. Wha t are the expenditures agains t that amount; 
the actual checks drawn ?

Secretary Dillon. I do not have the  figure on checks drawn, but  it 
is very small.

Mr. Passman. Very small, percentagewise. But, we do not want to 
guess here. It  is too serious a business.

Secretary Dillon. I have an estimate  as of June 30. The estimate 
is tha t $511 million has been spent.

Mr. P assman. Over a period of 4 years.
Secre tary D illon. Tha t is correct.
Mr. Passman. Out of $2 billion-plus appropriated, in the past 4 

years you have actually spent about 25 percent.
Secretary Dillon. Tha t is correct.

OBLIGATIONS FOR LONG-RA NGE PRO JEC TS

Mr. Passman. The other $D/*> billion has been obligated ?
Secretary Dillon. Tha t is rig ht.
Mr. P assman. There must be long-range projects involved there. 

Would that be a statement of fa ct ?
Secretary Dillon. It  is a statement of fact. I think we have talked 

about tha t in past years. This generally follows the  experience of 
the World  Bank and the Exp ort -Impor t Bank. It  takes about this 
period of time, 4 or 5 or 6 years, to spend money that has been 
appropriated.

Mr. P assman. You do not think we are going to des troy this pro­
gram and what little respect, if any, some of these foreign nations 
have for us by making this thing too easy ?

Secretary Dillon. No, I  do not, Mr. Chairman.
Mr. Passman. You do not actual ly believe tha t possibly if we let 

those people know that  this money is coming from the overburdened 
taxpayer, and it is hard  to get, maybe there  would be a better  condi­
tion ? From the beginning of time we have always lived up to our 
commitments.

Secretary Dillon. I thin k they know it is coming from the over­
burdened taxpayer in any event. The way it is financed has nothing 
to do with  that .

QU ESTIO N OF 'WHE RE REGULAR APPROPRIA TIO N PROCEDURE HA S FAILED

Mr. P assman. Are you going to point out, anywhere in the record, 
where we have fouled up, have had poor planning and unsound proj­
ects in the past, simply because you could not commit for 5 years? 
You have had long-range p lann ing all along.
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Secretary Dillon. It  is very difficult, if no t impossible, to work ou t 
real long-range plans  which require action by other countries, unless 
you can make long-range commitments.

Mr. Passman. What  countries are now objecting to  the system we 
have used in the past  15 years in disbursing some $86 billion, or I  
should say, more accurately a total post-World Wa r I I  cost fo r fo r­
eign aid of some $106 billion? On what par ticu lar projects do you 
find we are in trouble ?

Secretary Dillon. There have been a number of places where they  
have hoped tha t we could give them long-range support to develop­
ment plans, and we have not been able to do that.

Mr. Passman. Have  we lost the friendship of any countries as a 
result of this? Have  they turned from us simply because we could 
not commit ourselves?

Secretary Dillon. No ; but the long-range  programs have not gone 
throu gh the way we would like to have seen them go through, and I 
thin k thei r development has been slowed up because of this.

Mr. P assman. Specifically, could you tell us what countries, where 
you have long-range plans, have objected because we could not com­
mit ourselves on the long-range plans? I thin k it would look better 
for the record if we pinpointed now what countries, what projects, 
and on what dates we got fouled up with these countries because we 
could not enter into long-range commitments.

Secretary Dillon. I would like to say in that connection two 
things. Fir st, Taiwan is one country where they had a very good 
long-range program which involved higher taxes and a whole lot of 
rath er difficult decisions which they felt they wanted to go ahead and 
do, but then when they  found tha t we could not commit ourselves 
alongside them, they did not feel they could go ahead.

A second one is in-----
Mr. Passman. Why did they not go ahead, Mr. Secretary?  I  am 

try ing  to understand it. Let us pinpoint the reasons why they did 
not go ahead with it. All they had to do was to call the legislature  
into session and pass the laws. Could they not have gone throu gh 
with thei r reforms and said, “We are willing to go along with  t his ”?

Secretary Dillon. They were not  able to assure their people that  
they would get the suppor t tha t was necessary to  make some of these 
reforms possible.

QU ESTIO N OF NE CE SSITY  FOR HA VIN G FUND S AVAILABLE BEFORE FOREIGN 
LEG ISLA TUR ES HAVE ACTED

Mr. Passman. Have we reached the point that we have to go out 
and tell them tha t we have put up our money, and  have i t ready to 
draw a check, before we even ask them, the recipients, to pass legis­
lation  to provide that they will put  up par t of it ?

Secretary Dillon. No. They have been put ting up a pa rt of it 
rig ht along. I am talk ing  about much more fundamenta l legislation.

Mr. Passman. What does it involve?
Secretary Dillon. Changing their taxes, changing the ir whole 

economic system. Things of tha t nature.
Mr. Passman. Could they not pass legisla tion providing  for those 

changes, and get it on the  statute books?
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Secretary Dillon. They could, bu t they were re luctant to do it if 
they did not know they were going to get funds readily available.

Mr. P assman. Could they not repeal the legislation  very quickly 
if the funds should not be available?

Secretary Dillon. I do not think foreign countries like to pass 
legislation and then have to repeal it.

Mr. F ord. Will the chairman yield?

BOGOTA CONFERENCE

Mr. Passman. If  the gentleman does not object, I  should like to 
continue at this point.

I remember very well, sir, with reference to the Bogota Conference 
that we were assured there would not be any requests for money 
unt il such time as those countries had passed legislation  provid ing 
for  the land reforms and tax  reforms needed, u ntil afte r they had 
met the criteria tha t were established. But the rush  act was put 
on, before those things  had been done, so we came in here and, based 
upon the fact tha t we had made the commitment, appropria ted the 
enti re amount. This does not alter the fact, however, tha t specific 
promise was made tha t the countries would bring about certain re­
forms relative to lands and taxes, and so forth , before the money 
would be made available by us.

I wonder if something of similar  natu re is not what  we are up 
against here, t hat  we are going to proceed to enter into these agree­
ments prio r to the land and tax reforms? Would it be expected that 
this  is the pattern we might follow, or is t ha t the exception?

Secretary Dillon. No, I thin k the idea is that funds  will not be 
made available under those Bogota programs unless there is progress 
in each country. Wha t that  exact progress will be may vary from 
case to case.

Mr. P assman. We have already appropria ted the money. The 
agreement has been entered into. The race is being run.

Secretary  Dillon. You have appropria ted the money. I t has not 
been spent yet.

Mr. P ressman. Contracts have been signed.
Secretary D illon. No; none of them has been signed.
Mr. P assman. You are already obligated for three  projects.
Secretary D illon. As far  as I know, none of it has been obligated.
Mr. P assman. Let me repeat the statement th at you have obligated 

three projects.
Secretary Dillon. I  was th inking about the Inter-American Bank. 

I  do not know what the I CA  may have done.
Mr. P assman. I yield to the gentleman.
Secretary Dillon. I  would like to answer one thing which you 

did not allow me to answer.
Air. P assman. Please do, Mr. Secretary.
Secretary Dillon. That is in connection with the specific feeling 

about this long-term planning. There has been prepared,  in prepa­
ration for the meeting a t Montevideo, a series of reports by the  Inte r- 
American Economics and Social Council, which has been p reparing 
basic documents for  that . These have been prepared by leading Latin
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American economists. One of the conclusions of the basic repor t is 
th at —
Long-term plans for  social and economic development  must be supplemented 
by long-term plan s fo r financing  from  external  as well as from inter na l re ­
sources.

There is a case where all of Lat in America feels tha t action of th is 
sort is necessary. There  is a specific example.

REFORM LEGIS LATIO N PRIOR TO CO MMITMEN T OF U.S.  FUNDS

Mr. Passman. Should we not have a feeling in the matter , since 
we are p utting up the money? Why should we not  be more specific?

I t appears to me, Mr. Secretary, as if we are trying to cure jus t 
about all of our ills with money. I t also appears to me tha t this  
would be a better program, and the various countr ies would have more 
respect for us, if  we indicated this money is hard to come by, and let 
it be known action on their  p art  is expected—for example, let us see 
you get your project, started , pass you r legislation, p ut your land re­
forms and tax reforms  into effect. If  those projects or reforms are 
good at  all, they are basically as good without the American dollars; 
are they not ?

Secretary Dillon. I am not sure that they all can be carried through 
successfully—I do not think  they could—without outside support.

Mr. P assman. But,  if it is desirable to have land and tax reforms  
in these countries, it is desirable at any time, either with or without 
our money; is it  no t ?

Secretary Dillon. Not necessarily, i f they cannot afford what goes 
with  it, which are the roads, the schools, the water systems, and things 
of th at nature.

Mr. P assman. I t would not be advantageous to have the legislat ion 
on the books prio r to the commitment ?

Secretary Dillon. I do not think there is any use having legisla­
tio n on books that vou cannot afford.

Mr. P assman. Let us put th at shoe on our foot. Why do you want 
to have legislation on our books when we do not know whether they 
are going through with  it or not? Could we not discuss t ha t point 
briefly? Would it no t work both ways?

Secretary Dillon. The legislation is all shot through with the basic 
though t that  we will make our aid available to those who help them­
selves.

To make th is effective, we have to allow someone to be the judge 
of that.  The Executive, in operat ing under the criteria laid down 
by  the Congress, has to be tha t judge, i f this is to be an effective pro ­
gram.

Mr. Passman. The foreign  nations are the recipients of this pro ­
gram, are they not ?

Secretary  D illon. Th at is righ t.
Mr. Passman. Even the recipients should be prepared to accept 

San ta Claus, if  I  may be pardoned for so expressing it. Why should 
we have to pass legislation, put  up the money and say, “We are all 
ready  to go, and will give you this money, provided you will pass 
laws” ? Would it not be jus t a litt le bit better, as they are the  rec ipi­
ents, to say, “You get your house in order, and aft er you get your
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house in order we will pass legislation” ? Why do we have to look 
and be stupid,  as many express it, passing legislation in advance of 
the legislation for part icipa tion on the pa rt of the nations which 
are the recipients ?

Secretary Dillon. I  do not think you do look stupid.
Air. P assman. A lot of people th ink so.
I yield.

QUEST IO N OF  PR OJ EC TS  IN  T A IW A N  SU FFER IN G  FR OM  LACK  OF  LO NG -TER M 
CO M M IT M EN TS

Air. F ord. Air. Secretary, I am very  much interested in the  illus tra­
tion you mentioned about an alleged failure to consummate a project 
or program with Taiwan because of the possibility tha t Federal 
funds would not be available. Is  th at not what you said ?

Secretary Dillon. What I said was tha t the Taiwanese had a long­
term program of reform which they have not car ried out as effectively 
as we would have liked. I  th ink one very clear reason for tha t is tha t 
we were not able to match the long-term aspect of tha t wi th long-term 
commitments.

Air. F ord. I would like to make two observations in t ha t regard .
It  has been my personal impression tha t Taiwan, among a few 

limited others, has always been substantially supported by an over­
whelming major ity of the Alembers of the House and the Senate. I 
do not th ink the Congress, or a t least the majority of Congress, would 
have been reluctant to support such a program if it were singled 
out and earmarked as a country program which needed financing.

Secondly, it is my general impression tha t if there has been any 
reluctance to support Taiwan, i t has come from certain sources in the 
executive branch of the Government.

Air. Gary. Will the gentleman yield ?
Air. Ford. It  seems to me tha t, based on our past record of sub­

stantial amounts of money, aid, and assistance, milita ry and economic, 
for Taiwan, they could have assumed our good faith in the future.

I yield to the gentleman from Virgin ia.
Air. Gary. Has not a certain amount of reluctance come as a result 

of conditions in Ta iwan itself ?
Air. Ford. I am not the best witness on that,  but certain ly we can 

be proud  of  and not apologize for our record of support for  the Tai ­
wanese Government, bo th economic and military.

Air. Passman. If  the  gentleman will yie ld a t this point, I  thin k we 
should say for the record that Taiw an has been one place where we 
have put so much aid tha t they have had to cancel many projects. 
They found, after they had star ted planning them, they were not 
feasible.

I  think one of them was a dam or  a water project which they aban­
doned. The record will fur ther show, I think , tha t somewhat the 
same condition prevailed with reference to an expensive sawmill in 
Taiwan. I think the record will indicate tha t something like 212 
projects, maybe some of them minor in nature , were canceled hi 
Taiwan. Are you familiar wi th the  record concerning those projects, 
Air. Secretary?

Secretary  Dillon. No, Air. Chairman.
Air. Passman. You have not heard anything  about them ?
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Secretary D illon. I heard about a sawmill, but  th at was before my 
time in the State Department.

Mr. P assman. Would you not  like to go into some of those m atters , 
and know well what we are up agains t before you use as an example 
Taiwan, one of the largest recipients under  th is aid program, where 
we have canceled maybe more projects, if we take it on a population 
basis, than  any other place on the face of the earth ; before you use 
that  one country as an example to get the foreign aid program out 
from under control of the Appropria tions  Committees and the 
Congress ?

Q U ESTIO N  OF PR OJE CTS  I N  L A T IN  AM ER IC A SU FFER IN G  FR OM  LACK OF  

LO N G -T ER M  COM M IT M ENTS

Could you name any other project at  this time ?
Secretary Dillon. I named the whole of Lat in America.
Mr. Passman. That is a blanket statement, sir. Could you pin 

down projects in Latin America ?
Secretary D illon. Projects of long-term p lanning in every country 

of Lat in America.
Mr. P assman. Could you pin down one project for  which they say, 

“We want to get going on this project,  but we will not pass this legisla­
tion unti l you have passed yours” ? We rushed into a program and 
in a mat ter of weeks made an appropria tion of $500 million. Wha t 
countries are actually making land and tax reforms, and have actua lly 
passed legislation dealing specifically with the Bogota Conference 
agreement, since the La tin  American appropriation  was made?

Secretary Dillon. I will have to supply tha t for  the record.
Mr. P assman. Please do so, for all of Latin  America.
(The information requested follows:)

R ec en t Sel f-H el p  Mea su re s in  L a tin  A m er ic a

Passage of Public  Law 86-735 by the U.S. Congress and  the  signing  of the 
Act of Bogota by rep resent atives  of the member nations  of the  Organizat ion 
of Amer ican State s, both in September  of las t year , reflected the  growing feel­
ing th at  social progress in Latin  America is the  join t responsibility of al l classes  
and  all  nations  in the region. Not only did these  actions captu re the sp iri t of 
change which was alre ady  beginning to be reflected in var ious kinds  of social 
reform throughout Latin America but they provided incen tive and stimulus  to 
fu rth er  legislation  and other mea sures for social development in such are as as 
ru ra l living  and land use, housing, public hea lth,  education,  social welfare, 
et cete ra. In order to finance  such  needed reform s, governments found them­
selves under economic pre ssu re to improve tax  str uc tur e and  adminis trat ion, 
intro duce fiscal and monetary  reforms, bring about grea ter  economic stab ility , 
and gene rally  to tak e such steps as would maximize the  use of the ir own 
resources. Public  Law 86-735 establish ed th at  economic ass istance  would be 
given te those American Republics  “which particip ate  in a joint development  
program  based  upon self-help and mutual  ef forts .” The Act of Bogota confirmed 
this princip le.

Since the signing of the  Act of Bogota, nearly all  of the  La tin  American 
nat ions have  shown cont inuing int ere st in car rying out the  objectives of the act, 
and  most of them have  given concrete evidence of the ir inte ntion in the  form 
of specific self-help measures. A pa rti al  list ing  of actions fol low s:
Brasil.---'The Agrari an Reform Law in the  Sta te of Sao Paulo , designed to 

ass ist small farmers in acquiring land  and implements, was passed on December 
30, 1960. It  provides fund s ($36 million) for the  expansion  of agr iculture and 
livestock product ion, and  to f inance  the  sale  of product ion goods to  small farmers. 
The law provides for the  use of a gradua ted  land  tax  ranging from 2 percent 
on th e fi rst 100 hectare s to  6 pe rce nt on that  portion Which exceeds 5,000 hectares .



The tax rate may be doubled if up to 70 percent of the property is not productive or if over one-half is leased. On the other hand, the tax may be reduced to a maximum of 2 percent if 80 percent or more of the property is properly exploited.Chile.—A 10-year development plan, initiated in Ja nuary 15)01, was announced in November 15)00. This 10-year plan calls for investment equivalent to $10 million between 15)01 and 15)71. The primary goal is to raise  the annual level of investment from approximately 9 percent of GNP (1957-59) to 18 percent by 1971. This program will be financed by increasing tax services from a level of 13.2 percent of GNP (1959) to a level of 14.5 percent of GNP, and by holding the annual rate of increase of public sector consumption equal to the growth in population.
Colombia.—The Colombian Government is actively supporting and attempting  to secure passage of agrarian reform legislation. The Senate on June  8, 19G1, approved the Government’s agrarian reform bill, which then passed to a House committee. The program provides for a plan of colonization and parcelization to be adminis tered by an agrar ian reform institute established by the legislation. In the meantime, work is being ca rried on in the colonization areas by the agri­cultural credit  bank and other agencies, which are engaged in soil sampling and surveys, engineering studies for penetration roads, and some construction work on feeder and secondary roads  and bridges.
On December 16, 1960, the Colombian Government released a 4-year public investment plan, developed by the National  Planning Department and approved by the National  Planning Council. It  is the first of two documents to be issued for the purpose of giving detailed expression to the platform of economic develop­ment and social welfare enunciated by President Lleras. The second document will present a general program of economic and social development. The 4-year investment plan contemplates the investment of $1.12 billion by certain  Govern­ment en tities  from 1961 through 1964.
Costa Rica.—A law, passed in Jun e 1961, granted the National Housing Agency (INVU) authority  for slum clearance. This act defines adequate housing stand ­ards and prohibits the rental of substandard houses. INVU will spend a t least 75 percent of its budget on slum clearance over the next 5 years. The Board of Directors of INVU has approved a new policy for a revised savings and loan program for  low-cost housing. The new policy restrict s construction of dwellings to those not to exceed $5,600 in cost, including lot.
The National Assembly established a Nat ional Authority of Water and Sewers on April 10, 1961. This Authority has the responsibility for building and operat­ing urban water supplies. The Government of Costa Rica has spent $3 million from its own resources to buy piping and meters and to extend San Jose’s potable waterlines. This is only one component in a program of metropolitan planning and has high priority.
A metropoli tan water supply projec t is also under consideration which is related to Costa Rica’s program in public health. This project is designed to expand and improve the water supply in San Jose.
Ecuador.—A decree establishing the  National Housing Bank was announced in June 1961. This decree also provides for the establishment of savings and loan associations and other inst itutio ns necessary to sponsor low-cost housing programs in Ecuador.
On April 14, 1961, the Government increased its import duties 21/. percent following the  recommendation of its National  Planning Board. It  is estimated tha t thi s measure will provide the equivalent of $2 million to $4 million annually in additiona l revenue.
El Salvador.—The Inst ituto  de Colonization Rural (ICR) is implementing an agrarian reform p lan 1 involving the purchase of large estates  for resale as family farms, land and supervised agricultu ral credit, rura l housing, and feeder roads. The ICR is considering the purchase of additional  land for reset tlement  purposes. The ICR also has proposed tha t studies be made of the farm tenancy laws in El Salvador and improvements be made in their operation.
Guatemala.—The Congress, on Jun e 6, 1961, passed the guar anty  mortgage fund bill which is similar to the FIIA  law in the United States. The legisla­tion establishes the basis for long-term credit to finance home construction for low-income families and serves as an important investment opportunity for private capita l.
The Guatemalan Government has also continued its active program ’ of rura l development and resettlement, including supervised agricultural credit. This
1 Launched in early 1961.s The Agrari an Statu te of Feb. 25, 1961.
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activity  lias effectively developed access roads, admi nistrative  facilities, rura l 
schools, and health centers in 21 communities, and established approximately  
4,000 families on the ir own land. By the end of 1960, titles  had alrea dy been 
granted  by the Government to 3,761 farmers . In anoth er phase of the Minis­
try ’s program, about 4,200 homesteaders received titl e directly from the Gov­
ernment for small land parcels on which to grow food for home consumption; 
and a large number of farme rs have been granted  title where they have farme d 
the lands in previous years.
Honduras.—The executive branch of the Government has preparetl a revised 

tax program for presen tation to the Congress in its next session beginning in 
the fall of 1961. Meanwhile emphasis is being placed on improving the admin­
istra tive and collection procedures of the present tax  laws.
Nicaragua.—In Jan uary 1961, the Government established the Inst ituto de 

Comercio Exter ior e Inte rior (IN CE I). The Ins titute ’s purpose is to help 
small and medium-sized fa rmers  to market their  produc ts a t a f air  inte rnati onal  
market  price so tha t the farme rs will no longer be at  the mercy of fluctuat ing 
prices. According to its charter,  losses or deficits on its operations will be 
covered by the stat e in the next fiscal year, presumably through the Govern­
ment budget.

On January 1, 1961, the Nicaraguan Government insti tuted  seven new taxe s 
which are expected to raise  Government revenues by $1 million. These meas­
ures cover consumer taxes on cigarettes, liquor, beer, automobile vehicle regis­
trations, and lottery. The Government has fur the r intensified its collection of 
income taxes. A sl iding scale of land taxes has been proposed by the executive 
branch and is expected to be enacted this summer (19 61 ). Nicaragua has not 
previously had any form of land tax.

A central bank was established on Jan uary 1, 1961. Its  objectives are  to 
“creat, promote, and main tain the monetary, exchange, and credit conditions 
most favorable for the development of the national economy.”
Panama.—Income and other tax legislation was passed in December 1960. 

It  is estimated tha t these measures will increase Government revenues by .$2 
million annually (amou nting  to 3.3 percent of the new budge t). Administrat ive 
procedures have also been revised to improve tax collection.

The PresidentTias ordered various agencies to form a working committee on 
rural development. This group will be directed by the Planning Bureau and 
is charged with selecting locations for rural settlem ent projects to be started  
in 1961. The Government has arranged for the purchase of 200,000 hectares of 
land for this purpose and some of it is now being subdivided for distribution to 
present settlers. A dr af t of new legislation dealing with the questions of 
agrarian reform has been prepared and will be reviewed for submission to .the 
next session of the National Assembly in October 1961. In order to permit  
interim  action, a law was passed in the las t session of the Congress delegating 
authority to the provincial Governors in matters perta ining  to distribut ion of 
land under the “Patrimonio F amil iar” system.

A Banco de Credito Agricola y Pecuario was established by law during  the 
last  session of Congress (October 1960) to help small farmers and may play a 
major role in rura l development schemes when organized. A Banco de Credito 
Popular was also establish ed and is being organized to work principally in the 
major urban areas .
Peru.—A slum clearance decree was issued in February, opening the way for  

renovation of urban slum areas  by providing facilit ies for sanitati on and legal 
authority  to grant titles. The Peruvian Government ha s started construction of 
“satellite cit ies” in the o utsk irts of Lima to help solve th e serious urban housing 
problem. San Juan, the first city, will provide lots at cost, with basic improve­
ments (stree ts, lights, water, sewage) for 10,000 families. Initial applications 
totaled 22.000. A $2-million- bond issue was floated to finance this project.

An in stitute of agr arian  reform was created on June 5,1960. A comprehensive 
land reform law was submitted to the Peruvian Congress in October 1960. An 
abridged version of ths bill was resubmitted in March 1961. It  is expected to 
be taken up again in debate in one of the four extra ordinary  sessions this sum­
mer. The bill plans on setting up a working basis for colonization—for the time 
being this would be on Government-owned land.

In the meantime, on April 21,1961, an agra rian  reform program was authorized 
by supreme decree in orde r to initia te ac tivity in the field du ring the current year.

Vrugnau.—A new income ta x law was signed by the Chamber of Denuties on 
July  1 ,1961 . This law, applied to incomes from both indus trial and agric ultu ral
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activities, penalizes nonproductive exploitation of land. It  provides for tax 
incentives to reinvest  profits in improved land us e; it also includes income taxes 
on corporation profits.
Venezuela.—The Government, in order to finance its large-scale agrar ian re­

form plan and to meet normal Government expenditures, has increased gasoline, 
income, and inheritance taxes with a resul tant annual increase of BslOO million 
(about $300,000) in revenue. Savings of alxnit BsoO million are being produced 
by a recent 5-percent cut in Government salaries.

Although the Venezuelan agraria n reform law was passed before tho Act of 
Bogota, most of the accomplishment under this program has been achieved since 
th at date. Approximately 24,000 families were settled on approximately 1,000,- 
000 hectares  in 1960 in an integr ated land reform program which embraces 
agricultu ral credit, extension, construction of schools, and other related measures 
needed to establish farmers on family-sized units.

In. addition to the individual  country efforts at self-help, two multilateral 
measures are worthy of special mention. In Central America, a common ma rket 
agreement has been ratified by Nicaragua, Guatemala, El Salvador, and Hon­
duras.  The primary objective of this arrangement,  which includes tariff reduc­
tions and the formation of a c entra l bank for economic integration , is to encourage 
complementary trade and provide a larger marke t as a basis for industr ial de­
velopment of the member countries.

A similar effort is found in the Latin American Free Trade Association signed 
on Febru ary 18, 1960, to which Mexico and most of the economically important 
South American nations are  signatories.

QU ESTIO N OF PRO JECTS IN  MID DLE  EAST SUFFERING FROM  LAC K OF LON G­
TE RM  COMM ITM EN TS

Mr. P assman. Let us look at, say, the Middle East . Do you know 
of any part icula r projects in tha t region which would justi fy this 
exception ?

Secretary Dillon. I thin k we could do a lot bette r Tn both Turkey 
and Ira n if we could do long-term planning, which we have not been 
able to do.

Mr. P assman. If  it is good for them, would it be recommended tha t 
the public works projec ts in this country be put on the same basis? 
If-w hat  you propose is sound and wise, then you can release 50 Mem­
bers of  the House Appropriations Committee to do other constructive 
work around here, and not be beating our brains out try ing  to help you 
balance the budget on domestic projects, while it  is being unbalanced 
on foreign aid.

Secretary Dillon. But it is nobodv’s idea tha t this would relieve 
the Appropria tions Committee of work.

Mr. Passman. I  suppose there would be work to do around here, 
try ing  to explain our action. That would be jus t about what it would 
be limited to.

I  yield to the gentleman from Alabama.

QU ESTIO N OF PRO JECTS IN  TA IW AN SU FFER ING FROM LACK OF LONG-TERM  
CO MM ITM EN TS

Mr. Andrews. I want to ask the  Secretary to pinpoint one project 
in Taiwan which has been delayed or eliminated because of lack of 
funds from the United States.

Secre tary Dillon. Tha t is not the  po int a t all. Wh at I  meant was 
tha t the Taiwanese Government had a general program of economic 
reform, including tax reform and monetary reform. They felt to 
carry  tha t out they needed assurance of given funds over a period of 
time, and we were not able to give them that.  They said they were
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then going to go ahead with  the plan anyway, because it was a good 
plan,  but they were no t able to perform on tha t, because they did not 
have the assurance tha t they would get roughly given amounts  of for­
eign assistance every year. I t was not any pa rticula r program or any 
par ticu lar dam or thing  of tha t nature.

REPA YME NT OF LOANS IN  DOLLARS

Mr. Passman. Mr. Secretary, how are you going to erase from the 
record testimony from the low, the high, and the inbetween, th at the 
Development Loan Fun d is for underdeveloped countries and, there­
fore, should be on a local currency repayment basis; tha t i f we exacted 
repayment in dollars we would defeat its purpose? If  you switch it 
now to a dollar basis, how are you going to explain now tha t these 
strong claims of prior  years have been so completely wrong ?

Secretary Dillon. I do not think it was all wrong, bu t I  th ink the 
way our Public Law 480 is developing-----

Mr. Passman. I am talking about the Development Loan Fund.
Secretary Dillon. So am I, but I cannot talk about it unless you 

permit me to talk about Publ ic Law 480.
Both of these two programs produce substan tial amounts of local 

currency. Now tha t it has become obvious tha t our surplus com­
modity disposal programs are going to continue for a long period 
of time and are not tempora ry, it is clear tha t we shall have very sub­
stantial amounts of local currency from these programs. Therefore, 
we feel it is not necessary or  advisable to continue the local currency 
program for  the development lending procedures.

There was one other reason for a change in this connection, Mr. 
Chairman, and this was t ha t when we first considered the Develop­
ment Loan Fund, consideration was given at tha t time to dollar re­
payable loans. They would have very littl e interes t or no interest, 
which is what we are proposing now. At th at time, representatives of 
some other lending organizations, such as the World Bank, felt tha t 
having dollar repayable loans with no interest  would somehow con­
flict with  their own type of loans charging 5 ^ , 5%, or 6 percent.

Since then  they have come to reverse the ir opinion on this, and they 
have pioneered the way in these do llar repayable loans with no inte r­
est, which is what is now being done by the Internatio nal Develop­
ment Association. So? having the support of the World  Bank and 
of the  general internationa l financial community for th is type of lend­
ing, plus the continuation of the Public Law 480, leads us to believe 
we could switch the development lending to dollar  repayment, and 
certainly dollar repayment would always have given us and does give 
us something of greater value  in the form of repayment to the United 
States  tha n the  local currency repayment which we originally  had.

Mr. P assman. Mr. Secretary, only last year the plea was just  about 
as strong. I quote Mr. Brand’s statement from last yea r’s he arin gs:

Mr. B rand . Yes, I am  ve ry  liap py  you men tio ne d th e ch ie f di fferen ce , be ca use 
th ere  a re  o th er dif ferenc es . One  I m ig ht  men tio n is th a t th e  W or ld  Ban k an d 
th e E xport -I m port  Ban k,  ev en  th ou gh  a loan  m ig ht  he  p ai d in do llar s,  m ig ht  de ­
cl in e to  part ic ip a te  in a lo an  th a t w e wo uld , be ca us e th e  ri sk  m ig ht be a li tt le  
g re a te r,  even  thou gh  it  wo uld  b e re pai d  in do lla rs .

Second ly,  th er e a re  tim es  w he n we mak e lo an s fo r loca l curr en cy  pu rp os es . 
G en er al ly  sp ea king , th e W or ld  B an k an d th e E xport -I m port  B an k do no t do so. 
The  fin al  re as on  is th a t we  w an t to  in cr ea se  ra th e r th an  im pair  th e  dollar  se rv -
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icing  a bi lit y of the  co un try  fo r ha rd -cur renc y loans.  So w e do no t wan t to take  
th e pla ce of the Wo rld Ba nk  au d th e Ex po rt- Im po rt Ba nk, adding  to th e se rv­
ici ng  req uir em en ts of th e co un try in ha rd  curre ncy in ma ny  ins tan ces.

Have economic conditions in those countries now reached the point 
that  they can afford to perm it these loans to be repaid  in dollars ?

Secretary Dillon. We feel tha t these loans with the terms as set 
forth , which are no in teres t and no principa l repayable  for the first 
10 years, would not put any burden except a small service charge on 
the ir economies for the first 10 years. Thereafter, they would repay 
in the next 10 years 1 percent a year. Thereafter, they would repay 
for  the next 30 year's at 3 percent a year. We think th at sort of b ur­
den is one they can meet, part icularly  in the futu re when they will 
be in better shape than they are now.

LO ANS AT NO  IN TEREST

Mr. P assman. In  your professional position as a banker, Mr. Secre­
tary, would you actually cal l these things loans, if there is no interest? 
Would they come under the category of ha rd loans ?

Secretary Dillon. No. That is an interes ting problem. The 
World Bank was the first to face it  since they had the ir own opera­
tions, which are loans, and then they had the Internat iona l Devel­
opment Association which they were also operating, which was mak­
ing these advances. They discussed this at considerable length in 
the ir board, and they asked the representatives of all the countries 
on thei r board for their  opinions on this. Afte r long discussion, they 
decided to call the advances by the  Internationa l Development Associ­
ation  development credits rather  than  loans, to indicate tha t there 
was a  difference between an interest -bearing obligation and one that 
was repayable in dollars but did not bear interest. They call them 
development credits, and I think tha t is a good name for them.

Mr. P assman. If  we should explain in a for thr igh t manner to the 
American people—most of whom have thei r homes, automobiles, 
radios, and farms and businesses mortgaged—that we are making 
loans to these people at no interest, with no principa l to be paid the 
first 10 years, and then were courageous enough to collect the principal 
at 1 percent a year for the next 10 years, then at 3 percent a year 
on the  pr incipal for the next 30 years—and no inte rest charge on any 
of it—do you think  there would be much support coining in for 
this  proposal ?

Secretary Dillon. I thin k it is better to receive dollars than  to 
receive local currency.

Mr. Passman. I am ta lkin g about the fact tha t there is no interest. 
You do not pay anything back for the first 10 years. Then we hope 
to collect a t the rate of 1 percent a year on the princ ipal, then at 3 
percent  a year on the p rincipal for 30 years, and the re is no charge at 
all for interest. You would be making loans repayable in 50 years 
without interest.

Secretary D illon. That is corr ect; a service charge of three-fourths 
of 1 percent.
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DEVELOPMENT CREDITS FOR AMERICAN PROJECTS

Mr. Passman. Have we given any thought  to applying  this type of 
program to any type of projects we may have in America, or is th is 
jus t for foreigners ?

