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It has been stated: "Nowhere is corruption In Govemant 
more 	 apparent than in what w call foreign aid. .. 

(a) 	 Have yov. found any evidence of corruption by U. S. 
personnel connected with the foreign aid program? 

(b) 	 To your knowledge has anyone else found or brought to 
your attention any evidence of corruption on the part 
of personnel associated with the foreign aid program? 

(a) 	The criticism stated above which is very broad and swep-

Ing is unsupported by fact. According to the records of te International
 
Cooperation Administration, since 1952 there have been a total of 16
 
cases in which employees of this and predecessor agencies have been
 
found guilty of conduut which could be classified as malfeasance. One
 
case is currently pending. The follcwing data indicates the disposi
tion of the 16 completed cases:
 

U. S. Government Employees 

Number of cases 
 • . . . . 16 

(a) 	Referred to Justice. ** n 
1) Idictments . . . . . . . . . 1Convictions . . . . . . . . . 1 

Pines . 7,500.00 
Rest it utions $5,176.72 

(b) 	Discharged . . . . . . .... 9 

(a) Resignations received wihile 
employee under inquiry. . . .. 7 

The cases listed above include act'vity such as falsifying
 
an expense account, falsification of quarters anowance, violations 
of the regulations relating to conflict of intertst, and theft. Most 
of the cases involve conduct of the typs that is likely to occur in 
any Government agency and is not particularly confined to an agency of 
this 	type. 

http:5,176.72
http:7,500.00
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The =mll number of cases which have been discovered is 
strong evidence of the effectiveness of the agency's intensive efforts 
to ensure that its personnel maintain a high degree of responsibility
and integrity. 

(b) This agency has received many communications from private

citizens, businessmen, other Government employees and mabers of Congress
providing information concerning alleged malfeasance or misconduct on
the part of the agency's employees. In each case, whether or not the
informant supplies any evidence, an investigation is conducted. Those 
cases containing allegations found to be unsupported by facts after
inquiry are closed. Those cases found to have substance after inquiry 
are included under the response to question (a)above. 



Eugene Castle alleges that four years ago there were 9,793persons on the Government's foreign aid payrolls and that today there
 are 18,891 employed in ICA, State and 
 Defense Department to give our 
resources away. 

(a) Is this correct?
 

(b) Uhat are the correct statistics?
 

(c) If there has been a growth, what has been the occasion
 
for this growth in employment?
 

(a) The criticism does not indicate the date o 
period asof which we were alleged to have 9,793 persons on the foreign aidpayroll. Our records do not reflect any figure which corresponds with
that indicated above.
 

(b) Assuming four years ago was intended to mean 1953, records
of this agency indicate the following personnel strength as of December 31
1953 and as 
of December 31, 1957, in the International Cooperation Administration, the Department of State and the Department of Defense: 

INTERNATIONAL COOPERATION ADMINISTRATION:I Dc31 257
 

U.S. Nationals 
Washington 
 1,440 1,799Field 
 23Q
 

Sub-Total 
 3,970 5,483 
Foreign Nationale 1 A&81
 

Total Payrolled Employees 6t001 
 10341
 
Indirectly Employed
 

U.S. Participating Agencies 5
 
(reimbursement basis)
 

Total Funded Employment 69571 
 10,928
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DWCA~i4WI OF STATE i 22L-1 92 e.3,15 

U. S. Nationals
 
Departmental 316 342 
Foreign Service Overseas A1u 

Sub-Total 930 904 
Forelin Nationals W 

Total 2,877 2,109 

DEPARTMENT OF DEFENSE:
 

U.S. Nationals 
Military Personnel 2,899 6,997
 
U. S. Civilians _J27
 

Sub-Total 3,124 7,374
 
Forein Nstione .r 67903
 o 

Total 3.803 

GRAND TOTAL - U.4. Notionals 8,594 14,348 
GRAND TOTAL*- Foreign Nationals 4,657 8,096 

TOTAL EMPLOYMENT 13,251 22,444 

(a) The increases in staff under the economic aid portion of
 
the Mutual Security Program during the last four years are the product
of two principal factors: 

(1) Continued emphasis on project type aid, particularly
 
"technical cooperation";
 

(2) extension of assistance or significantly incroased
 
programs in newly developing coUhtries.
 

The Technical Cooperation Program accounts for approximately
86% of ICA's total personnel strength although appropriations for the 
carrying out of such programs represent only about 8% of total funds 
made available for the economic aid program. Obligations incurred 
under the appropriations for Technical Cooperation have increased each 
year and this accounts in part for the corresponding increase in
 
personnel. For ex-rple, obligations of Technical Cooperation funds
 
were $113,676,000 in fiscal year 1955; $126,889,000 in fiscal year
 
1956 and $129,185,000 in fiscal year 1957. In addition, program require
ments under the Technical Cooperation programs have caused a progressively
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larger proportion of available Technical Cooperation funds to be spentfor direct hire U. S. personnel. In fiscal year 1954 o0ly 17.9% of theappropriation was used for U.S. personnel. By 1957 this percentage

had increased to 25.
 

Furthermore it should be noted that the countries in whichcurrent programs have been expanded, as well as those in which newprograms have been undertaken, tend to be the newly developing nations.These do not have enough economists, engineers, and technicians to planand supervise projects. Such scarcities make necessary relative largernumbers of ICA staff, as technicians, programmers and auditors. 

In addition, the expansion of ICA programs to newly developingcountries tends to emphasize project aid, which includes TechnicalCooperation as well as a significant segmtnt of other funds such asDefense Support, as compared with the commodity import program generally
characterized as non-project aid. 
Project aid is the great user of ICA
technical staff, since in project work, personnel must be employed as
technicians to work with, and train host country technicians; perform
required contracting, procurement and training activities, and to screen

proposed projects. 

While the above information explains some of the factors which
have accounted for the increase in personnel, it should be noted that
more detailed information concerning personnel needs and 
 specificjustifications to support such requests are furnished to the Appropriations Committees of both the House and Senate each year during
the hearings relating to the Mutual Security AppropriaLinns Act.
 

The increase in personne] employed by the Department of Defenas1 primarily due to the number of additional military assintance advisorygroups (seven) activated since January 31, 1954.
 

Moreover, subsequent to the Korean armistice, and the Indo-China
settlement in 1954, U.S. commitments necessitated increased staffing for
MAAGs Taiwan, Vietnam and Thailand. Inthe case of Korea, It was necessary to provide an increased personnel complement to administer theassistance rendered under the Military Assistance Program. The vastmajority of the additional personnel involved for HAAGassigned to U. S. Tactical Koreiu are actuallyComaMnds there, but have in addition certainresponsibilities to the Chief of Provisional HAAG Korea for carrying outtheir duties under the Military Assistance Program. Such personnel,therefore, have been included in the overall MAAG strengths for December 31,
1957 indicated above. 



In addition to the number of NAAGs activated since January 31, 
1954, the increase in indigenous personnel is also attributable to the 
policy of making maximum utilization of local employees in lieu of U. S. 
personnel. This results in substantial savings to the United States. 
In the case of certain MAAGs in the Ne,r East, the MAAG must supply much 
of their own support services due to b,z absence of U.S. Tactical Forces 
in the country or the lack of facilities 1. +he Ro-zoies concerned, 
i.e., Vietnam, Thailand, Taiwan, Cambodia, Pakistan. This factor 
further increases requirement for indigenous personnel. 

MAAG staffing is kept under careful scrutiny at all Defense 
echelons to insure that strengths are maintained at the minimum level 
required for the successful accomplishment of essential MAP functions. 
It may be pointad out that a 12.9% personnel reduction within the 
officially established MAAG program is being implemented during fiscal 
year 1958. 



Eugene Castle alleges that Europe leans on the U.S. for par
ticipation in her home defenses and refuses to assume her share of the 
free world's burden in the Middle East, Southeast Asia, Formosa, and 
South Korea. 

What are the re.ative defense expenditures of Europe and the 
United States as percentages of gross national product, as percentages 
of personal income, and as percentages of national budgets?
 

In 1957 the European NATO countries are estimated to have spent 
about $13.1 billion for defense, which represented 5.8 percent of their 
comnbined gross nationtl product (GNP) of $228 billion. The United States 
in the same year spent $44.3 billion for defense, 10.2 percent of its 
gross national product of $434 billion. The defense burden borne by 
the European NATO countries ib brought out more clearly when it is con
sidered that the average per capita GNP in these countries amounts to 
$850, only one-third the per capita GNP of over $2,500 in the United 
States.
 

We do not have available sufficient data on pe'.sonal income 
in European countries to make a meaningful comparison d!' this figure 
with defense expenditures. 

The United States devoted 60 percent of the Federal Government 
budget to defense in fiscal years 1957-1958. Percentages of NATO country 
central government budgets devoted to defense expenditures for fiscal 
years 1957-1958 are shown as follows: 

Belgium--Luxembourg 16% Netherlands 20% 
Denmark 17% Norway 21% 
France 25% Portugal 27% 
Germany 26% Turkey 32%
 
Greece 29% United Kingdom 29% 
Italy 21%
 

We should point out that inter-country comparisons of defense 
expenditures as a percent of total national gowrnment budgets do not 
necessarily provide a true measure of relative defense efforts. The main 
reason is that differences among countries as to division of financial 
and administrative responsibilities between the national government 
and regional or local governments directly affects the alse of the 
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total national government budget against which defense expenditures 
are measured. Thus, many functions, which in the United States are 
a responsibility of the state and local governments, are in Europe 

In the U. S., therefore,
the responsibility of the national government. 

the size of th%" national budget would be proportionately smaller and 
the percentage of the defense contribution would accordingly be pro
portionately higher. 

Except for Greece and Turkey, economiu assistance has not 

been programmed for the above NATO countries since fiscal year 1955. 

Military aid to the European NATO countries since the beginning of 
the program in 1950 has amounted to about $13.5 billion. Such 

military aid has declined steadily from a peak of $3.2 billion in 

1953 to $1.3 billion in 1957. From 1950-1957, these countries them

selves spent about $88 billion for defense or $6.50 for every $1 
of military aid provided by the U. S. In 1957, European NATO countries 
spent the equivalent of $13 billion for defense, or $10 for every $1
 

of military assistance received.
 

No precise current data are available on Western Europe's
 
contribution to underdeveloped countries. However, in a recent study 
made for the Senate Special Committee to study the Foreign Aid Program, 

Stuart Rice Associates estimated that during the years 1952-1955, 
Western Europe provided approximately $4.1 billion of public bilateral 
foreign assistance to underdeveloped countries, or at the rate of over 
$1 billion a year. This was apart from European contributions to 

multilateral agencies, and from their private investments abroad. 
It is believed that this rate of assistance has not changed materially. 



Are there any nations which openly pit the U. S. and the 
Soviet Union against each other in a bidding operation to purchase 
their allegiance?
 

The answer to the question stated is no. 

The availability or possibility of aid from the Soviet bloc 
undoubtedly has an effect on the attitude of some nations in their
 
dealings with the U. S. regarding assistance. The primary concern of
 
loss developed and uncommitted countries is, generally speaking, to
 
accelerate the development of their economies. To do this they must
 
obtain assistance from more prosperous nations. We are confident
 
that less developed countries would as a general matter prefer to
 
obtain needed assistance from the U. S. or other free world sources.
 
But if, or to the extent that, they cannot obtain from these sources 
the assistance which they believe they require to speed their develop
ment, many of them are prepared to consider Soviet offers of aid, and 
a number have, of course, already accepted such aid.
 

The U. S., on its part, has mde clear to other countries 
that it is not "competing" with Soviet bloc offers and is not attempt
ing to purchase allegiance. U. S. levels of aid are not determined by 
matching or outbidding bloc offers. They are determined through weigh
ing a number of considerations, including the recipient country's 
needs in relation to various mutually agreed objectives, overall U.S. 
interests in relation to the country, and the availability of aid 
resources. The Soviet economic offensive in less developed areas, 
with its goal of economic and ultimately political control, is 
obviously one vital reason for the U. S. making assistance available 
to these areas. But such assistance would, in the absence of 
Soviet aid or offers of aid, be needed and justified to accomplish 
our objectives in supporting the free world. It is those objec'ives 
which we have been trying to accomplish since well before Soviet aid 
was started, not bloc aid offers, which are the controlling determ-
Inant of where aid is provided and in what amounts. Other countries, 
we believe, understand the position of the U.S. on this matter. 



(a) 	 Wat percentage of the U. S. national debt is fairly 
attributable to foreign aid, military and economic?
 

(b) What percentage is attributable to foreign economdc
 
assistance?
 

(o) How much does this represent on a per capita basis
 
to each citizen of the United States?
 

(d) 	What was the per capita cost to U. S. citizens of
 
FY 1958 foreign economic assistance?
 

The public debt of the United States rose from $252.3 billion
 
on June 30, 1948 to $270.5 billion on June 30, 1957, a net increase of
 
$18.2 billion. It is not possible to attribute any one part of the
 
increase in the public debt to a particular type of expenditure of
 
the Federal Government. It should be observed, however, that during
 
the three-year period of heavj expenditures in connection with this
 
Korean war, December 1950 to December 1953, the natJonal debt rose
 
from $256.7 billion to $275.2 billion. It is possible to relate
 
Mutual Security expenditures to total Federal expenditures during
 
the period and then pro-rate part of the increase to the Mutual
 
oecurity Program.
 

(a) During the period from July 1, 1948 through June 30,
 
1957, total budget expenditures of tho Feder'il Government were
 
$531.1 billion. For the same period, the cost of the Mutual Security
 
Program (military and economic) was $42.6 billion. On a pro-rata
 
basis, the Mutual Security Program iccounts for 8.0 percert of
 
total Federal Government expenditures. On this basis, about
 
$1.5 rillion of the total debt increase of $18.2 billion is
 
accounted for by the Mutual Security Program.
 

(b) Economic assistance ($'2.5 billion) accounts for 4.2 
percent of the total Federal Government expenditures during this 
period. Thus $760 million of the total debt increase of $18.2 billion 
could be "pro-rated" to Economic Aisistance. 

(c) On thin "pro-ratn" bamis, the debt incroaso for 
Economic Assistance wpild be $4.42 on a por capita basis. (Soo Item (b).) 

(d) The estimnted expenditures for Economic Assistance for 
FT 1958 ere $1,500 mllion. Tho population of the United States is now 
estimated at $173 million. Thus, the per capita cost of Economic 
Assistance for FY 1958 is $8.67. 



Eugene Castle alleges that foreign trade is declining and
 
that our reliance on a foreign aid program rather than on private
 
initiative is the reason for this decline.
 

(a) Has private foreign trade increased or decreased in
 
the last few years? 

(b) 'What are the figures for each year?
 

(a) Private foreign trade has shown a strong increase in 
recent years. The U. S. now sells substantially more of its products 
to foreign countries than they sell to us. The volume of these 
private U. S. sales to foreign countries, both of manufactured goods 
and farm products, has risen steadily and substantially (68%) over
 
the past five years. This contrasts with an Increase of 18% in total
 
retail trade within the U. S. during the same period, indicating the 
rising importance of these growing foreign markets to continued 
expansion of the U. S. economy. 

(b) Private exports from the United States are as follows! 

Calendar year 1953 . . . . . . r . $10.5 billion 
N N 	 1954 . . . . . . . . H.2 

" " 1955 * *es. s @ ..4 " 

" 1956 . . . . . . . . 15.6 
" N 1957 .. . . . . . . 17.7 " 

Pivete exports are computed as follows: 

TOWa 'Uses exports. . . . 15.8 15.1 15.5 19.1 20.8 
Lest Military exports . . . . . JAI T 2 8.L I..LATa al ommqrcial exports 12.3 12.8 14.3 17.3 19.4 

Least 	 Non-military governmnt 
grants* 
Private exports 5 .2 J14 i7 

Frm U. S. Balance of Payments in tho Econol Report of the 
President, January 1958, U. S. Department of Coineroen 1957 
Preliminary 
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V. S. iepor s during tbe five years wre as follows: 

Calendar year 1953 . . . . . . . . $10.9 billion 
" 1954 .. . . . . . 10.2 " " " 1955 *.....o a .* 114 " 

" " 1956 . . . . . o . . 12.6 

The Mutual Security Program has greatly contributed to
this expansion of U. S. private foreign trade, rather than retarded 
it. By assisting in rebuilding war-devastated economies and in develop
ing backward economies, this program has helped to strengthen the

internal economic structure and the foreign exchange position of 
foreign countries so that they have been able to greatly increase
their purchases of capital and consumers goods through private foreign
trade channels and thus to become much better markets for United States 
producers. By helping free governments to resist Communism and to 
achieve security and orderly progress, this program has helped to 
create thome conditions of stability and peace which are indispensable

to durable and expanding private international trade relations. Also,
it should be pointed out that the bulk of the economic assistance 
provided under the Mutual Security Program has consisted of the financ
ing of purchases, made through private commercial channels, of goods
and services from private U. S. suppliers. This has meant not only

large-scale sales by private U. S. suppliers under the economic
 
assistance programs themselves, but introductior of U. S. products

in foreign markets and the establishment of trade relationships which 
stimulate fArther U. S. marketings abroad entirely outside the Mutual 
SecutU*-v Program.
 

The following table lists some countries which have
received U. S. economic assistance, and shows the increase which took 
place in purchases by those countries from the U. S. between 1948,
the year in which the U. S. economin assistance program was started,

and 1957, a year when economic assistance was no longer being
furnished to any of these countries under the Mutual Soctirty Program. 

I!.111i ons 
129& = Percent Increase 

Belgium-Luxembourg . * 0 309 460 47% 
Italy -o.. . .. . . . . 16 655 55%
Netherlands. *. .o. o . 310 604 95% 
United Kingdom . '•. •... 6. 1,077 67% 



bigene Cantle states that the Marshall Plan was originally
estimated to cost $17 billion. He continues: "but those who conceived 
the first Marshall Plan did not intend that it should continue for 13
 
yer and $70 billion." 

(a) What was the final cost of the Marshall Plan?
 

(b) 'hat was its duration?
 

Mr. Castle's statement that the Marshall Plan, contrary to its

initial conception, has continued for 13 years at a cost ot $70 billion
 
is not correct.
 

The Marshall Plan prograwA was the program of economic aid to
Europe - designed to rehabilitate war-devastated economies - which was

commenced in April, 1948 and which was concluded in June, 1951. 
The
 
total cost of that program was $12 billion - $10.8 billion in grants

and $1.2 billion in loans repayable in dollars.
 

After the completion of the Marshall Plan program, the U. S.
 
furnished defense support assibtance to European NATO coumtries. This
 
program - distinct from the Marshall Plan program 
- was essentially

designed to enable these countries to undertake rearmament and defense

efforts so as to contribute to free world defensive strength to counter
act the Communist menace. It did so by providing the economic
 
assistance necessary to sustain their economies under the burden of
 
these defense efforts. The last year in which defense support assistance was programmed for European NATO countries was fiscal year 1955.
 
The total cost of defense support for European NATO countries was
 
approximately $2.8 billion.
 

If Mr. Castle's reference to the Marshall Plan is taken to
 
mean all non-military assistance under the Iutual Security Program

including not only the Marshall Plan and defense support to European

NATO countries but also all other non-military assistance to all
 
areas of the world since the inception of the program, then the
 
program to date has continued foz about 10 years, not 13, and has
 
cost approximately $22.5 billion, not $70 billion. 
If all military

assistance is added to this figure, the total is $42.6 billion.
 



QUESTION NO. 8
 

Are arW of our foreign aid dollars used to pay for luxury imports 
by the recipient countries?
 

ANSWER:
 

Under ICA policies U. 5. assistance may not be used for importing 
luxury items. ICA has taken careful steps to enforce these policies 
and thereby to make sure that t11s does not happen. These steps include: 
(1) the building up over the years of an Internal achinistrative list of
 
specific itemu classed as luxuries which in the absence of a demon
stration of their essentiality are not eligible for I"A financing (2) a
 
careful syster of end use checks or checks on the actual use to which
 
U. S.-financed imports arc put (3) an arrival accounting system operated 
oither by the 'J. 1. nr by the host goverrnent which in turn makes reports 
to us and (4) a syter of penalties for any infraction of the policy 
against luxuries under which the "1.S. money so used is recaptured. 

!harges of this sort are made frcnr time to tine because observers 
learn of certain imports but do not learn of the use to which they are 
put. For example, one might make this charge about air conditioners or 
cameras. Dut it is apparent that an air conditioner is not a luxury 
where laboratory work requires rigid tenperature control. Similarly, 
what may appear under the label "camera" is not a luxury item if it is a 
specialized type of industrial photographic equipment. These are two 
actual examples of charges which have been made. This kind of charge 
frequently occurs also when the observer learns of the existence within a 
country of luxury items and makes this charge id thcut learning that, in 
fact., no M funds were used to finance its import.
 

