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SUESTION NO, 1

It has been stated: "Nowhere is corruption in Govermaent
more apparent than in what we call foreign aid . , . ."

(a) Have you 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 sweep-
ing is unsupported by fact. According to the records of tte International
Cooperation Administration, since 1952 there have been a total of 16
cases in which employeas of this and predecessor agencies have been
found guilty of conduct which could be classified as malfeasance. One
case 1s currently pending. The follcwing data indicates the disposi-
tion of the 16 completed cases:

U, S, Government Employees

Number of Ca&B868 . v ¢« o o« ¢ o o o o o o o 16

(a) Referred to Justice . o o o ¢ o » 11

1l Indictments . . +» . & P |
2 Convictions . . ¢ ¢ ¢ o & oo 1
3 Fines e« o 0 0 0 0 0 0 0 .”’ 5000 00
4) Restitutions . . . . ¢ ¢ o & '5’ 176.72

(b)Diﬂcwgﬁd v e e s 0000000 9

(o) Resignations received while
) Olployee under 1nqu117 e oo a o T

The cases listed above include act'vity such as falsifying
an expense account, falsification of quarters allowance, violations
of the regulations relating to conflict of interest, and theft., Most
of the cases involve gonduct of the typs that is likely to occur in
::Z Government agency and is not particularly confined to an agency of
s type.
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The small number of cases which have been discovered is
strong evidence of the effectiveness of the agency's intensive efforts
to ensure that its porsonnel maintain a high degree of responsibility
and integrity.

(b) This agency has received many cozmunications from privste
citizens, businessmen, other Government amployees and members 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.



SUESTION NO, 2

Eugene Castle alleges that four years ago there were 9,793
porsons 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) Ie this correct?
(b) What are the correct statistics?

(c) 1If there has been a growth, what has been the occasion
for this growth in employment?

ANSWER:

(a) The criticism does not indicate the date or period as
of which we were alleged to have 9,793 psrsons on the foreign aid
payroll. 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 Internationa Cooperation Adminis-
tration, the Department of State and the Department of Defense:

INTERNATIONAL COOPERATION ADMINISTRATION: Dec, 31, 1953 Dec, 31, 1957

1.3, Nationals
Washington 1,440 1,799
Fleld £330 2,684
Sub-Total 3’ 970 59483
Foreign Nationals 2,031 4.858
Total Payrolled Employees 6,001 10,341

rectly Emplo

U.S, Participating Agencies 570 587

(reimbursement basis)
Total Funded Employment 6,571 10,928



DEPARTMENT OF STATE: Dec, 31, 1953  Dec. 31, 1957
at
Departmental 316 342
Foreign Service Uverseas bl4 562
Sub-Total 930 904
areign Nationa 1,947 1,205
Total 2,877 2,109

DEPARTMENT OF DEFENSE:

U,S, Nationals
Military Personnel 2,899 6,997
U. S. Civilians 225 377
Sub-Total 3,124 7,374
Foreign Nationals ~519 2,033
Total 2,802 9,407
GRAND TOTAL - U,S. Nationals 8,594 14,348
GRAND TOTAL - Foreign Nationals 4,657 8,096
TOTAL EMPLOYMENT 13,251 22,444,

(s) The increasss 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) Contirued emphasis on project type aid, particularly
"echnical cocperation";

(2) extension of asaistance 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 avajlable for the economic aid program. Obligations incurred
under the appropriations for Technical Cooperation have increased each
yoar and this accounts in part for the corresponding increase in
personnel. For ex-mple, obligations of Technical Cooperation funds
were $113,676,000 in fiscal year 1955; $126,889,000 in fiacel 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 spent
for direct hire U, S, personnel. In fiscal Joar 1954 only 17.9% of the
appropriaticn was used for U. S, personnel. By 1957 this percentage
had increased to 25,

Furthermore it should be noted that the countries in which
current programs have been exparded, as well as those in which new
programs have been undertaken, tend to bs the newly developing nations.
These do not have enough economists, engineers, and technicians to plan
and supervise projects. Such scarcities make necessary relative larger
numbers of ICA staff, as technicians, programmers and auditors.

In addition, the expansion of TCA programs to newly developing
countries tends to emphaaize project ald, which includes Technical
Cooperation as well as a significant segment of other funds such as
Defense 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 vith, and train host country technicians; perfurm
required contracting, procurement and training activities, and to screen
proposed projects,

While the abcve information explains some of the factors which
have accounted for the increase in personnel, it should be noted that
more detailed information concerning perasonnel needs and specific
Justifications to support such requests are furnished to the Appro-
priations Committees of both the House and Senate each year during
the hearings relating to the Mutual Security Appropriatinns Act,

The increase in personnel employed by the Department of Defense
is primarily dus to the number of additional military assintance advisory
groups (seven) activated since January 31, 1954.

Moreover, subsequent to the Korean armistice, and the Indo-China
settlement in 1954, U.S. coomitments necessitated increased staffing for
MAAGe Taiwan, Vietnam and Thailand. In the case of Korea, it was neces-
sary to provide an increased personnel complement to administer the
assistance rendered under the Military Assistancoe Program. The vast
majority of the additional porsonnel involved for MAAG Korew are actually
assigned to U, S. Tactical Commands there, but have in addition certain
responsibilities to the Chief of Provisional MAAG Korea for ocarrying out
their duties under the Military Assistance Program., Such personnel,
therefore, have besn included in the overall MAAG strengths for December i,
1957 indicated above.
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In addition to the number of MAAGs 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 Stetes.
In the case of certain MAAGs in the Ne.r East, the MAAG must supply much
of their oun support services due to th.> absence of U.S. Tactical Forces
in the country or the lack of facilities i1.. the Fmh=z3ies concerned,
i,e., Vietnam, Thailand, Taiwan, Cambodia, Pakistan. This factor
further increases requirement for indigenous personnei.

MAAG staffing is kept under careful scrutiny at all Defenss
echelons to insure that strengths are maintained at the minimum level
required for the successful accomplishment of essential MAP functions.
It may be pointsd out that a 12,9% personnel reduction within the
officially established MAAG program is being implemented during fiscal
Yyear 19580



QUESTION NO, 2

Eugene Castle allegss that Furope 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 relative 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?

ANSWER

In 1957 the European NATO countries are estimated to have spent
about #13.1 billion for defense, which represented 5.8 percent of their
combined gross nationtl product (GNP) of $2238 billion. The United States
in the same year spent 344.3 billion for defense, 10,2 percent of its
gross national product of $,34 billion. The defense burden borne by
the European NATO countries is brought out more clearly whan it is con-
sidered that the average per capita GNP in these countries amounts to
2850, only one-third the per capita GNP of over $2,500 in the United
States.

We do not have available sufficient data on personal income
in European countries to make a meaningful comparison of this figure
with defense expenditures.

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

Belgium-Luxémbourg 1% Netherlands 20%
Denmark 17% Norway 2%
France 25% Portugal 2%
Germany 26% Turkey 32%
Greecy 29% United Kingdom 29%
Italy 2%

We should point out that inter-country comparisons of defenae
expenditures as a percent of total national government budgets do not
necessarily provide a true moasure of relative defonse efforts. Thke main
reason is that difforences among countries as to division of financial
and administrative responsibilities between the national government
end regional or local governments directly affeots the sise of the
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total national government budget against which defonse expenditures

are measured. Thus, many functions, which in the United States are

a responsibility of the state and local governments, are in Europe

the responsibility of the national government. In the U, S., therefore,
the size of th- national budget would be proportionately smaller and
the percentage of the defense contribution would &ccordingly be pro-
portionately higuer.