Secretary  Dillon. We make grants available fo r projects here, and 
this is less attractive than grants.

Mr. Passman. We make grants also to foreign  nations. We have 
plenty  of grants. But, you call this th ing a loan.

Secretary  Dillon. No. We call it a development credit.
Mr. Passman. Development what?
Secretary Dillon. Development credit.
Mr. Passman. I s there any proposal such as this  which might pos­

sibly apply to any type o f American project, such as to municipalities, 
or lor  factories, or Passmans who want to go into  business ?

Secretary Dillon. I am not aware of any at the moment.
Mr. P assman. I t is just  for  foreigners at this time ?
Secretary  Dillon. Yes.
Mr. P assman. Are we actually  le tting the cat out of the barn, tha t 

this thing is such a radica l departure from sane business operations? 
Is the idea really t hat  we have had, even under congressional scru tiny 
and some degree o f control, so many wasteful projects, so much bad 
planning, tha t there is anxiety over ge tting this stuff behind an obli­
gation? Does th is actual ly have anything to do with gettin g it out 
from under detailed examination  by the approp riate  committees before 
you actually get  the money ?

Secretary  Dillon. No.

OR IG IN  OF  T H E  P R IN C IP L E  OF  DEV EL OPM EN T CR ED IT

I would like to point  out in this form of development credit  tha t 
this was originally developed and worked out by the President of the 
World  Bank, Mr. Eugene Black, in consort with representatives of 
all the other lending nations who are members of the Internatio nal 
Development Association. So this  is not a solely U.S. idea. This is 
interna tional .

Mr. Passman. When did Mr. Black work th at out, Mr. Secretary ?
Secretary Dillon. I t went into effect, I would say, last spring  for 

the first time.
Mr. Passman. You are a banker, and a good one. You would not 

want to take  your money and  tie it up in a deal like this , would you ?
Secretary  Dillon. I think it would be better than  giving it away.
Mr. Passman. I believe Mr. Black changed his opinion, did  he not?
Secretary Dillon. Yes.
Mr. Passman. It  could be subject to some fur the r deliberations, 

if he has changed his position. He has had two positions on this 
question already, has he not?

Secretary Dillon. That is correct.
Mr. P assman. I yield to  the gentleman from Michigan. ?‘

*
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EFFECT OF BACK-DOOR FIN ANC ING ON TAIWANESE PROJECTS

Mr. Ford. Mr. Secretary, I am still interested in this Taiwanese 
proposal. It  is alleged they were unwil ling to make certain reforms 
because they could not rely on long-term commitments from us. Are 
you in effect saying that  if at tha t time you had this back-door 
financing availab ility, that  this  program in Taiwan  would have 
materialized ?

Secretary Dillon. I have the feeling if we had had the ability at 
that time to make specific long-term commitments tha t the program 
with Taiwan would have gone ahead far better than  i t did go ahead.

Certain actions were taken  and the program has not been aban­
doned.

Mr. Gary. Will the gentleman yield ?
Mr. Ford. Yes.
Mr. Gary. Mr. Secretary, you stated that  the Indus water case 

was a special case. You did come to the Congress and get the author­
ity?

Secretary Dillon. That is right.
Mr. Gary. Why didn 't you come in and get the authority in the 

Taiwan case?
Secretary Dillon. I cannot answer that.  Probab ly because they 

felt by doing this  for one country you would have to do it fo r all coun­
tries.

SPEC IAL PROGRAM APPROVED FOR SOUTH AME RICA

Mr. Gary. You also did it for the Latin American countries, did 
you not ? You presented a special program this last fall which the 
Congress a p p roved ?

Secretary Dillon. Tha t is right.

QU ESTIO N OF CONGRESSIO NAL APPROVAL OF IND IVIDUA L LONG-TE RM 
PROJECTS RA THER TH AN OVERALL AU TH OR ITY

Mr. Gary. You have named two projects in which this situation 
existed;  one was Taiwan, the other was Latin America. Now we 
did take care of the Latin  Americans by sjiecial legislation. The 
Congress had an opportuni ty to review it. They authorized the pro­
gram. The same thing was done in the Indus water  case. Why 
could it not be done with Taiwan and any other special cases you 
have instead of asking general  authority to take the whole program 
from under the operation of the Congress?

Secretary D illon. There is no idea, as you know, to  take this from 
under the operation of Congress.

Mr. Gary. I think  it will take it from under the operation of the 
Congress. Tha t is my opinion. I  want to say thi s: It  is placing 
me in a very embarrassing position because I  have never yet voted 
agains t the foreign aid bill, but I  will never vote for a foreign aid 
bill containing any such provision as this . I  think it is unconstitu­
tional. I think i t is bad fiscal practice and I  th ink it  is indefensible.
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SHTFT OF BURDEN OF PROOF TO CONGRESS TO JU ST IF Y  PROJECTS

Mr. P assman. If  the gentleman will yield, this should be in the 
record at this point  because we did not pin it down and our dis­
tinguished Secretary I think made the case th at actually if you get 
the type of legislation tha t you want, we have to prove to you tha t 
you do have bad projec ts and do not  need the money whereas pres­
ently you have to prove to the Congress that it is a good project 
and you need the money; is that righ t ?

Secretary Dillon. You do not have to prove to anyone except your 
own conscience. The burden of proof will be on the  Cngress.

Mr. Passman. The burden of proof will be on the Congress, to 
make out a case tha t the projects are unsound and tha t you do not 
need the money, rather than on the part of the executive tha t they 
are good and tha t you do need the money; is tha t correct?

Secretary Dillon. I think there will be a shi ft in the burden of 
proof. Tha t is right .

Air. Passman. Could you find words tha t would fit my understand­
ing? Presently  we scrutinize the requests. You have to say and try  
to prove tha t you need the money, tha t the projects are valid and 
sound. Based upon that testimony, the Appropria tions  Committees 
make recommendations and reports and the Congress acts on bills, 
and you get the  money. Under the proposed plan, if you get the au­
thoriza tion to borrow the money, then the burden of responsibility 
shifts.  Then, whe have to do the convincing that the projects are not 
justified and that you do not need the money ?

Secretary Dillon. You do no t have to convince us. You have to 
convince yourselves s trong ly enough so you feel i t appropriate  to  re­
verse earlier action of  the Congress.

Mr. Passman. I think the Secretary knows what I am talk ing 
about, and I believe he is in accord with my views tha t the responsi­
bility for proof shif ts to the Congress and away from the executive 
branch.

LON G-R ANGE PL ANNIN G IN  TA IW AN

Air. Ford. Did this Taiwanese problem arise about the time the 
DDF program developed? When was th is difficulty? When did it 
come into being?

Secretary Dillon. As I  recall, the prog ram was firs t suggested— 
but tha t would have to be checked with the Departmen t of State— 
about 2 years ago th is coming fall. That is, in the fall of 1959. It  
was about that  time.

Air. Ford. According to char t material submitted at the time of the 
request for the Inter-Am erican p rograms for  1961, it shows that from 
the Development Loan Fund  Nationalist China  or Taiwan had re­
ceived about $75 million  from the Development Loan Fund. Was 
more in dollars needed to get this reform legislation  in order  to get 
the ir cooperation ?

Secretary Dillon. No. I  think all they wanted is the same thing 
that  so many others want, the same thing as the South Americans ex­
pressed, some definite assurance such as we d id provide in the Indu s 
Basin matter , that funds would be made available over a period of 
time, running 4 or 5 years into the future.

728S2—61—pt. 1------10
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That is what  we have not been able to  do in the past. It  is quite true  that , based on past records, many of these countries should be able to rely on us. I do not differ with tha t a t all. But as a practical matter  apparently they feel tha t there is a danger t ha t this program will be modified or cut off and therefore  they do not wish or are reluc­tant  to take the very difficult steps which are sometimes involved in changing tax systems, land reform, et cetera, unless they can be cer­tain at tha t time or as certa in as they possibly can be tha t a given amount of funds will be made available each year.
Mr. Ford. Are you saying in this Taiwan incident tha t if you had had this proposed back-door authority  th at these reforms would have been made?
Secretary Dillon. I am saying tha t in my opinion if we had had authority  to make long-term commitments these reforms would have been implemented more rapidly and more effectively.
Mr. F ord. It  seems to me th at when you are talk ing about a coun­try  program—and we have been discussing th is Taiwan situation— you maximize the  difference between the  annual appropriation proc­ess and the back-door financing process. I gather tha t is the way 

you discussed the situation with prospective recipients of this assist­ance. It  is a maximization of the difference between the two pro­cedures but when you talk  to us or when others, including yourself, talk  to this committee, i f I read pages 13, 14, and 15 of your pre­pared text correctly, you minimize the difference between the pro­cedures. Are you playing the game according to different rules de­pending upon with whom you are talking?
Secretary Dillon. No. I think  this is very difficult to explain clearly but I think  there should l)e no difference there. On pages 13, 14, and 15, we talk  about the law and what we intend to do under the law as we interpret  it. I also stated, and it is in my statement, that we would not expect the Congress to utilize the ir rights under the law tha t reduce these amounts except in very exceptional cases, in cases where there was clear error and waste. Tha t, I think,  is what  the  chairman has reference to when he talks  about a shifting of the burden of proof. I do not  think the burden of proof  shifts from the Executive to the Congress but only in this wa y: Tha t the Con­gress does not have to convince us hut they would have a much greater burden with their  own conscience in deciding to change something which they had already set fo rth  in general terms.

REVOCATION OF COMM ITM EN TS

Air. Gary. If  they should change a fter  a commitment has been made they would also be breaking  the fait h of the U.S. Government ; would they no t ?
Secretary Dillon. Except tha t these commitments would all be made conditionally and it would be wri tten right in them tha t they depend on Congress taking the  necessary action.
Mr. Gary. Then if the foreign governments knew th at they could be broken why would they  have any more effect than they have now when they know appropriation s can l>e made by the Congress?Mr. Andrews. Will the  gentleman yield?
Mr. Gary. Yes.
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Mr. Andrews. Wouldn’t we have the same situation  we had last f all  
and last spring in connection with the Bogota agreement ? How could 
the Congress revoke a commitment that  had been made?

Secretary Dillon. It  would be very difficult. There would have 
to be very clear evidence to allow it, but technically they would have 
the right.

CO MMI TM EN T UNDER BOGOTA AGREE ME NT

Mr. P assman. I s it not true tha t under the plans of the Bogota 
agreement, assurances were given that there would not be any money 
spent until such time as the needed reforms had been carried out? 
Nevertheless, the Executive made the claim, and two Presidents  said, 
“We made the promise, now give us the money.” So, we did app ro­
pria te the money prio r to enactment by those countries of tax and land 
reform laws; did we not ?

Secretary Dillon. Yes.
Mr. Passman. Are we now in a position to recall tha t app ropria­

tion?  We no longer have the right even to reduce the appropria­
tion. It  has been passed by the Congress upon the basis of the fac t 
tha t the  Executive said, “Now we have made the commitment, and you 
will embarrass us if you do not provide the money.”

Is something of th at n ature  not the claim you made?
Secretary Dillon. Yes.
Mr. Passman. Congress appropriated the money. After we give 

the  money, it  is more difficult to cancel an appro priat ion than it is to 
amend an author izat ion; is it not?

Secrotary Dillon. Most cer tainly.
Mr. P assman. So they use tha t as an excuse tha t we have entered 

into agreements. They agree to do certa in things which they do not 
do. However, they want  the money because, they say, we made the  
commitment, Would you not have the right to come back in sub­
sequent years and say, “We entered into the commitments. They 
have not passed the ir laws, but we believe they will. Give us the 
money. We will t ry  to get them to pass them.” Would you not have 
the same tvpe of a rgument tha t you had for  the  Bogota agreements?

Secretary Dillon. As I  mid before, a fter  Congress has authorized 
a given amount to be spent every year, there would have to be very 
substantia l evidence to change and reduce that amount. Congress 
nevertheless would have the right.

CONGRESSIO NAL APPROVAL PRIOR TO CO MMI TM EN T

Mr. Gary. Why should not Congress have the  opportunity to ap­
prove these commitments before they are made ? Tha t is what I am in­
teres ted in.

Secretary  Dillon. Ju st  tha t long-term planning  would be impos­
sible.

Mr. Gary. No; all you have to do is work out your  long-term plans, 
bring  them to Congress, let us approve them, then you can go ahead 
with tbem.
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LONG-T ER M  CO M M IT M EN TS NE ED ED  FOR  F IN A N C IA L  P L A N N IN G  RA TH ER  
T H A N  PROJE CT PL A N N IN G

Mr. Passman. Mr. Secretary, when you are talk ing about better 
planning, you are not talk ing about better planning of the projects 
and programs. You are talk ing about better financial planning. 
Have  I stated tha t accurately ?

Secretary Dillon. I thin k i t is better finance planning  in the recip­
ient countries.

Mr. P assman. It  does not make for a bette r project?
Secretary Dillon. It  has not to do with the technical part of the 

project.
Mr. Passman. Essent ially, it is for better financial planning, and 

not for better planning for  the project ?
Secretary Dillon. It  ca rries with it such things as land  reform, et 

cetera.
Mr. P assman. But, you would not change the program or the  plan­

ning or the project. We are discussing financial planning, are we not?
Secretary Dillon. I th ink tha t is the basis of it.

COM M IT M ENTS  TR IO R TO CO UNT RY  RE FO RM  LE GIS LA TI ON

Mr. Passman. Again, if we would take 1 percent of th e time spent 
on this  propaganda about the advantage, and state frankly tha t it 
does not mean it will be a bette r planned program or project, but a 
bette r financed plan, we would be performing a public service. From 
what we have been discussing th is morning, you obviously are saying, 
in effect, tha t it would be bette r if Uncle Sam would make agree­
ments, approve author ization  and say to the countries, “Here it is. 
You pass your laws. We have already passed ours. The money is 
available.”

Is that about the answer to it ?
Secretary Dillon. We would have the money available to us so 

tha t we could tell them tha t “ If  you do the proper things,  these funds 
will be made available to you.”

Mr. Passman. As a banker,  how woulcl you like for me to apply 
for a million dollars for  my business and state, “I do not have a finan­
cial statement. I do not know if this under taking  is going to be 
profitable, but if you will let me have the money I will do my best 
to operate this thing, and go into a different method of doing busi­
ness. I hope I will make the money and pay you back. However, 
you will have to give me the money before I go out and rent the 
building.”

Would you kick me out or have one of your ass istants kick me out ?
Secretary Dillon. I do not think tha t is comparable to what we 

are talking  about.
Mr. P assman. We are making this money available, committing it 

to them before they pass their law s; are we not ?
Secretary Dillon. No. There is a lot of difference between mak­

ing the money available to the Executive and the Executive making 
it available to other countries.

Mr. P assman. This mat ter could be discussed two different ways; 
could it not ?
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I refer to this very program here, the one for Lat in America. If  
the  executive branch should change its views and withdraw the re­
quest, if it turned out to have been all wrong, would you find any 
defense of the new system, or would you stick with the one which 
we have been using ?

Secretary  Dillon. Certa inly anyone who has had anyth ing to do 
with  foreign aid legislation from the President on down has always 
felt  tha t it needed to have long-term authority  to make long-term 
commitments.

Mr. Passman. I  am just asking the question. The President has 
not  changed his mind on tha t since March, has he ?

Secretary Dillon. No.
Mr. Conte. If  the gentleman will yield ?
Mr. P assman. Yes.

ASSISTANCE TO TAIWAN

Mr. Conte. Mr. Secretary, I was interested in the question of Con­
gressman Ford  in regards to Taiwan.

Would you say tha t if  you had back door spending programs, one 
of the leading reforms in  Taiwan would be land reform ?

Secretary Dillon. No. I d id not say land reform.
Mr. Conte. You mentioned land reform.
Secretary Dillon. Th at was one of the general things we like to 

do everywhere but land reform in Taiwan took place and the question 
in Taiwan is not fur the r land reform but financial reforms.

Mr. Conte. Wasn’t land reform in Taiwan  one of the best in tha t 
pa rt o f the world ?

Secretary Dillon. Excellent. It  was outstanding. It  was an ex­
ample for all the world, I  think .

Mr. Conte. And certa inly  we did that without any long-term 
planning?

Secretary Dillon. Th at is right.
Mr. Conte. I was there in 1959. I felt very strongly in favor  of 

the ir program. I talked to officials in Taiwan and viewed many of 
the ir projects. I received no complaints. They were qui te satisfied 
with  the program. I liked what I saw.

Secretary Dillon. I think all the projects are fine. This is merely 
a question of giving them a little extra inducement to carry out the 
program which they set for  themselves, but which they haven’t been 
able to  ca rry through as well as they would have liked, I presume, or 
we would have liked.

Mr. Conte. I think Taiwan was one of the countries in southeast 
Asia tha t had made tremendous social progress in comparison to let ’s 
say South Vietnam.

Secretary Dillon. I think so. I am not trying to say they did not 
make grea t progress.

LONG-T ER M  A U TH O RIZ A TIO N  W IT H  A N N U A L  APPRO PR IA TIO N  FOR DL F

Mr. Conte. One other th ing,  Mr. Secretary, t ha t troubles me on this 
is th is : Why can’t you come in here wi th a 5-year authorization bill 
with annual  appropriations and accomplish the same purpose? You 
can go over to the country and say this is the sense and policy of the 
Congress and past experience shows tha t the Congress has lived up
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to its responsibilities and therefore carry  out these long-range pro ­
grams with these countries?

Secretary Dillon. In  the development lending field, the Congress 
has not shown very much interest when it came to appropriations.
They have always reduced the amount that  was authorized for devel­
opment lending very substantia lly. So I  think, based on the record, 
it would be very hard to  convince other countries tha t an author ization  
for development lending had any great significance.

Mr. Conte. Haven’t we appropriated about 87 percent of the funds 
requested in the last 6 years ?

Secretary Dillon. Not in the development lending field.
Mr. Ford. But we have for  the last 14 years, when you take into 

consideration all of the  economic and mili tary  assistance requested „
for appropriation  against what  was actually made available. Eigh ty- 
nine percent ba tting average is not a bad average for any league.

Secretary Dillon. In  the development lending field the DL F had 
authorized in the last  4 years a total of $2,925 million and had ap- •
propriated a total of $2 billion, which included $200 million in sup- 
plementaries so the original appropriations were about 60 percent of 
the original authorizations.

Mr. Passman. For the so-called Development Loan Fund, it is 
true tha t we may have made greater reductions, but is it not also 
true  tha t you had many other accounts—the “Pres ident ’s Contin­
gency,” “Defense Support,” and other categories of aid—going into 
these same countries th at  were getting the so-called development loan ?

Secretary Dillon. They  were available for the same countries but 
they were not ava; iable for development lending.

Mr. Passman. There  was certain lending out of other categories.
Do you not make loans out of those categories, too ?
Secretary Dillon. They make some loans, but not for development 

purposes.
UNOBLIGATED DEVELOPMENT LOAN FUNDS

Mr. Passman. If  you overstated your request from the executive 
branch  in a 6-year period by $6 billion-----

Secretary Dillon. We d id not overstate it.
Mr. Passman. How do you account for  the  fact  tha t although the 

Congress reduced the request by a to tal of $4,565 million in the past 
6 years, you wound up with an aggregate sum of approximately •
$1,553 billion unobligated? Do you mean to say tha t you did not 
overstate your needs anywhere along the way ?

Secretary Dillon. Yes.
Mr. Passman. If  you had a cumulative amount for  the 6 years of *

$1,553,600,000 remaining unobligated, as was the case, what would you 
have done with the $4,565 million, if the Congress had not made the 
reductions ?

Secretary Dillon. In  the first place, it was not $1.5 billion un­
obligated  at the end. Th at was taken merely by adding together 
the amounts unobligated at the end of each year.

Mr. Passman. I  said the aggregate sum, the cumulative total.
Secretary Dillon. There is no such thing as an aggregate. The 

aggrega te of the statu s of the DLF was, at the end of fiscal year 
1961, out of its total of $2 bi llion, there was $334 million tha t was 
technically unobligated. I t was all committed but technically un-
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obligated. Tha t is a ll that is unobligated. You get the $1.5 billion  
by adding together the amount unobligated on each of the past  
years, which comes up to a total tha t is over $1 billion.

Mr. Passman. Mr. Secetary,  I  am speaking of the overall aid pro­
gram. I know tha t the Department let $538,800,000 lapse 1 year. 
They could not even reserve it, much less obl igate it. Tha t is when 
I  was put on t ria l down at the White House.

Secretary Dillon. Th at was before my time.

EF FE CT IVEN ES S OF PROPOSED PROGRAM

Mr. Passman. There has never been any serious attempt in the 
past  to swdtch this worldwide aid program over to the back-door 
approach. There has been one request, bu t it was not very seriously 
considered. We have had a program in the past, and we are going 
to have a program in the future , as a usual thing, you endeavor to 
come up with proof, rather  than  general statements. This is specu­
lation. I think  it will cost a total of, say, 25 percent  more to do 
the same thing. Do you have a formula as to how much better the 
program is going to be, percentagewise, or how much worse i t will 
be if you do not have your way?

Will it be 80 or 90 percent effective -without it? Can we pin it 
down with  something other than  general statements ? Are you going 
to improve it 8 percent, 10 percent? What will be the  improvement,, 
percentagewise ?

Secretary Dillon. I thin k the only way you can judge this is by 
the possibility of m ainta ining the free world free and you are going 
to increase your capacity to do that.

Mr. P assman. How, Mr. Secretary?  Let us deal with the dollar 
pa rt of it. Do you th ink the program will be 90 percent as effective 
without the President ’s request being granted, or will it be 88, or 96, 
or what ?

Secretary Dillon. I  would not venture a statement of tha t sort.
Mr. Passman. You do not  know of any nations that have run out 

on us simply because we did not have this long-time program, nations 
which said, “We won’t go a long with you and en ter into this project ,” 
other than the two you mentioned ?

Secretary Dillon. I thin k the conditions in some of  these countries 
may deteriorate to the ex tent tha t we will lose them i f they do not do 
some of the things they ought to do themselves.

Mr. Passman. Which countries, specifically ?
Secretary Dillon. I  had be tter not pinpoint them.
Mr. Passman. Since you will not pinpoint the  countries-----
Secretary Dillon. I can mention one where it has happened and 

tha t is Cuba.
Mr. P assman. Do you know of any country tha t has received any 

more aid than Cuba over a long period—tourists from America, g ifts 
from America, sugar subsidies from America, aid of all types from 
America ?

Secretary Dillon. I  am not talking about how much aid or how 
many touris ts they had. I  am saying there was a country where they 
did not take the internal steps necessary for economic and social re­
form unt il they had a revolution.
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Mr. P assman. If  we are  not careful, tha t will happen regardless 
of how much aid is given. You do not  change a person’s philosophy, 
religion, or much of anything else, with dollars. I t depends on the 
people, where they are, and who they are.

Secretary Dillon. It  is a combination.
Mr. Passman. Mr. Rhodes ?

QUESTION OF HAVING GREATER CO NTI NUITY  UND ER NEW PROGRAM

Mr. Rhodes. There was a question which was asked by the gentle­
man from Virginia which the w’itness should have an opportunity to 
answer. The question was this: Aft er having pointed out the salient 
points of  the plan under which we now operate and the plan which is 
envisaged by the admin istration, the gentleman from Virginia, if I 
am quoting him correctly, asked, “What is the difference? Congress 
could vary either program and why would the people in the other coun­
tries feel tha t the new program would give greater continuity than 
the old program  ?”

I think tha t is the most searching  question which has been asked 
today and I  think it ought to be answered.

Mr. Gary. Yes. I just assumed it could not be answered, but if 
it can be answered, I  would like to have some answer to it.

Mr. Rhodes. I think  the Secretary should have an opportunity  to 
answer it.

Mr. P assman. I think  t ha t he should, and I think  he should have 
an opportuni ty to answer my question, too. If  he cannot pinpoin t 
it, all right.

Mr. Rhodes. Let ’s get the first one first.
Secre tary Dillon. Your question is, why would countries have a 

grea ter feeling of responsibi lity ?
Mr. F ord. And security.
Secretary Dillon. I would think  the reason for  tha t is th at under 

the proposed program the Uni ted States  would be able to make con­
ditional commitments which these countries would feel were obligated 
to be carried out unless there were very exceptional circumstances, 
and with those commitments they would feel th at they could be more 
secure in making decisions and making plans to change thei r fiscal 
systems, thei r tax systems, things of tha t nature  than they do now 
when the funds  are available only on a year-to-year basis.

Mr. Gary. You do make commitments now, do you not ?
Secretary Dillon. Not long-term commitments.
Mr. Gary. You made commitments in this Indus Waterw ay project.
Secretary Dillon. Tha t was a specific-----
Mr. Gary. Why can’t you get specific in others?
Secretary Dillon. Tha t cer tainly  migh t be possible, I presume, NTr. 

Garv. It. would be very complicated.
Mr. Gary. But it would give the Congress an opportuni ty to pass 

on it. This  plan would give you an opportunity  to go out  and make 
any commitment you wanted, bind the U.S. Government, and Con­
gress knows absolutely nothing  about it.

Mr. Rhodes. If  the gentleman will yield, I  think, also, commitments 
have been made throughout the world without specific acts like the 
Indus situation.
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Mr. Gary. Yes; they have.
Mr. Rhodes. I am at a loss to know, Mr. Secretary, as to why this 

cannot be done, with the past record of appropriation s which we have. 
You are changing the rules on development loans now. This is not 
going to be a soft-currency loan anymore. Perh aps  this  will be much 
more attractive to the Congress in the futu re than it has in the past.

Secretary Dillon. Yes.
Mr. Rhodes. I cannot  help but feel, as the Chairman does, tha t 

perhaps there should be some interest  paid but if  the bankers can 
swallow making a loan without interest I suppose the lawyers should 
be able to. However, I  cannot do so.

Mr. P assman. The committee will recess until 2 p.m.

•  AFT ERN OON SE SS IO N

Mr. P assman. The committee will come to order.
We shall continue discussing the administrat ion’s request for funds

• for  the mutual  security program for fiscal 1962. Our distinguished 
Secretary of the Treasury, Mr. Dillon, again is with us.

I should like at this  time to restate about three  of my questions 
of this morning, fo r the purpose of  clarification.

QUESTION OF CONGRESS CHANGING PRIOR COMM ITMENTS OF TH E 
EXECUTIVE BRANCH

Would th is new proposal for long-range Treasury borrowing enable 
the executive branch to commit the United Sta tes, and place the Con­
gress in a position of not being able to bring about reductions without 
being accused of viola ting the commitments; is tha t about correct?

If  we could have an answer in language so the layman reading  
these hearings could understand, I think it would be better for all 
concerned.

Secretary D illon. Well, this new proposal would enable the execu­
tive branch to make conditiona l commitments. As I  pointed out, this 
would be subject to the fact there would be no late r change by the 
Congress and it would p ut the Congress in a posi tion where it would 
not  wish, I think, to a lter these commitments unless it  was very c lear 
there  was something ve ry wrong with  one of them, th at developments 
had  changed to make such a commitment very inadvisable.

• I  think  it would be very unlikely that Congress would want  to 
change anything in which it made a commitment.

Mr. Passman. Mr. Secretary, you always were very frank , b ut we 
get about the same answer in effect. I could jump off a 20-story 
building, but in the rig ht frame of mind I am not  apt to do so. We 
could, in theory, rewr ite the Constitution in its entire ty and then 
submit it to the people for  ratification, but it is surely not expected 
that  we would do so. Likewise, regardless of whether  or not we felt 
we were entering into unsound agreements in this  program, it  would 
not be expected by the exeoutive tha t the Congress would cancel the 
commitments ?

Secretary D illon. I would not quite agree w ith a ll those examples, 
but I think the final s tatement is correct tha t it is not expected you 
would change them without very exceptional or special reasons.

Mr. Passman. What would be an exception, for instance?
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Secretary Dillon. If  the situation  in some country was such as to 
be scandalous, or if war broke out, or i f some situat ion occurred where 
it  became impossible for the United States, for very clear reasons, to 
carry this same b urd en; it would have to be a very unusual situation.

Air. Passman. In effect, you would expect to commit funds and 
spend the funds without any serious protest or possibility of reversal 
on the part  of the Congress ?

Secretary Dillon. I thin k without-----
Air. P assman. If  the back-door approach should be approved ?
Secretary Dillon. If  the P resident’s proposal should be approved.
Air. Passman. The Pres iden t has a lot of proposals, but I pin this 

one down as the back-door approach, so people will know which one 
of the proposals we are talking about.

RE ST RIC TI ONS ON  EXEC UTI VE CO M M IT M EN TS UND ER  BACK -DO OR F IN A N C IN G

Is there any legal restriction on the amount o f funds the executive 
branch  could commit in fiscal year 1962, if you should get the type of 
authorization you are requesting ?

Secretary Dillon. Committed in 1962?
Air. P assman. Is there any legal restriction on the amount of funds 

the  Executive could commit in fiscal year 1962?
Secretary Dillon. Yes, sir.
Air. P assman. Wh at is it ?
Secretary Dillon. I f  Congress would approve th is in the authoriz­

ing act, and if the Congress would then, again under the Government 
Corporation  Control Act, in accordance with this  appropriation re­
quest, authorize the expenditure of funds, the only amount tha t the 
Government could legally commit would be the amount tha t was au­
thorized  for commitment this year, which would be the $900 million 
borrowing authority plus the  $2*87 million of other funds—repayments.

COMMITMENTS TO INDIA

Air. Passman. W here are you going to get the money to run the 
program, if you have already committed $545 million to India? Have 
you not done tha t for  this year ?

Secretary Dillon. Th at is committed subject to the approval of 
fund s by the Congress.

Air. P assman. There is not very much left ?
Secretary Dillon. I do not think  i t is $545 million, anyway, but I  

am informed-----
Air. P assman. This is what  Ind ia said, and since we are going to 

dance to th eir music, I  wonder whether or not they are going to re­
write  this ? Did you see this report ?

Secretary  D illon. I did not see this partic ular  piece of paper.
Air. P assman. That is what they say we have committed.
Secretary Dillon. This  says $545 million of which $45 million was 

ou t of fiscal year 1961 funds. They have already received that.
Air. P assman. How much?
Secretary Dillon. $45 million.
Air. Passman. That  leaves what amount?
Secre tary D illon. That leaves $500 million.



153

Mr. P assman. Th at leaves only $300 mill ion out of $800 mill ion, if 
th at  amount is what you get ?

Secretary Dillon. Some of it migh t possibly come from the Expor t- 
Impor t Bank.  It  is not all necessarily under the  aid program.

No, this is a  very large commitment and this  is one reason why, I  
understand, the aid agency and the State Department feel tha t they  
need a total of, I  thin k it is, $1,187 million for  this  new development 
lending  operation.

Mr. Passman. H ow about the moral commitment, if there is any 
legal restriction ? What  would be the understanding on the pa rt of 
the recipient nation  if you should get this type  o f author ization  and 
they started a p rojec t tha t is going to cost $500 million, and you are 
only getting  $200 million? Would they feel you have a commitment 
to advance the other $300 million, notwithstanding the fact th at  
you say you are limited?

Let us say the amount requested for fiscal year  1962.
Secretary Dillon. That is for legal commitments. The adminis­

trat ion would have the right , as we pointed out in my statement, to 
make conditional commitments against an amount of lending author­
ity tha t had been approved for future years. These, in each case, are 
to be conditioned upon Congress authorizing the use of the funds 
each year.

AM OU NT  THAT COULD BE COMMITTED CONDITIONALLY

Mr. Passman. In  effect, the executive branch could, if it should 
so determine, commit the entire $8.8 billion during fiscal year  1962 
on a conditional basis ?

Secretary Dillon. They could commit $1,187 million of it firmly, 
and they could commit the rest of it, which I  think comes to about 
$7.6 billion, conditionally, if-----

Mr. P assman. It  could be committed, nevertheless?
Secretary  Dillon. Conditiona lly, it could be.
Mr. Passman. “Condi tional ly” in the foreign aid program usual ­

ly means “conclusively.” The evidence bears out tha t s tatement as a 
fact. At least, condi tionally,  you could commit the entire  fund  durin g 
1962?

Secretary Dillon. Th at is-----
Mr. Passman. Conditionally?
Secretary  Dillon. Th at is theoretically possible.
Mr. P assman. Even probable, it  is not ?
Secretary Dillon. No; I do not think  it  would be probable although 

I  am not the Administ rator , so you had better talk  to the Admin is­
tra tor about that.

Mr. P assman. I  th ink  we agreed this  morning that we are not  talk­
ing about program or projec t planning. We are talking mainly 
about financial planning.

Secretary Dillon. Th at is right .
Mr. P assman. I s th at  correct ?
Secretary  Dillon. Yes, sir.
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COU NTR IES HA VIN G LON G-RANG E DEV ELOPM ENT  PROGRAMS

Air. Passman. Wha t countries  now have long-range development 
programs ?