Obviously, no ad-inistrative system can prevent mista'es. Tnds is 
particularly true where, as required by law (as wefl as sound principle) 
we make maximum use of private trade channels. But if an unauthorized
 
use is made of AA funds, the aid country is obliged to make a refund
 
of such funds to ICA. As of Jan. 31, 1958 over $8,000,000 had been
 
received by ICA from aid countries as refunds of amounts improperly spent
 
for luxury or unessential goods.
 

Even in the uncomon cases, where because of the need to secure
 
foreign local currencies quickly, ICA has transferred dollars directly to
 

the aid country (as where local currency for troop pay has been required
 
before commodity imports could generate the amounts required)j a control 
system has usually been established to prevent purchase of luxury goods 
with the dollars transferred. Although in such cases the dollars are no 
longer the property of the U. S., the aid country has formally agreed mot 
to spend them for luxuries and has permitted an ICA representative to 
sit with the Oovernment's import control body which enforces this agrement. 
In those rare cases where the control system has not operated to preveat
 
the purchase of luxury goods, ICA has taken additional steps to correT 
the situation and prevent additional purchases of non-essential goode.
 



QUESTON NO. 9 

Eugene Castle alleges that some nations spent our money for a 
multitude of unwanted and unneeded and wholly unsuitable public works 
projects& 

a) Is this true? 

b) What is the procedure utilized in 
eligible for foreign aid? 

selecting a project 

c) 	What voice do we have and what voice does the recipient
 
nation have in the selection and evaluation of projects?
 

ANSWER
 

a) This criticism is certainly not true. Of course it is so 
generalized and sweeping as to defy a specific response. Such an answer 
would require knowledge of which projects, in which countries, financed 
by which U.S. money Mr. Castle has in mind and in what particulars he 
believes them unwanted, unneeded and unsuitable. 

Procedures developed by ICA and its predecessors make high
ly unlikely the expenditure of funds for any unwanted, unnieeded and unsuit
able project, not to speak of multitudes of them. No ICA project, in pub
lic works or of any other kind, is even started unless aril unt1l specific
ally and fonally requested by the cooperating country. So it can hardly 
be "unwanted". Actually, each proposed project represents the cooperating 
country's judgment as the most desirable out of many desirable activities, 
all fiercely competing for the limited aid funds available. In addition, 
in almost all cases the country itself must finance the bulk of the proj
ect 	cost from local currency resources, including counterpart fundswhich
 
are very short in relation to a multitude of competing needs. When, as 
frequently happens, the U.S. assistance is on a loan basis and must be re
paid, another factor militates against expenditures for "unwanted" projects. 

The likelihood of a project being "lmneeded" or "unsuitable" 
is likewise remote in view of the screening wich project proposals re
ceive before they are approved. These procedures are described in (b) 
below. 

It must be conceded that it is possible that in the course 
of supporting scores of public works projects in dozens of countries over 
a period of more than ten years ICA and its predecessor agencies may have 
supported a few projects which some peopli, with the benefit of hindsight 
might now consider undesirable. Such casos are likely to be ones 
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associated with a Ncrash" program vhich ICA or its predecessors have beenrequired to take for urgent political and economic reasons, such as the
Iranian cri~is of 1952. In any case where ICA has determined that a pub
lic works prcject is not wholly suitable, ICA has taken vigorous action 
to correct the situation and to maximize the project's utiliV. 

b) While specific ICA procedures for reviewing proposed proj
ects vary somewhat with the particular type of funds involved, projects
generally go through the following steps before they are approved for

financing with any funds controlled by ICA:
 

1) 	 The cooperating country proposes the project and re
quests U.S. assistance; 

2) 	 The ICA i.ission in the cooperating country reviews 
the proposed project for its desirability, economic 
and technical feasibility, and cost. Where suffi
cient technical or economic data is not available, 
a special engineering or other sur-ey may be re
quJxed. 

3) When the ICA mission is satisfied the project is sound, 
it submits it to ICA/Washington for further review and 
approval. This review is carried out by U.S. economic
and technical staffs, by specialized agencies of the 
U.S. government, or 	 underby private firm contract 
to ICA, as necessary. 

4)	Only when the project has successfully passed this 
total screening is it approved for financing. 

%)At this stage a project agreement is signed between
ICA and the cooperating country, specifying the de
tails of the project and the contributions which each 
party agrees to make to its cos,. 

6) ICA technical staffs in the field and in Washington
follow up on the implementation of the project to see
that it is carried out in a satisfactory manner and
In accordance with the agreement. 

This standard procedure is followed in cases of projectsfinanced tk defense support or special assistanco funds under the Mutual 
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Security Act- A somewhat less elaborate review procedure characterizes 
projects financed from counterpart funds or PL 480 local currencies. In 

the funds legally belong to the cooperating govthe case of counterpart, 
and ICA's review of proposed expenditures is understandably noternment 

as intensive as where U.S. Government funds are expended. In the case of 
not aPL-480 funds, the projects are in most cases financed on a loan, 

grant, basis, and ICA review depends upon the degree of consent given by 

the country in the underlying surplus agricultural commodities sales agree
of Uement. These agreements customarily require ICA review and approval 

specific projects but it has not been feasible to secure from a country 

purchasing our surplus agricultural commodities under PL-480 consent to 

the same elal-orate procedures for project review as they accord in the 

of Mutual Security assistance funds.case 

the matter of review procedures, a seriousA3 a sidelight to 
us whether ICA's present review processesquestion has thrust Itself upon 

not too intensive and extensive. Some critics maintain that Soviet are 
make less demands upon countries for information andassistance programs 

project review, and hat, consequently, they are both less irritating to 
more expeditious in operathe nationali~b pride of sensitive nations and 

ton than the U.S. programs.
 

c) The foregoing description of procedures indicates the frame

work in which projects are developed. The general aim is to secure that 

development on a fully mutual and cooperative basis. 



QUESTIPON NO. I0
 

Eugene Castle alleges that we are giving $48 million annually 
to pay for pensions for overaged Chinese soldiers. Is this correct? 

The ICA has neither set up nor financed a pension program for 
overaged Chinese soldiers.
 

In 1954, the Chinese Government requested assistance from the 
United States to meet its urgent need for a program to increase the 
combat efficiency of the Chtnese military forces on Taiwan by removing
and replacing with fresh rvcruits some 80,000 overaged and disabled 
mervicemen who came from the China malrland with President Chiang 
Kai-Shek. Such assistance was an essential part of a joint Chinese-

United States effort to Increase the combat effecti'eneob of the armed 
forces on Talwan. The release of the cc.mbat Ineffectives to the
 
civilian community would make them refugees In a sense as they had no
 
family, home or relatives to whm they could turn for assistance. 
Most lacked skills or crafts of the typ6 to permit them to support 
themselves in civilian life. The magnitude of thIs problem was such 
as to be beyond the financial capabilities of the Government of the
 
Republic of China.
 

After due consideration of the factors involved it was con
cluded to be in the interests of the United States to make available
 
a total sum cf $48 million cf Mutual Security funds to help the
 
Chinese Goverriment not in setting up pensions, but rather in carrying
out a positive program to find productive and permanent solutions to 
the problem. According]y, $6 million was allocated to the military

assistance program administered by the Department of Defense for
 
expenses connected with equipping and training the young replacements,

and $42 millicn were economic aid funds made available by ICA. The
 
$42 million inoludes the local currency element of the proje-t cost.
 
The funds administered by ICA are being used principally for tvo types

of projects. (1) productive activitis such as highway construction
 
and forestry duvelopment by which the able--bodled soldiers are being

converted Into self-supporting clvilana and (2) provisions of hospital

and other facilities for the treatment of the sick and disabled. 
The
 
program was approved and initiated in 1955 and it is currently anti
cipated that by June 30, 1958 U.S.-financed support of the program 
will have been substantially completed within original budgetary
estimates, There are no plans to request additional U.S. funds for 
this purpcsu,
 



UESTIO NO. 11
 

An allegation has been made that we handed over $1 million 
to bolster the Pakistani fishing industry, Is this correct? 

AN-zW: 

Through June 30, 1957, ICA obligated $1,275,000 toward 
improving Pakistan's fishing industry. The average national diet in 
Pakistan is 2,125 calories per day, of which only 10%is proteins, and 
therefore the explcitation of the fishing industry is extremely important 
in improving the welfare of the populace. 

In East Pakistan alone fish and rice are the main diet of 
45,000,000 people. To hundred thousand fishermen are dependent directly 
upon fisheries, and unknoun thousands are indirectly dependent. The 
industry is now in a primitive condition, but there is the natural 
potential to produce the millions of pc°-nds of fish needed by the local
 
population.
 

The major portion of the ICA assistancG has ben for the 
development of the Karachi Fish Harbor. This has included technical 
advice in dredging the harbor and reclaiming approximately 47 ,res of 
land, the furnishing of equipment and supplies not available in Pakistan, 
and U. S. training for Pakistanis. The fish harbor when completed will 
include such structures as an auction market, ice plant, drying sheds for 
nets, boat repair shops and allied facilities. Some of these structures 
have been completed and are already in operation, others are in the 
process of construction and others are still in the p]anning and 
designing stage. It is expected that when the harbor is in full 
operation it will provide employment for approximately 5,500 people. 
Present plans call for completion of the facilities by December 31, 1959. 
The fish processed at Karachi Fish Harbor are for domestic consumption. 
Other related activities in the program are assisting mechanization of 
the fishing fleet, demonstrating equipment and technique, and providing 
nylon twine for improved nets. 

Pakistan undertook to furnish local labor and supplies needed 
for this program and its contribution to the necessary financing was 
$2.9 million through Juna 30, 1957. 



_QUETION NO. 12
 

It 
highw, 

in alleged that we have 200 U. S. engineers building
in Vietnam which has no military value. 

a military 

a. Is it correct that 200 American engineers are so engaged? 

b. What is the military value of the highway in question? 

ANM~er 

This statement is incorrect. 

ICA is contributing funds to the construction of two highway segments
in Vietnam. The first, running from Saigon to Bien Hoa (31 kilometers)
is the main ncrth road out of the capital (Route 1). It is heavily
traveled and is of great economic and strategic importance. 

The second road (Route 21) is the 16 0-kilometer stretch from Ban
Me Thuot to Ninh Hoa, providing road communications with new resettlement
villages which have been established by the Government of Vietnam to
insure settlement of the area by loyal Vietnamese who will 'esist infil
tration by Viet Minh agents. The Government of Vietnam has stressed the 
importance of these settlements and the connecting roads (including
Route 21) to the defense and internal security of the country. 

The U. S. decision to assist Vietnam in the construction of highways
has always been based on the urgent need to rehabilitate the war-damaged
road system for the parpose of improving Vietnam's defense potential,
contributing to internal security, and providing a basic ingredient for
economic progress. Completion of the highway system will facilitate
rapid movement of the Vietnamese armed forces and the civil police. 

A U.S. engineering firm and a U. S. construction company are in 
charge of engineering and construction on both Route 21 and Route 1.Total engineer personnel (including engineer types and including not only
U.S. but all non-Vietnamese) employed on the highway projects by both
companies has never exceeded approximately 70. In addition to engineers,
there are employees of management, administrative, and operational
character. The number an well as the types of non-Vietnamese personnel
who may be engaged on the highway projects is subject to ICA approval
which is based upon a review of personnel needs to meet project objectives. 



QETION NO, 13
 

(a) Are we financing the planting of wild grass shoots 
along public highways in Lebanon? 

(b) If so, why? 

(c) What is the value of this project? 

(a) We have contributed the services of a technician and 
the use of two tractore to a project involving the planting of wild 
grass shoots along a Lebanese highway. 

(b) The purpose of this project was to prevent movement of 
sand. The highway in question runafrom Beirut to the Khalde iriport.
Winds from the sea were blowing sand over the highway from adjacent
dunes. Th's sand movement conotituted a serious traffic hazard, not 
only to highway traffic but to incoming aircraft as well. It in 
estimated that annual labor costs of removing sand from the road 
were $16.000. It was considered that this was a worthwhile project 
to further by contributing technical guidance and equipment. 

(c) The project as a whole cost approximately $4,000. ICA's 
contribution consisted of the part-time services of one technician and
 
use of two tractors, both in the area in connection with other ICA
financed projects. The governmont of Lebanon provided the other 
equipment, fuel, lubricants, grass shoots and labor. 

Although this was not treated as a separate ICA project, 
the work do,,e was highly successful and nearby countries have drawn 
upon Lebanese experience to tackle similar dune control problems.
This is an excellent example of the sort of incidental assistance 
which is possible within an aid-receiving country at little or no 
additional cost to the U. S. 



QUESTION NO. 14 

"In Iran we imported machinery and equipment of all sorts 
valued at 25 million. Three years later the International Cooperation 
Administration was still trying to find out where it had all gone, where
 
it then was, and who had it." (a) Is this correct?
 

ANS',R: 

There is no question but that some mistakes w.e made in the
 
selection of equipment appropriate to Iranian conditions in the early
 
days of the Iranian program. The program was on a crash basis in an
 
effort., conceded to have been successful, to prevent a nation with a
 
common border of 1200 miles with Soviet Russia from falling into the 
Communist abyss. On the other hand, some of the unused equipment is 
explainable by the fact that it was laid up waiting for spare parts 
after being damaged in shipping. Of the "machinery and other physical 
assets * . * scattered in such a way that no one as yet has been able" 
to find it, all but two percent has been formally docuented and accounted 
for. The remaining two percent is represented by property known to have 
been financed by ICA, but not identifiable against shipping documents; 
It is physically present in Iran and is presently utilized for projects 
by the Governrent of Iran* 



QUESTION NO. 15 

(a) Have we undertaken the construction of expensive aifields 
in Afghanistan? 

(b) If so, what has been the cost?
 

(c) Why have we built airfields?
 

(d) What is the justification of the airfield when the rest of
 
the transportation system is exceedingly backward? 

ANSWE,
 

(a) and (b). We have undertaken the construction of one large 

airfield in Afghanistan. It is located approximately 121 miles Southeast 

of Kandahar. $5.9 million was obligated by the U. S. in June, 1956, for 
construction, materials, and equipment and for communications-navigational
 
aids at Rundahar as part of an overall air project. The Government of
 

Afghanistan had already, before it received any mutual security funds,
 

planned the construction of the airfield at Kandahar and had spent 
approximately $600,000 of its own funds for grading and compaction. 

(c) and (d). The United States has provided assistance to air 
development, including airfields, in Afghanistan because air development 
is believed to be an essential and economical first step in helping the 
economy of Afghanistan. The Civil Aviation Program, under which the 
United States will help Afghanistan expand its airlines system and improve 
its Department of Civil Aviation was requested by the Government of 
Afghanistan, and initiated in June, 1956. Through June 30, 1957, a toAcl 
of $14.7 million had been obligated for the program. As a result of the 
development of the international airport at kandahar, U. S. commercial 
planes have begun to link Afghanistan with the other countries of the 
free world. A management contract already in operation has helped the 
Afghan airline operate scheduled flights for an expanding volume of 

further and important result of this U. S. assistance,traffic. And as a 
Afghanistan has already been able to strengthen its internal political 
and economic cchesion in a manner similar to the experience of Latin
 

America, whose transportation probloms closely -allel those of 
Afghanistan, and which, like Afghanistan, have very difficult terrain 

this time when the Afghrii airlines have operatedproblems. Moreover, at 
domestic and international scheduled flights for nearly a year, both 
freight and passenger traffic have exceeded all expectations; revenues
 

have increased substantially; and exports of Karakul and Afghan carpets 
have been greatly facilitated. The not advantage to the Afghan ecosn 
is clear.
 

It is fully recognized that it is important also to develop 
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land transportation in Afghanistan, and substantial efforts have been made 
to do soj including assistance in surveying the highway system, in providing
training in highway maintenance, in improving the highway maintenance
organization, and in the establishment of motor maintenance repair shops.
But many difficulties have arisen in making such assistance effective, and 
it is recognized that it will be a slow process before this assistance will
have the necessary Impact in the Afghanistan economy. In these circumstances 
simultaneous assistance to air development seems unavoidable. 



The allegation has been made that we have provided electronic 
kkcroscopes in regions of the Philippines where no power is available 
for their use. Is this correct?
 

Two electronic micvoscopes were procured for the Philippine 
program. Use of one of the microscopes was delayed due to lack of 
power at the time of its arrival. The problem was rectified thereafter 
and the microscope was put to effective use. 

The second microscope was procured in 1953 for the Alabang 
Serum and Vaccine Laboratories of the Department of Health of the 
Philippine Government and power was available at that location to put 
the instrument into effective use on its arrival. 

The facts concerning the first microscope are as follows:
 

In 1951 the Philippine Government requested, &nd the then ECA approved,
 
the prc:-urement of one electronic microscope for "so in plant research
 
at the College of Agriculture of the University of the Philippines at
 
Los Banos.
 

The procurement of the microscope was considorea essential 
for the study of virus diseases, especially of coconuts, which is a 
serious problem in the Philippines. Although it was known at the time 
of procurement that there was no dependable source of power at the 
College to operate the microscope, the Philippino Government assured 
our Mission that arrangements would be made for the College to connect 
onto the power line which was furnishing power to Manila. It subse
quently developed that the Philippine National Power Company wan unable 
to obtain the necessary capital to extend their power facilities in 
order to furnisi dependable powor to Los Banos and surrounding com
munities. Faced with this difficulty the Philippine Government and 
our mission concladod that the most economical and practical alternative
 
was to build a small generating plant for the College in order that it 
could supply, and be assured of, dependable power for all its facilitiesp
 
including the electronic microscope, rather than relying on the then 
used commercial source whose equipmont was rapidly deteriorating. 
Generators were procured by ICA for the plant and the College there
after generated power for i ,s facilities and equipment including the 

microscope as well as the cntiguous new Vorest Products Laboratory 
and the College of Forestry which also are ICA projects. 



QUESTION NO. 1-1
 

Does the return of assets to Germary and Japan have any relation
shipj remote or closej to the foreign aid program? 

ANSWER:
 

The return of assets to Germany and Japan has no such relation
ship.
 

Presumably this question is based on the current issue concern
ing return of assets originally held by German and Japanese nationals. The 
situation regarding these assets is as follows* During World War II the 
U. S. blocked and later confiscated German and Japanese assets in the U.S. 
The White House issued a press release last summer Which stated that it 
would transmit to this present session of Congress its legislative proposals 
with regard to these assets. At no time has itbeen proposed that return
 
of these assets be treated as a form of assistance to any foreign govern
ment.
 

Aside from military assistance, Germany is no longer receiving 
any aid and there is only a small technical assistance program in Japan. 



QUISTION No 18 

Mgns Castle has stated that we are now expected to pay Germany 
for the cowt of mintalning the British and French armd forces now on 
d&ty there. Is this correcet? If so why are we doing it? 

ANES
 

We au'e not now paying', nor have we %greedto pay Germany or anyone 
else for '.ho cont of maints ning British and French armed force-in ermany. 

Thore has been recent protesr by Great Britain that due to Germany's 
refusal to pay 1tm.p support costs t6ase c.3ts were creating a foreign 
exchange iroblem for Britain. Britain believes she is bearing hn unfair 
share of the burden of maintaining NATO military strength. France has 
also voiced informal complaints along thu same lines. A committee of 
experts agreed that the cost of maintaining troops in Gerrany was causing 
Britain a foreign exchange problem. The German Government has sugested
that to relieve Britain of this burden other NATO countries contribute to 
the cost of maintaining her troops in Germany. Nb further action has been 
taken with respect to this problem. Behind this proposal lies the question 
of equitable distribution of mutual defense costs. 



QUBSTION NO. 19
 

HUhwaqu and bridges are being built In foreign lands while 
our om road qstem has been neglected for many years. 

MqSWERt
 

During thea'riod July 1, 1954 to November 30, 1957, the 

U. S. Government financed highway improvements and development 

in aid receiving countriam in th amount of approximately $133,000,000. 

For calendar year 1954 45.7 billVDn dolZars wore expended for 

new highway construction in the United States. 



QUESTION NOe 20 

It has been alleged that the United States undertook the build
ing of a highway in Thailand for $6 million and that this highway has al
ready cost $18 million for half of the originally planned stretch. Is this 
correct? What are the circumstances surrounding the construction of this 
highway? 

ANSWERs 

UeS. support of the Northeast Highway project in Thailand was 
undertaken in 1954 on an urgent basis when Communist Viet Minh troops pene
trated to the Northeast Thailand border and it appeared there was grave 
danger that neighboring countries, especially the former Indochina States 
might fall to overt Communist aggression and subversion. Initially, the 
highway was conceived as a strategic road to the NE so that Thai forces 
could more effectively use tanks and other vehicles furnished as U.S. mil
itary aid, to defend the area in the event of hostilities, while at the 
same time the great economic importance of the road was recognized. 

The semi-arid Northeast of Thailand to be served by this road is 
relatively isolated, economically depressed, and vulnerable to subversion.
 