Except for Greece and Turkey, economic 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 §l
of military assistance received.

No precise cwrent data are available or Western Europe's
contribution to underdeveloped countries., However, in a recent study
made for the Senate Special Comnmittee to study the Foreign Ald Program,
Stuart Rice Associates estimated that during the years 1952-1955,
Western Europe provided approximatoly $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,



QUESTION KO, 4

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?

ARSHER:
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
less developed and uncommitted countries is, generally speaking, to
accelerate the development of their economies, To do this they must
obtain assistance from more prosperous nationa. 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 beliuve 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 made 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 verious mutually agreed objectivea, overall U.S.
interests in relation to the country, and the availability of sid
resources, The Soviet aconomic offensive in less developad areas,
with its goal of economic and ultimately political control, is
obviously one vital reason for the U. S. making aasistance available
to these areas. But such assistance would, in the absence of
Soviet aid or offers of aid, be nesded and justified to accomplish
our objectives in supporting the free world, It is those objec’ives
which we have besn trying to accomplish since well before Soviet aid
wvas started, not bloc aid offers, which are tha controlling daterm-
inant of where aid is provided and in what emounts. Other courtriss,
W believe, understand the position of the U.S. on this matter.



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

(b) What percontage is attributable to foreign econcmic
aspistance?

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

(d) ‘hat was tho per capita cost to U. S. citizens of
FY 1958 foreign economic assistance?

The public debt of the United States rome 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 oxpenditure of
the Federal Government. It should be observed, howsver, that during
the three-year period of heavy expenditures in connection with this
Korean war, December 1950 to December 1953, the natisnal debt rose
from $256.7 billion to $275.2 billion. It is possible tc relate
Mutual Security expenditures to total Federal expernditures during
the period and then pro-rate part of the increase to tho Mutual
Security Program.

(a) During the period from July 1, 1948 through June 30,
1957, total budget expenditures of the Federsl Government were
$521.1 billion. For the same period, the cost of the Mutual Security
Progranm (military and economicgowas $,2.6 billion., On a pro-rate
basis, the Mutual Security Program iccounts for 8.0 percert of
total Federal Government oxpenditures. On this basis, about
$1.5 villion of the total debt increase of $18.2 billion is
accounted for by the Mutual Security Program,

(b) Economic asasistanco ($22.5 billion) accounts for 4.2
percent of the total Federal Government oxpenditures during this
period. Thus $760 million of tho total debt increaso of $18.2 billion
could be "rro-rated" to Economic Assistance,

(¢) On this "pro-rata" basis, the debt insroase for
Economic Assistance werild bo §4.42 on a por capita basis. (Soe Itom (b).)

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



QUESTION No, €

Fugene 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 increascd or decreased in
the last few years?

(b) 'what are the figures for each year?
ARSWER:

(a) Private foreign trade has shown a strong increase in
recent yoars. The U, S. now sells substantially more of its products
to foreign countries than they sell to us. The volume of these
private U. 5. sales to fcreign 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
expanasion of the U, S. economy.

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

Calendar year 1953 . « « « « » , . $10.5 billion
" " 1954 L ] [ ) [ ] [ ] [ ] [ ] L] 1-1.2 "
n " 1955 @ ¢ o ¢ o 0 o o 1204 n
" " 1956 [ ] ] ] L ] » L] L ] 15.6 "
" " 1957 L ] [ ] L] [ ] [ ) L ] [ ] [ ] 17.7 "

Private exports are computed as follows:

4 Billions

4253 1954 193 1926 L1997

Total U8, exports . . . . . . » . 158 151 155 19.1 20.8

1sss: Hﬂitlry .Iport. « o o o 0 1‘: l.g 1,8 _l_._‘

Tokal commercial exports 12.3 12.3 4.3 17.3 19.4
Less: Non-military government

grantas* 1%.5 L6 _1.9 ._b% Wi

Private exports 5 11,2 12,4 15, 17.7

* Prom U. S. Balance of Payments in the Economic Report of the
President, January 1958, U, S, Department of Comsmarce: 1957
Preliminary
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U. S. imports during theze five years were as follows:

Calendar year 1953 , . $10.9 billion
n

n 1954 ® & ¢c 6 o & o o 10. 2 n
n " 1955 e o o o o 9o o @ n . 4 n
" " 1956 e ® o o o o o @ 12. 6 n
n " 1q57 e o o o o o o @ 13. 0 "

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-
irg backward economies, this program has helped to strengjhen the
internal economic structure and the foreign exchange position of
foreign countries so that they have been able to greatly increase
their purchases cof capital and consumers goods through private foreign
trade channels and thus to become much bettsr 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 those 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 guods
and services from private U. S. suppliers. This has mwant not only
large-scale sales by private U. S. suppliers under the economic
" assietance programs themselves, but introductior of U. S. products
in foreign markets and the establishment of trade relationships which
stimulate further U. S. marketings abroad entirely outside the Mutual
Secwx 2ty Program,

The following table lists some countries which have
received U, S. economic assietance, 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. economi~ assistance progrem was started,
and 1957, a year when economic assistance was no longer Leing
Turnished to any of these countries under the Mutuel Secucity Program.

$1)iong
1948 1957 Percent Increage
Belgium-Luxembourg . . . . . . 309 460 L7%
Itdy L] L] [ ] L ® L] L] L] L] L ] L L] 'ﬁ16 655 55’
mtherlmdﬂ e o o e & o o @ o 310 604 95’

Unit‘d Kingdom o o 6“ 1,077 67’



QUESTION NO, 7

Eugene Cantle states that the Marshall Plan was originaliy
ostimated to cost §17 billion, He continues: "but those who conceived
the first Marshall Plan did not intend that it should sontinue for 13
years and §70 billion,"

(a) that was the final cost of the Marshall Plan?
(b) What was its duratiom?

ANSWER:

Mr. Castle's statement that the Marshall Plan, contrary to its
injtial conception, has contimued for 13 years at a cost of $70 billion
is not correct.

The Marshall Plan prograu was the program of economic aid to
Europe ~ designed to rehabilitate war-devastated economies - which was
comnenced 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, ths U, S,
furnished defense support assistance to European NATO countries. 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 assist-
ance 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 tuken to
moan all non-military assistance under the Mutual 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 for about 10 years, not 13, and has
cost approximately $22.5 billion, not $70 billion. If all military
assistance 1s added to this figure, the total is $42.6 billion.



QUESTION No. 8

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

ANSWER:

Under ICA policies U, S, assistance may not be used for importing
luxury items. ICA has taken careful steps to enforce these policies
and thereby to make sure that this does not happen., These steps include:
(1) the building up over the years of an intornal administrative llst of
specific itemy classed as luxuries which in the absence of a demon-
stration of their essentiality are not eligidle for ITA financing (2) a
careful system of end use checks or checks on the actual use to which
U. S.-?inanced imports arc put (3) an arrival accounting system operated
cither by the VY. 8, ar by the host govermen® which in turn makes reports
to us and (L) a syster of pennlties for any infraction of the policy
against luxuries under which the U, S, money so used 1s recaptured,

“harges of this sort are made fram time to time because observers
learn of certain imports but do not learn of the use to which they are
put, Por example, one might make this charge about air conditioners or
cameras., Dut 4t 1s apparent that an air conditioner is not a luxury
where laboratory work requires rigid temperature control. Similarly,
what may appear under the label "camera" is not a luxury item if it is a
specialized type of industrial photogrephic equipment, These are two
actual examples of charges which have buen made, This kind of charge
frequently occurs also when the observer learns of the existence within a
oountry of Iuxury items and makes this charge ¥ thout learning that, in
fact, no M3 funds were used to finance its import.