Secretary Dillon. India, of course, is the  outstanding  example of 
the successful long-range development program. Pakistan also has 
a long-range development p rogram, and some of the South American 
countries are developing them. Brazil has a very good program for 
the nor theast region of Brazil.

Mr. P assman. Xow in being, Mr. Secretary ?
Secretary  Dillon. Planned.
Mr. Passman. We are try ing  to establish information as to those 

which are underway now, with going projects.
Secretary  Dillon. The northeast area is their  biggest and most 

difficult area.
Air. P assman. Are there  any others you could indicate at (his time ?
Secretary D illon. I would defe r to the S tate  Department  for that. 

I am sure tha t there are, but I do not have tha t in mind.
Air. P assman. Would you supply  th at informat ion for the record ?
Secretary Dillon. We will ask them to do so.

AM OU NT  OF AID EXTENDED TO COU NTRIES W IT H LONG-RANGE PROGRAMS

Air. Passman. Tha t is, how much aid did we have extended to 
date by gran t, loan, or gif t, to those countries.

Secretary D illon. To those various countries ?
Air. P assman. Yes.
Secretary D illon. AVe will have to supply tha t.
(The information follows:)

T her e a re  mo re  th an  30 of  th e  les s-d ev elop ed  co un tr ie s which  ha ve  pr ep ar ed  
nat io nal  de ve lopm en t pr og ra m s.  H ow ev er  th e so un dn es s an d ad eq ua cy  of  thes e 
pl an s va ry  wi de ly.  Some  of  th es e pla ns co ns is t simply of  a li st in g  of  plan ne d 
pu bl ic  in ves tm en t pr oj ec ts . How ev er . A ll ) wi ll conce ntr at e it s re so ur ce s an d 
giv e p ri o ri ty  to  pr og ra m s in  w hi ch  fis ca l an d m on et ar y re quir em en ts  of  the 
to ta l eco nomy  are  ta ken  in to  ac co unt an d so un dly pl an ne d,  c le ar p ri ori ti es  ar e  
refle cted , re so na hl e scope is gi ve n to  de ve lopm en t of  th e p ri v a te  sector , pro ­
vi sio n is  m ad e fo r ca rr y in g ou t th ro ugh all  it s man y pha se s th e de ve lopm en t 
ef fo rt  pr oj ec te d an d ad eq uat e em phas is  is plac ed  on th e  se lf  h elp m ea su re s 
which  a re  ess en tial  fo r mov em en t to w ar d se lf -s us ta in in g gr ow th .

Thu s fa r,  th e Uni ted  S ta te s has  ev al uate d  an d in di ca te d su pp or t, su bj ec t to th e 
avail ab il it y  of  fu nd s from  Co ng ress , fo r th e cu rr en t 5- ye ar  pla ns of  In dia  an d 
P akis ta n . E xam in at io n of  a num ber  of  o th er national  pla ns is un de rw ay  or  
pr oj ec te d.  [F o r ex am ple, a p re li m in ary  su rv ey  team  ha s al re ady  repo rted  on 
th e cu rr en t st a tu s  of  th e  sec ond 5- ye ar  de ve lopm en t pl an  of  N ig er ia , wh ich  is 
now be ing pr ep ar ed  an d sh ou ld  be  co mplete d in th e  la te  fa ll.  An ex am in at io n 
of  th e  co mpl eted  p la n will  be  undert aken  by th e U ni ted S ta te s a t  th a t tim e. From  
pre li m in ary  in di ca tion s it  is  high ly  p ro ba bl e th a t th e co mpleted  pla n will  w arr an t 
a  long -ran ge  co mmitm en t in  fiscal y ear 19(52. In  ad di tion , a hi gh  lev el su rv ey  
team  will  go to  Tunis ia  in th e fa ll  to  ex am in e th e st a tu s  of  th a t co untr y’s long - 
ra nge  de ve lopm en t pr og ra m  w hi ch  is  now* in pre para ti on  an d anoth er  team  
will  be se n t to  Bra zi l in ord er to  appra is e  a long -ran ge  pr og ra m  fo r th e deve lop ­
m en t of  th e  N or th ea st .]  I t is ex pe ct ed  th a t a t le as t 10 co untr ie s will qu al ify 
fo r p ri o ri ty  de ve lopm en t lo an  ass is ta nce in fiscal yea r 19(52 on th e ba si s of  th e  
co mpe tenc e of  th e ir  de ve lopm en t p ro gra m in g; th e pr os pe ct s fo r th e  ef fecti ve  
us e of  th e ir  own, Uni ted S ta te s and  o th er re so urc es : th e ad eq ua cy  of  t he ir  p la ns  
fo r se lf -h elp an d th e org an iz at io nal  arr an gem en ts  an d oth er  m ea ns  wh ich  will  
he avail ab le  fo r th e ef fecti ve  im pl em en ta tion  of  th e ir  de ve lopm en t pr og rams. 
In  th os e co un tr ie s whe re  a co m pr eh en sive  ap pr oa ch  to  de ve lopm en t prob lems 
is  i nadequate  or  lack ing,  de ve lo pm en t lo an s w ill  he  e xt en de d fo r d is cr et e pro je ct s 
and pro gra m s on a se lect ive ba si s.  Mos t of  th e de ve lopm en t lo an  re so ur ce s 
av ai la ble  in  fiscal  yea r 1962 will  ho wev er , flow  in to  thos e fe w  co un tr ie s w he re  
a soun d, co mpr eh en sive  a pp ro ac h to  d ev elop m en t i s foun d.
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U.S . dollar assis tance  to India — Obligations and other c ommitments
/[ In  m ill ions  of  do lla rs ],

Mutua l s ecur ity economic aid:
International Cooperation Adm inis trat ion.

Technical coope ration _________________
Special assistance 1-------------- ------- --------

Deve lopment Loan Fund  (loan app rov als )----

Public Law 480___ _________ _____________

Tit le I—Grant lo ans__________________
Titl e II—Emergency relief_____________
Tit le II I—Volun tary relief agen cies ..........

Expor t-Im port Bank (long te rm )___________
Other U.S. economic program s--------------------

Fiscal year  
1946-60

Fiscal year 
1960

Fiscal year  
1961

420.3 8.6 8.0

78.0
342.3

8.6 8.0

366.3 171.3 180.1

1,234.1 550.2 386.2

1,103.9 
4.9

540.2 367.5
.3

125.3 10.0 18.4

165.5
2 230.7

13.7 80.7

1 Excludes malaria e radic ation p rogra m.
2 B reakdown of this figure is as follows:

Emergency whe at loan ------------------------------------------------------------------------------------------$189. 7
Iend-lease cr ed it________________________________________________________________  29-2

Surplus proper ty c red its__________________________________________________________  IL 2

Technical assistance_____________________________________________________________  -6

U.S.  dollar assistance to Pakis tan— Obligations and other commitm ents
[I n  m ill ions  of  do ll ar s]

Mutua l Securi ty Economic Aid:
International  Cooperat ion A dminis trat ion .

Technical  cooperation ........ . ....................... .
Special assistance____ ________________

Deve lopm ent Loan Fund (loan a pp rova ls) .__

Public Law 480.................... ............. .................

Tit le I—Grant  loans_____ _____________
Tit le II —Emergency relief---------------------
Tit le II I—Volun tary  relief agencies______

Expor t-Im por t Bank (long ter m) _______ .. . . .
Oth er U.S. economic progra ms_____________

Fiscal  year 
1946-60

Fiscal year 
1960

Fiscal year 
1961

591.4 97.1 103.1

44.2
547.2

7.1 
90.0

7.5
95.6

203.8 102.0 27.2

385.3 94.9 38.5

305.8
48.6
30.9

93.7 36.1

1.2 2.4

7.3
67.8

4.0 6.4

Mr. P assman. I wonder if some of the supporting  witnesses migh t 
have tha t information.

Secretary D illon. I do not think so.

AB AN DO NED PROJECT S

Mr. Passman. You still have not recalled any project which we 
have abandoned, once started, because funds were not available to 
continue it ?

Secretary D illon. I  said that  is not the point.
Mr. Passman. I t is a point with this subcommittee, if not the Ex ­

ecutive. We want some proof.
Secretary Dillon. Th at is not what we are asking these funds  for. 

We are asking for funds to  make commitments ahead which we can­
not now make.

Mr. Passman. I have read columns upon columns in the news­
papers,  and so have my colleagues, about planning projects and flood 
control projects, projects for  deeper ditches, and more rice per acre, 
and so on.
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COUNTRIES PL AN NI NG  LONG-RA NGE PROGRAMS IN  FIS CA L YEAR 19 62

What additional countries will have long-range development pro­
grams, and what will be thei r effect in fiscal year 1962?

Secretary Dillon. I think t ha t all countries of South America are 
in the process of planning such programs.

Mr. P assman. Fiscal 1962?
Secretary D illon. Yes, sir. All of the  countries o f Sou th America 

are planning programs of tha t type.
Mr. P assman. Thank you, but  you a re still making  general state­

ments, and not p inning it down to anything we can look at.
Would you know how much aid we have extended to them in the 

past?
Secretary Dillon. We will supply that fo r the record.
Mr. P assman. If  you were a judge, you would award us the verdict 

at this  point, would you not ?
Secretary Dillon. No ; you are the  judge.
Mr. P assman. I would be wi lling to leave it  to  you personally. I 

do not thin k there can be any question as to what the decision would 
be.

Mr. Gary?

firmness of commitments under proposed program

Mr. Gary. Mr. Secretary, I would like you to explain how this 
proposed program would be more permanent, as you stated  on page 
13, than the  present program.

Secretary D illon. As I  stated where ?
Mr. Gary. On page 13, I think you s tated this program would be 

more permanent.
Secretary Dillon. I want to be sure what you a re refe rring  to. I 

cannot find that.
Mr. Gary. You have stated, and have maintained throughout your 

testimony, tha t if this program is adopted, a commitment made by 
the Government would be more secure and more permanent than one 
under the present program. Would  you state how or w’hy th at is?

Secretary  Dillon. I think the only reason this is so, Mr. Gary, is 
tha t a country with  whom you made such an arrangement  would feel 
more secure if they had an expression of Congress tha t a certain 
amount of funds would be available each year. They would know 
tha t the executive, in all probability, would have these funds avail­
able to it.

Under the present system, you can do the same thing, as you pointed 
out this morning, if you have a specific large program such as the 
Indus water project and brin g it  to the Congress and Congress ap­
proves it.

There we are in just the same situat ion and the only problem I 
think we would see in using that procedure for all countries is that 
it is one of immense complexity. If  you had to bring 70 different 
country programs to the Congress in complete detail each year, it 
would be really  an impossible administrative problem.

Mr. Gary. Do you not think the Congress ought to know what a pro­
gram is before this Government commits itself to a $500 million p ro­
gram in Ind ia ?



ST ATEM ENT OF  C IT IZ E N S CO M M IT TE E FO R IN TE R N A T IO N A L  D EV ELO PM EN T

I have here a public statement unanimously adopted by the Execu ­
tive Committee of the Citizens Committee fo r In ternational Develop­
ment. I do not know who that committee is, and I do not care, but 
they make this sta tem ent :

We agree with the President that  the annual  appropriation machinery th rough 
which foreign aid has been made possible in the past seriously impairs the effec­
tiveness of our development efforts. Our agreements stem from our own experi­
ences in our private activities, business, labor, and community management.

Do you believe t ha t any business organization in the United States , 
any corporation, would permit its executive officers to enter into a  $500 
million commitment without telling the board of directors what it is?

Secretary Dillon. I think  $500 million is a little  big for any p riva te 
business, a little big for the United States, too.

CO M M IT M EN TS W IT H O U T  CO NG RE SSIONA L AUTHORIZ ATI ON OF PR OJE CTS

Mr. Gary. That is what I am thinking . However, under  this  pro­
gram, you could make commitments for $8 billion without submit ting 
any project or program fo r the approval of the Congress. You admit  
tha t in your  testimony and I have here the hearings before the Com­
mittee on Foreign Relations of the  U.S. Senate, and you stated there:

So there will he an opportunity  by the Congress if they approve the actions 
through their Appropria tions Committee to change, to reduce, if they so desire, 
or to limit—
I think it is a better word—
the amount of funds that  might lie expended under this program. However, 
if they took this action, this would certainly  be contra ry to the intent  of the 
borrowing authority.

Secretary Dillon. Unless it is very exceptional I think  that is 
right.

Mr. Gary. Tha t is the point I am making. What you are doing 
is making these commitments which is tantamount to expenditures 
without any approval of the Congress of the part icular projects or 
programs at all ?

Secretary Dillon. I t is quite true. If  Congress feels they should 
approve each p arti cular project ahead of time, this would not do it. 
Of course, tha t has not been the case fo r the last number of years 
under the Development Loan Fund. It  was free to make commit­
ments, but it had only a limited amount of funds each year.

Mr. Gary. Tha t is exactly the point. The Departments then come 
before us and tell us what  they propose to do with the money each 
year.

Secretary Dillon. Yes, but the Development Loan Fund has not 
been able to submit a lis t of the projects because th at is just not p rac­
ticable.

Mr. Gary. They have gone over with us-----
Secretary Dillon. General outline.
Mr. G ary. They have discussed with us the applications which they 

have pending.
Secretary  D illon. Th at is correct.
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Mr. Gary. This would permit them to spend billions of dollars 
without any previous review’ by Congress at all, and to commit the 
Government of the United States  to a $500-million program in 
India, a billion-dollar program in Afghan istan, if they wanted to, 
and the Congress would have nothing to say about i t.

The only way tha t Congress could function would be afte r it is 
all said and done, to break the commitment, and p ut the United States 
in the position of not carr ying  out its promises; is tha t correct?

Secretary Dillon. Tha t is correct, unless you wanted to work out 
some other way of having the Congress take a greater share of respon­
sibility, such as making the  commitment available through appro­
priate committees of the Congress, and lettin g them have a look a t 
it before they became effective.

CONSTITUTIONAL REQUIRE MENT OF APPROPRIATION PROCESS

Mr. Gary. I do not want to do a thing in the world but follow’ 
the Constitution of the Uni ted States which says tha t it shall be 
done by appropr iations.  Our forefathers worked out a very effective 
method and we have been living under it for many, many years, and 
we have done very w’ell with  it. Now7 you come in and want to set 
aside the whole thing  and do away with the appropria tions  process 
and go into some new device of borrowing money from the Treasury, 
a back-door approach to the Treasury.

Secretary Dillon. This way of obtaining funds is an appropr ia­
tion as defined in the Constitu tion, and Congress has so defined it.

Mr. Passman. Will the gentleman yield?
Mr. Gary. Yes.
Air. P assman. Will the gentleman agree tha t dur ing the past 6 

years this committee, and T might  say, with great difficulty, arrived 
at the conclusion th at the Execut ive had requested too much money. 
The aggregate  amount of the reduction made by the  Congress dur ing 
this 6 years was $4,565 million.

It  has been generally conceded, tha t the program has been im­
proved as a result of the reductions—some of the top executive de­
partment witnesses have so testified—and the Comptroller General 
of the United States has stated  that  the program has had too much 
money, and not too little  money.

CONGRESSIONAL RIGHTS TO EXAMINE AND REDUCE REQUESTS

Under the proposed process, this  committee would be deprived of 
the righ t of examination, in orde r to make reductions, or remove the 
fa t; would it not?

Mr. Gary. Certainly they would, without causing the Government 
to break its pledge with these people. Frankly, I voted-----

Mr. Passman. Which they admitted they do not expect us to do, 
whether  the commitments are sound or not?

Mr. Gary. I went along last year with this Latin  American ap­
propriation and there w’e had committed ourselves. The Congress 
approved it and I  thought it would have certainly been very improper, 
under the circumstances, for the Congress then to turn around and 
refuse the money.
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I cannot escape the conclusion th at the Congress ought to get into 
the act before these commitments are made. 1 do not think we ought 
to wait until  afte r the horse has left  the stable and then lock the 
door.

Mr. Passman. Some of the fat  which we have found in the bill, 
we have removed, and  we proved to be correct. But,  under this pro ­
posal, we would be deprived of tha t righ t in the future.

Mr. Gary. Certainly we would.
We would be deprived of any right of reducing except by break­

ing our agreements. Suppose we should have a war ; we would then 
have to set aside all of these agreements, would we not ?

Secretary Dillon. I think  tha t tha t would be a totally  different 
circumstance and you cannot  foresee what you would have to do. 
You might  well have to do that.

BERLIN CRISIS  AND ITS EF FE CT  ON FOREIGN  AID

Mr. Gary. Would it not be well before we went into a new p ro­
gram  of this magnitude with  an entirely changed procedure to get 
some idea as to what is going to  happen in Berlin this fall ? We have 
this  crisis on us and in my judgment i f we should get in to a war over 
Berlin , our entire foreign  a ir program should be reviewed. The vast 
expenditures which a war will entail will not permit us to continue 
with economic developments either domestic or foreign.

We have, in the past, always stopped all programs not related to 
the war and concentrated our  efforts on the prosecution of the war, 
when we were in war.

We immediately cut down on our other activities at such a t ime; is 
that  correct ?

Secretary Dillon. I  thin k tha t i f you are in a major war, it is un­
doubtedly correct.

definition of “appropriation”

Air. Gary, I did want to answer your original question about ap­
propr iations.  I think it may be of interest  to  you to mention a defi­
nition  which the Congress has put on the word “approp riation” in 
the Budget and Accounting Procedures Act o f 1950, where they indi ­
cated tha t the te rm “app ropr iations” includes, with in an appropria te 
context, funds and authorizations to create obligations by contract 
in advance of appropriations, or any other authority  making funds 
available for obligation or expenditure.

It  is clear from tha t act, at least as fa r as the Congress has de­
fined the word “appropri ations” in law, tha t this method of financ­
ing is in accord with the Congress idea of what is const itutional.

Mr. Gary. If  you are going  to say an appropriation is not an ap­
prop riation—

Secretary Dillon. Tha t is why Congress defined tha t.
Mr. Gary. In my judgment this is not an appropriation  as contem­

plated  by the Constitution of  the United  States.

72882—61—p t. 1----- 11



160

EXTEN T COMMITMENTS ARE CONDITIONAL UNDER NEW  PROPOSAL

You say these commitments are conditional, but to what extent are 
they conditional ?

Secretary Dillon. They would w rite into each one of the commit­
ments a phrase saying tha t it  was conditional on the Congress finally 
approving the spending of the money each year.

Mr. Gary. Can you not enter into a long-term agreement and say it 
is conditional  upon the Congress ap prop riat ing the money each year 
under the present  law ?

Mr. Passman. Tha t is the way it operates today.
Secretary  Dillon. I think the President technically could do that  

and I  think i t has been done on a minor  scale occasionally, but I  think 
certainly he has felt, and the operating  agencies have felt, it was not 
the in tent of the Congress to do tha t and they would not like to be pu t 
in the  position of facing commitments like tha t ahead of time. This 
is, in effect, what they are being asked to do here, to allow the Execu­
tive to do tha t sort of thing  which the Executive has not felt  free to 
do heretofore.

SUBM ISSIO N OF COMMITMENTS TO CONGRESS

Mr. Gary. Are you asking us to  give you permission to enter into 
the long-term commitments without  submitting them to the Congress 
at all ? Is that what you are asking ?

Secretary Dillon. Without submitting them to the Congress in 
detail pri or to enter ing into them.

Mr. Gary. Exactly. They would be reported to the Congress 
afte r the commitments are made. Then there is nothing else to do 
and the only way Congress can cur tail  o r stop the expendi ture would 
be to violate the commitment or agreement.

Secretary Dillon. Tha t is correct, but I think  something might be 
worked out. As I said before, something might be worked out by 
submit ting these plans to the Congress and let them lie before the 
Congress for a certain period of time before they become finally effec­
tive.

Mr. Passman. Would the gentleman yield ?
Mr. Gary. Yes.

RELATIONSHIP OF PREVIOUS REDUCTIONS IN  FOREIGN AID TO NEW  
APPROACH

Mr. P assman. Mr. Secretary, we discussed this morning reductions 
made by the Congress in requests for foreign aid, especially the Devel­
opment Loan Fund.

Could we draw from your answers that maybe the reductions which 
have been made by the Congress in prio r years had something to do 
with the new approach to this matte r ?

Secretary  Dillon. I do not  thin k so. The new approach is to try 
to obtain this authority to make long-term funds available. All I 
had to say about the Development Loan Fund reductions was that  
there have been sharp reductions below authorizations. Therefore 
the mere fa ct of a long-term authorization I  though t would not lead 
the recipient countries to feel tha t the appropriations would be ident i­
cal with the authorization.
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Mr. Passman. Could I draw the conclusion now?
Secretary Dillon. I think the fact tha t these cuts were made was 

not the fundamental reason fo r this  new proposal. The newT proposal 
is a request to do something that  wyas requested for the Development 
Loan Fund originally. We were refused the right on a long term. 
Three years was asked for then, and this time they are asking for  
5 years, but the princ iple is the same, whether 3 or 5 years. It  is to  
make commitments for a period of time.

SUCCESS OF TH E FOR EIGN AID PROGRAM

Mr. Passman. Would you say tha t during the 15 years in which 
we have had a foreign aid program it has been successful to a very 
high degree throughout  the world ?

Secretary  Dillon. Our programs ?
Mr. P assman. The foreign aid program as such.
Secretary Dillon. As a whole, I agree with you, Mr. Chairman. 

I t has been very, very successful.
Mr. Passman. Good, excellent, or fair? Your opinion, not mine.
Secretary Dillon. I  would agree with you tha t it  has been a benefi­

cial reaction.
Mr. P assman. If  only “six bits,” it would have been beneficial.
Secretary Dillon. Good.
Mr. P assman. Would you say good, overall, or excellent?
Secretary  D illon. I  thin k the results have been very good because 

you can only compare the results against what would have happened 
if there had not been one.

Mr. Passman. If  you do no t get this proposed change, would we 
still have a successful foreign aid program?

Secretary  Dillon. We would have a reasonable foreign aid pro­
gram  but not as effective as if we had had long-term authority  to 
make commitments. As I  said-----

Mr. Passman. Based upon past experience, would you say very 
good ? You said it had been very good, did you not ?

Secretary Dillon. I  say the results have been very good.
Mr. P assman. Why do you assume that i t would not be “very good” 

in the future ?
Secretary  D illon. I said very good compared to what would have 

happened i f there had been no program.
I still stick by tha t, but it would have been a good b it be tter i f you 

had had long-term plan ning  and commitment authority.
Mr. P assman. Even with  your great experience, th at is an assump­

tion and you do not know; you are guessing, are you not ?
Secretary  Dillon. Natu rally , we cannot tell.
Mr. Passman. People think we are so free with money tha t they 

blow up the whole thing.
Do you think  there is any ground for worry about making it too 

easy, and that we are too free and outright gullible ?
Secretary  Dillon. No, I think everybody who has worked with 

this program has come up with the same conclusion.
Mr. P assman. I have worked with it,  and I have not come up with 

tha t conclusion.
Secretary  Dillon. I s tand  corrected.
Mr. P assman. Thank you.
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LONG-TERM  ME TH OD  FOR U.S. PU BL IC WORKS PRO JEC TS

Mr. Gary. Mr. Dillon, do you advise this method for our public 
works projects in this count ry ?

Secretary D illon. I do not think we have found i t necessary in the 
past.

Mr. Gary. Who built the  Hoover Dam ?
Se cretary Dillon. I am not an expert on that. I  presume the 

Government did.
Mr. Gary. Was it not a long-term project ?
Secretary Dillon. I th ink  so.
Mr. Gary. Was there any borrowing done in connection with th is ? 

Was there any back-door spending on tha t project? The money was 
appropr iated by Congress, was it not ?

Secretary Dillon. I th ink  so.
Mr. Gary. If  a dam of that  kind can be built  that way in this 

country , why can you n ot handle  foreign dams on that same basis?
Secretary Dillon. If  you could make long-term commitments that 

you would build one dam one year and another dam the next year, 
that is all we are asking for.

Air. Gary. Before we can build a dam in th is country there has to 
be a survey by the Army Engineers to determine the feasibility and 
advantage of it. They study the economic advantage and what re­
turn there  will be. Then they repo rt to the Congress and the project 
is refer red to a congressional committee. It  is reported out of the 
proper committees of the Congress and if it is authorized by the Con­
gress it then comes to the Appropriation s Committee. It  then goes 
through exactly the same process we have used in the foreign aid 
program except t hat  we never have required anything like as much 
show of necessity for a public works project  in foreign  countries as 
we have in this country. If  we can do all of tha t in connection with 
our own public works why can we not  wai t long enough to get a plan 
worked out and have the Congress approve the  plan before commiting 
the Government to these expenditures in  foreign countries?

REFORM LEGISLATION  ASKED OF FOREIGN  COUNTRIES

Secretary Dillon. The only reason is tha t in  a foreign  country we 
are asking them to do much more. We are asking them to change 
their tax system. We are  asking them to undertake land reform and 
things of tha t nature  which go far  beyond merely giving  an engi­
neering re port  on the feasibili ty of a dam.

Air. Ford. Would the gentleman yield?
Air. Gary. Yes.
Air. F ord. In  the case of India  have we asked them to make certain 

tax reforms, land reforms in order  for them to be partners  in this?
Secretary Dillon. In  the case of India we have not fe lt it was neces­

sary because in India the ir program is pret ty good. I t is pret ty hard 
to suggest a basic improvement. It  is a different situat ion in Latin 
America.

Air. Ford. How about  Pakistan?
Secretary Dillon. As fo r Pakistan, I think  we probably have been 

of more encouragement to them to make improvements, and they now 
have adopted a land reform program which is a reasonably good one.
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Mr. Rhodes. Would the gentleman yield?
Mr. Gary. Yes.
Mr. Rhodes. You were not suggesting, were you, that we are bribing 

these people to make these reforms ?
Secretary Dillon. No, they are reforms they want to  make but they 

feel they need a certain amount of extra support  to be able to carry 
them out.

Mr. Gary. Do you not  think that if you reported to the Congress of 
the United States, th at  they did not want to make these plans, tha t th at 
would be an addi tional  reason for  the Congress to appropriate  money 
and it  would be easier than otherwise ?

Secretary Dillon. I th ink this would affect the Congress, yes.
Mr. Gary. All I  am asking is they be reported to the Congress and 

the Congress be given the  right  to approve these commitments before 
they are made. There is no use in submitting them to the Congress 
aft er they have been made because then the Congress cannot dis­
approve them without welshing on a solemn pledge of the United 
States.

Mr. Passman. Would the gentleman yield ?
Mr. Gary. Yes.
Mr. P assman. I s i t n ot t rue tha t in our own country with relation  

to many of our projec ts fo r reclamation, flood control, and so for th, as 
well as for, say, hospita l construction, we have outside witnesses ap­
pear ing before a committee asking the Federal Government to su pport  
two-thirds of the total,  for example, with the assurance th at the State  
and local units o f government will pu t up one-third? We tell them 
to go back and get the ir laws passed, thei r arrangements made for 
partic ipation, and then brin g it back over the signature of the Gov­
ernor, or the responsible official of the auth ority involved, and then 
we will recommend our part.

Is that not about the way we operate in this country ?
Secretary Dillon. I  think tha t it is.
Mr. Passman. Has th at  type of procedure not been successful ?
Secretary Dillon. Yes.
Mr. Passman. Do you not think these people might think more of 

us, and have more respect for us and the way we do business, if we 
should provide for the same type of cooperation from them, and 
especially so as some of these projects have waited 500 years to get 
star ted ?

Secretary  Dillon. There  is a difference in our own case. We are 
dealing with our own people and it is our own people talkin g to our 
own people whereas when we deal with foreign countries we are 
talk ing to the people of another government, another sovereign 
people.

Mr. Passman. We are giving  something away. You are talking 
about the recipient nation , which is going to  ge t something for noth ­
ing. It  looks like you would have more of an argument for them to 
be a part of the same program , such as we do in this country.

Secretary Dillon. The ir development is greatly in our own interest.
Mr. Passman. Natu rally , if tha t claim is going to be used, but I 

am talking about operating on a businesslike basis. If it is good fo r 
America to p lan our projects,  to let local inte rests raise their  port ion 
of the money and assure Congress they are ready to  put  up their par t,
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and then Congress puts up the Federa l par t, should it not also be 
sound practice abroad ?

Secretary Dillon. It  is a  different matter when we are dealing with 
anoth er sovereign people rath er than  your own people.

Mr. Passman. Are they going to do any harm by passing needed 
legislation and getting the ir house in order? Do you not think the 
American taxpayer would feel a lot better about this proposition if 
he knew th at we had provided for some reasonable type of coopera­
tion on the part of the recipients, other than  jus t some indication 
that  they would make the needed reforms later , providing we let 
them look first at the  whites of our eyes?

Secretary  Dillon. This should move simultaneously. I t should 
be a partne rship,  where they move ahead and we move ahead with 
them.

CONC ERN OVER YIEL DI NG  CONGRESSIONAL CONTROL

Mr. Gary. Mr. Chairman, I have a very high regard for our Sec­
reta ry and I have a high rega rd for his judgment but in this instance 
I cannot follow him. Th at is all there is to it. I just  think this 
whole thing  is absolutely all wrong and I  am sorry because it puts me 
in a  very embarrassing position. I have been supporting  foreign-aid 
legislation for years but 1 cannot suppo rt it with tha t provision in 
the bill.

I jus t want to make my position plain, and I  have no furth er ques­
tions a t this time.

Mr. P assman. I am more concerned about this proposal on the pa rt 
of the Executive branch than about anyth ing else tha t has happened 
in our Government since I  have been a Member of Congress. I think 
we all know tha t i f the Congress finally gives up control of the purse 
strings , then eventually i t is giving up all controls. Our  two greatest  
chores will be to answer ou r ma il and cash our checks if we continue 
in futu re years, as we have in the past,  in yielding Congressional 
powers and prerogatives to the  executive.

Mr. Gary. I would like to say, Mr. Chairman, that  the Secretary 
has filed with his statement a  list of agencies which we have permit ted 
to use back-door spending. Rat her  than being an argument in favor 
of his case, I  think it is an argument against it. I thin k we made a 
mistake in every one of those instances and I think  the country is 
suffering from it today. If  we do the  same th ing in foreign aid then 
I think  we have lost all control. That is the last  straw and i f Congress 
gran ts i t Congress might as well ad journ and go home.

Mr. P assman. Off the record.
(Discussion off the record.)
Mr. P assman. I concur completely with the gentleman from Vir­

ginia.
Mr. R hodes. Will the gentleman yield?
Mr. Gary. Just one more question before I yield.

AU TH OR ITY OF IN TE R- AM ER IC AN  BAN K  TO BORROW FROM  DLF

Mr. Secretary , I believe the Inter-American Bank ha s the r igh t to  
borrow from the Development Loan Fund,  and then with  the righ t 
of the Development Loan Fund to borrow from the Treasury, those 
funds could be used all down the line. Is t ha t no t correct ?
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Secretary Dillon. Theoretically, I think  tha t is probably  correct, 
yes. I heard  about the  development of tha t in the testimony of Mr. 
Cutler.

Mr. Gary. So it would not be necessary for the Inter-American 
Bank to come back to the Congress for any additional funds at all. 
They could just borrow from the Development Loan Fund, and the 
Development Loan Fund could borrow from the Treasury.

Secretary Dillon. They would be using up their authority,  but if 
they wanted to do i t in th at way, they could. I do not thin k th is is a 
likely supposition, but i t is legally possible.

Mr. P assman. Of course those so-called loans could follow the same 
pat tern  as the type we discussed this morning. I thin k we agreed 
this morning tha t these would not really be loans, b ut development 
finance, or some such term as that. They could follow the same p at­
tern.

Mr. Gary. Development credits.
Mr. Passman. Then, the same type of loans, so-called, could be 

made without any interest, on the same kind of te rms; could they not?
Secretary  Dillon. That is correct. They would have to be repay­

able in dollars, but they could be made on any terms; whatever the 
agreement provided.

Air. P assman. Where wve firmed up our case here is th at where they  
could borrow from the Development Loan F und they would pay inter­
est, but under the present proposal they would be able to get the money 
without paying any inte rest ; would they not, theoretically?

Secretary Dillon. Tha t is theoretical ly correct. All we are talk­
ing about, I think, is the ordin ary capital of the Bank, and tha t is 
divided into even shares among the countries concerned, with the 
understanding tha t this would be supplemented to the extent tha t 
the Bank could borrow funds in the public market, the same as a bank 
does. Certainly  an operat ion such as we describe, while I think  the 
law legally would allow i t, is not in accordance w ith the understand­
ing of the way the Bank was set up, and I  do not  th inks  the directors 
of the Bank would ever approve of it.

Air. P assman. H ow about your Development Loan Fu nd ?
Air. Gary. It  could increase its capital by borrowing from the De­

velopment Loan Fund.
Secretary Dillon. Yes, but I think this would not every lie done in 

this way. Tha t is no t w hat was contemplated. I think legally it is a 
loophole.

Air. Gary. Then why was the  provision put  in the law giving them 
the righ t to borrow from the Development Loan Fun d ?

Secretary Dillon. They have the right to borrow from any place. 
Where the legal er ror, if any, was made, was in allowing the Develop­
ment Loan Fund  to lend to them.