The road forms a main link in the vital transportation route from the Port 
of Bangkok to landlocked Laos. The linking of Bangkok to the NE with an 
all-weather road is of very high priority in the improvement of Thailand's 
communications. Already remarkable new economic activity is resulting as 
the road penetrates into the heretofore underdeveloped NE. Agricultural 
diversification and processing is essential to the development of economic 
self-sufficiency in Thailand and the NE is the key area in this regard. 

Because of the grave military situation existing when the project 
was initiated, it was considered necessary to start road construction quick
ly before completing detailed engineering :-tudies and cost estimates. In 
lieu of such studies, it was arranged that detailed engineering would pro
ceed concurrently with the construction. 

At an early stage a preliminary cost figure of $6,2 million (plus 
a $1 million Thai contribution) was suggested, based on generally unchecked 
Thai data. However, before ICA undertook to contract for any construction, 

morean engineering reconnai9sance survey was arranged in order to secure 
realistic figures. This survey was not and did not purport to be a detailed 

aengineering study with precise cost estimates. The survey estimated cost 
of $21 million for a 200-mile highway consisting of two principal parts: a 
first 100-mile stretch involving completely new construction through diffi
cult terraine; and a second 100-mile section, largely involving bridge repair 
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and 	therefore being the lessand 	the rehabilitation of an existing road, 
On the basis of these reconnaissanceexpensive half of the project. 


figures it was decided initially to undertake only the first 100-mile
 
stretch.
 

The cost of constructing this 100-miles is proving greater than 
the estimates made in the initial 1954 reconnaissance survey for the fol
lowing reasons : 

a) 	Design criteria were revised upwards upon the advice of the
 
Department of Defense. 

b) 	 There has been a continuing general world-wide increase in 

construction costs since 1954.
 

c) 	 Part of the highway was relocated. 

d) 	 In addition, certain cost elements, such as quantities of 
earth and rock to be moved, were underestimated in the 
reconnaissance survey. 

It now appears that this first 100-mile stretch Will cost about 
$22 nillion when completed in mid-1958. 

This project is considered fundamental4 sound in concept and 
exeoution. 



QM3T0r no, 21
 

Have we provided dress suits for Grecian 
 ndWtkere under theforeign aid Progm? 

ANSt 

Procurement records in (reece show no aid-financed procurementof olothing of any kind with the exception of footwear for the Ariv.Civilian clothing, as a matter of U. S. and oreek policy, has been ineligiblefor U. S. aid financing in Greece since the inception of the aid program
in Greece. 



QUECSTION NO0. 22 

Have 	we financed public baths for Egyptian cel drivW'u? 

ICA has provided funds to *ssist a cooperative rural health dmonstration center at Shubra Mont, in Egypt. The project included publicbaths as part of the health center. Although the project comoditiprocurement schedule, which describes the commodities being bought withthe U.S. dollar contributions to the project, does not include public
baths, some of the commodities procured could have been used n connection 
with 	building the baths.
 

There is 
 also included as part of the Egyptian-American ruralimprovement service projects a project for village improvement in the Abisarea. This project which was financed from a joint U.S.-Egyptian jointfund 	provided for the construction of a building combining baths and a
laundry. 

Neither of these projects was specifically designed to providefacilities for camel drivers. However, it is obviously possible that thefacilities could have been used by camel drivers. This 	is particularlytrue 	of the Shubra Mont project, which is located just off a well-traveled 
road 	to Cairo. 

The inclusion of public bathing facilities in these two projectsresults from the fact that Egyptian villages customarily have public bathing facilities, and from the further fact that such facilities are froquently no more than drainage ditches, the use of which has sometimes ledto the development of bilharzia. A project designed to encourage andimprove health a-7 sanitation standards would therefore necessarily include
public bathing facilities. 

It should be pointed out, furthermore, that technical cooperationprojects have for some time 	inclnded public bathing facilities in health 
projects. 



QESTION NO. 23
 

Have we provided free airplane rides for thousands of Arabs to 
visit Mecca? 

a) If this is true, what are the Justifications? 

b) Did the U. S. derive any benefits from this project? 

a) What were the nationalities of the Arabs sp transported? 

a. The U. S. Government has provided trnnsportation for pilgrims 
to Mecca on two occasions: 

1. The first instance did not involve ICA or its predecessor 
agencies or the use of any MSP funds. In August 1952, the Lebanese 
Government appealed to the U. S. Embassy in Beirut for help to provide 
emergency transportation for pilgrims who were stranded in Beirut on their 
wV to Mecca. This appeal occurred on August 22. The pilgrims had to be 
at Mecca by August 29 to fulfill the deeply-felt religious purpose of 
their journey. Local airlines had oversold tickets on tle normally 
scheduled and special flights that were to take Moslem pilgrims from all 
over the Moslem world to Mecca in time for the yearly pilgrimage ceremonies. 
When it was found that private American airlines could not fill the gap, 
the Department of State consulted with the Seretary of the Air Force, and 
it was determined that Air Force transport planes could be made available. 
Over 3,000 pilgrims were transported by the Air Force. These pilgrims 
were not given free trips. They paid full commercial fares in Lebanese 
pounds. The funds so collected were distributed to Moslem charities. 
At the time it was made clear tD the Lebanese Government that the U. S. 
Government could not be expected to repeat such a humanitarian operation 
in the future and it was imprefised on those responsible that adequate 
planning for commercial tr'ansportation had to be undertaken during future 
pilgrimage seasons. 

2. In June 1956, at the request of the Government of Afghanistan, 
the United States, under the Mutual Security Program, supplied an airplane 
to the official Afghan airline to help transport Moslems from that country 
on their pilgrimage to MeccA. These Mosleas also were not provided with 
free trips, but paid their own way In Afgh4n currency. 
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be Both of these projects resulted in increased good will inthe Moslem world for the United States. In the case of the 1952 airliftfrom Beirut, the fact that the United States had come to the rescue ofstranded Moslem pilgrims received considerable publicity in the MiddleEast and brought a grateful response from numerous prominent Moslems,many of whom had previously been hostile to the United States. Theairlift also demonstrated to the people of the area the capabilities of
the U. S. Air Force in an unmistakable manner,
 

As for the 1956 Afghanistan project, the provision of transportation for pilgrims to Mecca is an important function of the Governmentof Afghanistan, which it must perform in order to meet the expectationsof the Afghan people. United States assistance to the Afghan Governmentin fulfilling that function at a time when the Government air transportsystem was inadequate to the task demonstrated the friendliness of theUnited States and thus helped to dispose the Afghan Government favorablyto the West. It also provided an important stimulus to the Afghan airtransport system, a project to which the United States was planning toprovide and is now providing economic assistance. 

c. In the case of the Beirut airlift, the pilgrims strandedin Beirut were primarily of Turkish, Iranian, and North African origin.The Moslems assisted in Afghanistan were mostly of Afghan nationalit
(not Arabs). 



USTION NO, L
 

to send operatic singers
Are foreign aid funds being used 

Fast, and jazz bands 
to Western Europe, weight lifters to the Middle 

to Latin America and the Far East? 

No.
 

Some tours abroad by creative and performing artists and 

athletes from the United States are being 
assisted by the Department 

84th Congress.
of State under the express authority of Public 

Law 860, 


of the Mutual Security Program and are not

They are not a part 
administered by ICA. 



QUESTION NO, 25 

It has been alleged that the Philippines could live and prosper

without one American foreign aid dollar.
 

(a) What is the economic situation in the Philipnines?
 

(b) What would occur if all American aid were to be withdrawn? 

ANSWERi 

While a more effective use of its resources would benefit its economys

the Philippines cannot meet both its present defense and development require
ments without external assistance.
 

(a) Currently, the economic situation in the Philippines is at its
 
worst since 1949, when an economic crisis resulted in the Philippines request
for aid from the United States. Due to falling prices of exports and a heavy

demand for imported consumer goods, the Philippi~ies' foreign exchange position
deteriorated seriously during 1957. 
Foreign exchange reserves at the end of

19.7 amounted to annroximately S1140 million, less than three months' import
requirements at the average monthly import rate that year.
 

Since most of the Philipoine people live only a little above a bare 
subsistence level, government revenues are derived largely from customs

duties snd excise and sales taxes. 
These revenues are insufficient to defray

the costs of essential government operations, thus necessitating deficit
 
financing of important public works and military installations, with inflationar
 
results. The present situation is such that foreign investors are loath to

invest in the Philippines and domestic capital is hoarded or used in speculative
 
activities.
 

(b) The ICA Defense Support-Technical Assistance program for the
 
Philinpines, reduced to $19 million this year from a $33.9 million program
last year, is concentrated in support of military construction and rural
development. 
The effects, if the present ICA Defense Support-Technical Assis
tance nrogram were terminated, would jeopardize goals of specific interest tothe U. S. Military construction would probably be substantially curtailed and
the rural development program, on which much of the U. S.'s past aid has beenfocused, would deteriorate. Lack of the programmed military facilities would 
not immediately affect the economy but would delay the development of the
military strength of an important ally. 
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Retrenchment in the Philippine Oovernment's rural development program 
would risk a resurgence of discontent in rural areas, a problem with which the 
Philippines, with U. S. aid, was beginning to make substantial progress. With
out the pesos derived from the sale of U. S. surplus agricultural comodities 
(half of ICA aid to the Philippines takes this form) the Philippine Government 
would either have to curtail these activities, reduce other essential government 
activities or further increase its budgetary deficit. Curtailment of other 
government services would increase the danger of instability and any increase 
in deficit financing would intensify inflatlonar7 pressures in an economy 
facing a serious economic situation.
 

It is true that U. S. aid ti the Philippines is smell compared to that 
country's gross national product of $5 iillion. It is also true that U. S. 
aid will not solve all the problems of Philippine defense and development and 
that the primary job munt be done by the people of that country, who In some 
ways could be doing that job more effectively. However, it is also true that: 
1. the problems of Philippine defense and development are not easy ones; 
2e a primary purpose of U. S. aid has been to stimulate the Philippines to
 
make the most effective use of its resources in tackling these problems and 
39 without U. S. aid the rate of economic development in the Philippines, the 
growth of governmentalfinancial, and educational institutions needed to 
Improve economic and social conditions, and the construction of needed defense 
facilities would have been much slower. 
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Q&USTION JO. 26 

*Do we conduct a knitting school with foreign aid funds?* 

EJA does not, insofar as we can determine, conduct a knitting
school with foreign aid funds anywhere in the world. We do under thetechnical cooperation program support projects of a home economics and
cottage industry nature which involve teaching of sewing. 

This kind of "charge" is particularly difficult to deal with
because of its failure to specify the type of activity involved or
where in the world it might be. 

After a diligent search, the only activity which ICA can discover
which may have given rise to this charge, is a project in Korea which
is operated entirely with private funds by the Uhurch World Services, 
a distinguished American humanitarian organization. This activity was
designed to assist impoverished Korean war widows to earn a living byknitting and other sewing. It has been assisted by the wives
American diplomatic and ICA personnel in Korea, on 

of 
a voluntary basis. 

It seems particularly unfortunate that such a charitably-inspired
and worthwhile voluntary effort should be misinterpreted and held up
to ridicule. 



Do we underwrite modern art exhibits with foreign aid funds? 

No.
 

Some activities of this general character are financed by
 
other agencies of the Government under legislative authority ,ihich 
is entirely separate from the Mutual Security Program. 



UESTION NO,2
 

Has a survey of flower reproduction been financed with foreign 
(4d funds. 

Mutual Security funds have not been used in connection with a 
survey or the growing of ornamental flowers. We know of only one case 
where we have financed a project involving a plant which could reason
ably be mistaken as ornamental. That involved experimental growing in 
Latin America of lenuf which is a member of the hibiscus family. It 
is a jute substitute valuable for string, rug, yarn, and burlap and 
is considered a strategic material. The only subatantial sources of 
supply at present are India and Pakistan.
 

ICA policy would permit the financing of flowers where they
have an industrial or agricultural use. Where the flower is orna
mental, even though it may have economic value, either as a foreign
exchange earner or in the development of local markets, we would not 
finance any project involving it. We have refused to finance ornamental
 
flowers on a number of occasions. Late in 1954, for example, we
 
refused the request of one government that we help replace the rose
 
collect..n of an agricultural experimentation station which was
 
destroye by flood. 

The Agricultural Research Service, using Department of 
Agriculture, not Mutual Security, funds does survey and investigate
ornamental flowering plants in various parts of the world as part
of its regular rosearch activity. This has nothing to do with the 
Mutual Soctrity Pr')grm. Perhaps it was such a survey that gave
rise to the above qtwstion. 



QUESTION NO*. 29 (KORA 

It has been alleged that merchants in MJo ne have profiteered 
as a result of the disparity between the offiMial exchange rate and the 
actual rate for X currenty. 

a) 	 Has this not resulted in a waste of foreign aid 
funds in that the local currency proceeds to the 
U.S. from the sale of our goods have been lower 
than they should be? 

b) 	 Have local merchants in fact profiteered? 

c) What has been the extent of these windfall profits? 

AMi, (All three parts Of tLis question are being answered together 
because they are closely interrelated): 

The Korean Government, with the advice and assistance of the 

U.S., has taken several measures which have had a salutary effect in 
reducing opportunities for windfall profits by importers. These profits, 
the 	amount of which can not be readily determined, did for a period reduce 

in combatsomewhat the effectiveness of the ICA commodity import program 
ing 	Korea's chronic inflations However, during 1957, although the windfall 

profits had not been fully eliminated, inflation wan brought under con

trol. 

and 	 the mea-The situation that gave riqe to windfall profits, 

taken to deal with the problem, are described below.
sures 

It must be noted, at the outset, that profiteering by Korean
 
merchants was not, and is not, involved in a substantial part of the U.S.
 

aid 	program, such as the supplies and equipment imported for government
 

projects, including power plants, rehabilitation of railroads, etc. In 

addition, major portions of non-project imports are distributed through 
at prices equivalentgovernment channels, reaching the ultimate consumer 

or only slightly above, the official exchange rate plus the cost ofto, 
dis tribution. 

The problem of excessive profits grew primarily out of a mAjor
 

shift from government to ccmmercial procurement undertaken in toid-195
6 in
 

order to stimulate private business and investment and improve the distribu

tion of imported comodities. While the exchange rate had been raised in 

to 500il, the prices of many cmmodities continuedAugust 1955 from 180 	 to 
advance, permitting importers to realise considerably more than the 5DOl 
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paid by them for the dollar allocations provided from U.S. aid. This re
sulted in windfall profits on commodities such as artificial fibers, paper,
medicinals and others, for which demand greatly exceeded the supply. 

While further adjustment of the exchange rate would have re
duced, if not eliminated, the windfall profits, the Korean Government has

consistently aimed at avoiding 
new devaluation as inflationary. Instead,
with the aid of the ICA Mission, the Korean Government has attempted to 
meet the problem of windfall profits in other ways. First, it increased
initial down payments which importers were required to make when applying
for dollar allocations. However, prices and profits continued to rise, and
competition among importers for dollar exchange became so keen that avail
able funds for certain particularly desirable commodities were heavily
oversubscribed. The Government then for a period awarded the dollar ex
change available for the import of these commodities by the drawing of lots,
a system which did not succeed in eliminating profiteering and was further
criticized as fostering gambling and speculation. Finally, in the spring
of 1957, the Korean Government, at ICA urging, adopted a systcm of awarding
the dollar allocations for commodities in greatest demand on Lhe basis of
the highest offers for the purchase of government bonds over and above the
basic payment of 500 hwan per dollar. Since this system, too, has certain
unsatisfactory features, the Korean National Assembly is now considering 
a bill, drafted with the assistance of an ICA tax consultant, which would
replace the bond purchase system with a special excise tax on aid dollar
allocations to importers. Meanwhile, efforts continue to improve and ex
par the bond purchase system through administrative action. 



QUSON NO. 29(VIEmAM) 

It has been alleged that merchants in Vietnam have profiteered
as a result of the disparity between the official exchange rate and the 
actual exchange rate for Vietnam currency. 

a) Has this not resulted in a waste 
that the local currency proceeds 

of foreign aid funds in 
to the U.S. from the sale 

of our goods have been lower than they should be? 

b) Have local merchants in fact profiteered? 

c) What has been the extent of these windfall profits? 

ANSWERs (All three parts of this question are being answered together
because they are closely interrelated.) 

Under the conditions presently prevailing in Vietnam, importers
have little or no opportunity to earn windfall profits from the sale of 
imports financed by the U.S.. During the early years of the U.S. aid pro
gram, some windfall profits did accrue to commercial importers of saleable 
ccmmodities financed with U.S. assistance. These import p'ofits, the 
amount of which cannot be determined, represented to some extent a waste 
of U.S. aid funds because local currency which otherwise would have been 
available to the U.S. and the Vietnamese Government for agreed purposes 
was diverted into private channels. However, since early 1957, control 
measures have so changed the situation that windfall profits have been 
almost entirely eliminated. 

The background facts are as follows: 

In 1955 and 1956, the internal financial and monetary situation 
in Vietnam was extremely unsettled owing to the civil war with the sects,
the need to provide for a very heavy influx of refugees, and the inexperience
of the newly formed Vietnamese Government grappling with the unstable polit-
Lal and economic situation. Under these conditions, the pressure of inter
nal monetary inflation and the lack of confidenei in the piaster generated 
very strong demand for imports. 

The Vietnamese Government was concerned about the excessive demand 
for imports and the windfall profits to which this situation gave rise and,
therefore with the advice of the ICA Mission, sought a mean of dealing vith
the problem. In the fall of 1956, the government introduced price controls 
and legally-imposed profit margins on the sale of imported oommodities. The 
government decided against modifying the exchange rate but did proceed by
substantially increasing taxes on imports (imposed early in 1957), to increase 
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the number of piasters yielded by each dollar of ICA-financed comnrcial
 
imports. Import levies, on the average, now yield 18 piasters p'jr dollar
 
value of aid imports. Thus, a Vietnamese importer actually pays (and the 
Goverment of Vietnam actually receives) 53 piasters for every dollar's 
worth of imports. In this sense, one can say that the "effective rate"
 
of exchange for imports in Vietnam is 53 to the dollar, rather than the
 

official rate of 35 piasters to the dollar. 

As a result of the additional taxes imposed, and of measures
 
taken by the Vietnamese Government since late 1956 to combat internal 
inflation, it seems quite clear that the Vietnamese importers are at
 

not generally benefiting fran profit windfalls. In fact, it ispresent 
likely that certain Liprters are actually incurring losses under present
 
conditions. There may be a few isolated import commodities for which
 

to thedemand still outruns supply, and tha USOM has therefore suggested 
Vietnamese Government that even larger excise taxes be imposed on certain
 

imports in order to limit demand and further reduce profit margins; motor
 

scooters may be a case in point.
 

To give an example of how the present taxes on imports operate, 
take the case of tobacco, a cammodity for which the "effective" exchange
 

rate is much higher than for the average product. Every dollar's worth
 
is subject to a 20 percent customsof leaf tobacco imported into Vietnam 


duty. However, the taxes imposed in March of 1957 must then be added, i.e.j,
 
and aa 50 percent Stabilization Tax (calculated exclusive of customs) 

25 percent Production Tax (calculated inclusive of customs and Stabilization 

Tax)e Thus, in the case of tobacco, a dollar's worth of tobacco actually 

costs the Vietnamese importer over 74 piasters, as compared with the of fi
cial rate of exchange of 35 piasters.
 



QUESTION NO. 30
 

The allegation has been made that 20 locomotives were shipped to
Korea in such a way that the transportation cost far exceeded that of

another available means of shipmnt.
 

What was the Justificati°on for ICA's action in shipping theselocomotives via the West Coast in small groups rather than using a
 
group shipmezit from the East Coast?
 

ANSWER:
 

Actually funds were saved by shipping these 20 diesel locomotives
from the Pacific Coast as they became available Irom the manufacturer.This method of shipment was selected by ICA us in the beat interests of

the U. S. Government after calculation of ill factors involved. 
 It is

true that the cost of ocean freight would have been cut approximately
$130,000 if shipment of the entire block of 20 locomotives had been

delayed for about one and one-half months until 
the last locomotive wasready for shipment from the East Coast. However, the resulting delayeddelivery of the locomotives to Korea would have deprived the KoreanNational Railways, which is supported by the U. S. aid proigram, of
savings in fuel costs of almost a quarter of a million dollars. Actually
over $115,000 net was saved by the earlier staggered delivery of loco
motives approved by ICA.
 

The saving in fuel cost of almost $250,000 is computed au follows

Advanced delivery by fast liner from the West Coast placed the loco
motives into operation a total of 404 locomotive days ahead of group
shipment from the East Coast via the Panama Canal. The 20 diesel loco
motives shipped replaced 91 outmoded, overaged, coal-burning steamlocomotives with a resultant saving in fuel costs of over $600 p&r dayattributable to each diesel from the time it was placed into operation. 

The shipment of locomotives arranged by ICA accomplinjhed, in
addition to the foregoing significant savings, the utilization of U. S.flag instead of foreign flag vessels. The staggered shipments were all
made on fast U. S flag liners. A group shipment would have beenpossible only on a specially equipped foreign flag tramp vessel since no U. S. flag vessel exists capable of carrying a cargo of 20 locomotives* 



QUESTION NO. 3.
 