Obviously, no ad~inistrative system can prevent mistakes. Tnis is
particularly true where, as required by law (as well as sound principle)
we make maximum use of private trade channels, But if an unauthorized
use is made of iCA funds, the aid country is obliged to make a refund
of such funds to ICA, As of Yan, 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 uncamon 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 cammodity imports could generate the amounts required), a control
system has usually been established to prevent purchuse of lwury gooda
with the dollars tranaferred. Although in such cases the dollars are no
longer the property of the U, 8,, the aid country has formally agreed not
to spend them for luxuries and has pemitted an ICA representative to
sit with the Government's import control body which enforces this agreement,
In those rare cases where the cantrol systea has not operated to prevent
the purchagse of luxury goods, ICA has taken additiomal steps to correct
the situation and prevent additional purchases of non-essential goods.



QUESTION 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 selecting a project
eligible for foreign aid?

c) What voice do we have and vhat 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 sc
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-
1y unlikely the expenditure of funds for any unwanted, unteeded and unsuit~
able project, not to speak of multitudes of thems No ICA project, in pub-
lic works or of any other kind, is even started unless armd until specific-
ally and formally requested by the cooperating countrys So it can hardly
be "unwanted". Actually, cach 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 rescurces, including counterpart funds,which
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 “wnneeded"” or "unsuitable"
is likewise remote in view of the screening which project proposals re-
ceive before they are approved. These procedures are described in (b)
belowe

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 sane peopl: with the benefit of hindsight
might now consider undesirable, Such cases are likely to be ones
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associated with a "crash" program which ICA or its predecessors have been
required to take for urgent political amd economic raasons, such as the
Iranian cri~is of 1952. In any case where ICA has determined that a pub=
lic works prcject is not wholly sultable, ICA has taken vigorous action
to correct the situation and to maximize the rroject!s utility,.

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) Te ICA wission in the cooperating country reviews
the proposed project for its desirability, economic
and technical feasibility, and cost. Where suffi-
clent technical or economic data is not available,
& special engineering or other sur-ey may be re-
quired.

3) When the ICA mission is satisfied the project is sound,
it submits it to ICA/Washington for further review and
approvale This review is carried out by '.S. economic
and ‘echnical staffs, by specialized agencies of the
UeSe government, or by private firms wder contract
to ICA, as necessary.

) Only when the project has successfuily passed this
total screening is it approved for financing,

5) At this stage a projsct agreement i3 signed between
ICA ard 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 1s carried out in a satisfactory manner and
in accordance with the agreement.

This standard procedure is followed in cases of projects
finenced by defense support or special assistance funds under the Mutual
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Security Act. A somewhat less elaborate review procedure characteriges
projects financed from counterpart funds or PL 480 local currencies. In
the case of counterpart, the funds legally belong to the cooperating gov-
ernment ard ICA's review of proposed expenditures is understandably not
as intensive as where U.S. Government funds are expendeds In the case of
PL-480 funds, the projects are in most cases financed on a loan, not a
grant, basis, and ICA review depends upon the degree of consent given by
the country in the underlying surplus agricultural commodities sales agree-
mente These agreements customarily require ICA review and approval of tle
specific projects but it has not been feasible to secure from & country
purchasing our surplus agricultural canmodities under PL~-4B0 consent to
the same elsrorate procedures for project review as they accord in the
case of Mutual Security assistance funds.

A3 a sidelight to the matter of review procedures, a serious
question has thrust itself upon us whether ICA's present review processes
are not too intensive and extensive. Some critics maintain that Soviet
assistance programs make less demands upon countries for information and
project review, and that, consequently, they are both less irritating to
the nationalist pride of sensitive nations and more expeditious in opera=
tion than the U.S. programse

c) The foregoing description of procedures indicates the frane~
work in which projects are developede The general aim is to secure that
development on a fully mutual and cooperative basis.
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Eugene Castle alleges that we are giving $,8 million annually
to pay for pensions for overaged Chinese soldiers. Is this correct?

ANSMER:

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

In 1954, the Chinese Government rsquested assistance from the
United States tc meet its urgent need for a program to increase the
combat efficiency of the Chinese military forces vn Taiwan by removing
and replacing with fresh rucruits some 80,000 overaged and disabled
prervicemen who came from the China mainland with President Chiang
Kai-Shek, Such assistance was an essentisl part of a joint Chinese-
United States effort te increase the combat effectivenecs of the armed
forces on Talwan. The release cf the ccmbat ineffectives to the
civilian community weculd make them refugees in a sense as they had no
family, homs or relatives tv wh.m they could turn for assistance.
Most lacked skills or crafts of the Lype to permit them to support
themselves in civilian 1ife. 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 cf the United States to make available
a total sum cf $48 million cf Mutual Security funds to help the
Chinese Goverrment not in setting up pensinns, but rather in carrying
out a positive program to find productive and permanent solutions to
the problem, Accordingly, $6 million was allocated to the military
assistance program administered by the lepartment of Defense for
expenses connected with equipping and training the young replacements,
and §42 m!1licn were economic ald funds made available by ICA. The
$.2 million includes the local currency slement of the projezt cost.
The funds aiministered by ICA are being used principally for \wo typos
of projects: (1) productive activitias such as highway construction
and forestry duvelopment by which the able-bodied soldiers are being
converted intc self-supporting civiliana and (2) provisions of hospital
and other facilities for the treatment of the aick and disabled. The
program whs approved and initiated ir 1955 and it 1s currently anti-
cipatod that by June 30, 1958 U.S,-financed suppcrt of the program
will have been substantially completed within original budgetary
estimates, Thore are no plans to request additional U.S. funds for
this purpcse.



QUESTION NO. 11

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

ANSWER ¢

Through June 30, 1957, ICA otligated $1,275,000 toward
improving Pakistan's fishing industry. The average national diet in
Pakistan is 2,125 calories per day, of which only 10f is proteins, and
therefore the axplcitation 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. Two hundrad thousand fishermen are dependent directly
upon fisheries, and unknown thousands are indirectly dependent. The
industry is now in a primitive condition, but there is the natural
potential to produce the miilions of prmds of {fish needed by the local
population.

The major portion of the ICA assistancs has buwen for the
development of the Karachi Fish Harbor. This has included technical
advice in dredging the harbor and reclaiming approximately L? acres of
land, the furnishing of equipment and supplies nct 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 alroady in operation, others are in the
process of construction and others are still in the planning and
designing stage. It 13 expocted that when the harbor is in full
operation it will provide employment for approximately 5,500 people.
Present plans call for complotion 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 necassary financing was
$2.9 million through Juna 30, 1957.



QUESTION No, 12

It 1s alleged that ve have 200 U, S, engineers building a military
highway in Vietnam which has no military value,

a. Is it carrect that 200 Amerizan sngineers are so engaged?
b, What is the military value of the highway in question?

ANSWER 1
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 impartance.