INTE R-AM ER ICAN  DEVELOPMENT BA NK  LOANS AND  DLF  LOANS TO 
LA TI N AMERIC A

Air. P assman. What position are we going to be placed in with 
rega rd to this program for Latin America which is set up on the 
basis tha t interest will be paid, when you are proposing entering 
into similar  agreements with other nations  through which they are 
going to get the money for 50 years* without any interest at all and
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no payment, on principal  unti l aft er 10 years elapse, and then only 
1 percent a year for 10 years, followed by 3 percent a year  for 30 
years on principa l. Wha t will be the reaction of the people and 
governments down in Lat in America?

Secretary  D illon. Nothing-, because this money will be available to 
them, also.

Mr. P assman. Then, do you expect to have to compromise and 
place all of it on the same basis, or are you going to have to make 
them a loan of this type in order to keep them satisfied with the other 
they are borrowing, for which they agreed to pay -interest ?

Secretary Dili.on. No. The social progress fund for  which you 
appropr iated  funds this spring is for social development type proj­
ects, and is repayable in local currency and with some form of in­
terest. Those are one case.

These funds are for economic development, repayable in dollars 
and with no interest. In addit ion to that , the regular funds  of the 
Inter-American Bank, similar to the World Bank, would be payable 
in hard  currency and with full interest. They need to use those, 
too, bu t those are not the only funds.

“back-door” financing for all lending agencies for foreign aid

Mr. P assman. Theoretically, Mr. Secretary, if this legislation  is 
given to the Executive as asked fo r, could all of the agencies get their 
money through the processes of the  back-door approach? All they 
would have to worry about would be gettin g the author ization  in­
creased. They could by tha t process get all the money they want 
simply by gett ing the authorization increased, could they not?

Secretary  Dillon. I think  under the  way thi s legislation is d rafted , 
the Inter-American Development Bank is the only one of those inter­
national  lending agencies which the United States, or any of its 
agencies, can lend to without specific congressional approval, even 
though the in stitutions themselves may have au thority to borrow from 
the United  States.

Mr. Passman. If  this legislation  is approved, if wTe jus t want to 
pin it down and wrap it up  and p ut the bow on it, tha t agency could 
use this  clause in the legislation to get the money merely by increas­
ing the authorization ?

Secretary D illon. As I said above, the IDB is the only internat ional  
lending insti tution to which the U nited  States may legally lend funds 
under present legislation.

Air. Passman. Knowing something about hair  spl itting downtown, 
I think we m ight reach the same conclusion, tha t tha t is jus t about 
what would happen.

Mr. Gary. It  would be thoroughly unconstitutional, in my judg­
ment, Mr. Chairman.

Mr. P assman. It  has been stated by the Secretary tha t it could be 
done by the IDB , if maybe not by others.

Under thi s proposed legislation, all they would need to do is to take 
the indirect  approach, which is rath er direct, and go to the Treasury 
and get the money, and not have to  come before the Appropria tions  
Committee ?

Secretary  Dillon. As I said, the Inter-A merican Bank could.
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Mr. Passman. You do not know but  what the others could do the 
same thing?

Secretary Dillon. Only the IDB .
Mr. Passman. We are talk ing about what they could do. We are 

thinking  about wha t could happen. Legally, they could do just about 
what  they wanted to, could they not, i f they could get the author iza­
tion increased?

Secretary  Dillon. Ye s; if they could do all sorts of dif ferent things.
Mr. P assman. There is no use to make the record any clearer than 

tha t. Thank you.

AGENCIES NO W  HA VI NG  BORROWING AU TH OR IT Y

Mr. R hodes. I  was looking at this booklet, “Act  for Internatio nal 
Development, Summary Presentation.” On page 45 there is a l ist of 
Federal agencies for which borrowing a uthority is now given. I note 
in this list is included the Distr ict of Columbia. I note in the list 
which you have in your statement , the Dis trict  of Columbia is omitted. 
I  do not know whether you had anyth ing to do with the prepa ration  
of thi s booklet, but do you have any knowledge which you would care 
to impart as to why the Dis trict  of Columbia is included in the booklet 
and not in your statement?

Secretary Dillon. This  li st is made up by my staff in the Treasury 
Department. I do not know why they do not include the District of 
Columbia. The other list  was made up by the people in the State  
Department. I would be glad to find out what the reason is.

Mr. Rhodes. I would suggest tha t your people are more accurate 
than the State Department people, because the  Dist rict of Columbia 
should not be in there. I t has borrowing authority, but it is repaid. 
This  is somewhat different.

Mr. Passman. Mr. Natcher ?

NE ED  FOR BETTER ALL OCATION OF FU NDS TO FOREIGN  COUNT RIE S

Mr. Natcher. Mr. Secretary, I, for one, believe tha t one of the 
main reasons why we have experienced some of our troubles in our 
mutual security program is due to the fact  tha t we simply will not 
recognize our failures dur ing  the past few years in allocating our 
funds  to countries just because urgent requests are being made.

I am just  wondering, unde r the President’s program for long-range 
planning  and the allocation of funds over a 5-year period, if we will 
change somewhat in our viewpoint as to how this money should be 
allocated to save the free countries of the world from going behind 
the Iron  Curtain.

I know as well as you do, Mr. Secretary, tha t none of these coun­
tries should go behind the I ron  Curta in, and certainly we do not want 
to lose a single one of them, bu t I do believe that  unless we sta rt con­
centrating  now on countries in Asia, South America, and in other sec­
tions of the  world, we will continue to make mistakes in th is program 
that  we have made all down through the  years.

Todav  we recognize the fact that we made some mistakes in Laos, 
South Korea, and other countries. I do not believe tha t we can carry 
the burden fo r the world in this program or any other program where 
funds  are to be allocated on a percentage basis to any hemisphere
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or any section of the world. I believe we should now concentrate in 
certain countries.

How do you feel about that matter  ?
Secretary Dillon. As I understand it, I thin k tha t is the intent of 

the administer ing agency. I certainly would agree with you th at a 
greater degree of concentration is a good idea. We have been moving 
gradually in tha t direction in the last 2 years anyway. Certainly 
I do not know of any time when they have divided funds on a per­
centage basis among areas.

I think you are quite right in th inking tha t would be very bad. I 
do think  we can do more of this concentration. I think tha t is the 
idea of those who would be responsible for adminis tering the pro­
gram. Since tha t is not mv responsibility and I have not had any 
part in discussing the ir detailed planning, I think they could answer 
that sort of question much better than I could.

The line you are pursuing, I think,  is a fru itfu l one and an im­
por tant one.

IN D IA

Mr. Natcher. Mr. Secretary, I believe we must concentrate on 
countries such as India. I  do not thin k there is any  question at  all, if 
Ind ia goes behind the iron curtain , we are in serious trouble. I think 
tha t applies to  a number of other countries. App ropr iating so much 
money for  Latin America is not good. We must concentrate and the 
results will be observed and respected. All down through the years 
I think we have made the mistake of using so much money in one sec­
tion of the world when we should have concentrated on one or more 
countries in this p arti cular section.
(Off the record.)

Mr. Natcher. Mr. Secretary, assuming tha t Congress would go 
along with the  President’s program, would there be any change in the 
futu re in the methods used for the expenditure  of these funds from 
the standpoint of tryin g to concentrate to save certain  countries tha t 
would mean a great deal to the free  world at this time ? Wha t change, 
if any, would take place if  this program were adopted along that line ?

Secretary Dillon. I thin k along tha t line, Mr. Natcher, the idea 
is tha t there would be somewhat greate r concentration, particularly 
with the development lending funds, on countries which are important 
to us in the free world and which are able to make progress them­
selves in a self-help way. I think  the program still calls for cash 
gran ts in the other pa rts of the program to some countries just to keep 
them going, but the  substantially larger funds sought for  development 
lending, in my understanding, will be directed more toward places 
which are important to us and which are making real progress.

An example of that , I think, is the agreement which was reached 
in connection with the World Bank to assign $500 million to India , 
subject to congressional action, which is a very big lump of what was 
requested, over 40 percent.

increa se expec ted  in  u .s. governmen t revenu es

Mr. Natcher. I  am delighted to see your observation, Mr. Dillon, 
to the effect th at in fiscal year 1963, our revenues are expected to in­
crease substantia lly and should be adequate to meet all of our national
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needs, both foreign and domestic. On what do you base th at state ­
ment, Mr. Dillon ?

Secretary Dillon. I base tha t on the best available evidence or the 
best available forecasts of the situation of our economy during the 
coming calendar year.

Mr. Natcher. According to your observations, then, certainly no 
tax increase would be justified a t this time.

Secretary Dillon. Th at is a different question which I  do not know 
that we can answer at this time. I do not think any decision has been 
taken on tha t as yet.

BUDGET DEFICIT, 19 61

Mr. Natcher. As I  recall , Mr. Dillon, jus t prior to the  close of fiscal 
year 1960, we received reports  here at the Capitol th at the  deficit would 
be from $80 million to $90 million, and I believe it turned  out to be 
some $3 billion. Is th at no t correct ?

Secretary  Dillon. The estimates were something around $3 billion. 
It  turned out to be $3.9 billion. So it was $900 million more th an 
we had estimated, due la rgely to two th ings : Some last-minute spend­
ing for  defense, which was considerably more than  had been expected, 
in the last few days of J une , and a very much larger flow of tax re­
funds than we had expected. I th ink th at came from underestimating 
the effects of the recession on individuals, because some 2 million more 
people obtained tax refunds the past year than  ever in the past. 

EFFECT OF FOREIGN AID ON BALANCE OF PAYMENTS

Mr. Natcher. Last  fall  I believe you and Secretary Anderson of 
the Treasury  traveled abroad together, and your tri p pertained mainly 
to our balance-of-payments situation  as fa r as our country is con­
cerned. In  your statement you po int out the fac t th at  the preponder­
ant  bulk of foreign aid expenditures will be made in the United States, 
and tha t no adverse effect will result on our balance of payments.

Secretary  D illon. From  expenditures made in the United States.
Mr. Natcher. From expenditures made in the United States.
Mr. Dillon, do we suffer in any way any adverse effects from the 

foreign aid program, the mutual security program, insofar  as our 
balance of payments is concerned?

Secretary D illon. Ins ofa r as funds are  spent outside of the United 
States and do not come back to the  United States, this enters into our 
balance-of-payments deficit.

PERCENTAGE OF FOREIGN AID SPENT IN  TH E UNITED  STATES

Mr. Natcher. What percentage of this money is expended in  this 
country under the program at  this time, Mr. Dillon—stil l about three- 
four ths ?

Secretary Dillon. Three-fourths of the new funds. Actually , du r­
ing last year the record was nowhere near th at good because expendi­
tures  were being made under commitments which had  originally been 
extended when the prog ram was still opera ting unde r the worldwide 
procurement policy which you will recall had been the policy for  
some time. As I said in my statement, it will take some time to 
reach this goal because, for instance, the shift was made in policy of
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the Development Loan Fund as fa r back as October 1959, nearly 2 
years ago, but prio r to that time some $800 million worth of loans 
had been made, and as of this Apri l only about one-third  of those 
funds had been spent. There is some $500 million still to go on a 
worldwide basis. So I would say probably we should begin to 
approach tha t 75 or 80 percent goal in fiscal 1963, but  no t this year. 
Each year it will be a litt le better, because in the ICA t hat  operates 
more quickly. They went to the new system last  December, and I 
thin k there will be a very clear effect of tha t in the present fiscal 
year, fiscal year 1962.

(Off the record.)
Mr. Natcher. Thank you, Mr. Secretary.

UL TI MAT E RE TU RN  OF FOREIGN  AID DOLLARS TO UN IT ED  STAT ES

Mr. Passman. I do not  th ink it  fair,  and I do not think the  Secre­
tary or other witnesses appearing  before congressional committees 
would like to leave the American people under the impression th at 
because the money for foreign aid buys something in America, wheth­
er it be 75 percent or 99 percent, tha t i tself makes it  good. Is it not 
accurate to say tha t all dollars  credited to foreign nations through 
foreign aid eventually are returned to America to buy our securities, 
to buy our gold, or to buy something we produce ?

Secretary Dillon. So fa r, in the last 10 years, several billion dollars 
have not returned-----

Mr. P assman. I said when it returned. I  say when it finally makes 
that  last move, and comes back to America, it comes back for a 
security, to purchase gold, to purchase what we produce, or  to apply 
on some debt. Is tha t not true  ?

EFFEC T OF F OREIG N AID APPROPRIA TIO NS ON  U .S . ECO NOMY

Secretary Dillon. Under the present world monetary system, there 
are some several billions of dollars which have not returned and, if 
they did return , the whole world monetary system would collapse.

Mr. P assman. Then, why do we not give away $50 billion, i f it will 
not  retu rn and have an effect on our economy? This  ought to be 
cleared up. I  am sure we are think ing about the  same thing in 
different terms.

When we app ropriate these funds, it  is the taxpayers ’ money tha t 
picks up the check with the manufacturers.

Secretary D illon. Yes.
Mr. P assman. Are we in accord there ?
Secre tary Dillon. From the  budget point of  view, every dollar you 

appropr iate  has a very real effect on the taxpayer.
Mr. P assman. But it is the taxpayers’ money t ha t picks up these 

tabs at the factories, and then we ship the goods abroad, with nothing 
coming back.

Secre tary Dillon. When we said it was not an effect, we were talk ­
ing only about a balance of payments effect.

Mr. Passman. I am discussing a different angle, Mr . Secretary.
Secre tary Dillon. I agree.
Mr. P assman. We are in accord that it is the taxpayers’ money that  

picks u p the tabs on what we ship abroad through the aid program ?
Secre tary D illon. Most certainly .
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Mr. P assman. In normal trade,  these tabs at the factories are picked 
up by dollars those nations  have earned with the ir exports. Is tha t 
a statement of fact  ?

Secretary Dillon. Th at is correct.
Mr. Passman. So, in effect, there is very litt le justification on the 

pa rt of a businessman or a banker to say tha t this  thing should be 
looked upon favorably simply because the money eventually  is spent 
here in America. Wh at we ship out is a blank giveaway, and there 
is nothing immediately being returned to compensate the taxpayer. 
Am I  correct in tha t statement ?

Secretary Dillon. Noth ing to compensate the taxpayer  except 
grea ter stability  in the "world.

Mr. Passman. I wanted tha t fact pinned down, because I have 
read these stories about, “Don’t forget tha t this is spen t in America.” 
The taxpayer could take the same money and spend it for something 
else and leave it in America.

Secretary Dillon. Th at is correct.
Mr. Passman. I do not think the American people should be lef t 

unde r an erroneous impression about this.
Secretary Dillon. Of course, when it is spent in America, it pro­

vides employment, bu t that  is not the reason we are asking for the 
program at  all.

Mr. Passman. It  is still  being picked up by the taxpayers’ hard- 
earned money.

Secretary Dillon. Th at is right.
Mr. P assman. He is not getting anyth ing back o ther than, as you 

say, a degree of security.
Secretary Dillon. Th at is right.

DOLLAR DE FIC IT, 1 9 5 0 -6 0

Mr. P assman. Am I  correct  in s tating that from 1950 through 1960 
we h ad a balance of payments  dollar deficit of $2 1^  billion?

Secretary Dillon. I do not have the figures in fron t of me, but 
if you sta te it , I  will assume tha t is correct.

Mr. Passman. Does that  sound something like the correct figure?
Secretary Dillon. The last 3 years it was nearly 11 billion.
Air. Passman. The figure I  stated does not sound out of reason ?
Secretary Dillon. No.

increase in foreign-held short-term dollars

Air. Passman. And, is i t true  that in the past 8 years  foreign-held 
short- term dollars assets have increased from about $10.5 billion to 
$21.4 billion?

Secretary Dillon. That sounds reasonable.
Air. Passman. During the same period, our gold holdings have de­

creased from $23 billion-plus to less than $18 billion?
Secretary Dillon. That sounds reasonable
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FOREIGN AID USED TO STOP TH E SPREAD OF COM MUN ISM

Mr. P assman. The edito r of the Wall S treet Journa l says:
It  is amusing, the logic of foreign aid proponents who use stopping the spread 

of communism as the justif ication for their program, to w it : Country A received 
no foreign aid and turned communistic. Foreign aid would have prevented this, 
they claim. Country B received foreign aid but turned communistic. Not enough 
aid, they claim. Country C received foreign aid and didn’t turn  communistic. 
This proves our aid prevented the turn, they conclude. Country D received no 
foreign aid and didn’t turn  communistic. “No comment” or “irrelevant” is 
the answer. In short, there are  no conditions which they will accept as proof 
tha t foreign aid has failed to h alt  the spread of communism.

We agree th at our gold is d iminishing,  foreign dolla r holdings are 
growing, our public debt  is going up, and there is a thread of tax in­
crease. Yet, there is no positive answer tha t any of the extravagant 
claims made for foreign a id can  be pinned down.

Did you see this article?
Secretary Dillon. No, but  I am well aware of the Wall Street 

Jou rna l’s thoughts on this subject.
Mr. Passman. The record itself makes it clear how out of kilter 

this whole thing  is getting, with our own public debt exceeding by 
about $24 billion the combined debts of all other nations of the world.

I, myself, am not gettin g all excited and running to the shade be­
cause some foreign dign itary  may have been invited to thi s country to 
make a fore ign aid speech.

RELIANCE ON PAK ISTA N

Personally, I  did not like i t a b it, the idea of some foreign digni tary 
coming over and looking down at the Congress of the United States 
and saying, in effect, “You dare  stop it.” Or, when he said, in sub­
stance : “Pak istan is the only nation you can rely upon. If  the chips 
are down, you couldn't get  your foot in the door of the other countries. 
But  if you give it to P tkis tan,  then you can rely on us, and only us.”

If  he knows what he is talk ing about, he says t ha t his country is 
the only one we can rely upon. Then we hear another group making 
a pitch for India. Whom are we going to believe ?

Secretary  Dillon. I do not think we should accept the statement 
of any statesman of one country regarding what other  countries 
would do and concerning th eir importance to the United States. We 
must make th at determination ourselves.

Mr. Passman. Then why should we accept his statement about 
what is going to happen if we do not give the aid ? If  we are to dis­
count his statements at one place, why do we not also do a little  
discounting with our pocketbook ?

(Off the record.)
Mr. Andrews. He was interviewed in London on the way over here, 

and it was following that  interview’ tha t Air. Nehru said he was not 
representing the true facts.

Mr. Passman. Some of my colleagues are more ta ctfu l than  I am 
about these things.

(Off the record.)
Mr. P assman. Mr. Montoya?
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TOTA L APPROPRIA TIO N REQU EST

Mr. Montoya. Mr. Secretary, as I remember your statement, the 
total appropria tion requested for the ensuing fiscal year under  this 
program is $4,763 million.

In addition to tha t, as I  understand your statement  and the jus ti­
fications, it is requested tha t the President be given borrowing au­
thori ty of $1,600 million. Is tha t correct?

Secretary Dillon. For each of the 4 ensuing fiscal years after this  
coming fiscal year, tha t is right.

Mr. Montoya. Not including this fiscal year?
Secretary Dillon. Sta rtin g next year.
Mr. Montoya. Then in addition to that , there is provision for  re­

lending of approx imately $300 million which are expected in repa y­
ments.

Secretary Dillon. For each of the following 4 years.
Air. Montoya. Not this fiscal year?
Secretary Dillon. Not th is fiscal year. Th at is included.
Air. Montoya. In  addition to th at, it is contemplated tha t there be 

the extension or giving of surplus commodities in the amount of the 
running average of $1,500 million a year.

Secretary Dillon. Tha t is correct.
Air. AIontoya. Th at will take place this year  as well as the next 

four?
Secretary Dillon. That is true.
Mr. Montoya. And it might increase or decrease, as the case might 

be.
Secretary Dillon. Th at is correct.

PROJECTED EX PE ND ITU RE S

Air. AIontoya. In  reality, our expenditures on an average, for the 
next fiscal year, would be approximately $3 billion more than  the 
$4,763 billion ?

Secretary Dillon. No; $1 ^ billion more.
Air. AIontoya. No; it is $1,600 million each year in borrowing 

authority, plus the expenditure in commodities.
Secretary Dillon. But the $1.6 billion is not part of the $4,762 

billion. Tha t comes in the following fiscal year.
Air. AIontoya. But  tha t is additional.
Secretary Dillon. You mean in the years in the future?
Air. AIontoya. Yes.
Secretary Dillon. It  is not $1.6 billion additional. It  is $700 mil­

lion additional , because this year they are asking for $900 million. 
So it would be $700 million additional.

Air. Alexander. Was the $900 million included in this $4,763 
billion?

Secretary Dillon. Yes.

REQ UEST FOR BORROWING AU TH OR IT Y IN  1 9 6 2

Air. AIontoya. Do I  understand it to be the case tha t for th is fiscal 
year you are asking for  $900 million in borrowing authority  from the 
Treasury ?
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Secretary D illon. Th at is correct.
Mr. Montoya. Fo r the D LF ?
Secretary Dillon. Fo r what they call the developing operation. 

They won’t have the same name.
Mr. Montoya. It  is to be a successor to the DL F ?
Secretary Dillon. Yes, sir.

PURCHASES IN  UNITE D STATES FROM FOREIGN AID LOANS

Mr. Montoya. Going back to your balance-of-payments statement, 
you indicate there th at your  goal is to eventually exact from the  bor­
rowers the obligation or commitment to purchase up to  80 percent in 
American goods with the dollars that we lend.

I  take tha t to imply t ha t we are not even close to the 80 percent now 
in the purchase of American goods on the part of our foreign bor­
rowers.

Secretary Dillon. Fo r economic assistance unde r the mutual se­
curi ty fun d; tha t is correct.

Mr. Montoya. Wha t would you say the United States is get ting by 
way of business out of th e dollars which we gran t to  foreign govern­
ments or out of the dollars which we lend ?

Secretary Dillon. For calendar year 1960, of the amount of goods 
and services th at were direc tly procured, either in the United States 
or abroad, by the ICA,  DLF, and everything else tha t is in the 
mutual  security bill, the percentage was about 43 percent. Tha t 
was of direct procurement. In addition to that  there  was $275 mil­
lion of cash transfe rs, only a portion  of which was spent in the 
United States. It  is impossible to say how much of t ha t portion was 
spent in the United States. Probably smaller than the 43 percent. 
I would say if you want to take a rough figure, 40 percent.

Mr. Montoya. Assuming t ha t our annual expendi ture in dollars is 
on an average $5 billion-----

Secretary Dillon. Now we are talking about something else be­
cause that  includes the  mil itary assistance figure where the amount 
spent in the United States  is 90 percent.

ECONOMIC ASSISTANCE EXPENDITURES IN  UNITED  STATES

Mr. Montoya. Let us confine ourselves to the tota l expenditures 
other than military assistance and tha t would be approximately-----

Secretary Dillon. It  was $1.6 billion for economic MSP last year.
Mr. Montoya. $3.4 million would be the balance, more or less, of 

expenditures.
Secretary Dillon. Last  ye ar the  to tal economic MSP  expenditures 

were $1.6 billion.
Mr. Montoya. I am thinking of the overall appropriation, Mr. 

Dillon.
Secretary Dillon. Overall appropriation, leaving out the mili­

tary , is-----
Mr. Montoya. I am assuming the total figure rounded out is about 

$5 bill ion and tha t $1.6-----
Secretary Dillon. $1,885 million was the milita ry request.
Mr. Montoya. Assuming the $5 bi llion found figures, then we are 

spending in dollars outside, $3.2 billion.
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Secretary Dillon. Actually the figure works out here a t $2.9 billion 
for direct procurement both here and abroad under all our economic 
assistance programs.

PERCENTAGE OF TOTAL EXPENDITU RES FOR AM ERICA N GOODS

Mr. Montoya. All righ t, $3 billion. According to  your statement, 
out of tha t $3 billion, foreign  nations are only using 40 percent of it 
for procurement of goods produced in America ?

Secretary  Dillon. That has been the case for the economic M SP 
portion.

Mr. Montoya. So that  would be $1,200 million a year.
Secretary Dillon. Th at will not be the case with this $3 billion.
Mr. Montoya. On the basis of previous history, we are expending 

outside the United State s $1,800 million, which is reflected in our bal­
ance of payments deficit ?

Secretary  Dillon. If  we had not changed our policy tha t could be 
true.

Mr. Montoya. Do you know whether your policy will work ?
Secretary Dillon. Yes. It  already is working.
Mr. Montoya. You stated  that last year we averaged more or less 

a 40 percent domestic tra de with those dollars which we expended in 
loans or grants to foreign countries.

EXPE CTED INCR EA SE IN  U. S.  GOODS PURCHASED

IIow much of an  increase do you expect above tha t 40 percent du r­
ing the current fiscal year ?

Secretary Dillon. I would think that it would probably increase 
during the current year to somewhere between 50 and 60 percent of 
total direct procurement.

Mr. Montoya. Then we still have in terms of dollars an average of 
between $500 million and $700 million in deficit; is tha t right  ?

Secretary  Dillon. Th at is based on past obligations, not on what 
we are doing here. As I  pointed out, the DLF authorized and en­
tered into loan agreements for $809 million worth  of loans l>efore 
October 1959, when the policy was changed for them and only 270, 
one-third of that,  had been disbursed as of the end of Apri l so there 
was still  $540 million to go. It  is the expenditure of those funds, a 
larger proportion of which will go abroad that causes this.

The figures are clear because since that policy was changed the per ­
centage of procurement which is estimated to take  place in the United  
States  for the DLF,  has gone up to an overall total of about 70 percent 
and if you leave out the development banks, where they give cash, it 
goes up to 87 percent. The policy is changing.

CHA NGE IN  LE ND ING POL ICY TO ‘‘BUY  AM ER ICAN ”

Mr. Montoya. Haven’t we tried to enforce tha t type of compliance 
throughout the years of our lending program ?

Secretary Dillon. No. We had  exactly the opposite policy before.
Mr. Montoya. As a m atte r of fact th at testimony has been adduced 

before this committee ye ar in and year out, tha t all these goods are
72882—61—<pt. 1----- 12
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to a great extent and measure purchased in the United States. Tha t 
has been the story before this committee.

Secretary Dillon. I think you are correct, Mr. Montoya. They 
have often pointed to the amounts of goods that have been bought 
in the United States. Bu t over the years, until the fall of 1959, when 
the change was made, it has been an equally strong position of the 
executive branch that for  the aid programs they should have world­
wide procurement. The amount spent in this country was jus t tha t 
which happened to be spent here because we offered be tter terms or 
had better quality goods or whatever the reason was, but we were 
not trying to force countries or to tell countries they had to buy in 
the United States. We are now doing tha t because we simply cannot 
afford to give them dollars, although we do feel tha t we can afford 
to give them goods. Th at  is the  difference. So the re has been a defi­
nite change in policy.

Mr. Montoya. What specific approaches has the adminis tration in­
augurated to bring about th at  change of policy ?

Secretary Dillon. Well, in 1959, the DLF policy was changed so 
the ir loan agreements now specify procurement of the goods they 
finance shall be in the United States. Last winter when the ICA ’s 
policy was changed, a list  of 19 countries was promulgated in which 
no purchases would be financed. Those countries were nearly  all in 
Europe, the strong indust rial countries of the world so we either p ur­
chase in the United State s or to a much smaller ex tent we allow p ur­
chases in underdeveloped countries, but they do not have available 
many of the types of goods needed. It  is only small purchases th at 
are made there.

DE FE RR ED  PR IN C IP A L  CO LL EC TI ON S

Air. Montoya. Wouldn’t the balance of payments problem be f ur ­
the r aggravated by the new and renovated policy of not collecting 
any principal on the loans until 10 years have elapsed ?

Secretary Dillon. No. It  would be improved.
Mr. Montoya. II ow would that  be, if we do not get our dollars 

back?
Secretary Dillon. In  the past we only got foreign currency. They 

never could be turned  into dollars. At least now 10 years from now 
we will begin to get dollars back.

Mr. Montoya. Tha t is in 10 years, and only 1 percent.
Secretary Dillon. It  is a small amount. We get all of it back 

over 50 vears whereas before we got none of it back.
Air. AIontoya. Have any informal commitments been made on this 

type  of loan ?
Secretary  Dillon. There  have been some informal indications of 

intent , subject to action by Congress.
Air. AIontoya. Is there any specific authori ty for  this  type of lend­

ing in the pending legislation?
Secretary Dillon. I thin k the language in the  pending  legislation 

jus t says, “on such terms or author ity, or terms and conditions as the 
President  may determine,*’ but everyone is making perfectly clear 
tha t these are the terms tha t are looked forward to if the Congress 
should approve them.

Air. AIontoya. Do you know whether that statement has been made 
to the legislative committee? . . . .
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Secretary Dillon. Oh yes. I am certain  it has, to both of  them, in 
the Senate and the House.

Mr. Montoya. Is the Export- Imp ort Bank going to initia te that  
kind of policy, too?

Secretary Dillon. No.
Mr. Montoya. That is all.

U .S . PR IC ES  IN  WO RLD M A RKETS

Mr. Passman. Mr. Secretary, I think we are in agreement that  
we are on the whole somewhat out of the world market  from a com­
petitive standpoint. I believe, fo r instance, tha t for cotton, which is 
produced in my State in large quantities, in order  to meet the world 
market  prices we have to subsidize it by about 8 ^  cents per pound. 
Is  th at your understanding?

Secretary Dillon. Th at is correct, but tha t does not mean we are  
out of the world market. We subsidize that  cotton-----

Mr. Passman. When I say we are out of  the world market , I  mean 
tha t we are not competitive without the subsidy. If  we should re­
move the subsidy, would we be competitive ?

Secretary Dillon. The United States would be, but Louisiana cot­
ton would not be.

Mr. Passman. All cotton sold abroad is subsidized at S1̂  cents a 
pound.

Secretary Dillon. Th at is right.
Mr. Passman. Why do you want to subsidize other cotton, if we 

can meet the world market  ?
Secretary Dillon. Because we should treat cotton growers the same 

no matter  whether they are on land tha t is productive or are not.
Mr. P assman. I do not have the inform ation at hand, but I would 

believe tha t Louis iana’s production per acre is nowhere near the bot­
tom of the list.

U .S . COM PE TIT IV E POSI TIO N IN  ST EE L M ARK ET

How about steel? Are we competitive on steel products?
Secretary Dillon. In  the case of certain  special steels, yes. In  the 

case of the o rdinary heavy steel, plates, things  like that,  we are not.
Mr. Passman. Th at is exactly what I am talking about. As to 

certain  types of steel, some of our competitors in the world market 
can come to the United States, buy scrap material, ship it back to 
Jap an,  process it, and ship it back to the United States and sell it 
at a price of about $30 or $32 a ton less than  we can produce it, and 
ship it from Pitt sburgh  to Louisiana, and sell it.

Secretary Dillon. We have certain specialized types of steel which 
we make here.

Mr. P assman. I am talking about the  bulk of it, the heavy material. 
On the bulk of it we are  not competitive in the world market, are we?

Secretary Dillon. I think the bulk of our steel production is not 
competitive in the world market.

Mr. Passman. If  you consider all of these commodities, so far  as 
uni t and volume, there is an average subsidy of about 18 percent. I 
am talking about the overall.

Secretary Dillon. This must be agricultu ral commodities.
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sale of agricultural commodities for foreign currencies

Mr. Passman. I am put ting it all together. In  agriculture we 
certainly are not competitive. We are still selling agricu ltural  com­
modities for local currency, are we not ?

Secretary Dillon. We do not have subsidy on certain  commodities.
Mr. Passman. If  we do not, you give it away for local currency. 

Isn't  that  about a billion-dollar  deal with India  ?
Secretary Dillon. Yes.
Mr. P assman. Do we get any dollars back for tha t ?
Secretary Dillon. No.
Mr. Passman. If  we get a lot of this local currency, tha t would be 

jus t about the equivalent of a gi ft ; would it not ?
Secretary D illon. I would say so.

TREND IN  BALANCE OF PAYMENTS DEFICIT

Mr. Passman. I am sure you know what I am leading up to, so 
fa r as the  balance of payments is concerned. The fact tha t we have 
had a total deficit of, I thin k we established earlier, about $21,500 
million in the past 10 years certainly makes it  clear that  it has been 
out of balance.

Secretary Dillon. Certainly. Our balance of payments has been in 
deficit every year beginning with  1950 except 1957.

Mr. P assman. In  1957 the favorable balance was only bv about 
$500 million.

Secretary Dillon. Yes.
Mr. Passman. Last year, I believe, was the largest deficit. It  was 

about $3.8 billion.
Secretary  Dillon. Yes.
Mr. P assman. Through 1960, the tide is runn ing again st us on it.
Secretary  Dillon. That is correct.

FOREIGN AID PROMOTES SECURITY OF UNITED  STATES

Mr. Passman. When I  say tha t foreign aid is not profitable from 
the standpoint of a r eturn on the dollars we spend, but only for the 
security that we may get, am I making a statement of fact ?

Secretary Dillon. It  is prim arily  for the security we get, that is 
correct.