Is our military assistance equipment being used by Trujillo to

keep the people of the Dominican Republic under dictatorial domination?
 

ANSWER:
 

The military assistance equipment provided by the United States
 
to the Dominican Republic amounts to a small fraction of the 
$30 million
which that country annually expends on its military forces. The U.S.
equipment is limited to support items, principally spare parts and ammuni
tion, and training for the navy and air force of the Dominican Republic. 

The LAuJnican Republic has an agreement with the United States
for the purchase of military equipment. It also has made purchases ofmilitary equipment and supplies in a substantial amount from other countries. 

The United States obviously favors a democratic form of government but is not in the position to insist that other governments conform
with this preference. To accomplish the objectives related to the
security iLLerests of the U.S., it is important that the U.S. continue toplan in conjunction with friendly nations the military defanse of the 
hemisphere. 



QSTION NO* 32
 

Was our military assistance equipment being used by Pores Jemminez 
to keep the people of Venezuela under dictatorial domination? 

3SWER: 

Venezuela, as a result of its huge oil income, is capable of
purchasing and does purchase with its own funds from other world sources,
material and equipment required for its armed forces. 

It has an agreement with the United States for the purchase of 
military equipment. It also has made purchases of military equipment and 
supplies in a substantial amount from other countries. 

The United States obviously favors a democratic form of govern
ment but is not in the position to insist that other governments conform 
with this preference. To accomplish the obje"tives related to the security
interests of the U.S., it is important that th U.S. continue to plan in
conjunction ith friendly nations the military defense of the hemisphero. 



QUESTION NO. 33 

Do we give any economic assistance to the Dominican Republic? 

ANSWER: 

The only economic assistance now given to the Dominican Republicis a small technical cooperation program in rural and vocational education. 
It is carried out through a joint Servicio which is staffed by ten U. S.
technicians and I1 Dominican technicians and employees. 

In addition to the program now in existence, there was a small
cooperative health program from 1944 to 1948 and a cooperative agriculture
program from 1952 to 1956. Beginning with fiscal yer 1952, the following
figures represent the total amounts expended each year for all economic
assistance to the Dominican Republic: 

Fiscal Year Amount Expended 

1952 $212,000 
1953 36o,ooo 
1954 167,ooo 
1956 336,ooo

1956 265,ooo
1957 156,000
1958 (to 12/31/57) 82,000 



QUSTION NO. 34 

Have any local currency funds belonging to the U.S. or any
 
counterpart funds been used for debt retirement?
 

ANSWER:
 

1. No local currency funds belonging to the U.S. have been used
 
for debt retirement.
 

2. Prior to enactment in 1953 of the provision against use of 
counterpart fo foreign government debt retirement, the following amounts 
of counterpart owned by cooperating countries were released for debt
retirement in situations where such release was regarded as necessary for 
purposes of internal monetary and financial stabilization in accord with 
objectives of the Economic Cooperation Act of 1948. 

Countt Amount in millions 

Austria $ 85.0 
Denmark 130.1 
France 171.4 
Netherlands 197.4 
Norway 292.7 
United Kingdom 1,706 7 

Total 2,5o .
 

3. Since 1953, except as permitted by statutory authority, there 
has been no debt retirement use made of countcrpart, the deposit of which 
was required by statute. In 1954 counterpart subject to the ban on debt 
retirement became an amount equal to "proceeds to the recipient nation from 
the import or sale" of certain grant aid in place of the previous "commensu
rate" value. In 1956 the ban on use of counterpart for debt retirement was 
limited by the following proviso: 

"Provided, however, that to the extent that funds have been 
borrowed by any foreign government in order to make a deposit of 
counterpart and such deposit is in excess of the anunt that
would be required to be deposited pursuant to the formula pro
scribed by section ]J2(b) of the Mutual Security Act of 1954, 
as amended, such counterpart may be used in such country for any
agreed purpose consistent with the provisions of such Act." 
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In Korea, where an exception to the statutory requirement for 
counterpart deposits has always applied, an amount equivalent to the 
value of grant aid to the public sector of the economy (from which no 
actual proceeds accrue) is borrowed by the Korean Government from the 
Bank of Korea, deposited in the counterpart account, and subsequently 
withdrawn and repaid to the Bank of Korea. This bookkeeping arrangement 
serves to provide a full accounting for all grant aid given and not just 
that portion of aid generating actual sales proceeds. In addition, 
despite the special statutory exception for Korea, the U.S. and Korean 
governments have agreed that an amount in -the counterpart account 
equivalent to actual proceeds net of import duties be made available 
for the purposes of counterpart. This amount is treated as ineligible 
for debt retirement.
 



QUESTION NO. 35 

There have been reports that foreign aid funds were used for the 
erection of frozen orange 3uicv plants in Italy. How many Italians have 
facilities to store frozen orange juice? 

ANSWF~RI 

No Mutual Security funds have been used to finance the construction 
of frozen orange juice plants in Italy. 

We estimate thatq at most, ten percent of Italian households 
own refrigerators. Of these only the latest models permit storage of frozen 
foods. However, as far as we know the market for the frozen juice is composed 
largely of hotels, restaurants, hospitals and the like rather than individual 
consumers 



There have been repeated reports that public works and indus
trial projects have been undertaken in foreign countries without adequate
engineering and econcic surveys having been conducted. 

(a) What is the practice of the U. S. in this respect. 

(b) hat steps have been taken to insure that such 
surveys are adequate? 

(a) hat personnel are available in Washington to insure 
adequacy and efficiency of projects undertaken? 

(d) Does this latter group have sufficient voice in the 
administration of the program?" 

AMI 
(a) The normal present practice of ICA with respect to pro

posed public works and industrial projects to be financed with direct
ICA grant or loan funde (apart from the Development Loan Fund, which 
is discussed in A,3 below) is as followsa 

1. A project proposal form giving full details of the
riggested project is prepared by the U.S. Operations Mission in the
 
country concerned, on the basis of information supplied by the offi
cials of the cooperating government or private entity requesting

assistance, supplemented by on-the-spot checks by appropriate

technical personnel of the USOM. 

2. This proposal is accompanied by any engineering and
 
econoaio survey reports bearing on the project which have been made.
 
In so cases, such as Korea, ICA assists cooperating countries in 
retaining U. S. engineering firms on a continuing or special contract 
basis to make such surveys. 

3. The Project Proposal and accompanying data is
reviewed by the technical and economic personnel of the USCM and is 
not forwarded to ICA/Washington unless tho 1j"CH is satisfied with 
its technical and economic sLmndneass. 

4. Project Proposals forwarded by the USO are 
intensively reviewed by the appropriate Technical Services Division 
of ICA/Washington (see (o)below for a description of the resources 
available for this purpose).
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5. If the ICA/Washington review indicates any questimas 
about the project, the USCt is requested to supply further inforatiom. 

6. Whenever it appeari that satisfactory engtneesing
 
and economic survey studies are not available to support the project,
 
ICA requires that a competent engineering firm be retained to mke a
 
special survey of the economic feasibility, engineering soundness,
 
location, etc. of the project,
 

7. Only when a project is deemed fully sound on the
 
basis of these reviews and surveys will ICA normally approve it for
 
financing.
 

8. Once a project is approved it is ICA's practice
 
to assist the cooperating country in retaining a competent engineering
 
firm to undertake the detailed design or the installation involved;
 
to prepare detailed invitations for cropetitive bids on actual con
struction; and to supervise actual construction. 

9. Prcgress reports on all capital projects are 
required to be made periodically to ICA's engineering department in 
Washington, and reviewed and crncurred In by the firm responsible 
for the engineerIng, The design 1,nginoer is also responsible for the 
inspection of construction and acceptance of the plant and facilities
 
as being built and squipped in conformity to tno approved drawings 
and specifications. USOMs are required to follow the job in the 
field, and ICA/W representatives inspect the more complicated
 
projects on a periodical basis.
 

In rare cases where there aze urg.qnt political or economic 
considerations necessitating especially rapid action, ICA may agree 
to finance a project before all or these normal documentation and 
review procedures have been carried out. In such cases ICA takes 
such steps as seem reasonably necessary under the particular cir
cumstances in order to assure, before the project gets under actual 
construction and during the course of its Implementation, that the 
project is technically aourA and that it is carried out effectively.[ 

A standardized procedure for projects to be financed from 
the new Development Loan Fund is now in the final stages of prepara
tion and has not yet been put into effect It is expected to embody 
elements of both the ICA procedures descrlbes above and of the pro
cedures followed by the yxport-Import Bank for similar projects. 
ICA and the Faport-Import Bank'will render technical and other 
services to the Fund in connection with loan applications. 
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(b) ICA has taken a number of uteps in re,-,ent years to 
tighten up its procedures in this respect and to iryrove its staff 
and facilities available for review of such projects. This action 
has been based on increasing recognition of the need for intensified 
activity on this aspect of the program, particularly as its geographic
esphavis has shifted from the more developed countries of Europe,
which have a high level of engineering and economic competence of 
their own, to the less developed contries which lack such facil
ities. ICA's predecessor agencies followed somewhat less syste
matized and loss rigorous procedures than those described above. 

Specifically, the following steps have been taken: 

1. Technical and economic staffs in USG1s abroad have 
been progressively strengthered. 

2° Increasing use has been made of survey and engineer
ing contracts of the types described above. 

3. A full-time separate engineering staff in ICA/Washington 
was created in 1955. 

4. The services of this staff have been supplemented by 
a continuing contract with a major U. S. engineerirg firm to provide 
engineering and economic r~lews which are beyond the resources of 
ICA's own staff. 

5. The standardized procedures for documentation and 
review of proposed projects, as described above, were instituted 
about three years ego. 

(c) The personnel available in ICA/Washington to assure 
adequacy and efficiency of projects undertaken includes; 

1. The services, ts required, of the whole complement
 
of economic and technical personnel in ICA/Washington which nuAbers 
several hundred people, with various types of technical and economic 
specialization and oxp3rierce. 

2. The services of a full-time industrial Engineering 
Division which Includes 15 engineers and business analysts. 

3. The engineerlrY services of a leading independent 
consulting firm =n a retainer basis, under a contract with ICA/Ishington.
The services of eight ftll-time ea#ineering personnel and sixteen special
engineeriug consultantu wire uti.)Aie& under this contract during fiscal 
year 1957. 



4. Under a series of interagency agreements ICA also
receives technical review and similar servico. from other U.S. gay
orament agencies which have specialised technical competence, such 
as the Bureau of Public Roads, the Bureau of Reclamation, the U. S. 
Department of Agriculture, etc. 

5. In addition, ICA employs special consultants on
particular problems or projects from time to time. 

(d) ICA believes that the technical personnel available 
to it now have a sufficient voice in the administration of the 
program. The above-described procedures and practices cannot, of 
course, give assuravce that mistakes have not occurred or will not 
hereafter. In complex projects like these in foreign countries where 
technical and other factors are often involved that are not en
countered in the U. S., and with thn neoessity for Ju"onts balancing
the need for prompt action against the neei for double-checking of 
technical details, errors can obviously taka place. 



QUESTIN NO. 37 

The charge has been made that United States bulldozer 
operators in Cambodia received $20.25 an hour with all living expenses

paid in an American Compound and no income tax.
 

a) 	 Is this correct? 

b) 	 What is the rate of pay for a bulldozer operator in 
Cambodia' 

0) 	What additional compensation in the form of living 
expenses or other expenses do they receive? 

d) 	 Are they subject to income tax? 

a) 	 No. 

b) The hourly rates of U.S. bulldozer operators in Cambodia 
are fixed by the contract between the contractor and the Cambodian 
Government at $3.00 minimum, and $3.25 maximum based on 40-hour week witha 
overtime paid at the rate of 1-1/2 times the hourly rate. Operators
completing 18 aonths contracts receive bonusa of 10% of basin salary
earned. Operators completing 12 months contracts receive a bonus of 5% 
of basic salary earned. The operators receive 12 days vacation and 10 
dqs sick leave per year. 

c) They are furnished food, laundry, and quarters at the
 
contractors' camps without charge.
 

I d) They are subject to the same U.S. income tax regulations
and tax liability as any U.S. citizen (other than a U.S. Oovernment 
employee) working overseas. Such persons are generally exmpt from
liabilibty for U.S. income taxes for periods during which they remain 
outside the U.S. a minina of 18 months. 



QUESTION NO. 38 

The charge has been made that the United States is not 
undertaking any nfw reclamation projects this year but that suh 
projects will be mdertaken under the foreign aid progrwe, 

(a) Is this correct?
 

(b) How can it be justified?
 

ANSWERs
 

(a) Yes.
 

(b) One of the purposes of the Mutual Security Program is 
to give economic assistance to the less developed countries of the 
free world. A major problem in many of these countries is the neglect 
and exhaustion of soil resources over the -enturies plus inadequate 
development and conservation of water resources. Since these countries 
are dependent primarily on agriculture for their livelihood, it would 
not be possible to improve their living condition without land and 

water resources programs. These projects are deemed necessary if these 
countries are to attain or maintain economic and political stability, 
which is in the security interest of the United States. 



QUESTION NO. 39 

In most official accountings of the foreign aid program
 
P. L. 480 (Surplus Agricultural Commodities) transactions are not
 
taken into account.
 

(a) Why are P. L. 480 transactions excluded from most
 
ICA accountings?
 

(b) Is not the furnisliing of surplus agricultural
 
commodities foreign aid? 

(c) Does it not meet the same needs as those met by our
 
foreign economic aid?
 

ANSER: 

(a) Ia some of the accountings required on the foreign aid program, 
it is obviously not appropriate to report P. L. 480 transactions. 
However, in many of the reports on ICA activities designed by ICA 
transactions under P. L. 480 are fully reported. Indeed, ICA has gone 
to considerable effort to account fully for the relevant P. L. 480 
Title I transactions. For example, in the Congressional Presentation 
last year, ICA carefully projectd its best assumption of FY 1958 P. L. 
480 Title I sales in the key countries. Again this year that informa
tion is being madi available in the Congressional Presentation books 
for the FY 1959. 

(b) If by "foreign aid" it is meant (and we believe this is the
 
proper interpretation) that it performs a role which in its absence would
 
have to be done with Mutual Security appropriations, then in some cases
 
it is "foreign aid" in others it is not. There are three distinct
 
situations, (1) In some countries, of which Korea and Pakistan are
 
examples, some sales of commodities under P. L..480 are the equivalent
 
of mutual security program dollars. ICA has a careful programming
 
procedure to identify such cases and to reduce the MSP request
 
correspondingly. (2) In Brazil and Finland, on the other hand, it cannot
 
be counted as "foreign aid" because, without it, it is unlikely that we
 
would provide economic aid under the Mutual Security Program (other than
 
possibly technical assistance). (3) In still other countries, the
 
picture is mixed: Without P. L. 480 there would be a requirement for
 
more mutuwl security dollars. However, whether the U. S. would undertake
 
to help meet that requirement with mutual security dollars is a very
 
different question which ini difficult to answer. It is quite likely
 
that if we did furnish additional MS aid, it would be in amounts that
 
are much smallor than is possible under P. L. h8O. 

(c) As indicated above, it does in certain cases and in others it 
does not. 'herever it does meet the same needs as those for which economic 
assistance is given, the requests for appropriations for such eoonomi 
assistance have been correspondingly reduced. 



Qumzg No. 4O 

Is not the major portion of the local currenoies mads available to us 

under PL 480 available for the same purposes as our reglar, foreign aid funds? 

The funds made rvailable to mutual securityThis is not accurate. 
can be used enly to pay for the local

agencies from PL 480 transactins 
costs of economic or military activities wlereas mutual security funds 

are needed to pay for the imports of resources into the recipient countries 

to be used in or to support economically rartain economic and military 
stated purposes of PL 480 currencies are

activities. Thus, although the 
set forth in the Mutualsimilar in many respects to certain purposes 

Security Act, the similarity between these currencies and mutual security 

does not exist as an eccnomic fact.(dollar) funds 

in some cases the equivaent or thePL 480 sales transactions are 
of Mutual Security dollars. But the point at which the

partial equivalent 
the commodities under PL 480transaction has its real economic value is when 

when the local currencies are used. The availability of 
are delivered, not 

under PL 480 has been taken into accoumtsurplus agricultural comodities 
are requested from Congress.in the determination ot what dollar funds 



QUESTION NO. 4 

Do our Diplomats and Government officials have counterpart 
and local currencies available to them for expenditure without regard 
to the Government accounting 3aws? 

ANSWI s 

No. 

Counterpart and local currencies owned by the U. S. Government 
may be expended only for purposes authorized by U. S. laws and are fully 
accounted for as subject to U. S. accounting laws. Members of the 
United States Congress have available to them for their local currency 
expenses for official travel, local currencies owned by the United States. 
These are accounted for in accordance with procedures determined by 
Congress. As to local currencies owned by foreign governments, the 
United States Government participates in the decision as to the manner 
of expenditure of such currencies in two types of cases. The first 
involves counterpart. General agreements with aid countries customarily 
provide that the aid country may expend counterpart only for purposes or 
projects approved by U. S. representatives and contributing toward the 
objectives of the aid program. The second type of case involves trust 
accounts. These arise frm agreements by an aid country to deposit 
certain amounts of local currency in an account beneficially owned by 
the foreign government but administered directly by U. S. representatives 
to pay certain types of agreed costs of the aid program. These funds are 
accounted for and audited under procedures applicable to U. S. funds and 
any of such funds not required for the purpose of the trust are returned 
to the host governmento
 



MTION NO. 42
 

The charge has been made that those countries who receive 
less from us have made the greatest economic advances. 

(a) 	 Is the allegation that those who receive the least 
aid are making the most rapid strides correct? 

ANSWER,
 

This statement implies that those countries who received 
less aid made the greatest economic advances because they received 

less aid. This is incorrect. Countries which have received large 

amounts of aid, notably those of Western Europe with this help, have 
are outstanding.made 	 recoveries and advances that 



QUFEsTION ND. 4~3
 

It has been alleged that there has been corruption in our aid to 
Korea involving defective merchandise, kickbacks, and overpricing. What 
are the facts with respect to these charges? 

ANSWERt
 

The criticism relates to certain malpractices in the commodity import 
program which led to a number of procurement irregularities such as the ship
ment of defective merchandise, kickbacks and overpricing. However, the criti
cism is more broad and sweeping than the underlying facts would justify. 

Certain background information might be helpful in understanding 
the nature of the problem. Based upon a statutory mandate contained in the
 
Mutual Security Act of 1954 it is ICA's policy to encourage procurement by the
 
cooperating country, particularly procurement through private commercial
 
channels. The result of this policy is that ICA is essentially a financing,
 
rather than a procurement agency. Because of this fact a system was devised 
in an attempt to insure that aid funds would be expended in an orderly 
effif1ent manner, and that the obligation and responsibilities of parties in
volved in aid financed transactions would be clearly defined. Regulation I is
 
the legal statement of that system and of the obligations and responsibilities
 
of those parties. It recites the rules with which cooperating countries,
 
Importers, suDnllers and banks must comply when transacting business under
 
authorizations to use ICA funds. The terms and conditions of Regulation I 
are made binding upon cooperating countries through their incorporation by 
reference in each Procurement Authorization issued by ICA which is required to 
be accepted in writing by the host government. In accordance with Regulation 1, 
the host government runs the risk of having a refund imposed by ICA if a 
transaction Is ineligible for ICA financing. In addition, each supplier
 
who furnishes commodities under ICA programs is required to file a Supplier's 
Certificate, a form devised by ICA, in which the supplier recites certain 
required data regarding the transaction and In which he certifies among other 
things, that the price he has charged is no higher than the United States market 
price, that he has not paid or received any "kickbacks", etc. If his certi
ficate is incorrect he is subject to a demand by ICA for refund of the excess 
paid, or is subject to other corrective action. 

Because we are financing thousands of private transactions between 
exporters and importers, and becadse we are not parties to the contract, it is 
always possible that some of these transautiens may turn out to be objectionable. 
It to the view of the Agency that the remedies it has provided are sufficient 
to protect the Agency'e interest. 
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It is believed that the procurement irregularities which occurred in 
Korea in the import of saleable commodities were the product of a variety 
of factors, such as, laxity by the Bank of Korea in the allocation of aid 
dollars, inexperience of Bank of Korea perso~mel with procuremnt methods and 
regulations, the incentive of high profits to both legitimate merchants and 
speculators resulting from material shortages and the exchange rate, and the 
desire of Korea businessmen for capital export. These problems have engaged

the attention of ICA officials inWashington and the field for some time.
 
In July 1956 a team of four men was sent to Korea to inquire into the back
ground of transactions for aid goods involving shipments of goods forfeited
 
by importers and others. The inquiry was later expanded to include a review
 
of transactions involving other than forfeited shipments.
 