The second road (Route 21) is the 160-kilometer stretch from Ban
Ms Thuot to Ninh Hoa, providing road communications with new resettlement
villages which have been established by the Gevernment of Vistnam to
insure settlement of the area by loyal Vietnamese who will resist infil-
tration by Viet Minh agen*ts. The Government of Vietnam has atressed 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 ars in

charge of engincering and construction on both Route 21 and Route 1.
Total engineer personnel {including engineer types and including not only

«S. but all non-Vietnamese) employed on the highway projects by both
companies has never exceeded approximately 70. In addition to enginsers,
there are employees of management, administrative, and operaticnel
character. The number as 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,



QUESTION NO, 13

(2) 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 tractors to a project involving the planting of wild
grass shoots along a Lavanese highway.

(b) The purposs of this project was to prevent movement of
sand. The highway in question runsfrom Beirut to the Khaldes cirport.
Winds from the sea were blowing sand over the highwuy from adjacent
dunes, This sand movement constituted a serious traffic haszard, not
only to highway traffic but to incoming aircraft as well. It is
estimated that annual labor costs of removing sand from the road
wore $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 $,,000. ICA's
contribution consistod of the part-time services of one technician and
use of two tractors, both in the area in connection with sther ICA-
financed projects. The government of Lebanon provided the other
equipment, fuel, lubricants, grass shoots and labor.

Although this was not treated as a separate ICA project,
the work done was highly successfui and nearby countries have drawn
upon Lebanese experience to tackle similar dune control problema.
This 1s an excellent example of the sort of incidental assistance
vhich is possible within an aid-receiving country at 1little or no
additional cost to the U, S.



QUESTION No. 1L

"In Iran we imported machinery and equipment of all sorts
valued at $25 million. Three ysars 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?

ANSWER:

There is no question but that some mistakes wire 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 » « o scattered in such a way that no one as yet has been able"
to find it, all but two percent has been formally documented and accounted
fors The remaining two percent is represented by property known to have
been financed by ICA, but not identifiable against shipping documents.
It is physically vresent in Iran and is presently utilized for projects
by the Government of Iran,



QUESTION NC. 15

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

(b) If so, what has been the cost?
(¢) Why have we built sirfields?

(d) What is the justification of the airfield when the rest of
the transpurtation system i1s exceedingly backward?

ANSWER ¢

(a) and (b). We have undertaken the construction of one large
airfield in Afghanistan. It is located approximately 124 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 Ksndahar as part of an overall air project. The Government of
Afghanistan had already, befors it received any mutual security funds,
planned the zonstruction of the airfield at Kandahar and had spent
approximately $600,000 of its own funds for grading and compaction.

(c) and (d)e 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 toucl
of $1L.7 million had been obligated for the program. As a result of the
developmont of the international airport at S8andahar, 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 airlino operate acheduled flights for an expanding volume of
traffic. And as a furthsr and important result of this U. 3. assistance,
Afghanistan has already been able to strengthen ita internal political
and economic cchosion in a manner simjlar to the experience of latin
America, whose transportation proulems closely . ~allel those of
Afghanistan, and which, 1like Afghanistan, have very difficult terrain
problems, Moreover, at this time whon the Afghca airlines have operated
damestic and intormational scheduled flights for noarly a yoar, both
freight and passenger traffic have exceeded all expectaticnasj revenues
have increased substantially; and oxports of Karakul and Afghan carpets
have been greatly facilitated. The net advantage to the Afghan economy
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 besn made

to do 803 including assistance in surveying the highway system, in providing
training in highway maintenancs, 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 tho necessary impact in the Afghanistan economy. In ihese circumstances
simultaneous assistance to air development ssems unavoidable.



QUESTION NO, 36

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

ANSWER:

Two electronic micvoscopes were procured for the Fhilippine
program. Use of one of the microscopes was delayed due to lack of
power at the time of its arrival., The problem was roctified thereafter
and the microscape 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 followst:
In 1951 the Philippine Government requested, &nd the then ECA approved,
the prcourement of one electronic microscope for »se in plant research
at the College of Agriculture of the Unjversity of the Philippines at
Los Banos.

The procurement of the microscope was considerea 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 powor at the
College to operate the microscope, tho Philippine Government assured
our Mission that arrangements would bo 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 was unable
to obtain the necessary capital to extend their power facilities in
order tn furniasi* dependable powsr to Los Banos and surrounding com-
munities, Faced with this difficulty the Philippine Government and
our mission concluded that tho most economical and practical alternative
was to build a small genorating plant for the Colloge in ordoer that it
could supply, and be assured of, dependable powor for ell {its facilities,
including the electronic microscope, rather than relying on the then
used commercial source whose equipment was rapidly deteriorating.
Generators were procurod by ICA for tho nlant and the College “here-
after goneratod power for its facilities and equipment including the
microscope an well ap tho contiguous now [Forest Products Laboratory
end the Colloge of Forostry which also are ICA projects.



QUESTION NO. 17

Does tne return of assets to Germany and Japan have any relation-
ship, remote or close, to the foreign aid program?

ANSWER:

The return of assets to Germany and Japan has no such relation=-
ship,

Presunably this question is based on the current issue concern-
ing return of assets originally held by German and Japanese nationals. The
gituation regarding these assets is as follows. During World War 11 the
U. S. blocked and later confiscaied German and Japanese assets in the U.S.
The white House isgued 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 it been proposed that return
of thesc 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,



QUESTION NO, 18

Eugens Castle has stated that we are now expected to pxy Germany
for the cort of 1aintaining the British and French armed forces now on
duty thers, Is this correct? If so why are we doing 1t?

ANSWER

We are not now paying, nor have we agreed to pay Germany or anyone
elss for .hu coat of mainta'ning Dritish and French armed forces in Germany,

Thore has been recent protesc by Great Britain that due to Germany's
refusal tc pay facop support costs tlrese c.ats were creating a foreign
exchange inroblem for Britain, Britain believes she is bearing un unfair
share of the burden of maintaining NATO military strength, France has
also voiced informal complaints along thu same lines. A committee of
experts agresd that the cost of maintaining troops in Gerrmany was causing
Britain a foreign exchange problem, The German Govermment has su gested
that to relieve Britain of this burden other NATO countries contribute to
the cost of maintaining her troops in Germany, N6 further action has been
taken with respect to this problems Behind this proposal lies the question
of equitable distribution of mutual defense costs,



QUESTION NO. 19

Higlways and bridges are being built in foreign lands while
our own road gystem has been neglected for many years,

ANSWER s
During the’mriod July 1, 1954 to November 30, 1957, ths

U. S, Governnent financed highway improvements and development ‘

in aid receiving countriea in the amount of approximately $133,000,000,
For calendar year 1954 $5.7 billicn dollars wore expended for

new highway construction in the United States,



QUESTION NO. 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 stretche Is this
correct? What are the circumstances surrounding the construction of this
highway?

ANSWERS

UeSe 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 tann3 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 recognizede.

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 $63 million (plus
a $1 million Thai contribution) was suggested, based on generally unchecked
Thai data, However, before ICA undertook to contract for any construction,
an engineering recormmaissance survey was arranged in order to secure more
realistic figures. This survey was not and did not purport to bo a detailed
engineering study with precise cost estimates. The survey estimated a cost
of $21 million for a 200-mile hipghway consisting of two principal parts: a
first 100-mile stretch involving completely new construction through diffi-
cult terraine; and a sscond 100-mile section, largely involving bridge repair
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and the rehabilitation of an existing road, and therefore being the less
expensive half of the projects On the basis of these reconnaissance
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 reasonst

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 195L.