Mr. Passman. When we ship our resources out of the country, 
whether they are fabricated or in the raw state, and nothing comes 
back in turn,  that does not make for a good cond ition; does it ?

Secretary  Dillon. It  makes for a good condition if it  creates greater 
security.

Mr. Passman. Let us talk  about the dollar part of it now.
You and I agree, do we not, that if we continue shipping out our 

resources, the commodities tha t are finished, or the rough material, it 
is certainly going to have a bad effect on conditions in America i f it 
continues too long. I t will bring  about increased taxes to support the 
program, will it not?

Secretary Dillon. I t has to be supported by taxes anyway. It  is 
par t of our overall budget. There is no doubt about that.
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Mr. Passman. So fa r as any actual gain for America, other tha n 
possibly some security, the giving away of our natu ral resources, 
whether in the finished product or the  raw material, is not to the ad ­
vantage of America, is it ?

Secretary D illon. Security and hum anita rian standpoint.
Mr. P assman. I  will add from the humanita rian standpoint. But, 

pocketbookwise, it is not to our advantage, is it ?
Secretary Dillon. No.
Mr. Passman. Tha nk you.
Mr. Alexander ?

safeguard for u.s. economy

Mr. Alexander. Mr. Secretary, I believe this program has been 
known as the mutual security program up to this time. Under the  
President’s proposal it now becomes an “Act fo r Internatio nal Devel­
opment.” Tha t is in the summary program.

Secretary Dillon. That is the act name for it, yes.
Mr. Alexander. I  come from a section of the country where we are  

predominantly textile.  Under this  program, if it is passed as re­
quested, what safeguards, if any, w’ould there  be th at the State De­
partm ent or the President  could not establish textile mills or assist 
countries anywhere in the world ?

The Congress, or no one else, could do anything about it, could they ?
Secretary  D illon. No. They have agreed to a modification in the 

text of the b ill which  would provide the  same as we had in the prev i­
ous bill tha t in lending one of the crite ria that  would be taken into 
account is the possible effects upon the U.S. economy of  the loan in­
volved. So that would mean we would have to consider whether the 
part icular loan involved would lead to grea ter competition and would 
be deleterious to the U.S. economy. Under that  provision I do not 
thin k it would be proper to establish textile mills all over the  world.

Mr. Alexander. Th at is rath er broad. If  the State  Department, 
in their wisdom, fe lt t ha t it  was furth erin g the interest of the  United 
States, irrespective of what it was doing to one partic ular  section o f 
the country, it  could be done ?

Secretary Dillon. It  would be contra ry to the terms of the bill. 
I  th ink under the un derstanding of what the law means, it should no t 
be done.

We have operated under  tha t same provision in the DLF for  the 
last 2 or 3 years and I do not think they have made any loans that  
have been harmful to the U.S. economy in that  time.

AM OU NT  REQ UES TED  IN  FIS CA L YEAR 196 2  PROGRAM

Mr. Alexander. Und er the 1962 program, I  believe the total amount 
asked for is $4,763 million, plus whatever  is granted under Publ ic 
Law 480.

Secretary D illon. That is right.
Mr. Alexander. Is  there any other amount that we have not men­

tioned tha t will go into next year’s program ?
Secretary Dillon. I  do not know of any. There  may be some small 

amounts of reappropriated funds tha t-----
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Mr. Alexander. Reap propr iated funds, yes.
What about authori ty to collect interest  t ha t has been paid durin g 

tha t period ?
Secretary Dillon. Tha t is in the total.
Mr. Alexander. How much of th at figure, under this  new program, 

would the President  be able to grant as loans under  this  program?
Secretary Dillon. A total of $1,187 million, as p ar t of the develop­

ment lending operation, which is the $900 million in borrowing author­
ity and $287 million of these repayments.

Mr. Alexander. And the balance would be used how* ?
Secretary Dillon. The balance consists of $1,885 million of mili­

tary assistance, and appropriation s of $1,691 million for  the regu lar 
foreign aid program, including contingency funds and things of  th at 
nature.

CIR CUMSTANCES JU ST IF YIN G CONGRESS TO CANCEL CO MM ITM EN TS

Mr. Alexander. If  I understand the program correctly, afte r the 
Congress would grant to the Executive the authority in the authoriza­
tion bill, each year you would come back to the Congress for certain 
approval of the appropriations as set out.

Secretary Dillon. That is correct.
Mr. Alexander. But the Congress w’ould not  have the authority to 

change i t due to the fact tha t i t would be committed or could be com­
mitted by the Executive previous to that.

These commitments would have almost the same effect as a trea ty, 
would they not ?

Secretary Dillon. No. Congress would have the authority to 
change it. They would have, I think , a moral obligation not to do it 
unless there were very special circumstances which had intervened to 
indicate th at i t was wise to do so.

These provisional or contingent commitments would have validity. 
They would not have the va lidity o f a treaty , which is something you 
cannot change under any circumstances, ordinarily, but they would 
have a considerable moral obligation attached to them.

Mr. Alexander. Suppose you make an agreement with country X 
to g ran t or to loan Y amount o f money over a period of 5 years at so 
much each year, and the internal  conditions of country X change to 
such an extent tha t the government is no longer friend ly toward the 
United  States. They are using the money to our detriment. Wha t 
would then be the situation ?

Secretary Dillon. I  was asked tha t same question both before the 
Foreign Relations and the Fore ign Affairs Committees. I think it is 
a very good question. I think, certainly, we would be very remiss i f 
we did not make provision in such long-term commitments for can­
cellation of the commitments in that sort of an eventuality.

Mr. Alexander. We would be legally bound, w’ould we not?
Secretary Dillon. It  depends on the commitment as made. We 

could make the commitment in the form where we would not be legally 
bound if the country le ft the free world.

Mr. Alexander. If  you did th at  you would not be in any better 
shape than  you are right now, depending on the Congress, year by 
year, to appropriate the funds.
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Secretary Dillon. I think we would. I do not think any of these 
countries expect to have a revolution and leave the free world. If  
they did, w7e ought to have the right to cancel our commitments.

Mr. Alexander. Suppose we go ahead and make these commit­
ments. Then this country would have a recession tha t would rock 
the boat terrifically. Then where do we stand ?

Secretary Dillon. I  think if you had, which I do not expect-----
Mr. Alexander. I certainly do not hope for one.
Secretary Dillon (cont inuing). But  if w7e had the 1930 type of 

situation, I think t ha t would be the type of s ituation wdiere the Con­
gress might very well w7ant  to cut back on these funds. That would 
be understood.

Mr. P assman. Have we not experienced recessions and depressions 
of differing magnitude  over a period of years? They have been com­
ing and going since the beginning of America.

Secretary Dillon. We hope since the last grea t depression and 
since the last World War we have found a way to avoid such 
extremes.

u .s . DEFICIT

Mr. Passman. We did not find a way of avoiding a deficit of $13 
billion a few years ago, did we ?

Secretary D illon. We won’t have a $13 billion deficit.
Mr. P assman. We d id not th ink so t ha t period either, did w'e?
Secretary  Dillon. No.
Mr. Passman. I want to say this  respectfully , but  just where have 

we come up on this new7 approach to assure that we are not going to 
have a repetition  of w7hat happened 3 years  ago? You were on the 
team then and you d id not see it coming, did you, Mr. Dillon?

Secretary Dillon. Th at wasn’t my area.
Mr. Passman. I certa inly do not mean to be discourteous, bu t do 

you mean to indicate tha t you could have stopped it if you had been 
in tha t area ?

Secretary  Dillon. No. I do not say I would.
Mr. Passman. We h ad it, and it was unexpected. Tha t was only 

3 years ago.
Secretary  Dillon. There were increases in expenditures at tha t 

time, greater  increases.
Mr. P assman. I s it no t true  tha t we are now antic ipating just about 

double the deficit this  ye ar th at was anticipated a few months ago ?
Secretary  Dillon. We had a $3.9 billion deficit, and in March we 

anticipated $2.2 billion and in Janu ary  we anticipated a surplus and 
last  September we ant icipated a bigger surplus and the Jan uary be­
fore we anticipated $4 billion  surplus.

Mr. P assman. Even w ith  a grea t knowledge of how to control these 
matters in the future, w7e could have a recession o r depression, could 
we not ?

Secretary  Dillon. I t hin k you can have deficits and I think  you can 
have recessions, but I  do think tha t we have evolved a mechanism here 
which seems to have worked since the last war in m itiga ting the sever­
ity of recessions so we have had no thing like w7e had  in the 1930’s. I 
hope th at will continue. I think there is good reason to th ink it will.
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PROJECTION OF FUTUR E BUDGET EXPENDITUR ES

Mr.  P assman. The D ire ctor  of  the  B udge t Bureau in th e Ei sen howe r 
ad min ist ra tio n pointed ou t th a t if  we pu t toge ther  all  of  ou r ob liga­
tions  th at would call  fo r pa yo ut  of  money in  subsequen t yea rs, bu t 
whi ch are a lre ady on th e books,  we will  pay  out  $800 bill ion  in meetin g 
these ex ist ing  commitments.

Se cretary D illon. I am n ot  fam il ia r w ith  that .
Mr . P assman. He  sta ted  th a t in  substance, if  we should ad jou rn 

the Con gress sine  d ie and ne ve r pass anoth er  bil l ca lli ng  fo r payout 
of  mo ney,  it  wo uld req uire abou t $800 billi on over t he  y ear s, to fulf ill 
the  ob lig ati ons th at  a re presen tly  on the statut e books. W ill  a c ondi­
tion su ch as th at  help preven t a depr ess ion  ?

Se cretary Dillon . I t  i s the who le mixt ure  of  the va rio us  economic 
pr og rams th at we have dev eloped  since  the  wa r wh ich does tha t,  inclu d­
ing  ou r tax system, unem plo ym ent com pensation,  et cetera-

STATE OF U .S. ECONOMY

Mr. P assman. I  w ond er why we waited th is  l ong to  f ind a cure  fo r 
all  the ill s?

Se cretary D illon . I  do not th in k we are c ured at  all whe n we ha ve 
7 percent o f our  work force u nem ployed .

Mr.  P assman . You have  gi ven me  some new ho pe. I f  we ha ve some 
pr og ram  in  the m aking  th at  look s as i f we have  fou nd a w ay t o p rev ent 
fu tu re  recessions a nd dep ressions,  th en  I  feel encoura ged.

Se cretary D illon. I  am not op tim ist ic eno ugh  t o feel I  can  foresee 
the preven tio n of  all  fu tu re  recess ions , although th at  i s a wo rth y goal 
to  wo rk fo r, b ut  I  th ink the  ch ances of  a dep ress ion of the type  we had 
in the 1930’s are  very  slim.

Mr. P assman. No t of th at ty pe , I  fee l su re.
Se cretary D illon. Of th at  magni tud e.
Mr.  P assman. We  could be ser iou sly  deprec iatin g the pu rch as ing  

power of  the  do lla r;  we cou ld ge t in  troub le dow n the way by these  
processes, c ould we no t ?

Se cretary D illon. Yes.
Mr. P assman . I f  we should  ge t in th at  kind  of  t rou ble , Mr . Sec re­

ta ry , s ince we h ave  in  the  p ast, it cou ld happen in the fu tu re ------
Se cretary D illon. O f the severity we have  h ad  in the pa st  wi tho ut 

a war or  som eth ing ? I  do no t fore see  it,  bu t I  stil l th in k we have  
some ve ry difficult , unans wered  problems,  whi ch autom ati on  br ing 
wi th it,  and  our  proble ms o f unem plo ym ent are  v ery  d ifficul t. We do 
not have solutions fo r the m at  all .

Mr. P assman. I  know we are th in ki ng  about the same th ing,  th at  
about 23 mi llio n Am eric ans  are  now ge tti ng  a Fe deral  check every 
month . I f  t hat figure gets too h igh,  one  of t hese  days h al f the people 
could be wo rk ing to tak e car e of the othe r ha lf.  Then, if  we try  to 
tak e car e of  peop le aro und the wo rld , there is a possibil ity  of  g et tin g 
int o real  tro ub le,  if  we do no t wa tch  t hi s th ing,  wou ld you no t th ink , 
Mr . S ec re tary  ?

I  am p utt in g domestic an d f oreign  toget her.
Se cretary D illon. There  is a lways a po ssibil ity  of get tin g in tr oub le.
Mr. P assman. I,  myself , have mis sed  meals . I  am no t the oldest 

man aro un d,  either. Let me tel l you  th at  cornb rea d wi thou t any
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seasoning is a pre tty rough diet. Those things  could come. We 
should never be pushed into tha t position. Our own economy has 
7 percent unemployed now. Our budget deficit since Jan uary has 
gone from $2.2 bill ion to $3.9 billion. Things could happen. I am 
wondering whether, i f we went too far  wi th the domestic and  foreign 
programs, and we had to withdraw from some of these commitments, 
if you get the auth ority you ask, then would we not be in a rat he r 
bad spot with these countries?

Secretary Dillon. Yes. We should never go too far  with any 
program.

Mr. Passman. I t  is a question of a meeting of the minds between 
the legislative and executive branches as to how far  we should go. 
Is tha t not a fa ir statement ?

Secretary Dillon. Th at is how it always is. Tha t is the way our  
legislation was developed.

DEVELOPMENT CREDITS FOR SP EC IFIC  PRO JEC TS

Mr. Passman. I thin k you were very fair today to correct me when I 
referred to these credits  as loans.

Secretary Dillon. You asked me what they should be called.
Mr. Passman. You are very fair.  Many people think of these 

things  as loans. Will these development credits  be made for specific 
projects in every instance,  or will they also be for sectors of the econ­
omy of the recipient nations and used by them as they may deem 
appropria te ?

Secretary Dillon. As I  unde rstand it, it is rat her  careful ly spelled 
out in  the legislation, but  i t will be not only for specific projects but  
also for helping specific development programs in the more general 
sense where th at seems to be appropriate.

Mr. Passman. We have had direct budge tary support of nations 
in the past, have we not ?

Secretary Dillon. I  do not think it is of that  type.
Mr. Passman. But we have had tha t type of program.
Secretary D illon. Yes.
Mr. Passman. As a mat ter of fact, we have some now, do we not?
Secretary Dillon. Yes, in grant areas of the foreign aid program.
Mr. Passman. Since this  is akin to a gran t, do we have positive 

assurance tha t there will be specific projects and programs in every 
instance ?

Secertary Dillon. Specific projects or specific development pro­
grams.

Mr. Passman. Any thing you spend in a country is supposed to be 
for  development. I am talk ing about a program tha t we can pin 
down and look at, whether i t is a highway or  whatever else it might be.

Secretary Dillon. In India i f they have a highway or road program 
you might  make funds available for tha t in general rather  than for 
a part icular bridge here or there.

Mr. Passman. It  is b road enough that they can do just about what 
they think  they need to do to support the economy in thei r country ?

Secretary  D illon. Yes. It  is much broader than the DLF finally 
ended up.

Mr. Passman. Should we not know how much broader ?
Secretary  Dillon. Yes, sir.



184

Mr. Passman. Where has it been pinned down to where we sta rt 
and stop on it ?

Secretary  Dillon. I would not be the most competent witness to 
give you the detail of tha t, but I think either Mr. Coffin or Mr. 
Labouisse could elaborate on tha t as much as you desire and I think 
they should.

CANCELLATION CLAUSES IN  AGREEMENT

Mr. Passman. Under these contracts on this development credit 
proposal, will there be any cancellation clause on any of the agree­
ments ?

Secretary  D illon. I would th ink tha t there  would be under certain  
circumstances, but, again, that  is a thing for the administrator of the 
program.

Mr. P assman. If  we should deem it in the interes t of America, it 
could be?

Secretary Dillon. That is right.
Mr. Passman. Even though we do not think  of it  as a loan, but 

gett ing in the shadow of a loan, if it should be in the interest  of 
America, according to those who admin ister the program, it could be 
done under the program ? Could they cancel repayment requirements ?

Secretary Dillon. So they would not be repaid ?
Mr. Passman. Yes.
Secretary Dillon. I do no t think  th at provision would be in there.
Mr. P assman. Could you give the committee the assurance tha t 

there will be no cancellation of requirements for payments?
Secretary Dillon. That is a different matter.
Mr. P assman. There is always a possibility the loans will be 

canceled ?
Secretary D illon. There  is always th at possibility in any loan.
Mr. P assman. We would not be able to take these loans and borrow 

money on them ourselves. I t  would not be good security, would it?
Secretary Dillon. No.
Mr. P assman. Thank  you for  yielding, Mr. Alexander.
Mr. Alexander. I yield to Mr. Gary.

COST OF PROPOSED 5-YEAR PROGRAM

Mr. Gary. On page 9 you say—
I am  conv inc ed  as  S ecr et ar y  of th e  T re asu ry  th a t th is  is  th e  m os t eff icient  

and  le ast  co st ly  metho d of  pro vi din g de ve lopm en t as si st an ce .
You were speaking there of the borrowing author ity.
Secretary Dillon. No. I  was speaking of long-term authority. I 

thin k the borrowing auth ority is probably the most effective way of 
carrying  it out.

Mr. Gary. How does your  present 5-year plan, which amounts to 
$8,800 million, compare with  development assistance of the past 5 
years ?

Secretary Dillon. In the amounts ?
Mr. Gary. Yes.
Secretary D illon. It  is la rger , considerably larger, because it com­

pares to the Development Loan Fund , which has been ge tting about 
$550 million a year on the average. It  got $600 million thi s year.
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Mr. Gary. Then it will not be any less expensive than the other 
plan?

Secretary Dillon. I t is more money, but you are gett ing more 
for it.

advantages of new program

Mr. Gary. What a re we going to get for it ? That is what Congress 
wants to know. Tell us what we are going to get for it.

Secretary Dillon. You are going to get more security in developing 
countries of the world, more development, so they will move faster.

Mr. Gary. We have been told tha t for a long time. When we see 
these countries constant ly slipping  behind the Iron  Curtain , we won­
der  who is getting wha t ?

* Secretary Dillon. We think if this program is adopted, they will 
stop slipping.

Mr. Gary. Is there any guarantee of th at ?
Secretary D illon. I t is not up to me to guarantee it.
Mr. Gary. That is all.
Mr. P assman. You also will have other types of grant programs, 

will you not ? Are n't you going to continue the other ?
Secretary Dillon. That is correct. Tha t pa rt of the  program will 

eventual ly decrease.
Mr. Passman. You will get them under the same program ?
Secretary D illon. Not all of them.
Mr. Passman. But many of them. It  will gradually decrease as 

the  others increase ?
Secretary Dillon. Yes.

ASSURANCES OF NEC ESSARY  REFORMS BY FOREIGN COUNTRIES

Mr. Alexander. Mr. Secretary, under this long-term program, the 
advantages are supposed to be t hat  the executive, or the person in 
charge of this program, would be able to get more cooperation and 
grea ter help out of the country receiving the aid if they are assured 
and can make arrangements and agreements over a period of 5 years 
than they can with 1 year.

Are there any assurances tha t we are going to have a prerequisite 
of land reform, tax reform, et cetera, before we sign this agreement

* under this program ?
Secretary  Dillon. Certa inly tha t is the inten t of the program, as 

was spelled ou t by the President  in his message, as spelled out in the 
presentation books, spelled out in tha t little booklet describing the 

.• program.
The exact way in which tha t would be carried  out is something for 

the  admin istrators of the program to describe and what thei r inten­
tions  are. I am not aware of exactly how they will adminis ter this 
or  exactly what thei r requirements  will be, but that is the general 
theory of this program.

Mr. Alexander. I know’ it is the theory , but ordinar ily, unless it is 
latched down prio r to the authority given, unless there  are strong  
assurances made, ordinari ly they w’ork on the basis o f doing the best 
they can with a bad situation .
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Secretary Dillon. I thin k that  is a question that could be answered 
much better, again, by the administrato rs of the program than by 
myself.

DISADV ANTAGES OF NE W PROGRAM

Mr. Alexander. Don’t you think  that along with the advantages 
of this tha t there  would be certain  disadvantages, other  than the con­
stitut ional  question of the Congress giving up its authority, such as, 
for instance, if a country signs an agreement for over a period of 
years, it knows exactly what it will get, and it then can take a little  
different attitude. Maybe it is playing the Communists and us against 
one another. Isn ’t there some danger of tha t kind  of thing?

Secretary  D illon. I think that would fal l in the competence of the 
State Department, and I gath er the Secretary of State does not feel 
tha t way. He feels tha t the  balance would be solidly the  other way— 
in our favor.

IMPR OV EM EN TS  IN  AD MINIS TRAT ION

Mr. Alexander. Are there  any specific changes in the program other 
than improvement in the administra tion part of it and the loan fea­
tures  tha t are worthy of note ?

Secretary Dillon. I th ink not. I th ink the  lending and new admin­
istrat ion, more centralized administration, are the main change.

Mr. Alexander. Actually , practically all of the same people that  
have been in the p rogram will continue in the program? There has 
Deen no particular change in personnel ?

Secretary Dillon. They have quite a few new’ people. Again I 
would say tha t Mr. Labouisse would know far  more about tha t 
than I  do.

Mr. Alexander. Tha t is all, Mr. Chairman.
Mr. P assman. Mr. Ford ?

SU PP LE MEN TA L REQUEST

Mr. F ord. Mr. Secretary, assuming th at the Congress approves the 
authorization bill as requested for this program, I am interested in 
the next step. I presume then tha t we would have before us for 
consideration the Document No. 208, submitted to the Congress July 
6, 1961, by the President. Tha t would include the paragraph on 
page 2 under the heading “Development Loans.” Mr. Chairman. I 
ask at this point tha t tha t para graph be included in the record.

Mr. Passman. The text of the paragraph will be included at this 
point.

(The information r eferred to  follows:)
Development  Loans

The re are hereby authorized to be made  such expenditures , pursu ant to titl e 
I of chapt er 2 of pa rt I, within  the  limits of funds and borrowing  author ity  
availab le under that  tit le and  in accordance with  law, and such contrac ts and 
commitments,  without  regard to fiscal year limi tations  as provided in section 
104 of the  Government Corporat ion Control Act, as amended, as may be neces­
sary in car rying out the  prog rams set  for th in the budget for  the  cur ren t fiscal 
year for o pera tions under that  tit le.

Mr. Ford. Mr. Secretary, do you have that before you ?
Secretary Dillon. Yes, sir.
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EXPORT- IMPORT BA NK

Mr. Ford. In the budget of the United States  for fiscal year 1962, 
page 136, under the heading “Expor t-Im por t Bank of Wash ing­
ton,” there is the following language:

The  E xp ort -I m por t B an k of  W as hi ng to n is  he re by  au th ori ze d to m ak e su ch  
ex pe nd itur es  w ith in  th e lim it s of  fu nds an d bo rrow in g au th o ri ty  avai la ble  to  
su ch  co rp or at io n an d in  ac co rd  w ith  law , an d to  m ak e such  co ntr ac ts  an d com­
m itm en ts  w ithout re gard  to  fiscal  year lim it a ti ons as  pr ov id ed  by se ct ion 104 
of  th e  Gov ernm en t C or por at io n Con tro l Ac t, as  am en de d,  as  m ay  be ne ce ss ar y 
in  ca rr y in g  ou t th e pro gra m s se t fo rt h  in  th e bu dg et  fo r th e cu rr en t fis ca l yea r 
fo r su ch  co rp or at io n,  e xce pt as  h ere in aft er prov ided .

That language for the Exp ort- Imp ort Bank is vir tually simila r to 
the paragraph I mentioned earlier in Document 208 with one excep­
tion. The exception is, and I quote:
ex ce pt  as here in aft e r pr ov id ed .

That is the language tha t is in the Exp ort- Imp ort Bank para­
graph , and not in the development loan paragraph.

If  I  understand your testimony and prepared statement, you would 
have no objection to the inclusion of that paragraph in the a ppropr ia­
tion bill for this program ?

Secretary D illon. Well, the reason for the exception in the Export- 
Import Bank is t ha t the re follows a l imitat ion on expenditures which 
is set by the Congress each year on expenditures for administrative 
purposes.

No such limitation is required in the case of the development loan 
operation since the enti re funds for  administra tive operations are sub­
ject to appropria tion unde r the appropria tion titles  and none of the 
funds available fo r the development lending can be used for the pur­
pose of paying  administrative  expenses. Tha t part icul ar exception 
does not apply in this case, but certainly  there is no difference legally 
between the Expo rt-Import Bank and this loan operation.

It  would be possible to  set limits on the Exp ort- Imp ort Bank just 
the same as it is possible to set them here.

L IM IT A T IO N S  ON EX PE NDIT URES

Mr. F ord. By including that parag raph , the Congress could impose 
limitations?

Secretary Dillon. They could here, too. We said tha t Congress 
could do that  in our statement and we are requesting  them not to 
propose a limit,  but  they could. The difference is th at they have re­
quested a limit because there is always a question of a limit on expendi­
tures for  administra tive purposes.

Mr. Ford. This would be the procedure by which a limitation on 
expenditures could be made?

Secretary Dillon. Correct; for operat ional purposes.
Mr. Ford. For  operational purposes. I trust you use that  in the 

broad sense?
Secretary Dillon. In  the broad sense; yes. I just  mean as against 

the administra tive expenses. The administrative expenses are the 
subject of an appropria tion here because the Administ rator  is a part 
of the AID  agency.
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Mr. Ford. Still assuming tha t this legislative authority  or back­
door financing is approved, if the committee, and subsequently the  
Congress, wanted to limit the $900-million amount, this would be the 
method by which that could be done ?

Secretary  Dillon. Tha t is correct.
Mr. F ord. That is, in effect, what you have said in your prepared 

statement and testimony?
Secretary  Dillon. Tha t is correct.
Mr. P assman. Would the gentleman yield ?
Mr. F ord. Yes.
Mr. P assman. Gentlemen, the hour is late and in all probability the 

Secretary has other work t ha t he needs to do.
Would the gentlemen be willing to recess until tomorrow ? Then you 9

could resume your interrogation , Mr. Ford.
Secretary  Dillon. Mr. Chairman, I wanted to say tha t the Pres i­

dent has asked me to keep myself  available tomorrow morning to work 
on his statements to the Congress and to the country, which I have not 
yet had  the time or the chance to see, and which will be only available 
this evening. I do not thin k I will be able to come back tomorrow 
morning. I could continue now for another hour, if tha t is practical.

Mr. Passman. Does the gentleman prefer to continue?
Mr. F ord. I have one or two more questions and one particularly,.

I would like to ask today.
Mr. Passman. We shall recess after  that  until Mr. Dillon can return.

TRANSFER AUTHORITY FOR MILITARY ASSISTANCE PROGRAM

Mr. Ford. In section 510(b) of the proposed authoriza tion bill, 
there is the following:

The Department of Defense is authorized to incur applicable appropriation, 
obligations in anticipation of reimbursement in the amounts equivalent to the 
value of such orders under subsection (a) of this section. Appropriations to 
the President of such sums as may be necessary to reimburse the applicable- 
appropriat ion fund or account for such orders a re hereby authorized.

It  seems to me th at if subsection (b) is enacted into law i t author­
izes the Presiden t to make obligations without  specific appropriations  
to an indefinite amount up to $400 million; is tha t your under­
standing?

Secretary Dillon. I think so. As I understood this, the purpose 4

of thi s was, in case there should be an emergency in any year, such as 
the one we had in the offshore islands a few years back, and situations 
tha t seemed to be developing in southeast Asia this past  year, there 
would be author ity to use Defense Department stocks up to this ♦.
amount for milita ry assistance purposes, if that  was felt necessary 
by the President.

I think tha t was the subject of this matter. It  is p rimarily a ques­
tion of the best use of military  resources.

I’AST TRA NSF ERS  FROM  MILIT AR Y STOCKS

Mr. Ford. Of course, the Formosan Stra its problem was han­
dled without this legislative author ity ?

Secretary Dillon. Tha t is right.
Mr. F ord. Handled effectively ?
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Secretary Dillon. I th ink a t that  time we probably had bigger back­
logs in our military  assistance pipeline than we do now. But whether 
tha t was true or not, in that particular s ituation , I  have not  personally  
had the occasion to devote any great deal of consideration to it.

Mr. Ford. This figure of $4,763 million, which is the amount you 
indicated was being requested fo r fiscal year 1962, you do not include, 
I ga ther, the $400 million ?

Secretary  Dillox. That is correct.
Mr. F ord. Yet, if section 510 (a) and (b) are enacted into law, the 

President, on his own, can commit the Congress to an additional $400 
million?

Secretary Dillox. In any ye ar ; yes.
Mr. Ford. In reality, we are giving to the President, if Congress 

approves section 510, not only $4,763 million, but $5,063 million?
Secretary Dillox. Yes. In  effect, it does give the President , in 

addition to the $1,885 million for military assistance, assuming tha t 
it is appropriated, discret ionary power if he determines it vital to 
the secur ity of the United State s to use ready stocks from the Depart­
ment of Defense and defense services up to a total of $400 million.

Mr. F ord. Section (b) gives him more author ity than  that  because 
it gives him the righ t to make obligations to replenish those stocks?

Secretary Dillox. That is right.

AUTH O RIT Y  TO R E P L E N IS H  M IL IT A R Y  ST OC KS

Mr. Ford. The President not only has the righ t to draw on the 
stocks bu t the righ t to make obligations to replenish the stocks?

Secretary Dillon. That is a different question.
Mr. F ord. Right, and section (b) does give him tha t au thori ty with­

out any fur ther approval by the Congress, as I read the paragraph.
Is there any disagreement ?
Secretary Dillon. No ; I  think you read it correctly.
Mr. P assman. For a single year  ?
Mr. F ord. Each year.
Mr. Passman. Then you multiply  by 5 to get the total.
Secretary Dillon. If  he thought he was going to use it every year. 

This is only for a very partic ular emergency.
Mr. Passman. Technically, would you multip ly it  by 5 years to 

get the total ?
Mr. F ord. There is no limita tion on this. This is permanent law.
Mr. Passman. Under  the 5-year program.
Secretary Dillon. This is the milit ary assistance program.
Mr. Ford. I say again, if there is no erro r in my recollection, we 

did handle the Formosan Str ait s problem in 1958 without this legis­
lation, also the Lebanese problem, and some other simila r problems, 
in the last 3 or 4 years.

Secretary Dillon. I thin k the reason for this, as I recall it, was 
tha t the military felt the mili tary  assistance provisions they were 
allowed were rather restric tive and tight.  The $400 million was 
supposed to take care of an emergency if it came up rather than 
having to ask for more funds for  military  assistance.

Mr. Passman. Would the gentleman yield ?
Mr. F ord. Yes.
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US E OF  C O N TIN G EN C Y  FU N D

Mr. P assman. Maybe it was 2 years ago, the committee and the Con­
gress reduced the amount for  the defense support economic aid 
projects. Those in the executive branch who were in charge of allo­
cating  the funds allocated money out of the President ’s contingency 
fund into defense support,  to offset the reductions made by the 
Congress, on the same day that  the  regular appropria tion was received.

Do you recall that instance ?
Secretary Dillon. I recall your describing it to me.
Mr. Passman. H ow about having a look at the record along the 

way?
Secretary  Dillon. This occurred before I was ever in Washington 

but I know of it.
Mr. Passman. No. This occurred only 2 years ago.
Secretary Dillon. Wha t ?
Mr. Passman. I am talking about something recent.
If  you get the requested legislation, and if the Executive should 

decide tha t the Congress had cut too deeply, could you not transfer 
out of this account, and say it is vital tha t you allocate the funds, 
and offset reductions made by the Congress ?

Secretary Dillon. If  it sliould prove vital to our na tional  security, 
the Pres ident could do that.

Mr. I 3assman. Is not the entire  foreign aid program vital, according 
to the Executive presentation ?

Secretary Dillon. Tha t is correct.
Mr. Passman. How vital would it  have to be ?
Secretary Dillon. Tha t is for the President  to determine.
Air. P assman. Please check on the incident I  mentioned.
Secretary Dillon. I remember tha t instance now.
Air. Passman. The committee now stands adjourned.

Tuesday, J uly 25,1961.
Air. Passman. The subcommittee will come to order.
Air. Secretary,  I respect the  very high position that  you hold, and 

certainly  you r great ability in the fields of finance and foreign  affairs 
is recognized throughout the world. I certainly want to make it clear 
tha t there is never any thing  personal intended about my observations 
in this committee.

However, on account of a somewhat restless evening, I  am prompted 
to comment at this time that along life’s journey I was taug ht tha t 
with privileges come responsibilities. Therefore, by nature and by 
practice, I  usually drive to the ul timate in endeavoring to  establish the 
facts in any matter in which I am a participan t. To my wav of 
thinking, several facts were established fo r the record yesterday which 
will be shocking and disappointing to those who subscribe to the 
importance of the three branches of our Government—the legislative, 
the judicial, and the executive.

On yesterday we established one matte r which will doubtless 
cause members of this committee and the Congress and many Ameri­
can citizens to ponder and wonder what the future may hold for our 
system of government. We established that by the proposal requested 
by the executive th is Nation could be committed in the initia l step in
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a new program to the staggering sum of almost $9 billion, for p rojects 
of which the Congress would have no knowledge whatsoever as to  the 
nature  and type unti l afte r the commitments had been made.