The inquiry disclosed some evidence of procurement irregularities such
 
as overpricing; inflating of prices to enable thr, payment of kickbacks to
 
importers and agents; "dumiy" importers; shipments of inferior merchandise
 
at inflated prices; concealment of comnissions. Demands for refund have been
 
made upon the Korean Goverrment and suppliers, when appropriate, and thus far
 
ICA has received approximately $900,000 i-rafunds. (Some of the information
 
obtained by the team is still in the process of verification.) However the 
documented evidence of malpractices represent a very small percentage of ICA 
financed commodity procurement. 

As a result of studies undertaken with regard to this matter certain 
corrective measures have been adopted to minimize, or, where possible, to 
eliminate these abuses. Such measures includei 

1. 	 Establishment of a Saleables Review Committee in our Miasion 
in Korea to review the purchase of ICA commodity dollars to
 
determine the legitimacy of the importers receiving dollar
 
awards, the essentiality of the commdity or commodities to
 
be procured and the competitive character of the prices paid.
 

2. 	Setting up a Procurement Advisory Oroup within the Bank of 
Korea which takes active part in the conduct of all ICA 
commodity dollar auctions.
 

3. 	 Increasing Controller personnel and intensifying efforts with 
regard to and-use investigations. 

he 	 Istablishent by the Korean Oovernment of a special bureau 
for review and observation of the procurement of ICA-financed 
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oomodities. This Bureau maintains close working relationships
with the Office of the Economic Coordinator and acts as a 
supplement to OEC's controller end-use investigations. 

5* 	An advisory team has been set up within the Korean Government 
Office of Supply for the purpose of assisting that office in 
developing accounting, warehousing and other controls with 
the view to eliminating pilferage and other abuses in the 
aria of its responsibility.
 

In addition to the above, the Korean Government is taking steps to 
prosecute firms and individuals who have committed violations of ICA and 
Korean Ooverment procurement regulations. 



It has been alleged that the United States Government 
financed a 6 -lane 15-mile highway from Liobon to the gambling resort 
of Ztoril. Is this correct? 

This statement is not true. 

No U.S. aid dollar funds or counterpart have been used for
highway construction anywhere in Portugal. The 6-lane highway referred 
to was built by the Portuguese Government and was financed by it from 
other sources. It was opened to traffic some six months before any
counterpart funds were released to the Government of Portugal. 



QUESION NO.- 45
 

It has been charged that foreign aid funds built an Italianvillage in hich no one wishes to live. Is this correct? 

ANSWERs 

The charge is not true. 

It has been made many times before. 

Presumably the reference is to the new village of La Hartellaibuilt in the province not far from the old city of Matera., in SouthernItaly# which uns comprised of notorious cave dwellings. A number ofthe peasants of Natera lived in caves under wretched conditions. Thecaves were not owned by them, but rented. The rehousing project in thenew village was undertaken by the Cassa per i1 Mezzogiorno, the Italian"Fund for the South" and was undertaken as a part of a large project of
land reclaration and resettlement aimed at improving living standardsin Italy's poverty-stricken South. No dollar funds were used. About22 percent of the funds for this massive Italian effort were provided
from the counterpart funds. Approximately $1.9 million in lire equiva
lent were approved for the La Martella 
project. 

Actually these funds were not sufficient to el iinate cavedwellings entirely, but the worst of them were evacuated by resettlement.The new village of La Martella provided housing for peahants close to the
land they worked. 

Some of the people had to continue to live in caves because
the new village could not accommodate all of them. 
 The new villageIs definitely inhabitated, and is contributing to a significant increase

in the output and living standards of the region.
 

It is worth noting that the land reclamation, land improvementand resettlement program carried out by the Cassa per il Mezzogiornohas been considered to be one of the outstandingly successful achieve
ments in post-War Europe; that the La Martella rehousing project servedas a demonstration which led to the enactment of Italian legislation

for resettling of the entire cave population of Matera over a four-yearperiod, with funds provided wholly from non-counterpart sources. 



9TION NO. 46 

Did the ICA finance the construction of a $128,000 cow barn in 
Lebanon to demonstrate to farmers living on $100 or leas a year what they 
should provide themselves with in the way of cow barns? 

ANSWER:
 

We believe this question refers to an animal husbandry project 
at the Lebanese Government argicultural demonstration and experimental 
farm at Terbol. This project, to which the United States and Lebanon 
both contributed, included (3) a dairy barn, cattle shed, fence, upright 
silo, trench silo, and ba-rnyard, for which the United States contributed 
$50,269 and the lebanese Government thv equivalent of $43,O00, an3 
(2) the imporatation of farm equipment and of purebred Holstein cattle 
for upbreeding the local strain. The aggregate U. S. contribution to 
this project was 99,934; the Lebanese Government contributed the equivalent 
of $86,000 for its aggregate contribution to the project. 

The animal husbandry demonstration has been effective in reaching 
Lebanese farmers, who have adopted new practices, been helped to improve 
their stock and how have increased production and are able to serve the 
existing market. In 1952, before this program began, there was one small 
dairy and one small milk plant in Lebanon. By mid-1957, there were six 
privately owned and financed pasteurizing plants in the Beirut area, 
supplying the market from the increased production made possible by the 
spread of this project. Through April 1957, approximately 2500 native 
Lebanese cows had been bred to the purebred bulls imported under the 
Technical Cooperation program and in addition Lebanese dairymen had 
themselves imported over 200 head of stock. h.e milk yield of the
 
crossbred --ws in more than double -hat,of the original native breed. 
The animal husbandry demonstration tt Terbol has not only affected the 
practices of large farmern who can adopt the most advanced construction 
and equipment; its most widespread impart has been among small farmers 
who have profited from the upbreedlng of Lheir cattle. Following practices 
demonstrated at the Terbol farm, they ta~e improved forage and adopted the
 
practice of feeding silaie and built trench silos for their own use. For 
examples Anjar Village, where most of the production is from small farms 
with one to five cows, over a three-year period increased its daily milk 
shipments to Beirut from 70 pounds to two-and-a-half tons por day. 



Has our to LUlivia to service Bolivian paymts onaid boon used 

Export-Import loans? 

ANSWER,
 

never to service Export-U. S. foreign aid funds have been used 
loans. As of December 31, 1955, Bolivia's external debt,Import Bank 

The Bolivian
principal plus intereat, totaled $168.9 million. 

fiscal year 1956 set aside $505,000Government's budget for calendar 

to service tVe external debt. In recognition of the balance of payment
 

and exchange probli nsbe'ing experienced by Bolivia, the Lfport-Import
 

Bank revised t.he schodule of payment.i on loans to Bolivia. Under the
 

terms of this agreement, Bolk-iia was permitted to reduce its service
 

Bavk from about $2,500,000 per annum to
 
paymeits to the Exiort-lmpcrt0000 per annvm during the calendar years 1957, 1958, and 1959. 

is true that when the United States gives finarcial assistanceIt 
it can be s id that the aid funds have the indirectto any country, 

the recipient country to
effect of financing payment of the debts of 

the extent that the aid frees an eouivalent amount of the country's
 

only way this result could
 
uwn revenues for such payment. The in which 


be prevented would be to require as a condition precedent to the giving
 

of U. S. assistance a promise from the recipient country that it would
 

default upon all of its out.standnf obligations.
 

Some of the primary p'poses of economic aid to Bolivia are to
 

muintain political stability, and encourage the
stabilize the economy, 

the growth of private enterprise.establilin,mt of a free economy ,ujd 
through Technical Cooperation,The ca tributions made by the Unit-d States 

in the Monetary StabilizationAt3sltane and its participitionSpecip 
Progri have led to a nArked irprovir*ent in Bolivia's overall econooV.
 

hiaxt been curtailee and the ;ivestment climate has improved to

Inflation 

active interest in
such a&i extent that foreign enterprise h*s taken an 


It is hoped Uiat by such issistance Bolivia wl
 o4iterilng We country. 
through her ovm resources, to meet her foreign obligations
be able, e s

of recognized credit.-ort'in ,.And regain a status 



JIMON NM. la5
 

It has been alleged that we gave India 1,539,000 worth of pre
grain silos and warehouses in 195. Meanwhilefabricated stoel to erect 

more10 approved a gift of an additional $4 milion for 600 warehouses in 
to putting up the

spite of the fact that the Indians had not gptten around 
why should we have given

original buildings. Is this correct? If so1 


more warehouses when those already furnished had not been utilized?
 

The original agreement to provide two silos and fifty prefab grain 

These 52 units were delivered over the period
warehouses was signed i 1954. 

September 1955-February, 1956. When the additional $4 million for grain
 

in anticipastorage units was agreed upon a few months later in April 1956, 

tion of a large PL h0 grain import program, it was not apparent that 

Oovernment of India plans for erection of the first 52 units would lag. 

Prior to approving the additional $4 million agreemtnt, ICA 

specifically asked its mission for "evidence of progress in erection of 
agreementstructures previously authorized". The mission, before the second 

was signed, replied that it had a "firm understanding . . . that project 

Will be implemented rapidly". 

Thereafter two factors delayed implementation: (1) Indian harvests 

did no', maintain their 1954 level and grain consumption rates increased, 

O ain storage a less urgent problem for the Indian Government andmaking 
from the interior torequiring relocation of the planned storage facilities 

ports to handle increased imports; (2) a variety or problems in erecting the 

units (vite acquisition, locating the prefab warehouses at storage centers 
too great, the now and complicated workwhere wind pressures would not be 


required on the silos) continued to crop up.
 

approvedBecause"the assurances upon which the project was first 


have not been borne out by performance" the agreement for $4 million in
 

additional storage facilities was cancelled in 1957.
 

Our mission has continued to press for full utilisation 	of the 
36 prefabfirst 52 units. A progress report on erection of these 	units and 

funds indicatesstorage units India purchased at the same time with its own 


that one of the two silos is scheduled for completion this month, the
 
that, as o: November 1957,
10oiation for the other has been settled, and 

1 of the prefab warehouses had been erected, 19 more should have been ooae-

Ptd by now and all the rest are scheduled for coqletion this year qicept 
which are being relocated. 



ITICN NO. 49 

It has been reported that there are vast quantities of drugs 
In Laos (far more than Laos can ever use) and IC& has financed the 
procurement of these drugs and medical supplies. Is this correct? 

ANSWER, 

This statement is not true. The U. S. has financed the 
importation of drugs, but not in excess of needs. From the inception 
of the aid program to the Government of laos on January 1, 1955, down 
to December 31, 1957, ICA funds totaling 61,526,800 had been obligated 
for the purchase of drugs for Laos. 

Expenditurms (indicating deliveries) for the 3-year period 
totalled $663,047. This means that ICA obligated for the purchase of 
drugs about $1 per capita for the three-year period and that less than 
50 cents per capita has been spent, for this purpose. These amounts are 
modest for a country the size of Laos with the health problems it faces. 
In fact, an ICA official who recently visited Laos noted that many medical
 
establishments were in short supply of drugs and medical aids.
 

The above criticism is probably based upon observations of a
 

Ccngressional Study Group which toured Laos in November and December, 

1953 (See House Report No. 2025, 63d Cong. 2nd Sass.). Referring to 
the above criticism, Congressman Judd, who was a member of the Group, 
said before the House Committee on Foreign Affairs on June 24., 1957: 

"That report came from me. It never was suggested that
 
those were stores purchased by American funds. We hever
 
said that. Somebody added that on to it. We reported
 
seeing the most fabulous collection of expensive hypodermic
 
needles, antibiotics and everything else. But it was never
 
suggested that it came from us - we wnre putting no American 
aid in at that time. This was a case where somebody had gone
 
wid and used French money or UNESCO money or somebody else's
 
money for it. It wasn't ours."
 

It is believed that tho medical supplies which the Congressmen 
saw were those known to have been stored in a Government warehouse in 
Vientiare. These supplies had been stocked for the use of the French 
Union forces, including the Lao Army, which were actively fighting th3 
Vietminh Communists at the time of the Study Group's visit to laos. 

Two former senior officials of US3C/Laor have verified that 
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such a warehouse did exist at the time of the Study Group's visit and 
had been stocked chiefly by the French Government for the purpose stated 
above. According to these officials, this varehouse served am the oentral 
supply point for medical supplies for all of the Trench Union Forces in 
Laos and for the entire civilian populatimn of Laos. One of these 
officials stated that as of Decmb 1956 all but a minor portion of 
theme supplies had been used. 

It should be noted that, at the time of the Study Group's visit, 
no ICA (or predecessor agency) mission or permanent representation had been 
established in Laos. At that time Laos was receiving only an inuignifizant 
mount of U. S. assistance through the U. S. aid program to the Associatd 
States of Indo-China, and it is believed that this assistance did not 
include more than a token amount of medical supplies, if any at all. 



QUETION NO.* 

Is it true that we have paid the living expenses and tuition 

oosts for the sons of wealthy Persians attending American universities? 

No, 

This question appears to refer to the Iranian student project 
which covered the period 1952 through 1955p during which time the Mossadeg 

government fell, and the Iranian Oovernment was in serious danger of economic 
collapse. At that time the Iranian Government was unable to continue pro

viding the foreign exchsnge needed by Iranian students studying in the United 
at that time studyingStates. There were approximately 800 Iranian students 

in American universities. Without foreign exchange resources, virtually all 

of them would have been forced to terminate their studies and leave the
 

United States. It was determined that the objectives of the MSP and of U. S.
 

foreign policy objectives would be advanced if these students could continue
 

their training, inasmuch as they constituted a major potential source of
 
economic developmentprofessional and technical personnel required by the 

It was also known that Iron Curtain governments were preprogram in Iran. 

pared to offer grants to Iranians forced to discontinue their study in the 

United States, and did so to Iranian students studying in Europe. 

U. S. financing was applied only to the dollar costs of the training,
 

and# in exchange, Iranian local currency was made available to meet the local 

costs of the U. S. aid program in Iran. The families and sponsors of the Iranian 

studente contributed local currency at an agreed rate of exchdnge, in lieu 
of foreign exchange! cons'.quently, the program was not a scholarship subsidy 
to wealth Iranian students. 



QUESTION NO. 51
 

It has been reported that 200 plows and large numbers of 
tractors have been rusting away in Ethiopia and at the same time the 
U.S. was purchasing more plows and tractors for Ethiopia. Is this 
correct? 

ANSWER: 

This statement is an exaggeration. 

The stocks of agricultural equipment left in Ethiopia by
 
UNRRA and by the Italians when the British drove them out in 1941 
included plows and tractors.
 

It was apparent to our Mission, when it was established in
 
1952 and was confronted with the deplorably primitive situation which
 
existed in agriculture, that all possible use should be made of that 
equipment. Much of it, however, was entirely unsuitable for Ethiopian
 
conditions. Moreover, It was in such poor condition, through mis
management, lack of repair and inadequate storage facilities that it
 
was unusable. To put it to use involved major and arduous efforts, 
including rehabilitation of the equipment, the training and super
vision of Ethiopians for that purpose, impressing Ethiopian farmers 
with the disadvantages of their primitive methods and teaching them 
to use the rehabilitated equipment. This task was one of the first 
to which the Mission devoted its efforts. It called for cooperative 
U.S. and Ethiopian efforts, for which a joint Ethiopian-U.S. Machinery 
Pool Project was established in 1953. By 1954, these undertakings 
were well under way. 

Success in these cooperative project efforts for improvement
 
in the field of Ethiopian agriculture could not be achieved, however,
 
without the purchase of a small amount of new equipment. Seven small 
wheel tractors for experimental station work, two disc plows and one 
crawler-type tractor were needed. These were acquired, not directly 
by the U.S. but by the Joint Fund - the Ethiopian Government making 
substantial contributions to defray the cost. There have been no direct 
U.S. purchases of either plows or tractors for Ethiopia undor the U.S. 
program.
 

Commendable progress has been made and continue to be 
rode In this joint effort for improvement in the field of agriculture 
In Ethiopia. 



fJOSTIM NO. 52 

It has been charged that the United States financed $39 million
In loans to complete two dams in Afghanistan, in order to produce
electricity and water for reclamation. Today, it is a3leged there in
still no power equipment and no electricity has been generated. 

(a) Is this correct? 

(b) Why did the United States not make surveys of the
economic requirements and of the feasibility of 

ANSWU: these projects before making these loans? 

(a) The Export Import Bank of Washington hAs nade loans
totalling $39,500,oOO to assist in completing the Arghandab and Kajakai
Dams in the Helmand Valley area of Afghanistan which had already been 
begun by the Government of Afghanistan with the help of an American
firm. These dams were primarily designed for irrigation and flood 
control purposes. At the time financing was approved, there were 
no plans for the initial installation of power equipment, and there is 
now no power equipment at either of these dams except for minor standby
equipment at Arghandab. There is presently under consideration for
financing from FY 1958 amutual security special assistance funds 
proposal for 6400 kilowatt capacity at Arghandab. 

(b) The Uniterd States did in fact make a survey of the
economic requirements and of the feasibility of the Helmand Valley
project before making the loans, whi"'%included the evaluation of a
full report prepared by the American :1rm which had been working with 
the project* 



QW35TUM NO. 53
 

It has boon alleged that in Oreece Marsha Plan tractors rusted an 
tha docks two years after arrival because the country couldn't absorb al 
the aid we insisted on givi4 the. Is this correct? If 
adequate surveys not mado,?' 

so, why were 

ANSWR: 

The question appears to refer to tractors which were sent to Greece 
by UNR in early 1946. These tractors had no connection with ICA or its 
predecessor agencies. Theyjvere not used inmediately because of the Civil 
War in Greece and because a number of the tractors were not usable in that 
country without certain modifications in their equipment. Ivontua1y, how
evera the tractors were converted and were absorbed by the Greek economy. 



Why has the United States spent money constructing bighways 

for Jordan where there are fewer than 9,000 automobiles there? 

ANSW, 

The purpose of the Jordan highway program is to provide a 
basic stimulus to economic development in that country, and not just 
for the purpose of facilitating travel of automobiles presently in the 
country. Since the present railroad facilities in Jordan are extremely 
limited it must have highway transportation connecting the four areas 
of the country if it is to make any progress in increasing production 
and commercial activity. In addition, because of the establishment of 
the State of Israel, previous means of communication - mainly in an 
east-wiest direction - must be supplemented by north-south roads. One 
result of the road construction program has been to provide employments 

area.thus co-ntributing to political stability in that troubled 

A total of 95 miles of good primary roads, 12 miles of 
roads are underfaru-touarket roads and 76 miles of village access 

construction.
 



MtT10N NO0. 55 

How can the U.S. justify the stimulation of productici of agri
cultural products abroad while our own farmers are suffering frcm low
 
prices and decreased acreage allotments and while the American taxpayer
 
has to support the farmers through subsidies?
 

ANSWER: 

This question might be taken to mean (1) that U. S. farmers 
would be in a better economic position if foreign aid dollars were not 
used to stimulate certain agricultural production abroad and (2) that 
dollars used for such purpose in foreign aid could be better employed in 
improving the economic condition of the U. S. farmer. 

As to the first point, it is unlikely that U. S. farmers would 
be better off if we did not attmpt to stimulate foreign agricultural 
production. In the first place, our experience has been that the stronger 
a country becomes economically the more of our farm products it consumes. 
Secondly, it is ICA policy to finance only those agricultural projects 
which meet the test of not competing with U.S. exports. Agricultural proj
ects in the underdeveloped countries receiving such aid are non-competitive 
with U.S. exports for a variety of reasonsi the crop in question may not 
be surplus in the U.S.; need may be in excess of surplus supplies, or in 
excess of supplies we will sell for local currency, and, of course, most 
of these countries have a dollar shortage; the cost of exporting the com
modity may be excessive; those who will benefit by the project may not have 
money to purchase needed food(in this connection, projects involving small 
scale production for home-use are an important part of our program). In 
ar case, the contributions we make to agricultural develop - int are directed 
toward the basic objective of making these countries c ir a of meeting needs 
uhich cannot be filled by mports from the U.S. 

It may be noted with respect to U.S. agricultural exports that al
most 30% of all mutual security assistance since the start of the program has 
consisted of agricultural commodities now classified as surplus virtually all 
of which were purchased in the U.S. (Sales and Grants under P.L. 480 are in 
addition to those amounts). Moreover, exports of U.S. agricultural ccmmodi
ties reached an all-time high in .1957 and have increased more in recent years 
than agricultural exports by other countries. 

The second point, that our dollars would be bettor employed for 
improving the economic condition of our farmers than for increasing production 
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abroad relates to the basic concept of the Mutual Security Program& Aside 
frvu the question of what our domestic farm program should be one of the 
basic considerations behind the Mutual Security Program is that we do what 
appears necessary to avoid the risk of less developed co-tries of the free 
world becoming dangerously susceptible to Communist influences. 7his object
ive is in the security interest of the U.S. The agriculture of most of these 
countries is in a primitive state. They lack the most basic notions of soil 
conservation, diversification and production techniques. They are incapable 
of supplying their own most fundamental needs and are faced with rapidly 
growing populations. Agricultural assistance to such countries, we believe, 
strengthens them in a most direct way. 



hESTION NO. 56 

& million dollars of our tax money is being used in Paraguay for
 
the benefit of a single religious sect while si~ch a practice would be
 
frowned on as unconstitutional and contrary to public policy in our
 
own country*
 

Under the Mutual Security Act of 1956, ICA was authorized to make 
loans to Latin American countries for certain specified purposes, one 
of which was "such land resettlement programs as will contribute tu the 
resettlement of foreign and native migrants in the area as a whole, or 
in any country of the Rrea, for the purpose of advancing economic 
development and agricultural and industrial productivity". 