¢) 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
reconnalssance surveye

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

This project is considered fundamentally sound in concept and
execution.



URST ION MO, 21

Have we provided dress suits for OGreciaen undertakers under the
foreign aid program?

ANSWER:

Procurement records in Greece show no aid-financed procurement
of clothing of any kind with the exception of footwear for the Army,
Civilian clothing, as a matter of U, S. and Qreek policy, has been ineligible
for U, S. aid financing in Greece since the inception of the aid Program
in QGreece,



UESTION MO, 22

Have we financed publis baths for Egyptian cemel drivers?

ANSWER s

ICA has provided funds to assist a cooperative rural health demone-
stration center at Shubra Mont, in Egypt. The project included public
baths as part of the health center. Although the project commodity
procurement schedule, which describes the commodities being bought with
the U.S. dollar contributions to the project, does not include public
baths, some of the commodities procured could have been used in connection
with building the baths,

There is also included as part of the Egyptian-American rural
improvement service projects a project for village improvement in the Abis
area. This project which was financed from a Joint U,S.-Egyptian joint
fund provided for the construction of a building combining baths and a

laundry,

Neither of these projects was specifically designed to provide
facilities for camel drivers. However, it is obviously possible that the
facilities could havas been used by camel drivers, This is particularly
true 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 projects
results from the fact that Egyptian villages customarily have public bath-
ing facilities, and from the further fact that such facilities are fre-
quently no more than drainage ditches, the use of which has sometimes led
to the development of bilharzia, A project designed to encourage and
improve health a4 sanitation standards would therefore necessarily include
public bathing facilities,

It should be pointed out, fur thermore, that technical cooperation
projects have for some time included public bathing facilities in health
projects,



QUESTION 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?
c¢) What were the nationalities of the Arabs so transported?

ANSWER 3

a, The U, S, Govermment has provided transportation for pilgrims
to Mecca on two nccasions:

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
way 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 the normally
ascheduled 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 i1l the gap,
the Department of State consulted with the Secretary of the Air Force, and
it was determined that Air Force transport planes could te made available,
Over 3,000 pilgrims were transported by the Air Force. These pllgrims
were not given free trips. Thay paid full commercial fares in lebanese
pounds. The funds so collected were distributed to Moslem charities.

At the time it was made clear to the Lebanese Government that the U, S,
OGovernment could not be expected to repeat such a humanitarian operation
in the future and it was impressed on those responsible that adequate
planning for commercial transportation 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 Afghan currency.
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be Both of these projects resulted in increased good will in
the Moslem world for the United States. In the case of the 1952 airlift
from Beirut, the fact that the United States had come to the rescue of
stranded Moslem pilgrims received considerable publicity in the Middle
Bast and brought a grateful response from numerous prominent Moslems,
many of whom had previously been hostile to the United States, The
airlift also demonstrated to the People of the area the capabilities of
the U, 5. Air Force in an unmistakable manner.,

As for the 1956 Afghanistan project, the provision of trans-
portation for pilgrims to Mecca is an important function of the Government
of Afghanistan, which it mus* perfarm in order to meet the expectations
of the Afghan people. United States assistance to the Afghan Government
in fulfilling that functicn at a time when the Government air transport
system was inadequate to the task demonstrated the friendliness of the
United States and thus helped to dispose the Afghan Government favorably
to the West. It also provided an important stimulus to the Afghan air
transport system;, a project to which the United States was planning to
provide and is now providing economic assistance,

¢. In the case of the Beirut airlift, the piigrims stranded
in Beirut were primarily of Turkish, Iranian, and North African origin,
The Moslems assisted in Afghanistan were mostly of Afghan nationality
(not Arabs),



Are foreign aid funds being used to send operatic singers
to Western Furope, weight lifters to the Middle Fast, and jass bands
to Latin America and the Far East?

ANSVER:
No.

Some tours abroad by creative and performing artists and
athletes from the United States are being assisted by the Department
of State under the express authority of Public Law 860, 84th Congress.
They are not a part of the Mutual Security Program aand are not
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 wi thdrawn?
ANSWER 4

¥hile a more effective use of its resources would benefit its economy,
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 Philippines' foreign exchange position
deteriorated seriously during 1957, Foreign exchange reserves at the end of
1957 amounted to aorroximately $1,0 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, gavernment revenues are derived largely from customs
duties and excise and sales taxes, These revemues are insufficient to defray
the costs of essential government operations, thus necessitating deficit
financing of important public works and military installiations, 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
Philirpines, reduced to $19 million this year from a $33.9 million program
last ysar, is concentrated in support of military construction and rural
development, The effects, if the present ICA Defense Support-Technical Assise
tance nrogram were terminated, would Jeopardize goals of specific interest to
the 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 been
focused, would deteriorate. lLack 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 Government's rural development program
would risk a resurgence of discontent in rural areas, a problem with which the
Philippines, with U. S. ald, was beginning to make substantial progress, With-
out the pesos derived from tha sale of U. S. surplus agricultural commodities
(half of ICA aid to the Philippines takes this form) the Philippine Government
would either have to curtail these activities, r educe 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 inflationary pressures in an economy
facing a serious economic situation,

It is true that U. S. aid t» the Philippines is smell compared to that
country's gross national product of 85 1illion. It is also true that U. S.
ald will not solve all the problems of Philippine defense and development and
that the primary job must 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;

2 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
3. without U, S, aid the rate of economic development in the Philippines, the
growth of governmental,financial, and educational inatitutions needed to
improve economic and social conditions, and the construction of needed defense
facilities would have been much slower,



QUESTION Mo, 26

"Do we conduct a knitting school with foreign aid funda?®

ANSWER ¢
payn——

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

This kind of "charge" is particularly difficult to deal with
because of its failure to specify the type of activity involved aor
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 ijoct in Korea which
is operated entirely with private funds by the “hurch World Services,
a distinguished American humanitarian organization., This activity was
designed to assist impoverished Korean war widows to earn a living by
knitting and other sewing. It has been assisted by the wives of
American diplomatic and ICA personnel in Korea, on 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 funde?

ANSWER:
No.

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



QUESTION NO, 28

Has a survey of flower reproduction been financed with foreign
©dd funds.

ANSWER:

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 fenuf which is & member of the hibiecus family, It
is a jute substitute valuable for string, rug, yarn, and burlap and
is considered a strategic material. The only substantial sources of
supply at present sre India and Pakistan,

ICA policy would permit the financing of flowers where they
have an industrial or agricultural use. Where the flowsr is orna-
mental, even though it may have economic value, either as a foreign
excharge 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 Reeearch Service, using Department of
Agriculture, not Mutual Securlty, funds does survey and investigate
ornamental flowering plants in various parts of the world as part
of its regular ragearch activity. This has nothing to do with the
Mutual Sscurity Prugrom. Ferhaps it was such a survey that gave
rise to the above question,



QUESTION NO. 29(KOREA)

"ono.
It has been alleged that merchants in Jiedmem have profiteered
as a result of the disparity between the offiidal exchange rate and the

actual rate for#‘hun currencye
eTeavw

a) Has tais not resulted in a waste of foreign ald
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?

ANSWERs (A1l three parts of tuis question are being answered together
because they are closely interrelated):

The Korean Government, with the advice and assistance of the
UsSe, has taken several measurcs which have had a salutary effect in
reducing opportunities for windfall profits by inporters. These profits,
the amount of which can not be readily determined, did for a period reduce
somewhat the effectiveness of the ICA commodity import program in combat~
ing Korea's chronic inflation, However, during 1957, although the windfall
profits had not been fully eliminated, inflation was brought under con-
trol.