Speaking for myself, I say prayerfully, may God forbid tha t this 
should ever happen. In  my considered judgment, it is a violation of 
the Constitution of the United States.

Mr. Ford, do you wish to resume your examination?

E X P E R IE N C E  IN  R E P A Y M E N T S  TO  R E D E V E L O P M E N T  LO A N  C O RPO R A TIO N

Mr. F ord. Mr. Secretary, under the Development Loan Corpora­
tion, as I  remember the submission, it was anticipated that  25 percent 
of the repayments  would be made in U.S. dollars and the remainder in 
foreign currencies. Is that about right  ?

Secretary Dillon. I am afra id 1 do not recall the original prog ­
nostication when the Development Loan Fund first came up. 1 think  
for the first year it worked out about 20 percent, and since then it has 
been less. I do not know whether you are refe rring to 1957, the first 
year, or to later  times. At some point tha t statement may have been 
made.

Mr. Ford. I think  the record is clear that this was the estimate 
forecast.

Secretary Dillon. In  1957? If  you say so.
Mr. Ford. I suggest whatever the facts are, let us have what the 

repayment experience is included in the record at this point, by fiscal 
years.

Secretary Dillon. Very well.
(The information requested follows:)

D e v el o pm en t  L oa n F un d 

Dolla r and loca l currency collections by fis ca l year

[Thousands  of  dolla rs]

R ep ay m en ts In te re st
Gua ran­
tee  fees— 
dol lars

To tal

Tot al
Do lla rs Local

cu rren cy
Dollar s Loca l

cu rre nc y
Dollar s Local

currency

Fiscal  y ear 1958.........
Fiscal ve ar 1959.. . . . 75 196 590 

5,179
. 29

67
225 

2,350
665

12,529
890 

14,879Fiscal  ye ar I960..  .. 320 7,350 1,963
Fis cal ye ar  1961,

e s ti m a te ___ 3,859 12,850 3,025 10,126 30 4i, 914 22,976 29,890
T o ta l. .. ........... 4,179 20,275 5,184 15,895 126 9,489 ' 36,170 45,659

1 I t  shou ld be noted  t ha t for the  fol lowing ye ars  th e follow ing a mou nts o f th is  figu re were c on verte d b y  th e 
Tr ea su ry  in to  dol lars  for the pu rpos es  of relend ing :

Fis cal  y ear 1959,—................... ........... ........................................... ......... ....................... . ............ . ..........
Fis cal  year I9 60.. ......... . . ......................... ....................... . .......................................... . .......................  $828,000
Fis cal year 1961, e st im ate___ ______________________________________________________ " 4,087, 000

Tot al ................................. .......................................... . ..................................................................4 ,915,000

S C H E D U L E  O F R E P A Y M E N T S  U N D E R  N E W  PR O G RA M

Mr. F ord. As 1 understand this new proposal, it is antic ipated tha t 
all repayments will be made in U.S. dollars.

Secretary  Dillon. Tha t is correct.
72882— 61— p t.  1------13
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Air. Ford. Of course, no repayment  would be made for 10 years. 
Under the Development Loan, what is the repayment schedule?

Secretary Dillon. Usually—I think I am correct, subject to cor­
rection from the Managing  Director  of the Development Loan Fund— 
I think  the procedure on loans to governments is to have some token 
repayment. By “token,” I mean very small for the first 2 or 3 or 4 
years, and thereafter  repayment begins on a regular basis and runs 
for whatever the length of the loan may be.

Mr. Ford. It  might be wise at this point in the record to have a 
chart showing the provisions for repayment under existing develop­
ment loans, both as to term, interest rate, and so forth , and alongside 
of it what is proposed under  this new back-door financing method. 
Mr. Chairman, if we could have tha t material inserted, I think it 
might  be helpful.

Mr. P assman. I think such a chart should be inserted at this point 
in the record, Mr. Ford, and so request it.

Air. Ford. I think it would be helpful if we had this information 
laid out comparing one against the other.

Secretary Dillon. I would like to say one thing. I do not think it 
is accurate to tie this new proposal for development lending to a 
par ticu lar form of financing of the funds for it. I think that no 
matter how the funds become available, i t will be the idea to do the 
financing this way. It is not just because it is Treasury  financing.

Air- Gary. What  is the plan for  repayment ?
Secretary  Dillon. It is the same plan that has been adopted by the 

Internationa l Development Association, Air. Gary, where they have 
a small service charge. In their  case it is three-fourths of 1 percent. 
I think  it presumably would be the same here.

In addition, there is no repayment for the first 10 years. The next 
10 years it is 1 percent a year, making a total of 10 percent repaid at 
the end of 20 years. Thereafte r, it is 3 percent a year for the next 
30 years, which completes repayment at 50 years. These are maximum 
terms. Countries which are in a more favorable position would have 
shorter repayment terms, maybe down to 30 years or 25 years.

Air. Gary. One percent a year for 10 years, and then 3 percent for 
the balance of 30years?

Secretary Dillon. Nothing for the first 10, 1 percent for the next 
10, and then 3 percent for the next 30.

Mr. P assman. AVliich would mean they would pay 10 percent of the 
principal amount during the first 20 years.

Secretary D illon. Right,
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(The information requested follows:)

Comparison of dollar lending terms

Terms Development Loan Fund Development lendini
AID (proposec

by the

Currency ofrepaym ent.

Interes t rates ................

Matu riti es__________
Grace period s........... .

Service charge_______

Cur rency of borrower, or dollars (usually  the 
former ). Obligation is denominated  in dollars  
in either  case to protec t agains t depreciation of 
foreign currencies.

For economic  overhead: 31$ percen t____________
For  pr iva te enterprises: 5 4̂ pe rc en t1....... . .............
Int erm ediate  credi t ins titu tion s: depen ding on 

relending rate (generally a 2 to 3 percen t" spread” ) .
Average of 15 years_______________ ____ ______
For governments, none, although token  repay­

ments  in early years may  be authorize d. For 
pri vat e enterprises a grade period m ay be au tho r­
ized d uring the period of construction .

None............ ................................................................

Dollars only.

Litt le or no in terest .2

Up to 50 years.2 
Up to 10 years; possibly stag­

gered repayments the re­
after, as wi th IDA loans.

Possibly  a small  service 
charge similar  to ?4 of 1 
percent charged by IDA .

' Current r ate (calcula ted by formula and s imilar  to Exp ort- Import Ban k rate ).
2 In  th e case of pr ivate and autonomous, revenue-producing government enterpri ses, it will be neces sary 

to instit ute  a two-s tep arr ang ement  in which these en titie s will repay in local currency on terms com parable 
to those of Export-Import Bank and  in which such pay ment is converted  into dollar repaym ent on the  
term s set  for the nation as a whole.

REQUIREMENT FOR REPAYMENT OF DEVELOPMENT LOANS IN U.S.  
DOLLARS

Mr. F ord. It seems to me that in the testimony 1 have heard and the  
propaganda  I have read in behalf of back-door financing, one of the 
crutches which is used to justify this new method of financing is the 
proposal to make the loan repayments in ILS. dollars. Could we not 
require the repayment of funds in U.S. dollars under Development 
Loan ?

Secretary Dillon. Yes. Tha t is a different way of putt ing what I 
was trying  to state, that I do not think this new method of repayment 
ties the financing to the Treasury. No matter how the funds become 
available for development lending, the AID  agency will do its financ­
ing tha t way.

Mr. Ford. In  other words, if  we wanted to make whatever money 
would be made available by the Congress for this loan program, we 
still could anticipate  that repayment would be made in U.S. dollars?

* Secretary D illon. I th ink that is the intention, yes.
Mr. Ford. In other words, it  is not a crutch for this program any 

more than it would be for any other program.
Secretary Dillon. Right , no more than it would be fo r any other.

I

ANNUAL REVIEW AND REVISION OF PROGRAM BY CONGRESS

Mr. Ford. In one of the public policy statements put out by the 
Citizens Committee for  Internationa l Development, dated Jul y 10,
1961, they say on page 2 of their material, and I  quo te:

T hi s ca n b e a ch ieve d—

speaking of back-door financing—
w ithout sacr ifi cing  th e sa fe guard  of th e annual revi ew  of  th e oper at io ns of  th e  
pr og ra m  by  t he  Co ngres s.
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I suspect those words “annual review” were chosen fairly  carefully. 
It  does not say anything but annual review. It  does not say annual 
review and revision. As I understand your interp retation, it means 
more than annual review. It  means the Congress has the r ight to re­
vise. Is that correct ?

Secretary Dillon. Yes. The interpretation I have given the com­
mittee is the interpreta tion the adminis tration places on its sugges­
tion. I have no idea why the gentlemen who prepared tha t release 
used those particular words.

Mr. Ford. There is no doubt in your mind tha t simultaneous with 
review there is the r igh t of  the Congress, if  this method goes through, 
to revise the program ?

Secretary  D illon. To revise or limit or do whatever they want.

CIRCUMSTANCES JUST IFY ING MODIFICATIONS OR LIMITATIONS OF PROGRAM 
BY CONGRESS

Mr. F ord. In your own statement, Mr. Secretary, on pages 14 and 
15, you say :

Of  co urse , it  is pr es um ed  th a t in  ac co rd an ce  w ith  le gis la ti ve pr ac ti ce  unde r 
th e Gov er nm en t C or po ra tion s Con tro l Act , mod ifi ca tio ns  or  li m itat io ns wo uld  
on ly he  im posed in spec ia l o r u nusu al ci rc um stan ce s.

Could you give us any enlightenment on what you mean by special 
or unusual circumstances ?

Secretary  Dillon. I thin k tha t would be difficult to spell out in any 
limiting fashion, because it is hard to imagine ahead of time all the 
circumstances tha t might be special or unusual. The other day, I 
think two or three of them were mentioned as possibilities. One was 
the possibility, which I  do not foresee, as I  made clear, that  we might 
encounter a depression of the type we had in the thirt ies and we would 
not be able to afford such a program. Another one would be war, or 
something of that nature, so we could not afford to c arry  out our pro­
grams. Another one might be i f the country concerned lef t the free 
world and the whole situat ion changed completely. Those are some 
rath er obvious examples. I think there probably are  others. It  would 
be a situation where there was a clear-cut enough reason so tha t the 
Congress would feel perfec tly justified in reversing a decision, al­
though not a final decision, which it had made and published to the 
world at an earlier date.

Mr. F ord. If  it should fall  within tha t third category, a country 
which le ft the free world, t ha t would be a situation similar  to tha t of 
Cuba going from what it was to what it is.

Secretary Dillon. Yes. That is the type of th ing I  had  in mind.
Mr. F ord. II ow far  would you go in that? We are helping some 

countries today which are neutralis ts. How far  do they have to go 
outside of the orbit of the non-Communist world in order for the 
Congress to justi fy taking such action ?

Secretary Dillon. I think th at would be for the Congress to decide.
Mr. Ford. There is no reason tha t we could not act in this area if 

those circumstances prevailed ?
Secretary Dillon. None whatsoever.
Mr. Ford. The three instances you have mentioned do seem to be 

in the category of special or unusual circumstances. If  Congress
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felt that the program was being administered badly—I do not mean 
just corruptly, but inefficiently, uneconomically—would tha t be jus­
tification for some limiting action by the Congress?

Secretary Dillon. As I  say, it  is very bard for me to foresee ju st 
what circumstances would be considered justification, but  it might 
well be tha t you could conceive of the administration being so bad 
tha t the Congress would feel it had to take some action. I would 
certainly hope tha t would not be the case.

Mr. F ord. I would hope i t would not be the case, either, but cer­
tainly inefficient and uneconomical and poorly managed administ ra­
tion, in my judgment, would prompt Congress to  take action, and it 
would seem to me th at it would certain ly be within our prerogative.

Secretary Dillon. Very much so.

IT EM S INCL UD ED  IN  TOTAL PROGRAM

Mr. F ord. I would like to have, if I could, a  list of the programs 
which are included in the $4,763 million. We know $900 million of 
tha t is in the back-door-financing program. Wha t other items are 
there ?

Secretary Dillon. There  is $287 million of funds tha t would be 
available for development lending, which would be the repayments 
on pas t economic assistance loans to developed countries.

Air. Ford. Most of those would be repayments of DDF loans?
Secretary Dillon. No. I think the biggest item there is the British  

loan. If  you would be interested, there is a table we put in the Senate 
hearings showing in detail what those repayments would be. Tha t 
appears beginning at page 116.

Mr. Ford. I t might, be well to duplicate  that  if we do not already 
have those figures.

Secretary Dillon. Th at table continues for several pages follow­
ing page 116 of those hearings.

Mr. Gary. Added to all of this would be any collections made by 
the DDF on previous loans which may come in during the year, 
would it not?

Secretary D illon. Th at is par t of the $287 million.

repayments and collections available for relending

Air. Gary. Will you give us a complete statement of what the col­
lections will be during the present fiscal year upon repayments to 
the Development Loan Fun d which would be available for relending 
under  the program ?

Secretary Dillon. I would be glad to do that.  As of the date this 
information was fu rnished, it was es timated to be $7.3 million.

Air. A lexander. That is in addition to the $4,763 billion?
Secretary  Dillon. No; th at is pa rt of it. Pa rt of the $287 million 

would be the repayments in this fiscal year. We can put  a table 
simila r to this in the record.

Air. Gary. I wish you would.
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(The information requested follows:)
U.S. Government fore ign loans and credits , postwar period Ju ly 1, 191{5-Dec. 31, 

1960
[ In  bi ll io ns  of  do ll ar s]

Outstanding on Jun e 30, 1945_____________________________________  0. 8
Activ ity : July 1 ,1945-Dec. 31,1 960:

Ut ilized____________________________________________________  19. 3
Repaid 1____________________________________________________  _7 . 0

Outs tand ing on Dee. 31, I960 2________________________________ 13.1
Repayable in do lla rs3____________________________________________  11. 0
Repayable  in local currency  *______________________________________  2.1

f  P ri nc ip a l on ly. In cl ud es  $1 8,00 0,00 0 w ri tt en  off as un co lle ct ib le . In te re s t an d com- 
m i ss jo ns  co lle cted  during  th is  p er io d am ou nt ed  to ov er  $2,900,0 00 ,00 0.

J  O f which  $131,00 0,0 00  was  du e an d  un pa id  fo r 90 da ys  or  mo re,  in  ad dit io n to  am ou nt s 
P a r t  of  th is  am ou nt  ha s sin ce  be en  re pai d  in  1961. In  

dlt io n $42,0 00 ,00 0 of  in te re st  w as  re port ed  by ag en cies  as du e an d un pai d as  of Dec. 31,
I9 60 .

’ P a r ti a ll y  es tim at ed . In cl ude s do ll ar  an d loc al cu rr en cy  lo an s re pa ya bl e in do lla rs . 
P a r ti a ll y  es tim at ed . In cl ude s do ll ar  an d loca l cu rr en cy  lo an s re pa ya bl e in  lo ca l 

cu rr en ci es , inde bt ed ne ss  fo r which  th e  te rm s of  se tt le m en t ha ve  no t ye t been de te rm ined , 
lo an s repa ya bl e in st ra te g ic  m ate ri a ls , an d lend -le ase cr ed it s re pa ya bl e in silve r.

U.S . loans outstanding, and estimated dollar repayments (including interest 
collections),  fiscal years 1961-66

[In m illions of dollars]

Loans 
out­

standing 
Dec. 31, 

1960

Fiscal
year
1961

Fiscal
year
1962

Fiscal
year
1963

Fiscal
year
1964

Fiscal
year
1965

Fiscal
year
1966

Mu tua l secu rity program ___ 1,764.2 70.8 74.3 76.6 78.1 82.7 88. 5Development Loan Fu nd ____
Surp lus propert ies, war assets

91.3 3.8 7.3 15.2 29.1 34.9 34.5
and lend-lease______ ____. .. 1,594.9 79.9 76.9 75.7 74.8 74.2 75.3Herman sett lement loan. _____ 787.4 610. 8 5.0 5.0 5.0 5.0 5.0Bri tish  l oan. . _______  _ .. . 3,314.5 123.1 123.1 123.1 123.1 123.1 123.1

T o ta l. .......... . .................. 7,552.3 888.4 286.6 295.6 310.1 319.9 326.4

Prep ared : Jun e 8, 1961.



S c h ed u l e  of L oa n R e p a y .m en ts  an d I n t e r e st  C o lle c tio n s

Europe
[I n  mi llio ns  of dolla rs]

C ou nt ry  an d fiscal yea r
M ut ua l

se cu rit y
pro gra m

De vel op­
m en t loa n 

fu nd

Su rp lu s 
pro pe rti es , 
wa r a sse ts, 
an d len d- 

lease

Br itis h
an d

Germ an
loa ns

Tot al

Tot al , loa ns  o ut st an di ng  Dec.  31, I960 ------
Sche du le of r epayme nts :

1961 ________________________

1,3 38 .5

65.2

3. 0

.3

1, 42 2. 0

73 .9

4,10 1.9

733.9

6,86 5. 4

873.3

1962____________________________ 66. 4 .5 71.0 128.1 26 6.0

1963 . _______________  - -- -- 67.1 .7 70 .0 128.1 26 5.9

1964 ______ ____ _____________ 68 .6 1.4 69 .4 128.1 26 7.5

1965 _____________ --  -- - 70. 7 1.8 68 .9 128.1 26 9.5

1966 ________________  - ____ 73. 4 1.8 70 .0 128.1 273. 3
1.0 1. 0

Sche du le of re paym ents:
1961 _ __ __ __ _ .2 .2

1962 .2 .2

1963
.2 .2

1964
. 1 . 1

1966
. 1 .1

1966
. 1 . 1

Be lgi um , loa ns  o ut st an di ng  De c. 31, I9 6 0 ..  
Sche du le of re paym ents:

1961

60.7

3. 3

8. 1 68 .8

.6 3. 9

1962 3. 7 .6 4. 3

1963 3. 6 .6 4. 2

1964 3. 6 .6 4. 2

1965 3. 6 .6 4. 2

1966 4. 0 .5 4. 5

Cze cho slo vak ia, loa ns ou ts ta nd in g De c. 
31 1960 i 4 .9 4. 9

D en m ar k,  lo an s ou ts ta nd in g De c. 31, 19 60 ..  
Sche du le of r ep ayme nts :

1961

31. 8 31 .8

1.2 1.2

1962 1.5
1. 1

1.5

1963
1.1

1964 1.1 1.1

1965 1.3 1.3

1966 1.4 1.4
10.8 10.8

Sc hedule of re paym ents:
1961 1.4 1.4

1962 1.3 1.3

1963 .8 .8

1964 .8 .8

1965
.8 .8

1966 .8 .8

Fr an ce , loa ns  o ut st an di ng  Dec.  31, 1960----
Sche du le of r epayme nts :

1961 _______

214. 8 536. 7 751 .5

9. 2 31 .6 40 .8

1962 8. 7 31 .6 40 .3

1963 8. 6 31 .5 40. 1

1964 8.5 31 .2 39 .7

1965 8.4 31 .2 39 .6

1966 9. 9 31 .2 41. 1

Ger m an y,  lo an s o ut st an di ng  Dec.  31, I9 60 .. 
Sche du le of re paym ents:

1961 ........................ .............

16.5 17.5 787 .4 821.4

1.0 1.2 J 610.8 61 3.0

1962 _____ ____ ________ 1.0 1.2 5.0 7. 2

1963 _ __________ ________ 1.0 1.2 5. 0 7. 2

1964 1.0 1.2 5.0 7. 2

1965 _____ _______________ 1.0 1. 1 5. 0 7. 1

1966 . ___  _________  ___ 1.0 1. 1 5. 0 7. 1
10 .2 10. 2

Sche du le of repayme nts :

1961 . 1 . 1

1962 . 1 . 1

1963 . 1 .1

1964 . 1 . 1

1965 . _______ ____ . 1 .1

1966 . 1 .1

Ic elan d,  lo an s o ut stan di ng  De c. 31 ,196 0-----
Sc hedule of re pa ym en ts:

1961

14. 6 14 .6

1.3 1. 3

1962 1.1 1.1

1963 1.1 1.1

1964 1.1 1.1

1965 1.1 1.1

1966 _____ ______________________ 1.1 1.1

See footnote  at  end of table.
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Sc h ed u le  o f  L oa n  R e pa y m en ts  an d I n t e r e s t  C o llectio ns  

E urope— Continued 
[I n m il li on s of do lla rs ]

C o u n tr y  a nd  fiscal  yea r
M u tu a l
secu ri ty
pro gra m

D ev el op­
m e n t lo an  

fu nd

S u rp lu s  
p ro per ti es , 
w ar as se ts , 
and  le nd- 

le as e

B ri ti sh
an d

G er m an
lo an s

T o ta l

Ir e la nd , loan s ou ts ta n d in g  Dec . 31, 1960___
Sch ed ul e of r epaym en ts :

1961_____________________ ______

123.2

4.6 
5.0 
5. 3
5. 3
5. 6
5. 9

88.5

4.1
4.1
4. 1
4.9
5.8
5. 7

139.8

6.0
6.0
5.9
5.8 
5.8
5. 7

31 .8

2. 3 
2. 3
2.3
2. 2
2.1  
2.0

56 .9

3.7
3.7
4. 1
4.5
4.7 
4.71

31.3

1.8  
1.8  
1.8  
1.8  
1.8  
1.8

48.9

4.6 
4.5
4.4  
4.3  
4.2
4.2  

16.8

1.2  
1.2
1.1 
1.1
1.1 
1.1

372.1

14.1 
15.0  
15.8  
16.6
17.3
18.1

123 .2

4.6  
5. 0 
5.3
5.3
5.6
5.9

140.3

9. 3 
9. 2
9.1
9.9

10.7  
10.5

163.3

11.1
7.6 
7.5
7.4
7.4
7.2

33 .3

2. 3 
2. 3
2.3  
2.2 
2. 1 
2. 0

77.1

5.5
5. 6
5. 9
6.3
6.4
6.4

31 .3

1.8
1.8
1.8
1.8
1.8
1.8

48.9

4.6
4.5  
4.4 
4.3 
4. 2
4.2

16.8

1.2  
1.2
1.1 
1.1 
1.1  
1.1

4,21 0.3

155.0
155.9
156.7
157.5
158.2
159.0

1962______________ ______ _________
1963______________________________
1964______________________________
1965____ _________________________
1966______________________________

It a ly , loan s ou ts ta nd in g  D ec . 31, 1960......... 51 .8

5. 2 
5.1 
5. 0 
5. 0 
4.9 
4.8

20.5

5. 0
1.5
1.5
1.4
1.4
1.3
1.5

(’)
(’)
(’)

Sch ed ul e of r ep aym en ts :
1961____________________ ________
1962______________________________
1963______________________________
1964______________________________
1965______________________________
1966______________________________

N eth e rl ands , loan s ou ts ta n d in g  D ec . 31, 
1960 . _________ _______ _____ __________ 3.0

.1  

. 1 

.1 

.2  

.2  

.2

Sch ed ul e of r ep ay m en ts :
1961 ____________________________
1962________________ ____ _________
1963 _____________________________
1962______________________________
1965._____ _______________________
1966______________________________

N orw ay , loan s o u ts ta nd in g  Dec . 31 ,1 96 0. .. 
Sch ed ul e of r epaym ents :

1961______________________________
1962____ _________________________
1963______________________________
1964 ____ ____ _________ __________
1 9 6 5 .. ._________ _________________
1966 _____________________________

P o la nd , loan s o u ts ta nd in g  D ec . 31, 1960___
Sch ed ule  of re paym en ts :

1961 ................ ................... ..................

20 .2

1.8
1.9
1.8
1.8
1.7
1.7

1962 . _________________________ _
1963 ______ ______ _______________
1964______________________________
1965______________________________
1966____ __________ _____ _________

P ort ugal,  loan s o u ts ta nd in g  Dec . 31, 1960 . 
Sch ed ul e of  re pay m en ts :

1961________________ _____ _______
1962__________ _____ _____________
1963 _____________________________
1964______ _______________________
1965___________ _____ _____________
1966___ ____ _____________________

Spai n , loan s o u ts ta nd in g  Dec . 31, 19 60 ____
Sch ed ul e of r epay m en ts :

1961.............................. ........................
1962______________________________
1963_______ ______________________
1964______________________________
1 9 6 5 ____ ________________ ______
1966 ____ ________________________

Sw ed en , loan s o u ts ta nd in g  D ec . 31, 1960 . .  
Sch ed ul e of  re paym en ts :

1961______________________ ________
1962_____________ ____ ____________
1963___________ _____ ____________
1964 ..______ _______ ______________
1965______________________________
1966______________________________

U n it ed  K in gd om , loan s o u ts ta n d in g  D ec . 
31, 1960_________________________________ 523.7

17 .8
17.8
17.8
17.8
17.8
17.8

3,314.5

123.1 
123.1 
123.1 
123.1 
123.1 
123.1

Sch ed ule  of repaym ents :
1961_______________ ______________
1962..____ _______________________
1 9 6 3 .. .______ ___________ ______
1964____________ ____ ____________
1965___ ____ ______ ____ _________
1966______ _______ ______ _________

See footnote a t end of table.
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Sc h ed u l e  o f  L oa n R e pa y m en ts  an d  I n t e r e s t  C o llec tio n s

Europe—Continued
[In mi llions of dollars]

Count ry and fiscal year
Mutua l
security
program

Develop­
me nt loan 

fund

Surp lus 
properties, 
war  assets, 
and lend- 

lease

Briti sh
and

German
loans

Total

TJ S.S R t loans o utst and ing  Dec. 31, I960.. 215.1

<9.0
<9.7
*9.5
<9.4
‘ 9.2

‘ 10.6

215.1

9.0
9.7
9.5
9.4
9.2

10.6

Schedule of repaym ents:
1961 . .  ............ _ ________
1962
1963
1964
1965
1966 ________________ ____

Yugoslavia, loans out standing Dec. 31, 
1960

Schedule of repayments:
1961 0.2

.4

.6
1.2
1.6
1.6

.2

.4

.6
1.2
1.6
1.6

90.8

6.8
6.8
6.9
6.8
6.9
6.8

1962 _ _ _ _ _ _ _ _ _
1963 ................................. .............
1964
1965
1966 _ ____ ___

European Coal and  Steel Comm uni ty,  
loans ou tstandin g Dec. 31, 1960 90.8

6.8
6.8
6.9
6.8
6.9
6.8

Schedule of repay ments:
1961
1962
1963
1964
1965
1966

1 An amount  of $2,500,000 is in  arr ears an d no schedu led repaym ents are included  in thi s report.
> Includes $587,000,000 prepay ment.  Amounts  shown for fiscal year  1962 to fiscal year 1966 represe nt 

inte res t collections on balance.
3 Less than  $50,000.
< Ab out % of each inst allm ent  is being  collected. An a mo unt of $34,000,000 is, at  present, in arrea rs a nd 

accum ulatin g. Figures in thi s report  represent only % of each installment.

Africa
[In millions of dollars]

Count ry and  fiscal yea r
Mu tua l
secu rity
program

Develop­
ment Loan 

Fund

Surp lus 
proper ties, 
war assets, 
and  lend- 

lease

Total

Total,  loans ou tstanding Dec. 31, 1960________ 31.6 8.6 19.0 59.2
Schedule of repaym ents:

1961 ..  ................ . ............. 1.3 .3 1.6
1962 2.1 .7 2.8
1963 2.1 1.1 3.2
1964 2.1 2.7 4.8
1965 ........................................- ............... 2.1 2.8 4.9
1966 ....................... ............. 2.1 2.8 4.9

.2 > 19.0 19.2
Schedule of repayments:

1961 .......................... -______ . 1 .1
1962 . 1 .1
1963 - —. _________ .1 .1
1964 _________________ ___________ . 1 .1
1965 .................. ...... .1 .1
1966 - ______ (’) (’)

1.6 1.6
Schedule of repayments:

1961 . . _ .............. .2 .2
1962 .3 .3
1963 . . . ______ .3 .3
1964 ______ .3 .3
1965 .3 .3
1966________________ ________ _____ .3 .3

See footnote at  end of table .

72 882— 61—pt.  1 .4
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Schedu le of Loan Repay men ts  and I nt erest Collections 

Africa—Continued 
[In  millions of dollars]

Count ry and fiscal year
Mu tua l
security
program

Deve lop­
me nt Loan 

Fu nd

Surplus 
properties, 
war assets, 
and lend- 

lease

To tal

Morocco, loans outs tanding Dec. 31,1960_____
Schedule of repayments:

1961 ............ ...............................................
1962 ............................................................
1963-.................................. - ......................
1964 ............................................................
1965 ............................................................
1966 ........................................- ..................

Nigeria, loans outs tanding Dec. 31, 1960---------
Schedule of repayments:

1961. .................................... - ....................
1962............................................................
1963...........................................................
1961............................................................
1965. ..........................................................
1966............... ............................................

Sudan loans outs tanding Dec. 31, 1960_______
Schedule of repaymen ts:

1961 ............................................................
1962 .............................................. . ...........
1963 ............................................................
1964.............-............................................
1965............................................ - .............
1966. .......................................... - .............

Tanganyika, loans outstan ding Dec. 31, 1960.-.
Schedule of repayments:

1961 ...........................................................
1962 ............ . ......... . ........... - ....................
1963...........................................................
1964 ...........................................................
1965 ............ ...............................................
19<>6_.......... ...............................................

Tunisi a, loans outstanding  Dec. 31, 1960______
Schedule of repayments:

1961...........................................................
1962. ............ .................. ...........................
1963 ...........................................................
1964 ............ . .............................................
1965 ...........................................................
1966...............—  -.....................................

Undist ribu ted, loans outs tanding Dec. 31,1960 
Schedule of repayments:

1961.......... ......... . .....................................
1962................ ..........................................
1963 ............................................................
1964 ............................................................
1965 .............................................. - ...........
1966 .......... . ...............................................

30.0

1.1
1.8
1.8
1.8
1.8
1.8

30.0

1.1
1.8
1.8
1.8
1.8
1.8
.7

(»)
.1
.1
.2
.2
.3

5.1

.2

.3

.6

.8
1.0
1.0

.1

.1

.1
2.6

(’)

(’)
.1 
.1 
.2 
.2 
.3 

5.1

.2

.3

.6

.8
1.0
1.0

.1 

.1 

. 1 
2.6

(’)

i An amount of $19,000,000 is unsc heduled. Pay ments  are to be m ade from port  receip ts and in pas t 
years  receipts were insufficient to cover loan pa yme nts af ter deducting  cer tain  expenses. It  is doubt ful th a t 
any sizable collection will be rece ived dur ing the next  few years.

1 Less th an  $50,000.

»
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Schedule  of Loan Repay ments and I nterest Collections 

Far East 
[In  milli ons of  dollars]

C ou nt ry  and  f iscal yea r
M utu al
se cu rit y
prog ram

Dev elo p­
m en t Lo an  

Fund

Su rp lus 
propert ies , 
wa r a sset s, 
an d len d- 

lease

Tot al

Tot al  lo ans  out stan ding  Dec . 31, 1960_________ 12.5 3.6 96.0 112.1
Sch edule  of r epay men ts:

1961 ............................................................ 1.3 .4 3.3 5.0
1962 ..................................- ...........- .............. 1.2 1.7 3.3 6.2
1963 ..................................- .......... ................ 1.2 5.0 3.2 9.4
1964 .......................... .................... ............ 1.2 6.7 3.0 10.9
1965 ...................- ....................................... 1.2 8.2 3.0 12.4
1966 __________ ___________________ 1.1 8.1 3.0 12.2

1.2 1.2
Sched ule  of repa ym en ts:

1961 ............................................................ .2 .2
1969. ...................................... .................... .2 .2
1963 ............. .......................... .......... .2 .2
1964 ________ ________ ______ .2 .2
1965 _ _ _ _ _ _ .2 .2
1966 .................. .2 .2

C hi na (T aiwa n) , loans ou ts ta nd in g Dec . 31, 
I960 ............- ........................................ .1 51.1 61.2

Schedule of repa ym en ts:
1961 ....................................................... (')

.1
(’) («)

1962 ............................ ........................ (’) .1
1963......... ......................... ......... ..................- .1 (’) .1
1964 ................................ ......................... . .3 (’) .3
1965 ................................ ......... .................. .4 (’) .4
1966_____________________________ .4 (») .4

Indo ne sia , loans o ut stan ding  De c. 31, 1960____ 12.5 43.4 55.9
Sch edule  of re pa ym en ts:

1961 ............................ . ............................ 1.3 3.0 4.3
1962 ............................................. . ............... 1.2 3.0 4.2
1963 ....................................... ...................... 1.2 2.9 4.1
1964 ............................................................ 1.2 2.8 4.0
1965 ................................................................ 1.2 2.8 4.0
1966 ......................................... ..................... 1.1 2.8 3.9

M alay a,  loan s o ut stan di ng  Dec. 31, 1960______ .8 .8
Schedule of re pa ym en ts:

1961 ............................................................ .2 .2
1969 _ .4 .4
1963 1.0 1.0
1964 .............................................................. 1.6 1.6
1965 ............... . ......................... ................ 1.9 1.9
1966 1.9 1.9

Ph ili pp ines , loan s out stan ding  De c. 31, 1960___ 2.3 .3 2.6
Schedule of repa ym en ts:

1961............... ................................................. .2 .1 .3
1962_________ _______________ ____ 1.1 .1 1.2
1963-........... .............................. .................... 3.8 .1 3.9
1964 .............................................................. 4.7 4.7
1965 .. . 5.8 5.8
1966 .. 6. 7 5.7

Tha ila nd , loans o ut stan ding  Dec . 31, 1960 .4 .4
Sch edule  of repay men ts:

19 61 ...............................................................
1962 ___ .1 .1
1963 .1 . 1
1964................................................ ................ .1 .1
1965.......................................................... ....... .1 .1
1966.................................................................. .1 .1

« Less th an  $50,000.
* A t the present thi s loa n Is i n ar rear s.  Scheduled  re pa ym en ts  ha ve  be en  e lim in ated  from th is  t ab le  i n 

th e am ou nt  of ap pro xim ate ly $3,000,000 per yea r.
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Schedule of Loan Repay ments and I nterest Collections 
Near Eas t and south As ia  

[In  m illions  of dollars]

C ou nt ry  and  fiscal ye ar
M utu al
se cu rit y
prog ram

De vel op­
m en t Lo an  

Fun d

Su rp lus 
propert ies , 
war  assets , 
an d lend- 

lease

Tot al

Tot al , loan s ou tst an ding , Dec.  31, 1960________ 360.1

2.7
3.0
4 5

54.4

1.7
2 7

51.0

2 6

406.5

7.0
8.2

12.7 
18.4
21.8 
22.2 
12.1

Sc hedu le of repa ym en ts:
1 9 6 1 - .. ......... .............................................................
1962.......................... .......................... 2 5
19 63 -............................................... 5.8

11.5
15.0
15.4

2 4
1964................................................................. 4 5 2 4
1965.....................__ ....................... ............... 4.5 2 3
19 66 ... _____ ________ 4 5 2 3

Af gh an ist an , loans  o ut stan ding  Dec . 31, 19 60 ...  
Sc hedu le of rep ay men ts:

1961........................................ ........................