Pursuant to this authority, agreement was reached in April, 1957 
for a loan of $1 million to the Government of Paraguay. That Government 
in turn agreed to lend $1 million to the Mennonite Colonies for purposes 
of expansion, modernization and creation of small basic industries for 
the conversion of raw materials, and of expansion of agricultural 
production.
 

This project is an excellent example of land resettlement. The 
majority of the Mennonite Colonies are located in the Paraguayan Chano, 
a vast underdeveloped land. The Mennonites were chosen for this 
resettlement project bocause they were the most effective major device 
through which resettlement in this area could be obtained. They were 
not ohosen as a result of any desire on the part of ?araguay or ICA to 
assist any particuL,4' r'eligious sect. As a matter of fact, the Government 
of Paraguay has for some Atme encouraged the Mennoniti Colonies in manY 
Wayne 

In addition to assisting in the general economic development of 
Paraguays, this project has the following specific beneficial resultut 

(1) Through the building up of small industric- financed by 
this loan, addtional markets are created thr the produce 
of non-Mennonite farmers as well as those who are members 
of the Mennonite Colenies. 

(2) 	 Part of the loan Is being used to finance the activities 
of an experimental farm and to finance seed production.
These faoilitiek are available to all settlers in the 
area including non-Mennonite settlers. 
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The Mennonite Colonies are obligated to r.ay the loan to theGovernment of Paraguay over a twenty-year period in local ourrenoy ofParaguay together with interest at the going rato applicable in Paraguay.The Government of Paraguay is to repay the U. S. over the same twenty..year period in either its own currency or in dollars, the interest ratebeirg 3% for those repayments made in dollars and 4% for those made in
local currency. 



STION NO. 57 

Did we spend 2 million to provide water and public bath
 
facilities for 200 Lebanese villages?
 

ANSWERt 

We did spend $2 million to provide water facilities for about 175
 
Lebanese villages but spent nothing for public bath facilities.
 

The United States has contributed about $2 million of materials,
supplies and equipment for water sunply improvements in about 175 villages
under a for whichprogram the Lebanese Government itself has spent more than$7 million. In FY 1957 and 1958, under the technical cooperation programs,ICA is furnishing one engineer to advise the Lebanese on engineering phases

for their expansion of this program.
 

The village water supply program in Lebanon is part of that country'sown development program. It is a by-product of the Litani River Basindevelopment project, the first phase of which is being financed by an IERD 
loan of $27 million.
 

The village water surply improvement program is an undertaking of the
Lebanese Government primarily to improve the standardi and living conditions
for the Lebanese people by providing Lebanese villages with safe drinking water
supplies. 
A particularly important result is the encouragement this gives to
the village people to stay in their villages rather than move to Beirut and
TriDoli and thus worsen the slun conditions in these urban centers.
 

Although five village washJ houses have been provided by the ICA Mission
and two by the Government of Lebanon, to furnish facilities to village women
for the washing of clothes, no pi;lio bath, have been built either by villagers
or by the United States in connection with tiis project. 



o,fa.n4*,1 collapble too* ,t. tubes to Osibodla? 

A th.V6Ur t.gation of rA r~wds, both at Wah~nton and 
at P "tw?wh. r lS no 6o11apaSblo toothpaste tubes have been 1lWted 
Into Cpabv A."dW th U. S. aid yeatpm since establiskuiat of the 
Cabodi.a ?A.iLstun ,nar 1955. wthwrm g, the Cambodian Oovweynt 
on the bmio ot ts otoTic3l customs 9 Iecoxd mortelndkates that 
financed by .bodt's om tcrtign exohange inoleded o collapsble tooth
paite tubes Ln 1956 mnd 195T #A only $6.00 equivalent of this itm In 
195. 



Rave we -w'unjd Ice boxes to Eskio.? 

AN513a 

No. kimos are only found In Alaska, GarAda the Ohuklo 
Panlnoula of northeast Siberia, and Greenland. No aid program have 
ever be instituted in the first Uwr*e plaoes. Oreenland is a colmon 
of Denmark, and Denmark has received assistance under the mutual security 

ogram. However, no aasistanco has ever been sent from the U. S. to 
*enland, and no le. boxes or refrigerators have ever boon sent to 

Demuark under the aid program, 



I@ it not true that a plant was built in Formosa for pro6eos

jug silica prior to adequate surveys having been undertaken? 

not made prior to furnishing
(a) 	 Why were economic survey, 


the equipment?
 

plant?
(b) 	 Has any production ever resulted from the 

is with reference to a
that the criticismIt is believed 

to assist the Chinese Government in the rehabilita
project undertaken 

for, 	 a treatment plant for 
furnishing of equipmenttion 	of, and the 

and quartz products. In coznection 
andconcentration finishing of mica 	

from Chineseof local currency
with 	this project ICA approved a loan 

costs 
owned cour terpart amounting to approximately $40,000 fcr local 

of rehabilitating the plant and ICA contributed 
approxdlately $,37,000 

The project wad approved
%'inery and equipment for the plant.
for 


upon the technical evaluation of an 
American eigineering firm
 

base. 

The firm's evaluation vas based 

employed by the Chinese Governmant. 

previous studies indicating that there 
were sufficient deposits
 

on 
of mica to justify undertaking the 

project.
 

Extensive exploration subsequently failed 
to locate suffi

a commercial mining operation. The 
clent quantities of mica for 

which had already been installed in the plant was then 
equipment In accordancelimestone.adapted to uso in pulverizing talc and 

requested to and 
with 	ICA procedures the Chinese Government 

wea 


did refund $18,323.03 which was the value 
of equipment not utilized
 

ent con
ov the project. The major portion of this latter equi 

diesel driven generator has been diverted to 
sating primarily of a 


uses in Taiwan.
other productive 

http:18,323.03


How can the U.S. justify furnishing asuiatance to a countr7 1hers 
the king lives in Oriental splandor suroundad hi Cadillacs and his 
harem? 

ANSWERs 

The inference of the question i. that because of the substantial
 
wealth the King of Saudi Arabia derives from oil revenues we should not

negotiate with him in order to achieve mutual security program objectives. 

The UDited States has maintained important and special relations
with Saudi Arabia since World War 11 when King Ibn Saud agreed wiUi the 
United Statoea on construction of a strategic air field at Dhahran. The
United States, on April 2, 1957, concluded a new agreement with Saudi Arabia
which provides for the use of facilitia at this importaut air field for 
an additional five years. The United States thus retains operation of the
only 3anding and refueling poiat for its aircraft between Libya and the 
Philippines.
 

As part of the sam agreement, the United States will continue
 
to supply training services and equipment to the Saudi Arabian armed

forces. Saudi Arabia is being permitted to purchase military equipment

from the United States under the provisions of Section 106 of the Mutual

Security Act of 1954. 
 The United States wU. also provide economic
asaistamge f'or two projects of mutual bAnefit,, a new civil -ir termirAl 
at the Dhahran air field and an axpansirn of facilities at the nevazby port
Of DaaUam. Thio represents the extent of presnt United States assistance 
to Saudi Arabia. 

It is a0so pertinent in this connection to note the sipificant
role which King Saud is currently playing in the Near East, Saudi Arabia
ha #0.ven and ii giving important support to help combat the mnace of
intertAnal Communim Saudi Arabia has no ralations with the Soviet 
bloc. 



EZ2ION NOm 62 

Did the U. S. spend $501,000 for wage and position 
classification studies in the Philippines?
 

ANSWE,
 

ICA did spend approximately $397,000 for a Wage and
Position Classification Survey in the Philippines and the PhiLippine

Government financed approximately $1.2 million in local currency
of the project cost. This particular project had as its purpose
the development of a comprbhensive position classification and compensation plan for all civil service positions in the Philippine
National Govr ii ont, and the training of personnel to continue 
such work. The project initially envisioned covering 45,000 positions

of the National Civil Service at an approximate dollar coat of
$145,000. It
was entered into at the request of the Philippine

Government as a firt step toward the implementation of one of

the recommendations of the Bell Mission that a speial effort be

made to improve the public administration because of its crucial
import.ance to the success of the economic development program and
i order to give the people confidence inthe government. 

The Bell Mission, an economic survey gr.,vp, found that
the outmoded and inadequate classification and pay system wa a
oubstantial handicap to the Government in Its determination to

develop a sound program of occupational recruitment and effective

personnel management, in retaining competent personnel and elim-

Inating petty graft. Noting the success of the initial project

the Philippine Government requested that the project be expanded

to include the entire governmental service.
 

The Philippine Government has expressed great satis
faction with the project and has implemented it by Executive 
Order placing the claasification and pay plan Into effect. The
Order was hailed by the Commissioner of the Budget of the Philippine
Government as being "the greatest act of justice to government

employees since the establishment of the Philippine Civil Service."
Furthermore, he has publicly stated that the plans aid reforms that

have been initiated in the Civil Service have provided the basis

for the development of an efficient and honest corps of public
servants to run their modernised government machinery competently. 

The ICA considers that the Wage and Position Classifioa
tim Survey was a highly successful and vorthwhile technical
assistance project which enableJ the Philippine Government toachieve for the first tie a complete knmo4edge of governmentalstaffs and their activities and to implement goerompt-vide personnel 
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administration standards. In fact, the project is cosaidered a keystone
to the establishment of sound public administration vithin the Philippine
Government and is providing the basis for continued organizational improve
ments and redirection in the size of the administrative depsixtments. 

The following extract from a speech given by an official of

the Philippine Government illustrates the effectiveness of this type

of assistance to underdeveloped countries:
 

"Indeed the Philippine experience proves that the value 
of public administration technical assistance is not capable
of pecuniary estimation. This is so bAcause it deals with 
the human resources of a country, and while we achieve present
practical results from institutional reforms which enable 
government administrators to do a management Job, these have 
multiplier effects in the future from the continued influence 
which such reforms will exert in the management of our gov
ernment. Thus, I say to you who are here: Public adminis
tration technicians shall have worked themselves out of their
 
jobs, but the changes and reforms they have initiated here
 
will continue long after ICA technical assistance is gone.
 
Because you will have left us richer in outlook and equip
ment, and no money can measure the fact that we shall be able
 
then to stand alone, to take care of ourselves. This, I
 
think, in a nutshell is the significance of aAl your efforts.
 

we
 

"Inother words, public administration technical assist
ance in under-developed countries Is,and can corAinue to 
be, of incalculable value by making possible econoa7 and
effieiency in government operations. Mile loans and grants 
and commodity assistance are also vitally important, only
 
an honest, competent and efficient public administ ,4on
 
can insure that these added resources will n. %..olly or
 
partially, go to wmate or down the drain.
 

"When ICA missions in the underdeveloppC countries of Asia
 
shall have been able to maximize overnrannt services with the
 
limited resources of these countries throug. mproved public

administration, as in the case of the Thillppines, then I 
say that you have made a tremendoub i intribvitisn to the 
cause of these countries and you deseivo to be congratu
lated for a job well done." 



Q URION . 63 

Did the U. S. build a beet sugar refinery in Iran even though 
there were insufficient sugar beets to feed the refinery?
 

ANSW!E~: 

The United States, in June, 1952, and June, 1953, agreed to
 
provide funds to the Plan Organization (PO) Iran to permit PO to complete 
its already existing contract obligation to pay a German fin for
 
supplying and erecting three beet sugar refineries in Iran. In each
 
case, PO was unable to provide the required funds itself, and its
 
inability V') do so jeopardized the 3ums already paid on the contract.
 

The United States objective, in providing this assistance,
 
was partly to ,)revent the loss of the substantial investment already
 
made by PO. It was also to assist in developing the economic resources
 
of Iran by stimulating capacity in the production and refining of beet
 
sugar; improving techniques and skills in construction and oporaAon of
 
sugar processing units; stimulating the growing, processing and aiarketing
 
of sugar beet products; and the alleviation of unemployment, and the
 
resultant poverty and distress.
 

One of the problems in the beet sugar industry in Iran that had
 
to be dealt with simultaneously was the poor quality of the beets as
 
sources of sugar (indeed there has never been a shortage of sugar beets,
 
but only of adequate quality sugar beets)j and consequently the project
 
agreement that funded the Bardair and Cheneran plants specifically
 
provided that the project would include simultaneous activity to assure
 
the cultivation of higher quality beets in the areas supplying tha
 
factories; and net out specific undertakings on the part of the two
 
governments to accomplish this purpose. Other phases of the project
 
inoluded teaching farmers of the area to utilize by-products of the
 
sugar factories and training in necessary managerial skills.
 

Unfortunately, all phases of the project did not work equally 
well; and it is true that there have not always been beet sugars of 
adequate quality available in adequate supply. 

However " situation ham improved and there hau tseen a net 
advantage to Ira the projects. The output of the three factories 
has increaed 114, oximately 13,OO0 tons in the 1955 season to over 

30W000 tons In ,1t. season.
 



Eugene Castle has stated that foreign aid has already cost 
twice as much as all the social security benefits plus aid to the aged, 
blind and disabled and that it has cost 3 times as much as our farm 
programs and 7 times as much as all atomic energy programs. 

(a) 	 What has been the cost of each of the programs 
described above? 

(b) 	 Uhat has been the cost of the military assistance 
program and of our various nonmilitary assistance 
programs? 

(a) The expenditures of the Federal Government for the 
several programs cited for the period July 1, 1948, through June 30, 
1957, are as follows: 

1. Social Security benefits plus aid . . . $59.2 billion 
to the aged, blind and disabled
 

2. Farm programs . . . .. . . ...... . " 

3. Atomic energy . e # e . . .*, * * 13,1 " 

(b) The cost of the Mutual Seourity Program from Aprilp 
1948, through June 30, 1957, is as follows: 

1. Military assistance (grants) . . . . . 020.1 billion 

2. Economic assistance (grants and loans).. 22.5 " 

Total 	 $42.6 billion 



MTIOIN. 65;
 

It ha been charged that we squandered money in Iran, building
 
roads that led to nowhere, financing dams that ware never built, and
 
turning over huge sus of money to the Iranian Government to squander
 
needlessly.
 

(a) Are any of these charges correct? 

(b) What is and was the purpose of the Iranian program? 

(c) What has it achieved? 

ANSWER:
 

(a) None of the charges is correct.
 

The references to "roads that led to nowhere" and "financing
dams that were never built" presumably refer to the Karaj Dam construction 
project in Iran and the access road which leads to it. This road is an 
arterial highway running from Tehran to the vital Caspian area. It was 
necessary to relocate this road from a position which will eventually be 
covered by the Karaj Dam Reservoir. 1he road also servos as an access 
r-oad to the construction site during the building of the dam. 

The Government of Iran is proceeding with the construction 
of the dam from its own funds, since the dam is required to provide a 
much needed source of water supply for the rapidly growing capital city 
of Tehran. In October 1957 the Iranian Seven Year Development Plan 
Organization signed a contract with Morrison Knudsen International in 
the amount of approximately $1i1 million for construction of the Karaj
Dam and an 84,000 KVA power generating station. It is estimated this work 
will be completed in the svmmer of 1961. 

The allegation that huge sums of money wore turned over 
to the Iranian Governmont to squander needlessly apparently has reference 
to the Van Rensselaer article stating that 'When there weren't enough 
ready projects, for which to obligate funds, Warne, with the approval of 
his Washington chiefs, distributed U. S. checks dixrctly to Iranian 
Ministers. lie provided cash with which the Iranians not only met their 
regular government payrolls but raised their own salaries." The fact is 
that there are always more projects than funds available. However, the 
U. B. did assist the Iranian Government in meeting its payroll during 
the chaotic period following Mosnadoq's fall. From May 1951 until the 
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fall of 1954, the Iranian Go.rmxent's gross income fros oil production 

was only approximately $12.7 million, received during the early months 

of 1951. This was wholly inadequate to finance both the government's 

regular operating budget and the development plan. The Iranian Government 
of the wild inflationdid raise sae salaries of its civil service because 

and in order to consolidate thewhich was sweeping the nation at the time 
new Zahedi Government. No directloyalty of the civil service behind the 

contributions for general budget support have been made from either FY 1957 

or FY 1958 funds. 

The "distribution of checks directly to Iranian ministers"
 

involved ceremonial presentations in order to publicize U. S. assistance.
 

at a time when such a demonstration was deemed extremely important 
to
 

the political situation. 

given primary support for different(b) The Iran program has 
objectives at different periods as in the circumstances the 

U. S. interest
 

the cessation of oil revenues, due to the nationalizarequired. After 
Government fell into increasinglytion of the oil industry, the Iranian 

the historic and
desperate financial straits. From 1951 to 1953, during 

Party, U. S.
bitter internal Iranian political struggle with the Coimunist 

to prevent econmic collapne and a take-over by a
assistance sbrved 

regime. The basir' Teclhical Cooperation programCommunist-controlled 
aid was also madebegun in 1951 was continued, but additional 

essential imports and to maintain employment. These
available for 

of economic activity, oemonstrated programs prevented the collapse 
to

U. S. interest in Iran and encouraged non-Communist elements 


resist ommunist pressures.
 

After the fall of Mossadeq and the accebsion to power of
 

in August 1953, a sizable increase in U. Be 
a pro-Western Government 

new government to
assistance was regarded as necessary to enable the 

and nagotiatesurvive and to undertake to develop ito own resources 
new had owor at a time 

an oil agreement. The goveniment con- to 

the country was near to economic collap~e and the treasurywhen 
was virtually without funds. The now government was without resources
 

to provide for normal governmontal functions, civil and military.
 
U. S. enable,' the government to carryImmediate budgetary aid fr(x the 

out normal functions, to pay civil and military salaries, and to
 

service and military ontablishmont behind the nowconsolidate the civil 

pro-western regime. Without such emergency aid it is likely that the
 

situation would have deterlorated still further and it is unlikely the
 

could have .urvived to mgek the nettlements and adjustnew government 
ments for a new economic and administrative start. 
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The next stage in 	 the MSP program for Iran began with the oil 

subsequent gradual restoratioi of oil revenues. 
settlement in 1954, and the 
U. 	S. oconomic aidP especially direct budget support, has 

declined as oil 

have increased, and a substantial portion of total aid has been 
revenues 

Even in the past few years#
in the form of loans repayable in dollars. 


however, Iran has experienced difficulties in attempting 
to finance an
 

increasingly heavy military 	burden brought about by 
Iran's membership in
 

the Baghdad Pact, 	while simultaneously financing a 
rate of economic
 

awakening aspirations of the population.
development consonant with the 

on an annually diminishing scale, therefore
Loan and 	 grant assistance, 
continued to be made available to Iran in connection 

with technical
 

assistance, econ'imic development and military construction. 
No direct
 

contributions for general budget support have been 
made from either 

FY 1957 or FY 1958 funds. 

(c) The Mutual Security Program in Iran can be credited 
with
 

objectives.
assisting significant achievement toward fulfillment 

of U. S. 

In contrast to the economic prostration, administrative 
chaos, and
 

Comu unist subversion that characterized the period 1951-1953, Iran today
 

is able to undertake a diversified economic development 
program; internal
 

security has been restored; and a strong, pro-Western Government is
 

participating actively in regional defense arrangements 
such as the
 

of the balanced
Baghdad Pact. To enumerate in detail the accomplishments 


an extensive presentation.

programs 	 that were undertaken would require 

nt' what the program has meant to individual
Some specific illustrations 

Iranians, to the Iranian econorny, and to Iran's capacity to meet its
 

the following examples tneeds may be drawn from among 

attended training 	courses 
- More than 90,000 Iranians 	have 

the past five years.within Iran in various fields in 

has been 	developed to supply- Karaj Agricultural College 
Iranian agricultural experts.critically needed 

at high school level- Vocational Agricultural Schools 

have been established in each province.
 

has helped to establish an agricultural- The U. 	S. 
which has trained 	thousands of Iranians

extension service 
in peat control, irrigation methods, seed treatment, machinery 

This has resulted 	in
production, etc.
maintenance, livestock 
in many areas.lncreacss 	 in agricultural production 

- As a result or the Community Development program more 

than 9,000 self-help projects were undertaken by Iranian 
schools, 700 pieces of

villagers last year (for example - 400 


road, 400 bridges).
 



mU--Question 6 - 4 

- Better teaching methods and textbooks have been 
introduced into Iran schools; .more than 30,000 teachers have 
been trained. 

- As a result of an adult literacy program, more than 
200,000 adult Iranian. have learned to read; 300,000 more 
viii be literate this year. 