The situation that gave rise to windfall profits, and the mea-
sures taken to deal with the problem, are described belows

Tt must be noted, at the outset, that profiteering by Korean
merchants was not, and is not, involved in a substantinl part of the U.S.
aid program, such as the supplies and equipment imported for government
projects, including power plants, rohabilitation of railroads, etce. In
nddition, major portions of non-project imports are distributed through
government channels, reaching the ultimate consumer at prices equivalent
to, or only slightly above, the official exchange rate plus the coat of
distribution.

The problem of excessive profits grew primarily out of a major
shift from government to cammercial procuranent undertaken in mid=1956 in
order to stimulate private business and investment and improve the distribu-~
tion of imported commoditiess. While the exchange rate had been raised in
August 1955 from 180 to 50011, the prices of many commodities continued to
advance, pormitting importers to realise considerably more than the 500sl
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paid by them for the dollar allocations provided from U.8. aide This re-
sulted in windfall profits on cawmodities 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 Govermment 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 wayse 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 hecame 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 systam of awarding
the dollar allocations for commodities in greatest demand on the 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
& 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. Mearmwhile, efforts continue to improve and ex-
pand the bond purchase system through aiministrative actione



QUESTION NO. 29(VIETNAM)
i

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 of foreign aid funds in
that the local currency proceeds to the UsS. 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 (A1l three parts of this question are being answered together
because they are closely interrelated.)

Under the conditions presently prevailing in Vietnam, importers
have 1little or no opportunity to earn windfall profits from the sale of
imports financed by the UsS.e During the early years of the U.S. aid pro-
gram, some windfall profits did accrue to commercial importers of saleable
canmodities financed with U.S. assistances These import profits, the
amount of which cannot be detemined, reprcsented to some extent a waste
of U.S, aid funds because local currency which otherwise would have been
available to the U.S. amd the Vietnamese Govermnment 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 followss

In 1955 amd 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-
ical and economic situations Under these conditions, the pressure of inter-
nal monetary inflation and the lack of confidenry in the piaster generated
very strong demand for imports.

The Vietnamese Government was concerned about the excessive demand
for imports and the windfall profitas to which this situation gave rise and,
therefore with the advice of the ICA Mission, sought a means of dealing with
the problems In the fall of 1956, the government introduced price controls
and legally-imposed profit margins on the sale of imported commodities. 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 commercial
importse Import levies, on the average, now yield 18 piasters pur dollar
value of aid imports. Thus, a Vietnamese importer actually pays (and the
Govermment of Vietnam actually receives) 53 plasters 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
jnflation, it seems quite clear that the Vietnamese importers are at
present not generally benefitingz fram profit windfallse In fact, it 1s
likely that certain ip.rters are actually incurring losses under present
conditions. There may Le a few isolated import commodities for which
demard still outruns supply, and the USOM has therefore suggested to the
Vietnamese Govermment 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 canmodity for which the "effective" exchange
rate is much higher than for the average product. Every dollar's worth
of leaf tobacco imported into Vietnam is subject to a 20 percent customs
duty. However, the taxes imposed in March of 1957 must then be added, l.e.,
a 50 percent Stabilization Tax (calculated exclusive of customs) and a
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 Vietnamesa importer over 74 pilasters, as compared with the of fi-
cial rate of exchange of 35 pilasters.



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 shipment.

What was the justification for ICA's action in shipping these
locomotives via the West Coast in small groups rather than using a
group shipment 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 %8 in the best interests of
the U, S. Government after calculation of ull 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 was
ready for shipment from the East Coast. However, the resulting delayed
delivery of the locomotives to Korea would have deprived the Korean
National Hailways, which is supported by the U. S. aid prougram, of
savings in fuel costs of almost a quarter of a million dollars., Actually
over 8115,000 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 LOL locomotive days ahead of group
shipment from the East Coast via the Panuma Canal, The 20 diesel loco=
motives shipped replaced 91 outmoded, overaged, coal-burning steam
locomotives with a resultant saving in fuel costs of over $600 per day
attributable to each diesel from the time it was placed in%o operation.

The shipment of locomotives arranged by ICA accomplished, in
addition to the foregoing significant savings, the utilization of U, 8.
flag instead of foreign flag vessels. The staggered shipments were all
made on fast U, S flag liners., A group shipment would have been
possible 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. 31

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 Dowinican Republic has an agreement with the United States
for the purchase or 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 objectives related to the
sscurity inuierests of the U.S., it is important that the U.S. continue to
Plan in conjunction with friendly nations the military defsnse of the

hemisphere,



QUESTION NO, 32

Was our military assistance equipment being used by Peresz Jemines
to keep the people of Veneguela under dictatorial domination?

ANSWER:

Venezuela, as a result of its huge vil 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 subatantial 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 importart that th U.S. continue to plan in
conjunotion with friendly nations the military defense of tho hemisphere.



QUESTION NO. 33

Do we give any economic assistance to the Dominican Republic?

ANSWER:

The only economic assistance now given to the Dominican Republic
is 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 11l 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 year 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 360,000
1951 167,000
1955 336,000
1956 265,000

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



QUESTION NO. 34

Have any local currency funds belonging to the U.8. or any
oounterpart funds been used for debt retirement?

ANSWER:

l. 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 for foreign government debt retirement, the following amounts
of counterpart owned by cooperating countries were released for debt
retirement in situatinns 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.

Count Amount in millions
Austria $ 65.0
Denmark 130.1
France 171.4
Netherlands 197.4
Noxway 292.7
United Kingdom 1,706.7

Total 5505e3

3. Since 1953, except as permitted by statutory authority, there
has been no debt retirement use made of counterpart, 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 faollowing proviso:

"Provided, however, that to the extent that funds have bean
borrowed by any foreign government in order to make a deposit of
counterpart and such deposit is in excess of the ampunt that
would be required to be deposited pursuant to the formila pre-
scribed by section 1,2(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 proviaions of such Act.®



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 i\he counterpart account
equivalent to actusl 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 juicy» planty in Italy. How many Italians have
facilities to store frozen orange juice?

ANSWFR:

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

We estimate that; 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 imow the market for the frozen juice is composed
largely of hotels, restaurants, hospitals and the like rather than individual
consunars,



SUESTION MO, 36

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

(a) hat 1s the practice of the U. S. in this respect.

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

(o) uhat 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?"

(a) The normal present practice of ICA wi*h respect to pro-
posed public works and industrial projects to be financed with direct
ICA grant or loan funde (apart from the Development Ioan Fund, which
is discussed in A,3 below) is as follows:

1. A project proposal form giving full details of the
snggested project is prepared by the U, S. Oporations Misasion in the
country concerned, on the basis of information supplied by the offi-
clals of the cooperating government or private entity requesting
agsistance, supplemented by on-the-spot checks by appropriate
technical personnel of the USOM.

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

3. The Project Proposal and accompanying data is
reviewed by the technicel and economic personnel of the USOM and is
not forwarded to ICA/Washington unless tho USOM is satisfied with
its technical and oconomic swundness.

4. Project Proposals forwarded by the USOM are
intensively roviewed by the appropriate Technicsl Services Division
of ICA/Waehington (see (c) below for a description of the resources
available for this purpose).
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5, If the ICA/Washington review indicates any questions
about the project, the USOM is requested to supply further informatios.