12.1

. 1 . 1
1962........................................ ........................ . 4 .4
1963................................................................. .4 .4
1964............................................ .................... . 4 .4
1965...................................................... ........... . 4 .4
1966________________________ ____ _ . 4 . 4

Gre ece , loans ou ts tand ing Dec. 31, 1960_______ 26.9 26.9
Sc hedu le of rep ay men ts:

1961...... ..................... ..................................... 2.6 2.6
1962................................................................. 2.5 2.5
1963........................................ ........................ 2.4 2.4
1964....................................................... ......... 2. 4 2.4
1965............................................ .................... 2.3 2.3
1966_______ ________ _______________ 2.3 2.3

In di a,  loan s ou ts tand ing Dec . 31, 1960________ 186.2 186.2
Schedu le of repa ym en ts:

1961..................................... . .............. ........... (')
0)
(>)
( ’ )
(■)
0)

61.8

1962...................................................... .........
1963...............................................................
1964.......................... .......................................
1965________ - ............ ...............................
1966_______________ ________________

Ir an , loa ns  out stan di ng  Dec . 31,1960_________ 53.0 *24.1 138.9
Sc hedu le of re pa ym en ts:

1961. ............. . .............................................. 2.6 1.6 4.2
1Q«2 ......................................................................... 2.6 2.6 5.2
1963.......................................- .............. ......... 4.1 5.1 9.2
1964 ................................. .......... . .............. 4.1 8.5 12.6
1965................................................................. 4.1 11.8 15.9
1966___________________ ____________ 4.1 11.6 15.7

Jo rd an , loa ns o ut stan ding  De c. 31, 1960_______ .6 .6
Schedu le of re pa ym en ts:

1961 ____ ________________ (’)
(»)

.1

(’)
(’)

.1
1962________________________ _______
1963................................................... .............
1964............. . .................................. ............... .2 .2
1965................................................................. .2 .2
1966.................... ........................................... .2 .2

Pa ki st an , loa ns ou ts tand ing Dec. 31,1960_____ 15.0 15.0
Sc hedu le of  rep ayme nts :

ip u  ________ _______ (')
(>)
«>

(i)

l i r a ________
1963 ................................. . ...........................
1 9 f i4 ...........................................................................
1965................................................................. (i)
1966 _ - - .................................. (■)

85.0

(’)

85.0
Schedu le of re paym ents:

1961 ...................... ..................... . ...............
1962............................ . ......................... ......... (i)
1963................................................................. (1) ,3

2.1
,3

2.11964. ............................................................... (>)
(1)1965................................................................. 2.2 2.2

1966________________________ ____ — - (1) 2.7 2.7
Uni te d A rab R ep ub lic  (Egy pt  and  Syria ),  loans

.7 .7
Sche du le  of  repay men ts:

1961 .............................................................. (’) (’)
(’)1962 (’)

(’)
.1

1963 ...... ..... .......................................... (’)
.11964............................... .............. ..................

1965 ............. . ..................... . 1 .1
1966 .......................................................... .1 .1

1 De fer red  t hr ou gh  f iscal ye ar 1966.
* T hi s loa n is i n arrear s.
• Le ss th an  $50,000.



Schedule of Loan R epaym ents  and I nterest Collections 

Latin  America 
[In  m illions  of  dollars]

Cou nt ry  a nd  fis cal ye ar
M ut ua l
se cu rit y
prog ram

De vel op­
m en t Lo an  

Fund

Su rp lus 
propert ies , 
wa r rss ets , 
an d lend- 

lease

Tot al

Tota l,  lo ans o ut stan di ng  Dec. 31, 1960---------
Sc hedu le o f repa ym en ts:

1961 ............................................................
1962 ............................................................
1963- ..........................................................
1964 ......................................- ....................
1965 ........ .......................................- ...........
1966 ............................................................

Arg en tin a,  lo ans o ut st an di ng  Dec. 31, 1960-.
Schedu le o f re pa ym en ts:

1961 ............................................................
1962 ............................................................
1963 ............................................................
1964 ............. - ...........................................
1965- —- .....................................................
1966 - ___________________________

Bo liv ia,  lo ans o ut st an di ng  Dec. 31, 1960------
Schedule o f re pa ym en ts:

1961...........................................................
1962—  .......................................................
1963 ............................................................
1964 ............................................................
1965 ............................................................
1966 ..........-................................................

Ch ile , loa ns ou ts tand ing Dec. 31, 1960---------
Schedule of re pa ym en ts:

1961-..........................................................
1962 ............................................................
1963 ............................................................
1964- ..........................................................
1965 ........... . ..............................................
1966 ............................................................

Cos ta  Rica , loans o ut st an di ng  Dec. 31, 1960-
Schedu le of  re pa ym en ts:

1961-...........................................................
1962............................................................
1963— .......................................................
1964— .......................................................
1965 ............................................................
1966— ........................................................

Ec ua do r,  loans o ut st an di ng , Dec. 31, I9 60 -. -.
Schedu le o f repa ym en ts :

1961 .............................................................
1962 .............................................................
1963 .............................................................
1964. ............................................................
1965. ............................................................
1966 .............................................................

Gua tem ala,  loans o ut st an di ng  D ec . 31, I96 0- .
Schedu le of repa ym en ts :

1961 ..............................................................
1962 ..............................................................
1963 ..............................................................
1964 ..............................................................
1965.............................................................

- - _ __________ ____
H ait i,  lo ans o ut stan di ng  D ec. 31 ,1960_______

Schedu le of repa ym en ts:
1961 ..............................................................
1962 ..............................................................
1963 .......................... - .................................
1964.............................................................
1965 ..............................................................
1966 ..............................................................

H on du ra s,  lo ans  out st an di ng  D ec. 3 1,1960—
Schedu le of re pa ym en ts :

1961 ..............................................................
1962 ..............................................................
1963 ..............................................................
1964. ............................................................
1965. ............................................................
1966. ............................................................

See footnote a t end of table.
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Sche dule of Loan  R epay me nt s and I nt er est Collections  

La tin  America—Continued 
[I n  m ill ions  of  doll ar s]

C ou nt ry  and  fiscal y ea r
M ut ua l
secu rit y
pro gram

Dev elop ­
m en t Lo an  

Fund

Su rp lus  
pro perties,  
wa r assets,  
an d lend- 

lease

To ta l

Nicaragua , loans  o ut st an di ng  De c. 31, 1960____ 0.2 0.2

(>) 1

Sched ule  of re pa ym en ts:
1961.___________ ____________________ 0)

. 11962........................ . .......................................
1963............................ . ................................... (0

. 1 («)
.1

1
1964................................. .............. ................
1965_____ ____ _____________ ________ . 1
1966. — ________ ____________________ . 1 1

Pa na m a,  loans o ut stan ding  D ec.  31, 1960______ 6.0 6.0
Sched ule  of re pa ym en ts:

1962. .............. ..................................... . . 1 (>) . 1
. 1

1963.................... ................................. . ......... .3 4
1964................................................................. .3 .2 5
1965..................... .............. ............................ . 7 .3 1.0

.9
3.2

4

19645_________________ ______ ________ .6 .3
Pa ra gu ay , loans ou ts tand in g De c. 31, 1960____ 3.2

Sched ule  of rep ay men ts:
1961...... ............... ............ . ..............  .......... .4
1962.................................... ............................ .6 6
1963..................................................... ........... . 7 7
1964................................................................ . 7 ’ 7
1965.................. ............ ................................. .6 .6
1966_______________________________ _

Per u , loans ou ts tand ing Dec. 31, 1960..................
Sch edule  of re pa ym en ts:

1961............................................................... .
1962................. ............ . ...............................
1963........................ ........................................ 0)

. 1 (0 11964________________________________
1965............... ............ . ................................... . 1 1
1966__________ ________________ _____ . 1 . 1

Venez uela, loans ou ts tand ing Dec. 31, 1960____
Schedule of rep ay men ts:

19 62 ............................................................... (>)
. 1

0)
. 11963..................... ..................... .................. .

1964....................... .............. .................... . . 1 . 1
1965.____ ____________ ______ _______ . 2 .2
1966_______________ _____________  . .2 .2

U nd is tr ib ut ed , loans ou ts ta nd in g De c. 31, 1960. 
Schedule of repa ym en ts:

196 1. ... .................. ................................... .

’ 6.8 6.8

. 1 . 1
1962.................. .............................................. . 1 . 1
1963................................................................. . 1 . 1
1964.................................................. ..............
1965_________ ____ _________________ _
1966............................................ ..................

1 Less  th an  $50,000. 
s Th is  amou nt  Is in arrear s.
* T hi s am ou nt  is pa rti al ly  of lset  b y  a  c ounte rcl aim  ag ains t th e Uni ted St at es . «

Schedule of loan repaym ents and interest collections, nonregional 1

[I n  m illi ons of dollars]

Cou nt ry  a nd fiscal y ea r
M ut ua l
secu rit y
pro gram

De velop ­
men t Lo an  

Fund

Su rplus  
pro perties,  
war  assets,  
an d lend- 

lease

To ta l

Lo an s ou ts ta nd in g Dee . 31,1960______________
Sc hedu le of repa ym en ts:

1961.................... ............................................ (»)
0.2

(»)
0.21962.................................................................

1963................................................................ .2 .2
1964.................................................. .............. .2 .2
1965................................................................. .2 .2
1966................................................................. .1 .1

1 Pr oj ec t Hope.
* L ess  t ha n $50,000.



PROGRAMS IN  196 2 REQ UES T

Mr. Ford. We have two items, the $900 million for new loan pro­
grams and $287 million in repayments. Wh at are the others ?

Secretary  Dillon. The other is $1,885 million for mil itary  assistance 
and $1,690.5 million for appropriations for economic assistance, which 
is broken down in  various ways with which I  am not f amiliar, but we 
can provide a table showing that.

Mr. Ford. I thin k it would be well to p ut this in tab le form so we 
have it before us.

(The information requested follows:)

E co no m ic  A ssis ta n c e

Proposed program and appropriat ion request fo r fiscal year 1962
[In  m illi ons of do lla rs]

Pro posed  fin ancin g

Fu nc tio n Prog ram
Ne w obli-
gational

au th or ity

Uno bl igated
ba lanc es

De ve lopm en t l oa ns ..................................——..............- --

De ve lopm en t gr an ts ______________ ____________ —

Co nt inuing  cost s_____________________________
Ill us trat iv e ne w p ro je ct s______________________
Excess pr op er ty  po ol ............................................ . . . .

Re searc h_____ _____________________ __________ _
In ve stm en t su rv ey s______________________ - .........—
Su pp or tin g assis tan ce ............ - ............................................
Volun tary  con tri bu tio ns  to  mul til at er al  organ iza tions.
Co ntingency  f und .................................................................
Adm inist ra tiv e e xpenses--------------------- --------- ---------

T ota l______________________________________
De ve lopm ent l oa ns ___________ ___________________
Non de ve lopm en t len ding  pro gr am _________________

1,187.00

389.00

259.00
125.00

5.00

20.00 
5.00 

610. 10 
158.35 
500.00
51.55

2,921.00 
(1,187.00) 
(1,734.00)

i 900.00 2 287.00

380.00 9.00

20 no
5.00

581.00 29.10
153.50 4.85
500.00
51.00 .55

2.590.50 
(900.00) 

’ (1,690.50)

330.50 
(287.00) 
(43.50)

1 Borrowin g a uth ori ty . An  a dd ition al  $1.6 bill ion  in  bo rro wi ng  au th ori ty  is requ es ted for each  of the 
4 su cceedin g fiscal years .

2 Loan re pa ym en ts .
3 A pp rop ria tio n requ es t. Ex clu des fo llowing p rog ram s: Peace  Co rps , $40; IC E M , $6 (ex cludes  $1 u nob li ­

ga ted ba lan ce) ; escapee  prog ram, $3.30; U N H C R , $1.20; O EC D , $1.20; ad min is tra tiv e exp ens e (S ta te ),  
$7.80: To ta l, $59.50.
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M il it a r y  A ssi sta n c e

Annual program comparison by category
[I n  m il lio ns  of doll ar s]  Fisca l ye ar  1962

proposed
I. By  area—Total-----------------------------------------------------------------$1, 885. 0

Europe_______________________________________________  414. 7
Afri ca__________________________________________________  48. 2
Near  Eas t and South Asia______________________________  453. 5
Fa r East--------------------------------------------------------------------- 870. 3
Latin America________________________________________  68. 4
Nonregional_____________________________________________  29. 9

II . By catego ry—Total_______________________________________ 1, 885. 0

Essentia lly fixed cha rges_______________________________  376. 3

In fras truc tu re ____________________________________  76. 1
Interna tio na l mi litary  headq uar ters and agenc ies_______  11. 3
Train ing _________________________________________  122. 5
Supply opera tions_________________________________  141. 4
Admin istrativ e expenses____________________________  25. 0

Force mainte nan ce____________________________________ 740. 7

Spare pa rts__________________________________________  340. 6
Att ritio n, tra in ing ammunition, rep air  and  rehabi lita tion

of equipment____________________________________ 292. 5
Other consumables_________________________________  107. 6

Force improvem ent____________________________________ 768. 0

Ai rcr aft __________________________________________  258. 1
Ships____________________________________________  4!). 4
Tanks, vehicles, and weapons_______________________ 67. 7
Missiles__________________________________________  135. 6
Electronics and communicat ion______________________ 18. 4
Special progra ms__________________________________ 94. 4
Const ruc tion______________________________________  59. 6
All oth er_________________________________________  84. 8

II I.  NATO only—Tota l_______________________________________  719. 2

Europe  (NATO co unt ry pro gra ms )_______________________ 222.9
Near East (Greece and  Turkey on ly) _____________________  335. 8
NATO in fras tru cture___________________________________  76. 1
Intern ational mili tar y headquarters  and agencies_________  11. 3
Weapons prod uctio n program ___________________________  56.1
Mutual weapons development program____________________  10. 0
Other NATO area equipment and service s_________________  7.1

IT EM S SU B JE C T  TO RE GU LA R APPR OPR IA TIO N PRO CES S

Mr. Ford. Now would you go down the list which you have given 
me and tell me which items in this new authoriza tion bill, including 
back-door financing, would still have to come before this subcommittee 
for appropria tions. The first item of $900 mill ion would not.

Secretary Dillon. The first item would have to come before you in 
the way we described yesterday, and I think also the $287-million re­
payments would have to come before you in the same fashion. But 
for actual appropriations it would only be $1,885 million of milita ry 
assistance and the $1,690.5 million of economic assistance.
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Mr. Ford. In the ordinary sense, $3,575 million would still come 
before th is subcommittee in the regular appro priat ion process. Th at 
is the combination of $1,885 million and the $1,690 million.

Secretary Dillon. Yes. I assume your figures are correct.
Mr. Ford. Be careful of my mathematics.
Secretary Dillon. $3,575 million.
Mr. F ord. $3,575 million.
Secretary Dillon. Tha t is correct.
Mr. Ford. And the  other $900 million would come before us as a sub­

mission under the Government Corporations Control Act; is that cor­
rect ?

Secretary Dillon. The other $900 million plus the other $287 mil-
* lion.

Mr. Ford. In  those last two categories, $900 million and $287 mil­
lion, we would have an opportunity  to review, but in a little  d ifferent 
sense under the phraseology you used:•

Of course, it is presumed that  in accordance with legis lative prac tices under 
the  Government Corporations Control Act, modifications or limi tations  would 
only be imposed in special  or unusual circum stances.

Secretary Dillon. That is what we would assume, but of course, 
the legal righ t of the committee is unlimited. It  could do what it 
wants.

Mr. Ford. Tha t would tie your guideline or the admin istrat ion’s 
guideline.

Secretary Dillon. I t has been the guideline for the Congress so fa r 
in car rying  out the Government Corporation Control Act.

Mr. F ord. I understand there are some other items included in this. 
What about the Peace Corps request for $40 million? Tha t would 
come before this  subcommittee, would i t not?

Secretary Dillon. I have no idea. I presume it might. It  is a 
separate appropriation. Whether it would come here or before the 
State Department committee, 1 do not know.

Air. Rhodes. I asked tha t question of Mr. Shr iver  the other day, 
and apparently the Peace Corps appropria tion may go before the 
Department of S tate Subcommittee or  it may come here. It  has not 
been decided yet.

Air. Gary. I talked to Air. Shriver about it when he came to see 
* me this  morning. I asked him what would be done about it, and he

said he did not have any idea, and he had no preference. li e thought 
it would come either  to this committee or the State Department Sub­
committee, or, coming late as it does, it might go the Supplemental 

r Subcommittee.
Air. F ord. According to  the justifications submitted by the Dep art­

ment, it shows that figure of $3,575 million as amounts  which would 
come before this subcommittee for appropriation, p lus the Peace Corps 
proposal of $40 million; ICEAI, $6 million plus.

This $1 million is included with the ICEAI $6 million; the escapee 
program of $3.3 mil lion; the next is United Nations High Commis­
sioner, $1,200,000; the Office of OCED, whatever tha t is, $1,200,000.

Secretary Dillon. OECD is the Organization for Economic Coop­
eration  and Development.
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Mr. F ord. Administrative expenses, State  Department, $7.8 mil­
lion, or a total of $59,500,000. So if you add tha t, you come to 
$3,634,500,000.

Secretary  Dillon. Yes.
Mr. Ford. Are there any unobligated balances which you are 

familia r with tha t would likewise come before this subcommittee ?
Secretary Dillon. No. I am not familiar  with them, but they 

usually do ask for unobligated balances, and I think  the re was a figure 
in the presentation  somewhere—I do not know jus t where it is—of 
about $43 million.

Mr. Ford. I see it in the justification.
Secretary  Dillon. Nondevelopment lending program, $43,500,000.
Mr. F ord. Tha t is all, Mr. Chairman. *

FUTURE  REDUCTION IN  FUNDS SUBJECT TO APPROPRIATIONS PROCESS

Mr. Passman. In  connection with the totals just  established with •
respect to the amount which would still come to this subcommittee 
throu gh the appropriations process, did you not state yesterday that in 
subsequent years, under the proposal, if approved by the Congress, 
there would be less and less requested in appropria tions  for economic 
aid as such, and it would be in  the  other  categories?

Secretary Dillon. I think the intention or hope of the administra­
tion is tha t it  will be able to make some progress toward  carrying out 
the long-time wish of this committee and the Congress to reduce the 
amount of funds available for gran t assistance.

Mr. Passman. I apprec iate your reply, Mr. Secretary, but did you 
not indicate that  in subsequent years the request would be less and 
less because there would be more and more of the other category 
of spending?

Secretary Dillon. I do not know whether that is a situation of cause 
and effect or not. The proposal is that grant  assistance will gradually  
diminish, although they say i t cannot end. Of course, the  proposal i s 
tha t development lending will increase.

Mr. Passman. So, it could be that  under the new proposal, the major 
portion of the financing would switch over to the back-door approach, 
and the economic request for  appropria tion would be less.

Secretary D illon. I thin k the economic request would be less.
Mr. Passman. Then, it would be up to the members themselves to  •

inte rpre t this other thing as to whether it is a grant, loan, I O U, or 
projec t financing, or whatever they might care to call it.

Secretary Dillon. That is rig ht. *

MULTIYEAR APPROPRIATIONS VERSUS BORROWING AUTHORITY

Mr. Rhodes. Mr. Secre tary, one of the reasons given for  wanting to 
change the ground rules for the operation of mutual security is tha t it 
is impossible, so i t is said, to carry on a long-term development pro­
gram in any one country. On page 45 of the book I  quoted from yes­
terday, “Act for Inte rnation al Development, a Summary Presenta­
tion, Jun e 1961,” under the general heading  “Annual Congressional
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Hearings Would Continue,” these words are used refer ring  to whether 
or not we shall have appropriations or borrowing a uth ori ty:

The same purpose could be accomplished by the technique of a mult iyear 
appropriation. However, the technique of borrowing authority  is better adap ted 
to an income-producing lending operation which will be used to finance increases 
in productivity, and in fact  has been the technique most commonly used in the 
pas t for financing revolving loan funds.

If  the same purpose could be accomplished, then it is just a m atte r 
of degree as to which would be the better, is it not ? I t could be done 
on a multiyear appropriation .

Secretary Dillon. A multiyear appro priat ion, I think,  would do 
the same thing.

Mr. Rhodes. Exactly  the same thing  ?
Secretary Dillon. If  the  same amounts of  funds were made avai l­

able, there would be no difference.
Mr. Rhodes. Would it be better if  we were to appropria te mu ltiyea r 

funds  by country ? As you know, in th is program we have never a p­
propriated  by country . Assuming tha t we had a program which 
everyone agreed upon for Pakistan, as an example, and the money 
were appropriated on a multiyear basis, would this accomplish the 
same result as contemplated by changing the signals ?

Secretary Dillon. I think  th at migh t have some effects which I do 
not feel competent to comment on, but which I  th ink the Departmen t 
of S tate might w’ant  to comment on. As far  as the fiscal implications 
are concerned, any way the money is made available, i f i t is available, 
is just as good. There  is no difference.

Mr. Rhodes. Yesterday you said in response to a question from 
the chairman tha t the main item of accomplishment desired in the 
scheme of things is to  have continuity in financing.

Secretary Dillon. Yes; continuity in financial planning.
Mr. Rhodes. Wi th the new rules in the Development Loan Fund, 

will the “Buy American” policy continue?
Secretary Dillon. Th at is not provided specifically in the legisla­

tion. It  is not presently in the legislation of the Development Loan 
Fund , but it is the administration’s intention to continue the regula­
tion presently in force.

purpose of dollar repayments of loans

Mr. Rhodes. Speaking of the Development Loan Fund and the 
manner in which it  has operated, what has happened in the last year 
which has made it  desirable to change from the basis of loans re pay­
able in local currencies to loans repayable in dollars ?

Secretary  Dillon. We touched on tha t yesterday. I think the  basic 
reason is that very substantial programs under  Public  Law 480 seem 
to be continuing, and there  dos not seem to be any sign th at they will 
come to an end. They are very useful for many reasons. They have 
created in numerous countries, not all, but numerous countries, very 
substan tial ownership of local currencies by the United States, fa r 
more then we could ever use or the foreign country could ever redeem. 
When we hold too much of the local currency of a country, it can 
become embarassing and create difficulties.
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I t  was  fe lt th at  one sou rce  of  these local  cur rencies could well be 
cu t off. Since the  W or ld  Ba nk , or  the  othe r lar ge  op erators in thi s 
field, ha d somewhat changed th ei r position,  as the ch air man  pointed  
ou t, an d now fe lt th at  loa ns  rep ayable in do lla rs wi th  no int ere st 
would  fit in p erf ec tly  well w ith  t he ir  opera tions,  it was  f el t th at  i t was 
a pr ac tic al  and use ful th in g to sh if t to the  do lla r repa ym ent basis . 
U nd er  th e terms  prop osed, it  was fe lt th at  th is  w ould no t be  a b urden 
in t he  rec ipi en t country.

Mr. R hodes. Ac tua lly , th e ma in reason  is the burden som e na ture  
of  the local  curr enc ies  wh ich  we hav e been  accumula tin g and  the  
wo rry  ove r t he res ponsibi lit ies  th ey  en tai l, whi ch I sh are and I  t hi nk  
you do, too.

Se cretary D illon. T hat  is th e cru x of  wh at I  was  tryi ng  to po in t 
out . T hat  is the  fu nd am en ta l reason.

Mr . R hodes. W ha t we do wi th the m in  the fu tu re  is a grea t 
responsibi lity.

DURAT ION OF FOR EIG N AID PROGRAM!

Hav e you any  idea,  Mr.  Se cretary,  how fa r we real ly  intend to go 
in th is  for eig n aid  prog ram ? In  othe r words, it seems to me th at  all 
th in gs  a re rela tive . Whil e t he re  is a gr ea t diffe rence now between ou r 
stan da rd  of l iving  an d th at  o f t he  peo ple of centr al Afr ica,  very like ly 
a few  years  ago, as we count time, the re was  not anyw here near  the 
re la tiv e difference. In  othe r w ord s, alt ho ug h some Afr ican s are  p rob­
ab ly liv in g abo ut the same  way tod ay  as the y did  in the ear ly 18th 
centu ry , we are  liv ing  much dif ferent ly.  In  the ea rly  18th cen tury, 
we probably would no t h ave con side red th at  the y were in dir e str ai ts,  
because we were  closer to the sam e c ondit ion  i n whi ch the y lived than  
we are now.

Th e idea , of course , is th at we might  exp end  ou r fo rtu ne  and  ou r 
effo rts to br ing man y of  th ese  peop le up fa ir ly  close to ou r own stan d­
ar d of  l iving , a nd the n wha t d o we do? Do we g ear ou r ra te  o f pr og ­
ress  to thei rs  in the  fu tu re? I f  we do no t, do not  ou r chi ldr en and 
gran dc hi ldren in yea rs to  come find them selevs in th e same pos ition 
of  h av ing to extend  foreign  aid  in orde r to br ing some rac e of peop le 
up alm ost  t o thei r par ticu la r posit ion ?

A t wha t l ine  can  you say  t h a t we h ave  he lped these peo ple  as f ar as 
we should  he lp them ?

Se cretary D illon . I  t hi nk  t ha t is a  rea son able a nd  inter es tin g ques­
tio n, bu t I  th ink the re is a p lac e whe re th at  line  ca n be draw n, and it 
can be draw n fa r s hort of  a level t hat wou ld be  com parab le to our own 
level. That  is, at  the  level at  which  th ei r economies will  be str on g 
eno ugh to  ca rry  the  bu rden  of  financ ing  th ei r own fu rt her  develop ­
me nt th ro ug h nor mal bus iness channe ls. Th e countrie s of Eu rop e, 
fo r ins tan ce,  have a st an da rd  of  liv ing th at  is conside rab ly less than  
th at  of  the Un ite d Sta tes , but they  can  st ill  finance them selves pe r­
fec tly  wel l.

Mr . R hodes. I f  ou r ra te  of  grow th were to  con tinue  to  rise  in re ­
la tio ns hip to many of these othe r nat ion s, the n the di sp ar ity  would 
become gr ea te r as the  ye ars  go on. Whil e in your  s tat em en t I  believe 
you me ntioned th at  sometime  we may be able to get  ou t o f thi s business 
of  foreign  a id,  somet imes we w onder if  we rea lly  can unless we a dopt



211

a certain philosophy which would provide for an almost automatic 
cutoff at some period in time and space in the future.

Secretary Dillon. A country in Asia, like Japan, with relative ly low 
income per capita  compared to our own, has proved itself well able 
to provide its own financial development. I th ink you can look forward 
to these countries reaching this level at a point tha t is far below our 
present level and fa r below what our future level will be. I do not 
think it will be necessary at all to hold back our own development 
to match the pace of these other countries.

Mr. Rhodes. Do you think, when they arrive a t this  point, they will 
be satisfied ?

Secretary Dillon. Yes. There has been no indication tha t the 
European countries and Jap an are not satisfied. In  fact, they are 
making very rapid  progress under their  own steam.

Mr. Passman. Mr. Conte ?

IN TEREST ON  RELEN D IN G  OP ER AT IO NS  BY  L A T IN  AM ER IC A N R E C IP IE N T S

Mr. Conte. Mr. Secretary, in the Latin American program of a 
half billion dollars, a controversy arose in the Senate that the amount 
of interest charged for  those loans was too high. I believe it is 12 
percent. The issue was resolved in conference. How can we recon­
cile this proposal for development loans wi th back-door spending and 
no interest charges ?

In  tha t par ticu lar instance, I believe Senator Williams of Delaware, 
tried  to set a maximum interest rate to be charged for the loans. He 
was opposed by the admin istration, or by the Senators representing 
the administration in the Senate. How can you reconcile this program 
DL F where you have no interest charge at all ?

IN T E R E ST  ON  RELENDIN G OP ER ATI ON

Secretary Dillon. The controversy was not over the rate of in­
terest to be charged fo r loans from th is $500 million. The controversy 
was over the rate of interest which recipients of these funds might 
charge in a relending operat ion; specifically in mind were savings and 
loan type associations, things  of that  nature , which are being estab­
lished and beginning to take hold throughout Lat in America, at least 
in many countries of Latin  America, and which give real promise of  
being very helpful in enabling the Lat in American countries to de­
velop a way of financing their own housing.

Because housing is so important and costs so much money it has 
to be financed in great bulk interna lly, if not externally. Some of 
these funds were to be available as loans to such organizations to get 
then started because many of them are just beginning and need 
additional help.

They would also, however, depend largely on funds raised locally, 
and if they were going to get any local funds—savings from individ­
uals locally—they would obviously have to pay the going rate  to 
the ir depositors, like a depositor in a savings and loan association in 
this  country. He gets 4 ^  percent, or  whatever it may be, out West, 
and 3«% or 4 percent here in the East. Down in the Latin  American 
countries, where the rates are considerably higher in many places, 
savings and loan associations would have to pay 7 or 8 percent to
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get deposits from local individuals, and then would have to relend
the ir funds at a high enough rate to make the operation financially
successfully to carry itself. In  some cases where they were newly
star ting i t is felt t ha t the rate might  go as high  as 12 percent.

When this Williams amendment was adopted, the Prime  Minister 
of Peru , who has been ve ry interested in ge tting  this housing started 
and is putting through housing legislation in Peru, sent word up here 
to the State Department saying  t ha t the limitations such as Senator 
Williams proposed, which would be th at these savings and loan or­
ganizations  could not reloan money at more than 8 percent which 
would be the same price they would have to pay, would make impos­
sible the creation of these associations. He, therefore,  hoped this 
would not be done. That was the view that prevailed. •

Mr. P assman. If  the gentleman will yield to me to make an ob­
servation, we just refused to bring  the bill back until such time as 
the conferees of the other body yielded on tha t part icular section.

Secretary Dillon. We appreciated th at very much.
Mr. Passman. The tota l amount of money made available under 

the agreements of the Bogota Conference is a small percentage of the 
total money tha t will be used by the banks and the small finance com­
panies in Latin America.

In  many instances they paid as high as 15 percent to investors to 
get them to make investments, and thei r entire economies are built  
up around higher interest rates. Billions of dollars are repayable 
to the finance companies and  to the banks, maybe at  interest rates of 
12 or  14 percent. You were expecting those same individuals to buy 
stock in many associations th at were being set up. They claimed the 
limita tion proposed would throw their  enti re economy out of balance 
and they would prefer not to have it at all with those restrictions.

We did bring it back with this prov iso: that the interest rate  charged 
would not be higher than the prevail ing interest  rate in the indi­
vidual nations. If  a nation  is operat ing on 6 percent, there would 
not be an  8-percent loan. It  would be G-percent money. Is tha t a 
statement of fact, Air. Secretary  ?

Secretary Dillon. Yes, sir.
Mr. P assman. Thank  you.