- The U. S..has helped to combat disease (8 million people 
have been vaccinated against smallpox alone); sanitation programs 
have stimulated the installation of thousands of sanitary toilets 
and the digging of wells to obtain pure water. 

- In the labor field, 36 factory supervisors trained in job 
instruction have in turn trained about 250 supervisors in 15 
factories. Craft training programs have been established for 
foundry workers, machinists, boiler workers, etc.
 

U. S. assistance to industry has been primarily in Iran's three 
basic manufacturing and processing requirements, building materials, textiles 
and food@ We have helped Iran to improve cement production both at Ray and 
In the new cement plant at Snlraz. We also have equipped this area's first 
building materials research and testing laboratory at Tehran University. 

American technicians also are working with such varied othr 
industries as lumbering, glass and bottle making, machine parts manvfacturep 
fisheries, match making, soap production, furniture manufacture, foundries 
and mines. 

We have been helping Iran for tho past several years with a 
program to survey water resources, establishing stream gauging records 
and land classification# for wise planning of future development of water 
resources. 

In two years technical assistance enabled the Iranian National 
Railroad to double its freight hauling capacity between the Persian Gulf 
and Tehran without new equipment. 

More than 500 men are being trained in the use of modern 
meohanised highway maintenance machinery. 

We hove been working with the Ministry of Posts and Telegraph to 
establish telephonic communications between all of Iran's major cities. 
In the same way we have helped make possible good air communications in 
Iran by assistinS in the development of oommunicatione and air nevigation
facilities. 

More than 90 full-tme graduate students have completed their 
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work in the Public Administration Institute in the University of Tehran; 
l140 part-time graduate students have received training, and about 900 
part-time students have ben trained at the undergraduate level. The 
Impact of this training program in both private business and industry, 
and in governmental efficiency will have a bearing on development. 

We also are assistiig the Goverment of Iran in meeting its 
recognized need for administrative improvements in various ministries. 
The United States is furnishing general public administration consultants 
to each of the Ministerial Under-secretaries except those in the Ministries 
of Foreign Affairs and Defense. Considerable progress is being made by the 
regular Oovernment Ministries in Fiscal Administration - budgeting,
 
accounting, auditing and revenue administration, including customs. 



in the ivburbs -At )anila ,i built rost n.te'r row at Indviual
bathrooms on aua lots - on the thtty thet peopZr would buy tMe 1.As
and build noat, little homs aremid t x .thro.o.. fortatoythe
Filipinos didn't like the Idea c-A *%thit krms of laitiis st sat

the". I night add tha this la:d/aar ito cl t tz tz rals the

lving ril-&Aards of backwhrd peo.le t
came be lkeii a 1'.UshftC Heights. 

It it believed that this criti! iSe i in reference %o a ,voject
bwgun lu 1952 by T.e Philippino Oovernnt vith Unite? States asltunco 
to resettle, homeleps squatters, M,ny of om wre ,a.bjk',ct a etmtunist
propaganda, and to alleviate unfanitary conditimi ia rhe city of Manila. 
The i-ctb crncern-ng 4,as project are ,an follows: 

In 152 v. number of Phi]ippine Govitnuent sn..er' inclvuiiit 
the People' HWwsite and Housing Corioral.ion, sought :, zilve the
problem arind,; ;rem the post-ui hvu.j'1 a.%rtaaLy r.h,. 40 0A.pmeIt
of a low-cost public housing pro,-ct. It was anticipt-it,, ths quat',ez'o
living under unsanitary corditione 1&n t4,, var-ravaql ppile naPi';ni
could be encouraged to bvAld hicwew o, a selF-.help " oy ror§Ar4
them with land ar.1 with esoentlAl uWti1t , to providu N\r monisrl 
living and saeltery needs. 

For the pz'Ject the Nsitiarn] J'h-inrng Comission planpad

self-contaned commuaity nclixdi ltAr'.e 
 ranl.Lry and utilit.q taciltles.
A tract of govornment-o,med ;-k', ,' -Rubli .ed into 997 lots or 20 
square meters earh. 3t.reetr., e o:-'d and -vAtn-" Lains %mireinvta'ld in 
the subdivision. To eonatn edaqute san tao:r'x soparate., toilet iuid
bathing facilities for Ohm o.,upanz, .f ,ir1h lot -mra Instale li asmall structure at the intersertion of srely tour lots. The project 
was not Immediately succe,ful, ho'wver, due to the Innbl]ity c' varlous 
agencies of tho Philippine Govorn.awnt tz. cerry through "Il orsginal
plan of providing credit for billditig iLsterlals, su1 evslton of cm
struction, an, arranging transportator, facilities for the proposed
inhabitants of tho suibdvljiorn who were aiinly L.-mloyed in the ani'A
dock area about 10 miles fr'om Lho subdivision. In recognition of he
 
fact that some 
sort of public aid was necersary to alleviate the 
serious housing problem, the Philippine Gavernment subsequantly dfcle.d 
to carry through the project an a gofernment venture by constructing
the homed and renting them to the very low income squatter families.

The necessary appropriations were Obtalned and the People's Homsle 
and Housing Corporation, a Philippine Government agency, vs giren
continued reoponsibility for the project. At the present time 974 



four-rooa duplex type bungalows have been constructed, renting for the
equivalent of $20 to $30 monthly. It is planned to construct sn addi
tional 14 units. Attractive gardens surround the houses and the 
development has proved successful as a low-rent public housing project. 

ICA contributed approximately $72,500 to the total project
for the necessary dollar costs and the Philippine Government financed 
the equivalent of $2,613,343 in lcal currency fr=an its appropriations.
The local currency equivalent of $731,343 was derlad from counterpart 
funds. 



The charge has been mde that unfair foreign coapetition is closing
the downs of numerous American industries, The charge continues that is 
are #ending our te hnic ians and machines to foreign lands to provide the 
eboyw-how" to proatce goods that will destroy arkets of our Gun. 

ANSWE :
 

It is true that under the economic assistance and technical cooperation 
programs authorized by the Mutual Security Act, ICA and its pred6cessor
agencies have sent equipment and teohnicians to foreign oountries. The 
equipment has been fuinished to rebuild the industries destroyed in Europe
by World War II and to assist in the economic development of the under
developed areas of the world. Technical assistance has been furnished to 
countries to increase their standard of living and strengthen their 
economies. 

The furnishing of equipment and technical assistance is aimed at 
achieving the prime purpose of the Mutual Security Program This purpose
is to enable the United States to survive in a world in uhich nations 
have been able to remain free through the rhievement of strong and stable 
economies* 

Although 'his is the principal purpose of the Mutual Security Program,
the Program has had the additional effect of creating jobs in the United 
States and increasing the export trade of the U. S. through the building
of economies which can afford to purchase goods from this country.
Therefore, it would appear that if anything the operation of the Mutual 
Security Program has had just the opposite effect from that ina!lcated in 
this question. 

In the calendar year 1955, it is estimated that the employment of 
600s00 persons in this country was directly attributable to U. S. aid 
programs. Furthermore, it has been demonstrated that the more developed 
a country is the better customer it is for U. S. products. U. S. exports
in 195 to various countries were as follows per inhabitant in each countryt 

Developed Countries Underdeveloped Countries 

Canada 
Netherlands 

$205.27 
44147 

Egypt 
Iran 

$3.40 
2e55 

United Kingdom 17.88 Indonesia 0091 
Germany 31.90 Pakistan 0.70 
Japan 7.16 India 0.49 



The charge has boon made that %bilerice production Is less 
here than in Korea our technicians have gone there to try to tell them 
how to raise rice. Have we sent technicians to Korea to assist in 
raising rice? 

We have not sent technicians to Korea specifically to teach 
rice culture, but we have sent technicians to supervise reclamation 
and irrigation projects an-d to teach better use of pesticides and 
fertiliser, which have definitely had the effect of increasing the 
rice yield along with other agricultural commodities. It is not
 
relevant to compare rice production in the United States with that
 
of Korea. The important thing is that we do have technology to 
adapt to and impart to the local situation in Korea whatever the 
agricultural commodity. Increasing Korea's overall production in 
order to decrease its depondence on th&United States is one of 
the main purposes of the aid prQgram. Since South Korea's population 
is nearly three-fourths agricultural; and eince historically rice is 
the staple food for the people, it would be ,mpossible substantially 
to increase Korea's overall production without increasing the rice 
harvest.
 

The bountiful rice crop of 1957 was one of the reasons why 

inflation was stemmed that year. Previously for successivb years 
there had been rampant inflation which saw price indices rice 40% 
or more annually. 

Even with the bountiful rice harvest in 1957, Korea still 
required an additional $37 million (commodity cost) of U. S. wheat 
and barley imports. This is because the population in South Korea, 
due in part to the movement of refugees from the north, has increased 
faster than the production of food. 



hgeure Castle h3 charged that the United States fianced a surneyto ascertain the sexal habits of the inha&itantas of Inda Was sach a uwvey undertaken? What was ite purpose? What Was its Justification? 

Insofar as ICA or its predecessor agenoies are conoerned this statemrant is not true. India has been and is conducting studies of this type inconnection vith the problem of population pressure, assisted by U. S. private 
groups and UN agencies. 



QUESTION NO. 70 

The charge ha been made that the administration has misreprsented 
the mounts of aid furnished to the Middle East and to Asia by the United 
States and by the Soviet Union over the course of the last 3 years. Are 
you aware of any reason why there should be confusion and misunderstanding 
of this matter? 

What are the figures for the United States and what are the figures 

for the Soviet Union? 

Answer: 

ICA is not aware of any misrepresentations by the administration on 
Soviet Bloc and U.S. aid figures. Possible confusion in respect to such 
figures could flow from the many difficulties involved in making exact 
comparisons between the value of Sino-Soviet Bloc aid and U. S. aid. 
(See tbe full analysis of these difficulties in the report on Communist 
Bloc Assistance Activities made last year to the Senate Special Committee 
to Study Foreign Aid, pp. 619-767, Senate Document 52, 85th Congress, 
lst Session.) These difficulties are in large part due to the different 
characteristics of the two aid programs and to the fact that Bloc credit 
and grant agreements with recipient free world countries are mostly 
commitments of lines of credit to be drawn over a period of years. In the 
nature of the ICA eperat,.on, there is no commitments stage comparable to 
the commitments made by the Soviet Bloc. As the nearest approximation, 
therefore, with minor exceptions, data on obligations are used to indicate 
ICA commitments for comparison purposes. 

The following table shows the estimated value of Sino-Soviet Bloc 
credit and grant economic assistance to Middle East, Asian and other free 
world countries compared with U. S. Government non-military credita and 
grants to these countries, on a roaghly comparable value and time period 
basis. Aid from the Sino-Soviet Bloc rather than just the USSR is given 
because this assistance is to a great extent coordinated by the USSR or 
made available through satellites as "fronts"; the bulk is from the USSR. 
U. S. aid includes ICA nonmilitary aid (defense support development 
assistance, technical cooperation), that portion of PL 480 Title I local 
currency made available for economic development and trade, PL 480 Title II 
assistance, and new Export-Imprt Bank credits for this period. The 
calculations are based on the period Md-1955 to January 31, 1958. 

http:eperat,.on


Qastion No. 70 (oetU20d) 

Sirw5oviet Bloc Credit and Orant Uoncio Ad 
to Kidle last, Asian and Other Free Verld 

ith U. M5. oonomic Aid toCountries Compared 

theme countries, Mid 2955 - jamary-31, 3.95.
 

(Istimated in Millions of Dollars) 
SIM041OVIST 

DOI 	 U. S. 

L.o.e~esoeoee~S171 6992
Total 16 countries 


1001
Middle East and Asia ........... *eeeee10 

...... " Arghan itan •........... ..... 


Burma ...........	 122.........*...-24
 
22 96
Cambodia 

Ceylon ..... ,o ......°... ....... 	 20 11
 

16
" "" 235
.•.pt
...........
 
39....eeeee*e
Mthiopia .... 

2.................... 19
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The charge has been made that the United States took the 
initiative in discussions with India concerning loans for the Second Five-
Tear Plan. Is this correct? 

No. 

As originally drawn up, the Second Five-Year Plan required
substantial foreign assistance for its completion, and it was known that 
the Government of India wojld explore possible sources of external aid.
Am the need for additional foreign assistance for its Plan has become 
more acute, the Government of India has initiated talks with the IBRD,
the United States, and other countries. 

The success of the Indian development effort under a free world 
orientation continues to be of the greatest importance to U.S. security
interests. The United States has, therefore, been concerned with the 
progress of India's development program and discussions with the Indian 
gpverment have been held in the normal course of diplomatic relations. 
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The charge has been made that our foreign aid frequently 
causes inflation in the recipient countries an: thereby creates 
stresses and strains which do ino.lculable harm -o the interests of 
the United States. 

a) Is this correct? 

b) If so, what is done to offset the effects of inflation? 

ANS5Ir 

It is true that unless proper practices are followed, large 
expenditures on military forces or on capital investments carry with them 
inflationary tendencies. The Mutual Security Program, however, far from 
contributing to inflation, seeks in two ways to permit such iroortent 
military or economic activity to be carried on with reasonable stability; 
first, by encouraging conservative fiscal practices including, whe,,*e 
necessary, the furnishing of appropriate technical assistance in finan
cial practices, and second, by furnishing goods which, when introduced 
into the econcny, hel -toffsetthe effects of heavy expenditures. The 
success of this program in so doing may be seen, for example, in Korea 
where, after several years of sharp rises, prices in 1951 levelled off 
and showed a slight decline.
 

Inflation is the result of too few goods and services in
 
relation to the demand for them. Mutual Security programs bring addi
tional goods and services into the economy of recipient countries. 
Therefore, the direct effect cf these programs is more frequently 
counter-inflationary. However, many of our largest programs have 
been in countries 4iere inflation was already well under way, fre
quently as the result of heavy military burdens. Thus perhaps 
observers, seeing that inflation existed in large aid receiving 
countries, assumed that the aid caused the inflations whereas the 
reverse would have been usually true. 

Although, as some critics say, military efforts create 
inflationary pressures, nevertheless U.S. military aid programs do 
not cause such pressures. In fact, by relieving the hard pressed 
finances of the receiving countries, our military aid reduces inflation 
relative to what it would have been if the country attempted to carry 
out the same military effort unaided. 

Similarly, one can say that development projeots cause 
inflation by putting more wages into the hands of workers vithout 
in the short run, producing more goods to offset these wgs. It is 
clear that development cannot go forward without capital and it Is 
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in our interest for development to go forward. Moreover, itmy fre
qjently be true that without U.S. assistance, less development would
have been attempted. If the net effect of U.S. aid were simply to

increase the amoun' of capital investment and nothing else, it would 
carry inflationary pressures. However, U.S. programs are worked out
jointly 1ith the host Covernment to assure that increases in capitalare balanced by increases in consumer goods or by decreases in non
capital expenditures or both. As a result, the net effect of oui
assistance, in most cases, is a stabilizing rather than an inflationary 
effect.
 



It 'has been alleged that w are giving aid to socialist
 
countries and thereby furthering the spread of socialism. In this
 
correct?
 

Aid is being given to nome countries which profess to besocialist", either in their constitutions or in the official platforms 
of the local political parties in control of the governments. 

President Eisenhower has said: We have no desire or intent
 
to subjugate or subvert other peoples - no purpose to change to their 
chosen political, economic or 
cultural patterns - no wish to make any
 
of them our satellites. We only to further the cause of freedo
Peek 


and independence and to develop the military strength necessary to
 
protect and defena it, in the interest of peace."
 

If, in the implementation of our assistance programs, we 
were to attempt to dictate the form of economic policy that other
 
countries should follow, 
our efforts would be worse than useless.
 
Traditions and attitudes toward private enterprise differ in other
 
nations and the leaders of those nations could be expected to re',rat

demands for change of their adopted economic systems as an affron
 
to their soverbignty and independence.
 

To demand conformance to U. S. standards as a condition ol'

aid would furnish ammunition for the Communist propaganda offensive..
 
For the Ccmmunists would contrast these "strings" on U.S. aid with
 
their own assistance programs which do not overtly attach such
 
strings and which, in fact, are being pressed moat vigorously in
 
these nncoimmttd countries whose political and economic standards 
often differ far more from Communist standards than they do from 
our own. The Communists would point to such conditions as convincing

evidence to confirm their charge that it is not the U. S. but the
 
Soviet Union which is really seeking to build political and economic
 
independence in other countries. 
This could seriuuly damage our 
position, not only in socialist countries but in other newly Inde
pendent countries. 

In short, we provide assistance to free countries not because 
of the particular way in which their econowlei are 'urvkptly orianed, 
but because they are free And because, if we didn't provide this
assistance, these nations would be awre likely to lose their freedom 
to Countsm. 



-2

on the other hand, the Mutual Security Vropa does coetri
but* to spreading the ideas of free enterprise. But it does so not 
by compulsion, but by assistance, persuasion, demonstration and example. 

A number of specific activities are carriod out under the 
Mutual Security Program which assist the growth of private enterprise 
abroad, including: 

Wl 	the ICA Investment Guaranty Program; 
ICA 	provision of dollar and local currency loan funds to 
private enterprises through local development banks; 

(o) 	 direct loans to private enterprise which are planned 
under the new Development Loan Fund; 

(d) 	 worldwide technical assistance to industrial productivity 
programs; 

(e) 	 technical assistance in the field of labor which serves 
to strengthen free labor unions; 

(t) 	technical and other assistance to agriculture, vhich 
represente a very large private enterprise sector of 
the economies of most of the countries in which wa operate$ 

(g) 	 bringing of many hundreds of trainees from cooperating 
countries to the U. S. to study U. S. industrial and 
business approaches and methods; 

(h) 	 development of local academic and in-service training 
programs In business administration; 

(i) 	 technical assistance to cooperating countries in draft-
Ing laws and programs for encouraging foreign and local 
private Investment; 

(J) 	 use of a high proportion of total economic and technical 
assistance funds to assist in the development of the 
basic facilities - ports, roads, power supplies, schools, 
health services, etc. - which must be present before 
private industrial development on a large scale can 
take place. 

In Its administration of the Mutual Security Program as wU 
as in other ictivities, tbis Government has consistently stressed the 
Importance of domestic and foreign private investment in the develop
ment of the economies of other countries. The United States has often 
Indicated the belief that the expansion of the private sector would 
make a major contribution to the development of many underdeveloped 
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countries. Puhlio funds will probably never be available, nor should 
they be made auailablop in safficient quantity to met all the invest
ment requirments of underdeveloped countries. Som fields, V.Xr 
exaplo industrial and extractive enterprises, are generally more 
attractive to private investment than are other fields, but there 
vill be occasions uban the use of public funds for such projects 
In the public sector will be in the intercsts of both the United 
States and the recipient country,, 



QIflTON 30. 714 

Ve helped erect cotton plante in Korea - where there in not
 
Mtve ootton.
 

This statement is partt.liy untrue and generally misleadinge
There is native cotton in Korea, though of an inferior quality; and we 
have not 'helped erect" cotton plants in Korea although ve have supplied
textile mahinery to rehabilitate textile plants damaged during the 
Korean war. 

ICA has not contributed funds to establish any new cotton tex
tile mills in Korea. All assistance furnished has been for the rehabili
tation and expansion of existing cotton mills damaged during hostilities. 
Precise statistical informatin s not readily available indicating the 
mount of U.S. assistance for this purpose, but it believed to beIs les
 
than one-half of the approximate $7 million contributed to supply all types
 
of textile machinery and equipment. 

The Korean native cotton is of inferior grade and for this reason 
not more tbpt 10 to 15% is used by textile mills. The bulk of it is used 
fbr padding and for home -vpinning. 

Since Korea cannot, from its own raw materials, produce the amount 
of textiles required in the Korean econcmy# it must import either finished 
textiles or raw materials for domestic textile production. The importation
of finished textiles would drain Korean foreign exchange to a muchresources 
greater extent than importation of raw cotton to be used for domestic tex
tile manufacture. Because the lack of adequate foreign exchange is one of 
the most serious problems confronting Korea, it has been a basic U.6. objec
tive to adopt aid policies which would assist Korea to reduce its foreign ex
change deficits. In addition, since the U.S. through the aid program has been 
covering those deficits, it has been considered import&nt to reduce them as a 
means of reducing the magnitude of U.S. asnistance required for the Korean 
oonomy. Accordingly, it has been ICA policy to meet tho cotton textile 

deficiencies by supplying raw cotton from surplus U.3. stocks ins ead of fin-
Iehed cotton textiles. It was for this p-ur)oari that ICA has provided the 
assistance required for Korea to purchase cotton textile machinery. Foreign
ltxchange thus conserved for (orea bacoms available to import criticall'y 
needed comootties wich cannot be produced or fabricated locally. 