6. Whenever it appears that satisfactory engineering
and economic survey studies are not available to suppuort the project,
ICA requires that a competent engineering firm be retained to wake a
special survey of the eccnomic feasibility, engineering soundness,
location, etc. of the projoct.

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

8. Once a project 1s approved it 1s ICA's practice
to assist the cooperating country in retaining a competent engineering
firm to undertake the detalled design or the installation involved;
to prepare detailed invitations for crmpotitive bids on actual con-
struction; and to supervise actual construction.

9. Prcgress repurts on all capital projects are
required to be made periodically to ICA's engineoring department in
Washingten, and reviewed and cnncurred in by the firm responsible
for the engineering. The design ongineer is alsmo responsible for the
inspection of constiuction and acceptance of the plant and facilities
as being built and squipped in conformity to tne approved drawings
and specifications. USOMs are roquired to fcllow the job in the
field, and JCA/W reprosentatives inspoct the more complicated
projects on a periodical basis.

In rare cases where thero are urgsnt political or economie
considerations necesaiiating espucially rapid action, ICA may agree
to finance a project before all of these normal documentation and
review procedures have been carried out. In such cases ICA takes
such steps as seem roasovnably nocessary 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 sound and that it is carried cut effactively.|

A standardized procedure for projects to be finenced from
the new Developmont Loan Fund 1s nov in the final stages of prepara-
tion and has not yot baen put into effect It is expected to ombody
elements of both the 1CA procedures deecribeu above and of the pro-
cedures followed by Lho Export-Import Bank for similar projectas.

ICA and the Export-Import Bank will rendor technical and other
services to the Fund in connection with loan applications.
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(b) ICA has taken a number of steps in rc¢:ent years to
tighten up its procedures in this respect end to ivyrove iis staff
and facilities available for review of such projects. This action
has been based on increasing recognition of the need for intensified
activity on thia aspect of the program, particularly as its geographic
empharis 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 developsd cnuntries which lack such facil-
ities. ICA's predecessor agsncies followed somewhat less syste-
matized and less rigorous procedures than those described above.

Specifically, the following stepz have been taken:

1. Technical and economic staffe in USOMs 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
wvas created in 1955,

4o The services of this staff have teen supplemented by
& continuing contract with a major U. S. engineering firm to provide
enginesering and economic reviews 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 ago.

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

1. The services, es required, of the whole complement
of economic and technical personnel in ICA/Hashington which numbers
several hundred people, with varjous types of technical and economic
specialization and exporierce.

2. 7The services of a full-time industrial Engineering
Division which includes 15 engincers and business analysts.

3. The engineoring services of a leading independent
ctnsulting £irm on a retainer basis, under u contract wvith ICA/Washington.
The services of eight full-time enyineering personnel and sixteen special
onqin;;x;’ug consultanty wore ut2)iyed urder this contract during fisca)
year .



=4 No, 26

4. Under a series of interagency agreements ICA also
Teoeives technical review and similar servicos from other U.S. gov-
ernment agencies which have specialised tecanical competence, such
as the Bureau of Public Roads, the Bureeu 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) 1ICA believes that the technical personnel available
to it now have a sufficient voice in the administration of the
program. The above-described procedurss and practices cannot, of
course, give assurance that mistakes have not occurred or will not
hereafter. In complex projects like these in foreign countries where
technical and other fectors are often involved #hat are not en-
countersd in the U. S., and with the negessity for Juirments balancing
the need for prompt ection against the neea Cor double-checking of
tochnical details, errors can obviously take place,



QUESTION NO. 37

The charge has been made that United States bulldoser
operatars in Cambodia received $20,25 an howr with ull living expenses
paid in an American Compound and no income tax.

2) Iz this correct?

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

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

d) Are they subject to income tax?

.) No.

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

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

+ d) They ars subject to the same U.S. income tax regulations
and tax liability as any U,8., citizen (other than & U,8. Govornment
employee) working overseas. Such persons are generally exempt from
liability for U.8, income taxes for periods during which they remain
O\ltlid. th‘ U.s. & minimum of 18 ‘Onul‘o



QUESTION NO. 38

The charge has been made that the United States is not
undertaking any new reclamation projects this year but that such
projects will be undertaken under the foreign aid program.

(a) Is this correct?

(b) How can it be justified?
ANSWER

(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. [hese 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. L8O transactions excluded from most
ICA accountings?

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

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

ANSWER:

(a) In 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. LB0 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.
L4BO Title I sales in the key countries. Again this year that informa-
tion is being mads 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 aro three distinct
situations: (1) In some countries, of which Korea and Pakistan are
examples, scme sales of commodities under P. L..L80 are the equivalent
of mutual security program dollars. ICA has a careful programming
procedure to identify such cases and to reduce the MSP request
correspondinglys. (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 sconomic aid under tho Mutual Security Program (other than
possibly technical assistance). (3) In still othor countries, the
picture is mixed: Without P. L. LBO there would be a requirement for
more mutusl socurity dollars. However, whelher the U. 5. would undertake
to help meet that roquirement with mutual security dollars is a very
different question which is difficult to anower. It is quite likely
that if we did furnish additional MS aid, it would be in amounts that
are much smaller than is poasible under P. L. L8O,

(c) As indicated above, it does in certain cases and in others it
does not. whersver it doss meet the name needs as those for which economio
assistance is given, ths requests for appropriations for such enonomio
assistance have been correspondingly reduced.



QUESTION M0, LO

Is not the major portion of the local currencies made available to us
under PL L8O available for the same purposes as our regular- fordgn aid funds?

ANSWER s

This 1s not accurate, The funds made rvailable to mutual security
agencies from PL 480 transactims can be used nnly to pay for the local
costs of economic or military activities wl.sreas mutual security funds
are needed to pay for the imports of resources into the recipient countries
to be used in or to support economically cartain economic and military
activities., Thus, although the stated purposes of PL 480 currencies are
gimilar in many respects to certain purposes set forth in the Mutual
Security Act, the similarity betwoen these currencies and mutual security
(dollar) funds does not exist as an ecaomic fact.

PL 4,80 sales transactions are in some cases the equiva’ent or the
partial equivalent of Mutual Security dollars., But the point at which the
transaction has its real economic value is when the commodities under PL 480
are delivered, not when the local currencies are used. The availability of
surplus agricultural commodities undsr PL 4,80 has been taken into account
in the determination of what dollar funds are requested from Congress.



QUESTION NO. L1

Do our Diplamats and Goverrment officials have counterpart
and local currencies available to them for expsnditure without regard
to the Govermment accounting laws?

ANSWER 3
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 Govermment 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 Us S. representatives and contributing toward the
objectives of the aid program. The second type of case involves trust
accounts. These arise from agreements by an aid country to deposit
certain amounts of local currency in an account beneficially owned by
the foreign govermment but administered directly by U. S. representatives
to pay certain tyres 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 government.



QUESTION NO. L2

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 incorrecte. Countries which have received large
amounts of aid, notably those of Western Burope with this help, have
made recoveries and advances that are outstanding.




QUESTION NO. L3

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?