FLEXIBILITY OF DEVELOPMENT LOAN FUND  INTE REST RATES ,

Mr. Conte. I still cannot reconcile in my own mind why such an 
amendment was opposed, when you p lan to go down to some of the 
same countries which are geared to the high interest rate and offer „
them development loan funds with no interes t rate  at all. This is 
troublesome to me. I thin k you would be a fool to borrow money in 
South  America when you can come to the United States  and obtain 
a loan with no interest charge and repayments to begin afte r 10 years.

Secretary D illon. I thin k you have a very good point, Mr. Conte.
It  is not contemplated that any individual would be able to get tha t 
sort of terms. These terms are flexible and when you came to loaning 
money to individuals, private enterprises, you could not use the zero 
interest rate when a competing private enterpr ise next door was paying  
a substan tial amount of interest.
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Mr. Conte. Are you saying you are not going to use the DL F to 
gra nt  loans to  private individuals and private enterprises throughout 
the world ?

Secretary Dillon. Wh at did you say ?
Mr. P assman. This development loan will be used for  loans to pr i­

vate individuals and private enterprises?
Secretary Dillon. That is correct. However, the rates charged 

them will not be this zero interest rate. It  will have to be a higher 
rate.

Mr. Conte. Then this  is flexible ?
Secretary Dillon. I t is flexible.
Mr. Conte. The zero rate  does not apply across the  board ?
Secretary Dillon. Not across the board.
Mr. Conte. Besides charg ing an interest  rate, you can also require 

tha t the loan be repayable in a year or 2 years ?
Secretary Dillon. Any terms they desire. However, 50 years is 

• the maximum term.
Mr. Conte. In  rega rds to the old Development Loan Fund tha t we 

had, 80 percent of it was repayable  in soft currency. We had  a clause 
in the contract  that tha t money could not be taken out of the country. 
Is th at going to be changed at all ?

Secretary Dillon. There  won’t be any necessity for a clause like 
that , since repayment will be in dollars.

Mr. Conte. Tha t money will come back to the Treasury ?
Secretary Dillon. Yes, sir.
I think, to be exact, under the proposal as submitted, tha t money 

would come back into a revolving fund, although I unders tand tha t 
the Senate Foreign  Relations Committee, in repo rting  the bill the 
other day, changed tha t provision and said the funds would go into 
the general funds of the Treasury. I also understood tha t is accept­
able to the administration.

Mr. Conte. Mr. Secretary, you stated tha t one of the reasons why 
we need this type  of a development loan fund, the back-door borrow­
ing from the Treasury, is that we could not have any long-range 
planning. The chairman asked you if you could name some country 
where we could have done better had we had long-range planning. 
You mentioned Taiwan.

Secretary Dillon. Among others. I think Ind ia is probably a 
» better example.

LON G-RANG E ECONOM IC AND SOCIAL PROGRESS PROGRAM IN  TA IW AN

< Mr. Conte. You used Taiwan. I would like to stay with Taiwan
because overnight I  have been able to go over my records on Taiwan. 
What social progress do you feel we could have advanced in tha t 
country had we had long-range planning?

Secretary Dillon. Well, I was fam iliar—I haven’t had the chance 
to refresh my memory but  I remember very well a couple of years 
ago that the Government of Taiwan came up with a program of 
financial, monetary, and fiscal reforms which sounded very good and 
which we hoped they would promptly put  into effect. They requested 
our a id to help them put it into effect. It  would, of course, have been 
very helpful if they could have gotten long-term commitments of
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aid. However, we told them that , although we were not in a position 
to give such multiyear commitments, they should be able to rely on 
us because we had helped them regularly in the past, and there was 
every indication tha t we would continue to do so in the future.

They were not par ticu larly  satisfied with tha t and I think, as I 
recall, the facts show that  they did not implement this program as 
rap idly  as we had hoped. What the status of it has been in the 
last year, I do not know. I am sure some people from the State 
Department can answer that  question for you.

Mr. Conte. I have here, Air. Secretary, an economic progress re­
port  on Free China between 1951 and 1958. It  is published bv the 
Internatio nal Cooperation Admin istration, Mutual Security Mission 
of China, which I obtained when I  was in Taiwan in 1959.

As you know, Mr. Secretary, in Taiwan, they have had a 4-year ’
economic and social progress program from 1951 to 1956 and they are 
now ending their  second 4-year program. During this time, the 
Taiwanese have made a very impressive record. ,

I t is my understanding th at  93.82 percent of the school-affe children 
attend school. Between 1951 and 1956, their industria l expansion in­
creased 53.2 percent. Elec trical  power increased 58.5 percent. The 
national income increased 40 percent. In  1956, the gross national 
product was 66 percent higher than in 1950, and the ir per capi ta gross 
national product increased 35 percent. Their  exports in textiles in­
creased from none in 1952 to $2,776,000 in 1956. The ir exports in 
hardware  and machinery increased from $682,000 in 1952 to $4.4 
million in 1956. Thei r exports  in chemicals increased from $165,000 
in 1952 to $1,580,000 in 1957.

Of the 20,000 plus factories in operation in Taiwan, at the end of 
1947, approximately one-th ird came into being aft er 1952. Their 
agricultural output increased 32 percent between 1950 and 1956. Their  
manufacturing  ou tput during the same period of time increased 132 
percent. In 1949, they were genera ting 854 million kilowatt hours.
In 1957, they were generat ing 2,550 million kilow att hours. In 1956,
Taiwan passed a new income tax  law. Thei r foreign investments in ­
creased tremendously, likewise thei r money supply. The ir highways 
have quadrupled. Railways and bus transportation has increased by 
leaps and bounds. They have improved and modernized their  edu­
cation system. In the last few years, they have doubled the number of 
university  graduates and have some 8,000 students in the ir vocational «
schools.

Mr. Secretary, I believe this  is an impressive record and was all done 
through the efforts and the help of our foreign aid program. If  there 
is any country in the world where I  have visited, which is an example 
and a showcase of the fruits  of our foreign aid program, it is Taiwan.

SELF-SUSTAIN ING DEVELOPMENT IN  TAIWAN

Secretary Dillon. I do not think I made myself very clear. I 
agree with you 100 percent that Taiwan has a terribly impressive 
record in what they have done. It  is because of tha t tha t we felt 
in 1959 tha t they were ap proaching a point where they could reach 
self-sustaining development and we were working on a program 
whereby we hoped tha t within a relatively short period, something
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like 5 years, they could dispense entirely with grant assistance and 
carry  on and develop themselves on thei r own, more or less in the 
way Japan is doing. As par t of tha t program some of the things 
tha t were necessary were tax reform, monetary reform, and various 
things of tha t na ture. Accordingly they developed the ir program at 
tha t time with this in mind.

RE MOT EN ES S OF  GRA NT AS SI ST AN CE  IN  T A IW A N  IN  NEA R FU TU RE

Unfortunately, as I  said, this type program was not carried out as 
successfully as either we or they had hoped, so the chances of Taiwan 
going off of grant assistance completely in the next 2 or 3 years is 
now, I  would say, quite remote. In fact, the day when Taiwan goes 
completely off foreign assistance does not seem much nearer today 
than  it d id in 1959. Th at is all I  was talking about. I am not c riti ­
cizing their  tremendous improvement. It  has just  put them in a 
class more or less by themselves. Tha t is why we were hoping they 
could make this additional breakthrough.

Mr. Conte. I take issue tha t we could have done more had we had 
back-door borrowing from the Treasury.

Secretary Dillon. I do not think  we could have done more in the 
earlie r period. It  was just to get them to do this sort of part icular 
reform tha t I had in mind. I think we did a magnificent job in 
those years.

Mi-. Conte. We have another problem in Taiwan. It  is very diffi­
cult to do anything about it;  t hat  is the military drain on the budget 
in tha t part icular country. They have to plow back so much in 
the ir milita ry defenses.

Secretary Dillon. We had felt, and had reason to believe, that they 
could carry even tha t, except for the equipment costs. We could 
have had to continue to supply the equipment, while they carried  the 
costs of thei r Army, but it has not worked out tha t way.

japan’s progress without back-door spending

Mr. Conte. You brought out another example of  another country  
where we have done very well. We have done well in Japan withou t 
this back-door spending.

Secretary Dillon. Jap an  is a developed country.
Mr. Conte. It  sure is, but it was not when we started in with our 

foreign aid program.
I think, Mr. Secretary, tha t Mr. Ford brough t out a very good 

point, that  you should go back to the administra tion and inform them 
of our feeling on this subject. You have some good friends on this 
side of the table who feel very strong for th is foreign aid prog ram b ut 
I am afraid they are going to dampen their spir its by what they are 
trying to do here. I cannot see why they cannot accomplish the same 
purpose by a mult iyear appropriation, come to the Congress and ask 
for the funds for 3 or 4 years.

Secretary Dillon. A multiyear appropriation  which actually pro ­
vides the funds would achieve just the same purpose.

Mr. Conte. Exactly the same.

72 882— 61 —pt . 1 ----- 15
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NEED FOR REFORMS IN  COUNTRIES FRIOR TO AID REQUEST

Mr. Passman. It  would appear to me that this program would be 
more acceptable to the overburdened taxpayer of  America if we would 
go out to these recipient nations, and let them get thei r houses in 
order, pass their laws, and then come to us and say, “Now we have 
initia ted the necessary re forms. Our house is in order. Do you not 
think  now you should give us some consideration ?”

We discussed yesterday that  it is not the long-range planning of

Srograms and projects, but long-range financing that is considered 
esirable, and tha t it is an enticement to these people to pass laws 

bringing  about land and tax  reforms. To say tha t we have to obligate 
this Government fo r 5 years in advance so as to entice those countries 
to pass laws themselves, well, to me, tha t appears to be a rather fa r­
fetched conclusion.

Secretary Dillon. I would not like to characterize  it quite tha t 
way, as you know, Mr. Chairman.

Mr. Passman. I drew those conclusions.
Secretary Dillon. I want  to make it clear those are not my con­

clusions.
Mr. P assman. It  was your statement indicat ing that it was an en­

ticement—
Secretary Dillon. I never made such statement.
Mr. P assman. You did not say it was in the nature of an entice­

ment to get these people to pass laws ?
Secretary Dillon. No. I am sure I never used the  word “entice­

ment.”
Mr. P assman. I think  the words you did use will support my im­

pression.

QU ESTIO N AS TO DIFFICUL TY  OF FI NANCIN G LONG-RANG E PROGRAMS ON A 
YEAR-TO -YE AR BASIS

Mr. Gary. Mr. Secretary, a na tion has worked up a long-range  pro­
gram, and has presented tha t program to us. They want  our help 
in that program. We tell them tha t we are ready to help them in t ha t 
program. We will give them so much money. Let them have it for 
50 years without interest, with the understanding tha t the first 10 
years they won’t pay back any of the principal, the second 10 years 
they will pay back 1 percent annually,  the next 30 years they will pay 
back 3 percent annually. Do you think they are going to then ques­
tion what  authority the Agency has to make them tha t promise and 
say, “We want you to go back and get long-term authority, so we will 
be certain tha t every dollar of this will be put up ?”

Secretary Dillon. No. I think if we actually do make such a 
promise, they would not go behind our statement.

Mr. Gary. We can assure them now tha t would be done, can we 
not?

Secretary Dillon. No, only to the extent of the funds  tha t are 
available. You only have made them available year by year.

Mr. Gary. We have been par ticipat ing in these projects. We do 
not agree to put up so much now, but we have made an initial  advance­
ment and told them tha t we would go along with the project.
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Se cretary  D illon. T hat was true  in th e In du s wa ter proje ct.  T h a t 
was a special  si tuati on .

Mr . Gary. In  a si tu at io n of  th at  kind  wh ere  the plan  has been  
worke d out , w hy would  i t be an y ha rd sh ip  f or  th e Agency  to come be­
fo re  th e C ong ress  an d presen t the  p lan befor e c om mitt ing  th e Go vern­
men t to expend itu res  to ta lin g hu nd reds  of mi llio ns of  do lla rs?

Se cre tar y D illon. I  th ink it  wou ld ju st  be ve ry difficult ad min is­
trat iv el y bu t I  would  r at her  le t th e Agenc y represen ta tiv es  s peak  fo r 
them selves.

Mr.  G ary. I t  wi ll b e d ifficul t for  us  to  g ive  th em  th e au thor ity  to go 
ah ead and m ake  these  comm itments, b inding  th e U.S . Go vernm ent up  
to  $8 bill ion, with ou t th e elected represen tat ives  of  the peop le, who  
are sen t h ere  f or  the  specific  p urp ose  o f mak ing these ap prop riat ions , 
un de r th e C onsti tut ion  hav ing an y say in it  at all.

DISTINCTION BETWEEN FIN AN CING  LONG-RANGE PROJECTS AN D LONG-RANGE 

FINA NC ING OF PROGRAMS

Mr. P assman. I f  th e gen tlem an will  yie ld,  wi th refe rence to  the 
D LF, is i t n ot  true  th a t the  tot al ap pr op riat ion fo r th is purpo se since 
th e incept ion  of  th is  prog ram is ap prox im ately $2 bil lion? Even 
th ou gh  the  D LF pr og ram  has  been in effect severa l yea rs, the  actual  
expend itu res  hav e been a ctu all y only  ab out 25 percent  of th at  am ount ?

Se cretary  D illon. T hat is co rrec t.
Mr . P assman. I s t hat  n ot,  in  effect, wh at you  wou ld c all lon g-r ange  

financ ing?
Se cretary D illon. N o.
Mr . P assman. Becau se you en ter  in to  the oblig ation , you adv ance 

th e money as the  projec t p rogresses?
Se cre tar y D illon. N o. Tha t is no t what we ref erred to at all.  In  

each one o f those cases wh en t he  comm itm ent  is m ade  we set aside  fu nd s 
fo r the  whole com mitment . W ha t the  ad min ist ra tio n ref ers  to when 
ta lk in g abo ut lon g-t erm  plan ning  fo r economic develop men t is the  
ab ili ty  t o tell  a co un try  th at  it  will  mak e comm itm ent s of  roug hly  a 
giv en orde r of  m ag ni tude  over the  ensuin g so ma ny  y ears, provide d a 
dev elopment  plan  an d prog ram s ubmi tted by the coun try  is a suitable  
plan .

Mr. P assman. I f  you make a $50-million loan under the  DLF,  it 
ma y be fo r a pr ojec t requ iri ng  4 t o 5 years or  more to be brou gh t to  
comp let ion , wil l i t n ot ?

Secre tar y D illon. T hat  is rig ht .
Mr. P assman. Do you call th at  an yt hi ng  else bu t long -ra nge 

financ ing?
Secre tar y D illon . I t  is fina ncing of a lon g-r ange , sing le proje ct,  

bu t the  financ ing  can  only be done  in 1 yea r. I t  is not lon g-r ange  
financ ing  of an  overa ll development  pro gra m.

Mr.  P assman. You m ake  you r co mm itments, do you not, Mr.  S ecre­
ta ry , when  you ob lig ate  the  f unds?  Wh en you make the  commitment 
and issue the  le tte r, you obl iga te yoursel f also  fo r the subsequen t 
years ?

Se cre tar y D ii .lon. I t  is a lon g-r ange  com mitment  of  the  proje ct,  
bu t not o f the ov era ll p rogram .

Mr. P assman. T hat is und ers tood. Ea ch  of  those com mitments  
is for  a specific p ro ject  an d develop men t pro gram .
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Secretary Dillon. As you say.
Mr. P assman. Has this not worked out satisfac torily ?
Secretary Dillon. It  has worked out for each project satisfactorily, 

but it has not worked out for the overall program.
Mr. Passman. I think we have agreed tha t a completely different 

standard  will prevail for projects  in foreign nations, t han the manner 
by "which we operate here in America for similar projects?

Secretary Dillon. I t would be different because we would be setting 
up overall development p rograms which involve legislation of a type 
tha t is not required in this country. It  involves changing tax laws, 
land reform,  things of tha t nature .

Mr. Passman. I am glad you brought tha t up again. I think we 
are in agreement tha t we are discussing this proposal on the  basis tha t 
it would encourage them to amend the  laws, b ring about tax reforms 
and certain  legislation, making it possible for them to match our 
money; is that correct ?

Secretary D illon. I think it would make it possible for them to do it.
Mr. Passman. Is that  not what we stated previously ?
Secretary Dillon. It  would make it possible for them to do it. I 

do not think  it would “entice” them to do it.
Mr. P assman. I am wi lling to substitute a word f or “enticement.” 

If  you are quarreling about tha t one word, in effect we are in accord, 
tha t it would encourage them. Will you accept that?

Secretary Dillon. That it would make it possible for  them-
Mr. P assman. Did ive also agree previously that we are thinking in 

terms, not necessarily of long term program and projec t planning, but finance planning ?
Secretary D illon. Tha t is correct.
Mr. Passman. I do not thin k the American people understand that 

fact. I believe they think we are talking about better planning as it 
applies to projects and programs, and not just finance planning. I 
think  the American people need to realize th at we are not refer ring to 
individual  programs and projects, but more to bet ter finance planning 
because then  you would not have the Appropria tions Committee con­sidering  your  annual request.

Than k you for yielding.

PREROGATIVE OF CONGRESS TO MO DIFY OR LI M IT  PROGRAM

Mr. Conte. Mr. Secretary, I want it understood tha t I do not dis­
agree with your aim. I agree with your aim in long-range  planning. 
I disagree with the method that  is being used. I feel th at we are re ­
linquishing our authority to the executive branch of the Govern­
ment. This  is a matte r of principle.  I believe it is an issue th at will 
demand a great deal of soul searching.

Yesterday  you mentioned the Government Corporation Control 
Act. You mentioned tha t the Congress still could limit  the DLF  borrowing authority.

If  this  is so, why would it not have the same effect on the govern­
ments that  are trying to do long-range planning to say to the State 
Department, when they go out there to negotiate, “There is this Gov­
ernment Corporation Control Act. Congress still has the power to 
limit DLF appropriations.” In  essence it has the  same effect. There­
fore, they won’t take the chance of prog raming for  5, 6, or 7 years.
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Secretary Dillon. I think I  could not answer that  any be tter tha n 
was done in this letter which the Secretary of State  and I sent to 
the Members of the Congress where it says:

This  system would have a very signif icant advanta ge ; th at  it would cre ate  
a stron g presumption which  does not exi st under the  present system.

Funds in known amounts would be ava ilab le for  the  con tinuation  of the  
program, even though the  Congress could take la te r action to the  contrary . 
Developing n ations will feel safe in th e conviction th at  the  Congress, once having 
asserte d its policy, wil l not  reverse it unless  it finds th at  the purposes of the  
legislation  are  not being fulfilled or th at  oth er circumstances of an exceptional 
na ture  make such act ion necessary .

I think  that would be a grea t improvement over the present 
situation.

* As you pointed out, it  makes possible long-range commitments by
other means such as multiyear  appropriations.

Mr. Conte. Could you give us an example of where the purposes
B would not be fulfilled ?

Do you set them out in your letter  ?
Secretary Dillon. No. I think  th at probably  was one of the  ques­

tions of either Mr. Ford or Mr. Rhodes. There  could be very serious 
mismanagement in the program and the purposes would not be fu l­
filled. They would also not be fulfilled if a country moved out of 
the free world.

Mr. Conte. Would  tha t be the only two cases in which you feel 
tha t Congress would be in a position to limit these appropria tions?

Secretary Dillon. No. We mentioned a number of others. If  by 
any chance, which we do not expect, war  should break out, a serious 
war, obviously the situat ion would be very changed. If  by any 
chance, again which we do not expect, we had a depression of the 
type  and magni tude we had in the 1930’s, that would be a different 
situation. We would not have the ability  to do as much as we had 
thought we could. There  undoubtedly are other situations. I said 
it is very difficult to  list  every possible situation  where the Congress, 
which has to make the ultimate  determination, and nobody else, 
would decide for i tsel f tha t this was sufficient reason to change th eir  
mind.

Mr. Conte. I have no fu rther questions.
Mr. Passman. Air. Secretary, you do unders tand tha t we are not 

j  quarreling . We are tr yin g to understand th e same thing.

COMMITMENTS PRIOR TO COUNTRY REFORM LEGISLATION

Let us look a t the hearings  of the Latin-American  program testi­
mony, with Air. Gordon testifying.  I shall q uote:

In many eases thi s wil l involve legis lation on their part, and in other eases 
sub stantial adm ini str ative  action, including the  development of new adm inis­
tra tiv e ins titu tion s, because, as you know, in many  cases  the governmen tal ma­
chinery is very weak. Th is is one of the difficulties in Latin America. In order 
to get these  things set up on a prop er basis where they require  some outs ide 
support, the re has  to be some assu ranc e in advance th at  the  necessary  outs ide 
fun ds will  be available.

So, I  repeat, it looks as if the inten t is th at we will first make the 
funds available, then assure them that  we have the money. It  means 
that  they will then take, or we hope they will take, necessary action 
to change their administrative machinery. Am I apply ing an accu 
rate  inte rpreta tion to wh at Air. Gordon said ?
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Secretary Dillon. I think Mr. Gordon’s statement is accurate.
Mr. P assman. I think Mr. Gordon’s opinion is rather unsound, 

when this country  is giving something away, but  we have to first wrap 
it up, put a bow on it, and say, “Here it is; now you pass certain 
reforms.” Certainly there  has been a change of opinion in that respect,, 
because last year we were assured, over and over again, tha t they 
would enact these reforms pr ior  to the appropr iation; but when we 
reached the point of considering the appropriation, they said, “We 
have committed it. Those statements notwithstanding, you have got 
to come up with the money o r else our Government will be embar­
rassed.”

Mr. Conte. You were in charge of the delegation in Bogota last 
December ? tSecretary Dillon. Tha t is correct.

Mr. Conte. Did you experience any difficulty there with the o ther 
19 L atin  American countries in signing that  agreement?

Secretary Dillon. No; much less than we ever had before. They •
were very ready to make these pledges, which they did in tha t agree­
ment, to undertake broad-scale reforms and put up funds of their own 
and join in self-help.

Mr. Conte. Of course, tha t wTas based on an authorization bill.
Secretary Dillon. Tha t is right.
Mr. P assman. We really had expected them to init iate  their  reforms 

and actually pass their laws before this country put  up the money?
Secretary Dillon. I think the idea was, and still is, th at they will 

certain ly take action toward  these reforms before funds  are made 
available to the individual country.

Mr. Passman. But in this  par ticu lar instance it worked just the 
opposite, did it not, in tha t we first made the money available?

Secretary Dillon. No. You made the money available to the IC A 
and to the Inter-American Bank, but I think  i t is their intention not 
to make it available until  some action has been taken, although not 
necessarily complete action.

Mr. P assman. Those countr ies are the recipients, are they not?
Secretary Dillon. The South American countries ?
Mr. Passman. Yes.
Secretary Dillon. Certainly .
Mr. Passman. If  you are going to have something given to you, 

would i t not naturally follow tha t at least you should prepare your- 4

self to receive it? Would it no t be better to have them establish th eir 
good faith first? Of course, th at  is water under the br idge, but I re­
member this whiplash coming down, based upon the premise that  we 
had made the promise, that  we had committed ourselves.

I am a fraid tha t the same k ind of th ing will happen if you should 
get the type of legislation you want. It  has already been agreed 
tha t you could legally obligate the $8.8 billion, technically, the first 
year. Could they not apply  that same system of saying, “We have 
committed ourselves, and you don’t dare run out now ?”

We did not know what the money would be spent fo r in Latin  Amer­
ica. There were no projects planned. They are imaginary up to 
this point. Could not t ha t same k ind of patt ern be used on this $8.8 
billion ?
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Secretary  Dillon. Spending of the $8.8 billion would be based, as 
in the case of Latin  America, on agreements between our  Government 
and recipient governments tha t they would begin  to take certain ac­
tions along these self-help lines.

Mr. Passman. If  you get the legislation tha t you have asked for, 
the commitments will have been made before the Congress actually  
knows what countries you made the commitments to and for what 
pro j ects. Is tha t a statement of fact ?

Secretary  Dillon. I thin k tha t is a statement of fact. Under the 
proposed bill there would be reports, although they would be made 
immediately af ter the fact.

Mr. P assman. Under the proposal, the executive branch would first 
t  make the commitments. After the commitment had been made, then

the Congress would learn  what projects and programs and nations 
would receive the money.

Is that, in pract ical effect, the fact ?
• Secretary Dillon. I th ink  that  is correct.

Mr. Passman. That is a pretty sad day in court, as far  as I am 
concerned, for fiscal responsibility.

Mr. Rooney ?
Mr. Rooney. I do not have any questions at this point.
Mr. Alexander. Would you yield, Mr. Chairman, for one question?
Mr. P assman. Yes, indeed.

CONG RESSIONAL PREROGATIVE TO LIM IT  OR MO DIF Y PROGRAMS

Mr. Alexander. Mr. Secretary, several years ago we were assisting 
Laos to a large extent through this program.

I t was brought out, through prob ing of this  committee, and I believe 
some of the other agencies of*the Government, that there was a lot 
of fra ud and other things tha t were apparen tly be ing tried to be swept 
under the rug by the administrato rs of the program.

I  had the feeling th at certainly this committee was very helpfu l in 
assisting the executive depar tment  in bring ing to a head a solution 
to a bad situation tha t was allowed to accumulate and continue.

Under the new proposal, where you get the money through the 
back-door approach, there would be no annual appropriation. This 
committee could do nothing about a situation of th at kind. We would 

i  have no leverage whatsoever, would we ?
Secretary Dillon. I would think so, if you fel t it was a serious 

enough situation and you investigated it, I  th ink tha t would fal l und er 
a type of situation Mr. For d pointed out, where, if there was mis­
management tha t was ser ious enough, and no indication tha t it  was 
being corrected, the committee could feel they might want to put a 
limitation  on the funds that  would be expended in tha t area in the 
future .

PROCEDU RE FOR CANC ELING  US E OF FU ND S

Mr. P assman. The burden of proof switches from the executive to 
the legislative branch ; is that  correct ?

Secretary Dillon. Yes. Not the burden of proof, vis-a-vis the 
Executive, but the burden of proof, vis-a-vis the Congress conscience 
in changing the program.
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Mr. P assman. Under the existing authorization, you come in and 
justify your projects in detail ?

Secretary Dillon. Tha t is right.
Mr. P assman. If  you get the legislation t ha t is proposed, then the 

legislative branch would have to go out, establish tha t there is a 
scandal, or something else of such nature going on, and we would 
have to take it away from you ?

Secretary  Dillon. That  is correct.
Mr. Passman. What is wrong, then, with the statement tha t the 

burden of proof is shifted from the executive to the legislative branch ?
Secretary Dillon. I think there is a shift. You do not have to 

prove to our satisfaction, you have to prove to your own satisfaction.
Mr. Passman. Wha t do you mean “prove it to our own satisfaction” ? *
Secretary Dillon. The executive could protes t all they wanted to 

but would not have any power.
Mr. P assman. If  this subcommittee should go out and find out that  

the program is not operating sat isfactorily , are you immediately going 
to cease operation ?

Secretary  Dillon. If  you find out something is being done wrong,
I  think certain ly the administra tor would be very grateful for your 
help in pointing out something like that , and would correct the 
situation.

Mr. Passman. We have not been able to correct enough of the 
wrongs under the present system, even with annual review and 
appropriations, so you would not expect us to make much progress 
by completely turning loose the purse strings.

Secrta ry Dillon. I thought Mr. Alexander just pointed out you 
made grea t progress is showing what  happened in Laos.

Mr. Alexander. We took the fraud  away; I hope we did.
Mr. P assman. I, too, hope that  we did.
Mr. Alexander. The point I was t rying to make, though, is this— 

once this program is underway the effectiveness of any subcommittee 
investigating  appropriations in my opinion would be almost nil be­
cause the administrato rs would hold no responsibility to us at all, 
would not be dependent upon us fo r funds, and I think the program 
would more likely be much looser tha n it is today.

Secretary Dillon. There is one thin g under the proposal. The 
administrators of the program would be fu lly dependent every year ,
on annual appropriations for the ir own administrative expenses and
thei r own salaries, so they would be very much responsible.

Mr. Alexander. The adm inistrators  are not  paid  out of funds that 
woul d come out of this ? ?

Secretary  Dillon. No. They would be paid out of appropria ted 
funds.

Air. Alexander. Tha t might be one way to get a t it.
Mr. P assman. Mr. Secretary, I  think tha t under the proposed 

legislation whatever move this committee miffht make, the executive 
has something to counter tha t move. We might  as well be realistic 
about this.

In  the mili tary  program, for example, if the committee and the 
Congress should make any reductions, under the Inn mi a ire of the bill 
they could immediately offset any cuts we make by borrowing from 
Defense Department funds, expecting a subsequent appropriation, so 
you have the door locked there.
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With regard  to the exaggerated requests for  the President ’s con­
tingency fund, if we made justified cuts along the  way in all the o ther 
programs, such as, for  instance, defense support, the Depar tment  
could immediately follow with what was p racticed 2 years ago and 
tran sfe r out of the contingency fund, and offset the cuts. Then, i f you 
get the back-door approach  to this other, it is almost a waste of time 
for  the committee to conduct hearings.

We have worked very hard to help make this a bette r program. I t is 
not pleasant to realize now tha t if the proposed legislation is ap­
proved, i t is about to be shifted to a manner of operation under which 
the Congress no longer would have control.

You and I both know that is a fact. All of us know it.

CIRCUMSTANCES JU ST IFY ING MODIFICATIONS OR LIMITATIONS OF 
PROGRAM BY CONGRESS

Mr. F ord. If  I could return to this limitation  on what conditions 
vzould prompt Congress to modify, or limit, the funds under the Gov­
ernment Corporation Control  Account, you said :

Su ch  re du ct io ns  in expendit u re s could  pro pe rly be  m ad e on ly  in  sp ec ia l, or  
unu su al , ci rc um stan ce s.

Then you said one such circumstance would be a depression such 
as we had in 1930. We have not had a depression of tha t magnitude 
for  30 years, or thereabouts.

Secretary Dillon. I do not expect any such depression.
Mr. Ford. For tunately we have not had one like tha t for some 30 

years, but the likelihood of Congress, under your guidelines, properly  
taking action to limi t expenditures in th is area would be virtu ally nil. 
We certainly  hope so.

Secretary  Dillon. I do no t think  my guidelines would be worth a 
grea t deal. I tried to do my best in answer to a question. This is 
something I said was very difficult to specify, and the final decisions 
are entirely up to the Congress and the competent committee, which 
is this committee in the first instance.

Mr. F ord. I am just try ing to develop how realistic  these guidelines 
are under the definition of special, or unusual, circumstances.

Certainly the one about the depression of the magnitude of the 
depression of the thir ties  is not very probable or realistic.

Secretary Dillon. Not likely.
Mr. Ford. The second one was war.
Secretary Dillon. I hope tha t is not likely.
Mr. F ord. We all hope that.
So from a realistic po int of view, as far as the Congress is concerned, 

tha t is not a very probable guideline where we could take any action.
The thi rd one, as I remember, is where a country left the free 

world. Under these circumstances Congress would be justified in 
making some reductions. How do you define “leaving the free 
world” ?

Secretary  D illon. Someone asked if  the Cuban situation  would be 
an example. I said “Yes.” I do not th ink you can cover every pos­
sible way of doing it, but I  th ink it will always be very obvious when a 
country  has done it.
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Mr. F ord. A country leaving the free world would be one voting 
consistently against our viewpoint in the United Nations?

Secretary Dillon. Tha t would be up to  the  Congress to determine.
Mr. F ord. However, tha t would be some evidence of the ir leaving 

the free world, would it not?
Secretary Dillon. If  the votes were consistent all the time. I pre­

sume if they voted consistently with the Communist bloc all the time, 
I think  it would be certainly an indication there was an affinity.

Mr. F ord. Supposing they voted agains t us on two or three  major  
issues in which we felt our interests were very deeply involved ?

Secretary Dillon. I would no t care to venture an opinion on that. 
I think every person would have to answer t hat  for himself.

Mr. F ord. Those kinds of circumstances would give the Congress an 
option in this area to take action tha t would reduce, or limit, the 
expenditures ?

Secretary  Dillon. Certainly.
Mr. Passman. Would it not follow tha t the record will show in 

instances such as you have described, they merely suspended the 
aid?

I know of some instances in the past, for instance, Egy pt, where we 
had certain types of aid. The obligation was retained, but the ex­
penditure was suspended. I thin k tha t later maybe we even made 
the expenditures. Suspending the aid would not be reducing it.

Secretary  Dillon. Not if you did that.
Mr. Passman. Is that  mat ter not in the record ?
Secretary  Dillon. Except in the case of Egypt-----
Mr. P assman. Tha t is one of them.
Secretary  D illon. There was a period of years when no new funds 

were obligated.
Mr. Passman. But the amount that had been obligated was kept 

on the books to the credit of Egypt.
Secretary  Dillon. Tha t is correct.
Mr. Passman. Any further  questions ?
Thank you very much, Mr. Secretary . You have been very coop­

erative. You have tried very hard  to answer these questions.
We recognize tha t some of the questions do not have an answer, 

but we do want to give you credit for  wanting to help the committee 
to try  to unders tand some of these complex problems. We hope we 
can be helpful to you in the  performance of the duties of your most 
difficult job.

Secretary D illon. Thank you, Mr. Chairman.
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