A further result of ilie ICA policy has been the creation of a market 
in Korea for U.S, surplus cotton as well as for exports cf U.S. textils ae h
inery, Korea has already imported undo' the TOA/ICA assistance 1rogram over 
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$132 million of aurplus U.S. cotton (approximating 875OOO balea)e Had 
ICA financed textilesp they might well have cone from a source other 
than the U.S. under the ICA policy of financing commodities from the low
est tree-world source as a means of conserving U.S. id runds and thus 
reducing the burden cn U.S. taxpayers. 

It is interesting to note that the Korean textile industry was 
developed during the period of Japanese domination. Although Japan itself 
was a large textile producer and exporter, the Japanee recognised that 
development of a textile industry in Korea was economically sound and desir
able for Korea. The textile industry now employs more people than any 

other manufacturing industry in Korea, and the rehabilitation of this in
dustry has been an important part of the U.S. assistance program to estab
lish a viable econopq for Korea. 



QURSTIOB NWo.75 and 76 

We helped put vp flour mills in Korea aud Formosa - where there in 
little or no wheat. 

Tho statement is partially true but generally misleading. The 
assistance furnished has been beneficial to the economies of both coun
tries* 

(a) With respect to Korea, $1,135,000 worth of equipment for con
struction and rehabilitation of flour mills has been delivered under the ICA 
aid program since FY 1955. The circumstances behind this action are as fol
lows, In former times Korea supplemented its domestic rice supplies with 
imports of millet and barley fron Manchuria in order to meet the food needs 
of its people. Since hostilities this source of imports has disappeared and 
the population of South Korea has swollen about 50% from roughly 15 million 
to 221 million people. The need for food imports has continued. For example, 
in 1954 alone, 358,000 iietric tons of wheat and 276,000 metric tons of barley 
were shipped to Korea from the U.S. A part of these shipments was financed 
with Mutual Security Funds which thus provided a market in Korea for surplus 
U.S. wheat. 

A question might be raised concerning the preferability of ICA 
financing flour for Korea instead of wheat. The answer lies in the conserva
tion of U.S. aid funds and Korea foreign exchange accomplished through wheat 
imports. Koree has a critical shortage of foreign exchange and the U.S. aid 
program has been covering the shortage. Activities which reduce foreign ex
change requirements strengthen the Korean economV and reduce the magnitude of 
U.S. assistance required to support the economy. The conservation of foreign 
exchange inherent in importing wheat instead of flour is demonstrated in the 
following example: 

The importation by Korea of 90,000 metric tons of wheat flour 
at approximately $110- per metric ton landed, would cost $9,900,000e If 
the same amount of flour should be made available from local milling, it would 
require 120,OO0 metrin tons of wheat. To impl.rt this amount at approximately 
$80 per inetric ton, landed, would cost $9,6O0,000. However, the milling in 
Korea would provide the Korean economy with 30,000 tons of residue (branp shorts 
and middlings) having an export value of $675,000. If these $675,000 are 
deducted from the cost of tie wheat ($9,600,0OO), the locally milled flour 
mould have a net cost of $8925,0OO This is $975,000 less than imported 
flour would cost and constitutes the foreign exchange conserved* 
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(b) With respect to hian, a sall grant of $38,000 wa made 
from ICA funds under the PT 1953 program for rehabilitation of eisting 

Since that time about $70,000 in local currenuies (bothflour millse 
for excounterpart and section 402 currencies) have bebn made available 

pansion of grain storage and handling facilities of Taiwan mills. 

Taiwan 	produces a significant amount of wheat - 27,000 
The 2nd Four Year Development Plan aims at an annualmetric 	tons in 19579 

tons by 1960. Thus local ,wheat production proproduction of 30,000 metric 
vides u basis for a smallflour milling industry* 

Taiwan must import food. Its population has increased 80% 

since 1938. Despite large gains in farm production, Taiwan has become 

(if sugar is excluded from calculations) a net food-importing instead of 
the U.S. has shippedfood-exporting nation. To meet food deficiencies 

to Taiwan. For example, 192,000 metric tonssurplus agricultural products 
of wheat valued at $12.8 million wer shipped from the U.S. to Taiwan in 

1956. 

The importation of wheat and the rehabilitation of existing 

flour mills help to (1) conserve both U.S.-aid funds and Taiwan foreign 
expenexchange which would otherwise have to be used for imports of more 

sive flour; (2) provide employment for the increasing populationj and (3) 
prevent milling equipment from lying idle for lack of parts. 



UESTIK NO*. 77 

In Iran we p6,. out some $500,000 for Arerican-ade automatic
 
loms to install in a tontile plant which had never been properly

engineered. The loons required high-grade cotton - of which there vas
 
very little - and skilled operators and maintenance men - of whom
 
there were none in the native population. Then we failed to install
 
the power to make the plant operate.
 

ANSWER: 

Pursuant to agreements dated June 28, 1952 wnd April 22, 1953,p
 
both amended, the Technical Cooperation Adminitratio, and successor
 
agencies financed the purchase of 304 Draper Automatic Looms for
 
$486#395.63. These looms are capable of weaving medium grade long or
 
relatively short staple cotton. The purpose of this project was to help
 
Iran become more self-sufficient in textiles, its imports coming chiefly
 
from Japan and Russia.
 

Iran is deemed capable of procuring the quality and quantity 
of cotton needed to meet the requirements of this mill as well as others. 
The Draper Corporation sent two technicians to Iran to install the looms 
and train Iranians in their operation and maintenance within the limits 
of available power. In addition, Draper received and arranged for 
training in the United States of two Iranian technicians. The training 
requirements were contemplated in the project agreement. 

Last Fall the Plan Organization of Iran contracted with United 
Merchants and Manufacturers, Inc., (New York) to manage and operate 
the mill. The Plan Organization is financing the foreign exchange 
requirements of this training contract, by which it is expected the 
mill will not only become a profitable operation, but its output can 
become competitive with imported fabrics. United is sending its first 
cadre of technicians to Iran on March 7 and expects to have the spinning 
and weaving operations under way later this year. 

No power plant was originally scheduled because it was expected 
that sufficient Tehran municipal power would be available. The obligation, 
however, to assure that such power would be available rested with the 
Plan Organization, not with the United States. When it turned out that 
municipal power was not available, the Plan Organizationp after a 
considerable loss of time spent in determining what kind of power 
generating equipment shoul4 be obtained, ordered huch equiiment from a 
oerman firm. 

http:486#395.63


S1UTION NO. 78 

we put up $450O00 for a tire plant In Korea, and then learned 
that it was extremely difficult to develop a market for this product. 

ANSWE ,
 

In April, 1954, ICA agreed to furnish 1480,000 to supply equipment 
for establisment of an automobile tire plant in Korea. At that time there 
was no plant in the country producing tires. The only significant prewar 
tire producing plant had been severely damaged during hostilities and was 
not in production. The only other existing facilities were for the 
recapping of tires, 

The new plant, the Hung Ah Tire Company, is a privately-owned 
enterprise. Following its completion in August, 1956, mechanical 
difficulties were encountered but subsequently overcome. As a result of 
delays in achieving satisfactory operation, the plant encountered financial 
difficulties. The Korean Government assisted the company in alleviating 
these difficulties.and the plant is now operating successfully. It is 
marketing its entire production of tires, approximately 40,000 units per 
year. The quality of the tires is satisfactory, and part of the Hung Ah 
production has been purchased and is being used by the United States Army 
in Korea. 

Hung Ah's initial technical difficulties led to an inability to 
produce tires of satisfactory quality and this, in 4 urn, gave rise to an 
impression that a market did not exist for the output of this plant. 
Actually a market does exist in Korea for the full output of the Hung Ah 
plant. The present estimate of Korean domestic requirements for tires and 
tubes is 250,000 units annually. The Hung Ah plant, at maximum production, 
can produce less than half this amount. U. S. assistance has been granted 
to provide equipment for ;aiother tire producing plant in Korea. When this 
plant and the Hung Ah plant attain maximum production, their combined output
wil be an estimated 135,000 units. 

With natural rubber readily available to Korea from adjacent 
Southeast Asia and a sustained need for tires by both the military and 
the civilian economy in Korea, it is sound for Korea to develop its domestic 
tire production to moot domestic needs. The tire producing facilities 
financed for Korea by ICA, even when working at full capacity, will produce 
only 135.000 of the 150,000 units presently required annually in Korea., but 
as a direct result of this domestic tire production Korea mill annually 
conserve substantial amounts of foreign exchange which would otherwise be 
expended to purchase tires abroad. Conservation of foreign exchange assets 
in a vital objective in the Mutual Security Program for Korea where a 
critical shortage of foreign exchange exists and where U. B. assistance 
funds are required to met the shortage In order to sustain the eomoq 
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The charge has been made that "FP two years 50 cents of every 
dollar we poured into Yugoslavia for economio aid leaked out for the 
payent of principal and interest on Yugoslavia's debts to other 
countries.* 

QUETION , 

Has Yugoslavia used our Econooc assistance for the payment 
at principal and interest on its debts to other countries? 

ANSWERI
 

No U.S. dollar aid funds or local currency funds belonging to 
the United States, or comnterprt funds owned by Yugoslavia, have been 
applied to payment of Yugoslavia's foreign debt. 

The result of U.S. economic afd, in the form of commodity imports 
and services, has been to add to the economic resources and potentiali
tie, of the country. Such alstance would serve to lessen the strain 
uhith would otherwise have been imposed on the econcm by the payment 
of foreign debt. It remains the fact, however, that our aid was not 
used for payment of principal and interest on Yugoslavia's debts to 
other countries. 



QRSUCW No* 00 

Ve spent several hundred million dollars in the pvrchase of 
British miltary aircraft that it we imown vould be obsolescent vimi 
delivered. Meanhile our assistance enabled the British to release 
funds from their budget to subsidize the development and production of 
comercial Jet transport airplanes in competition with American air
craft manufacturers and engine builders.
 

a) 	Are the planes described obsolescent?
 

b) 	Did our assistance enable the British Goverment to
 
spend funds for the development and production of
 
commercial Jet aircraft?
 

a) At the very outset, it should be recognized that "obsoles
centP is a relative term. In one sense it might be asserted that virtual
ly all military aircraft in operational use today are obsolescent by com
parison with later models under research and development or still on the
 
drawing boards. Generally speaking each succeeding model, as it is devel
oped, tested, approved and finally produced, has an effective operational
 
life. During this latter period, of course, new type aircraft or later 
models of the ame type may be approaching the production phase; this fact
 
however# would not normally result in the operational aircraft being termed 
Nobsolete"° In a situation of this sort, it is obvious that the term 
"obsolescent" can be used only with specific reference to all the related
 
facts.
 

With respect to the U.K. aircraft, the situation is as fol
lows. The U.S. has purchased wholly or in part either through military 
assistance offshore procurement arrangements or under special budget sup
port arrangements financed from surplus commodity sales proceeds, several
 
types of British military aircraft. These include principally the Hawker 
Hunter, Javelin, Canberra and Valiant aircraft. At the time that the con
tracts were negotiated for the Hawker Hunter and the Javelin aircraft, 
these aircraft were still under development by the U.K., but the U.S. tech
nical experts concluded that they were as promising as any aircraft then 
under development by the U.S. The contrazt for the Javelin specifically 
provided that the aircraft had to satisfy U.S. performance criteria before 
it would be acceptable. By the time the development of the aircraft had 
been completed, facilities established, production initiated and deliver
ies started several years passed. Meanwhile, significant developments had 
taken place in U. S. aircraft technology due to a U. S. investment of over 
a billion dollars in aircraft research and development. This investment had 
no counterpart in Britain. Thus when technical experts again evaluated the 



,No. 80 

Hawker Hunter and the Javelin aircraft# they concluded that the latter aircraft, particularly, did not &eet U. S. performance standards as required inthe contract. As a result, sowe 65 million dollars of the original Javelinaircraft contract in the U. K. was cancelled. In addition some Hawker Hunterprocurement was cancelled as a result of reduced requiraments. 

A number of Hawker Hunter and other British aircraft were pur-Jhased, however, in view of several importan. considerations. In the firstplace, the higher performance U. S. aircraft would not be available for sometime to U. K. units whereas the British aircraft were then available immediately. In the second place, the British aircraft, although "obsolescent"
in the sense that more modern types were under development, were capable ofeffectively performing the NAMO air defense mission to which they were assigned.(Many of these airci'aft are still adequately performing this mission.) Thirdly, the British were determined themselves to produce their share of the aircraft they had developed, in any event, and itwas obviously not desirable toequip U. K. squadrons with both U.S. and U.K. types thus complicating support
problem. Finally, contract cancellations insome instances would have involved an unwarranted cost to the U. S. 

b) It is difficult to say whether our assistance enabled theBritish to spend -unds for the development and production of commercial jetaircraft in the sense that they would not have undertaken such development
if we had not given them aid on military planes. 

The aircraft we gave Britain made up part of the total strengthreconmended by us. Britain informed us at the time of our recommendation
that she would not be able to purchase these aircraft out of her own budget.Thus the procurement of these aircraft resulted in an expansion of the military aircraft strength of the U. K. beyond what it would otherwise have been.
 

United Kingdom plans for the development of ci-,il air transportin the post-war period stem from the recommendations of Barbazon Committeewhich was appointed in 1943. Since that time successive governments haveconfirmed the great importance of developing civil aviation and the civilaircraft industry in order to strengthen the U.K.'s balance of payments andbuild up a 
strong and healthy aircraft industry as a form of war potential.
 

No U. S. funds have been allocated to these projects and itappears that the British would have undertaken these projects whether they had
received defense assistance or not. 
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for ammunition to be
In one case a large military aid contract 

taken from the low bidder in one country and placed
produced in Europe was 

order to influence an
in another country without due regard for price in 

election. 

a) Is this correct? 

b) What are the justifications? 

do not know what specific case is referred to by
Although we 

certain instances in further
this question, it is perfectly true that in 

have
foreign policy objectives offshore procurement contracts 

ance of U.S. 
even though the bid submitted may

been directed to a specific country 
than that submitted eous for one reason or another

have been less advant' 
by another bidder. In several instances this has proved to be an effect

labor unions in a particular
ive means of strengthening non-Communist 

with a given country.relationsplant, or of strengthening overall U. S. 
have only been undertakenprocurement"Such cases of "directed offshore 

of the variouswithin the Executive Branch
after careful consideration 

such as price, military acceptabilii of the product and 
factors involved 


gained.
the political impact to be 



QUESTION NO. 82
 

During the last few weeks of fiscal year 1956, in an effort to
 
use up all allocated funds, 
 we gave Iran 634 million in commodity procure
ment grants although we 
knew or should have known that Iranp' capacity to
receive and absorb these commodities did not exceed $1 million per month. 

Is this true? 

What was the justification?
 

ANSWE : 

No. Program decisions were not made at the end of the year in an
effort to use up funds. The funds referred to were not allocated during

the last few weeks of FY 1956, nor was the decision to finance commodity
 
procurement made at that time.
 

In all, a total of C65.5 million in FY 1956 defense support and

technical cooperation funds provided Iran. The amounts
was to involved 
had been announced in January or February of 1956 and the total was fully

known to the Government of Iran in February 1956. The $34 
 million in

commodity procurement grants may be meant to refer to tee issuance of
 
procurement authorizations in April 1956, which were obligating and
 
implementing documents pursuant
issued to earlier decisions ard commitments 
with respect to the aid program for the year.
 

As for the objection to the determination to implement the program

by commodity procurement, the criticism seems, further, not to take into
 
account the nature and objectives of the aid program in Iran, which has
 
resulted in changes in emphasis and in methods of implementing programs
from time to time. Though Iran's situation was improved as its oil
 
revenues gradually increased after the settlement of 1954, it still
 
experienced difficulties in attempting to finance a heavy Military

burden related to Baghdad Pact objectiveg while simultaneously supporting
provision for economic development at a rate consonant with awakening

aspirations of the Iranian peopl6. 
 Both loan and grant aid has been
 
made available in connection with technical and economic assistance and
 
military construction and the objectives and requirements of these programs

have governed .he aid decisions. Thus the local currency requirements for
 
the U. S. supervised military construction program and for other U. S.
 
commitments have boon provided either by financing imports which permitted

mobilization of the generated local currency for the uses deiired or when 
necessary or desirable by direct exchange of dollars for local currency.
Under the commercial practices which prevail in Iran it has been difficult
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at times to met anticipated scheduled requirements by channeling private 
importers' transactions through ICA procurement procedurem. This innot 
the same thing, however, as saying that the commodities were in excess of 
Iran's capacity to receive and absorb them. The effect of the aid program 
as a whole has been to afford the local currency support desired for Us So 
objectives and to meet prograu needs* 



QUF$ITtC NO. 83 

In South Vietnamp South Korea, and Iran, when we could not
find enough projects upon which w could get rid of 
our aid funds, weerAded the local officials, from time to time, United States Treasury
checks running into many millions of dollars as a form of budget support* No one really knows how these funds were used and where they 
were spent. 

ANSWER,
 

Although U.S. dollar checks have been turned over to theVietnamese Government for budget support, it is not true that this 
was done because of a lack of projects for their use, nor is it true
 
that no one knows how these funds were used.
 

In the emergency situation prevailing in South Vietnam
immediately after the war in Indochina, U.S. aid was urgently needed 
to help the Vietnamese Government meet the costs of supporting its
military forces, and of evacuating and resettling some 660,000 civil
ian refugees thpt had fled from Communist North Vietnam. Most of thesecosts were in local currency which, in normal circumstances, would have
been met by importing conmodities into Vietn n and selling them forpiasters. However, because of the newness of the [rogram and the sub
stantial time lag between the issuance of commodity Procurement Auth
orizations (PA's) and the arrival rnd sale of the imported commodities
in Vietnam, it was not feasible to meet all these requirements throughnormal local currency generating procedures. It was necessary, there
fore, to purchase a substantial amount of the piasters required for
these purposes directly from the Central Bank, primarily with U.S. 
dollar checks. 

The foreign exchange thus made available has since been usedby the Vietnamese Government for purposes which the U.S. Government
has app2oved. These funds have been used primarily for irports of com
modities needed for consumption or to maintain production In Vietnam. 

No direct dollar grants were made to Vietnam after FY 1956.Since then it has been possible to meet piaster commit, ents, on a cur
rent basis, from local currency accruals on saleable commodities in the 
pipeline. 



QUETION No.O
 

In South Vietnam, S BJjpra, and Iran, when we could not 
get rid of our aid funds, wefind enough projects upon which we could 

handed the local officials, from time to time, United States. Treasury 

checks running into many millions of dollarb as a form of budget 
how these funds were used and where theysupport. No one really knows 

were spent. 

South Korea. No directThis statement is not true for 
of cash grant aid has ever been madetransfer of dollars in the form 

under the Mutual Security Program. Althoughto the Korean Government 
the financial situation of the Government of the Republic of Korea 

at the time of the armistice, the imports fiwas extremely critical 
Security Program generated a sufficient amountnanced under the Mutual 


of local currency to moot suppoit requirements of the military budget.
 

A significant portion of the local currencies derived from 
under the Mutual Securitythe sale of commodities imported to Korea 

Program is used to lend support to the military budget. The amount of 

local currency support is determined after review of the military 

budget by United States military and civilian authorities in Korea 

and is subject to approval by the interested offices in Washington, 

that is, the Department of Defense, the International Cooperation 

Administration and the Department of State.
 



gywTION NO. 85 

"In South Vietnam, South Korea and Iran, when we could not find 
enough projects upon which we could get rid oT ur aid funds, we handed 
the local officials., from time to time, United States Treasury checks 
running into many millions of dollars as a form of budget support. No
 
one really knows how these funds were used and vhere they were spent."
 

(a) Did we hand local officials U. S. Treasury checks? 

(b) If so, how were these funds spent?
 

ANSWERs
 

Iran. 

(a) During 1952, to dramatize U. S. aid and to provide 
publicity to U. S. assistance at this critical juncture in Iranian
 
affairs, some checks were ceremonially presented directly to Iranian
 
Ministe.j to be used by their ministries for mutually agreed purpoves;
 
however the actual transfer of dollar funds was made in accordance with
 
procedures and agreements previously arrived at. 

(b) The dollar amounts expended by the United States for 
commodity procurement designed to generate budgetary aid wore in all cases
 
subject to U. S. audit procedures. I1owovor, because the decision was 
taken at the outset of the budgetary aid program in Iran that it would be 
neither wise nor consistent with friendly rplations between friendly
sovereign governments for the United States to attempt to control the 
Iranian budgit, the Mission did not insist on controls over the expenditure 
of rial aid comparable with thooc which might nonnally have boon Imposed 
on project-type assistance. Consequently, it cannot be said that we know
 
how these funds were used and where they wore spent in the sam way we 
could account for aid procured by the direct expenditure of dollars or 
for project-type aid. Nonetheless, it should be pointed out that the 
budgetary aid was provided in accordance with a planning table which had 
been developed by the two governments. This table did provide a vehicle 
for guidance, for obtaining information and for checking on Iranian 
expenditures. The agency is satisfied that the great bulk of such 
assistance has been used for the purposes for which it was provided. 
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