ANSWER:

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-
oism 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 procuremant 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
effi~ient manner, and that the obligation and responsibilities of parties in-
volved in aid financed transactions would be clearly defined. Regulation 1 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, suopliers and banks must comply when transacting business under
authorizations to use ICA funds. The terms and conditions of Regulation 1
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. 1In accordance with Regulation 1,
the host govermment 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 because we are not parties to the contract, it is
alvays possible that aome of these transacticns may turn out to be objectionabdle,
It 1s the view of the Agency that the remedies 1t has provided are sufficient
to protect the Agency's interest,
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It is belisved that the procurement irregularities which occurred in
Korea 1in 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 persoimel with procurement 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 in Washington 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 tn 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 then payment of kickbacks to
importers and ageats; "dummy" importers; shipments of inferior merchandise
at inflated prices; concealment of commissions., Demands for refund have been
made upon the Korean Government and suppliers, when appropriate, and thus far
ICA has received approximately $900,000 45 rsfunds, (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 procurenment,

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 include:

le Establishment of a Saleables Review Committee in our Mission
in Korea to review the purchase of ICA commodity dollars to
deternmine the legitimacy of the importers receiving dollar
avards, the essentiality of the commodity or commodities to
be procured and the competitive character of the 7rices paid,

2, Betting up a Procurement Advisory Group within the Bank of
Korea which takes active part in the conduct of a1l ICA
ocommodity dollar suctions,

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

e Betavlishment by the Korean Govermment of a special bureau
for review and cbservation of the procurement of ICA-financed
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commodities, 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
0ffice of Supply for the purpose of assisting that office in
developing acccunting, warehousing and other controls with
the view to eliminating pilferage and other abuses in the
arsa 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 Govermment procurement regulations,



ON X0,

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

ANSWER 3
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 amd was financed by it from
other sources, It was opened to traffic some six months before any
counterpart funds were released to the Qovernment of Portugal,



QUESTION NO. LS

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

ANSWER 3
The charge is not true.
It has been made many times before,

Presumably the reference is to the new village of La Martella,;
built in the province not far from the old city of Matera, in Southern
Italy, which was comprised of notorious cave dwellings., A number of
the peasants of Matera lived in caves under wretched conditions., The
¢&ves were not owned by them, but rented. The rehousing project in the
new 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 reclamation and resettlement aimed at improving living standards
in Italy's poverty-stricken South. No dollar funds were used. About
22 percent of the funds for this massive Italian offort 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 sliminate cave
dwellings entirely, but the worst of them were evacuated by resettlement,
The new village of la Martella provided housing for peasants 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 village
is definitely inhabitated, and is contributing to a eignificant increase
in the output and living standards of the region,

It is worth noting that the land reclamation, land improvement
and resettlement program carried out by the Cassa per i1 Mozzogiorno
has been considered to be one of the outstandingly successful achieve=
ments in post-War Europe; that the La Martella rohousing project served
a8 a demonstration which led to the enactment of Italian legislation
for resettling of the entire cave Population of Matera over a four-year
period, with funds provided vholly from non-counterpart sources,



QUESTION NO. L6

Did the ICA finance the construction of a $128,000 cow barn in
Lebanon to demonstrate to farmers living on $100 or lees 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 Govermment 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 barnyard, for which the United States contributed
$50,269 and the lsbanese lovermment thr equivalent of $43,000, and
(2) the imporatation of farm equipment and of purebred Holstein cattle
for upbresding the local 3train. The aggregate Us. S. contribution to
this project was £99,93L4; the lLebanese Government contributed the equivalent
of $86,000 for its aggregate contribution to the project.

The animal husbandry demonstration has bmen effective in reaching
Lebanese farmers, who have adopted new practices, baen 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 purebrad bulls imported under the
Technical Cooperation program and in addition lebanese dairymen had
themselves imported over 20C head of atock. IThe milk yield of the
crossbred s is more than double that of the original native breed.
The animal nusbandry demonstration i{ Terbol has not only affected the
practices of large farmer: who can adopl the most advanced construction
and equipment; its most widespread impacrt has been among small farmers
who have profited from the upbreeding of their cattle. Following practices
demonstrated at the Terbol farm, “hey have improved forage and adopted the
practice of feeding silage and built trench silos for their own use., For
example, Anjsr Village, where most of the production is from small farms
with one to five cows, over a three-ysar period increased its daily milk
shipments to Beirut from 70 pounds to two-and-a-half tons per day.



PUESTION MO, 47

Has our aid to Dolivia been used to service Bolivian payments on
Expor t=Import loans?

ANSWER

U. S. foreign aid funds have never been used to service Export-
Import Bank loans, As of Decenber 31, 1955, Bolivia's external debt,
princival plus intercst, totaled $1.68,9 million, The Bolivian
Government's budget for calendar fiscal year 1956 set aside $505,000
to service the external debt. In recognition of the balance of payment
and exchange problaa being experienced by Bolivia, the E:rport-Import
Bank revised the schodule of payments on loans to Bolivia, Under the
terms of this agreement, Bolivia was permitted to reduce its service

ayments to the Exort=Impart Bank from about $2,500,000 per annum to
00,000 per annvx: during the calendar yeers 1957, 1958, and 1959.

It is true that when the United States gives finar-ial assistance
to any country, 1t can be said that the aid funds have the indirect
effect of financing payment of tho debts of the recipient country to
the extent that the aid frees an ecuivalent amount of the country's
own revenues for such payment., The only way in which this result could
bu pravented would be to require as a condition precedent to the giving
of U, S. assistance a pronise from the recipient country that it would
default upon all of its outstanding obligations.

Some of the primary pw-poses of economic aid to Bolivia are to
stabilize the economy, muintain political stability, and encourage the
establishment of a free economy and the growth of private enterprise.
The ca tributions made by the Uni.d States through Technicul Cooperation,
Speciy  Asnistance and 1ts pariicipition in the Monetary Stabilization
Propra have lad to a marked improveinent in Bolivia's overall economy.
Inflution has been curtailed and the favestment climate has improved to
such an extent, that foreizn enterprise has taken an active interest in
eatering tno country., I% is hoped that by such cssistance Bolivia will
be able, through her ovm rescurces, to meet her foreign obligations
and reguin a status of recogniced oredit-port-iness.



ESTION MO, L8

It has been alloged that we gave India §1,539,000 worth of pre-
fabricated tteel to erect grain silos and warehouses in 1954, Mearmhile
I0A approved a gift of an additional §) million for 600 more warehouses in
spite of the fact that the Indians had not gotten around to putiing up the
original buildings. Is this correct? If sc, why should we have given
more warehouses when those already furnished had not been utilised?

ANSWER:

The original agreement to provide two silos and fifty prefab grain
warehouses was signed in 195L. These 52 units were deliverod over the period
Septemter 1955-February, 1956, When the additional $4 million for grain
storage units was agreed upon & few months later in April 1956, in anticipa-
tion of a large PL 460 grain import program, it was not apparent that
Government of India plans for erection of the first 62 units would lag.

Prior to spproving the additional §4 million sgreenment, ICA
specifically asked its mission for "evidence of progress in erection of
structures previously authorized". The mission, before the second agreemsnt
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,
meking graln storage a less urgent problem for the Indian Govermment and
roaquiring relocation of the planned storage facilities from the interior to
ports to handle increased imports; (2) & variety of problems in erecting the
units (site acquisition, locating the prefab warehouses at storage centers
where wind pressures would not be too great, the nev and complicated work
required on the silos) continued to crop up.

Because mhe assurances upon shich the project was first approved
have not been borne out by performance” the agreemont for $4 aillion in
additional storage facilities was cancelled in 1957.

Our mission has continued to press for full utilisation of the
first 52 units, A prugress report on erestion of these units and 36 prefsd
storage units India purchased at the same time with its own funde indicates
that one of the two silos is scheduled for completion this month, the
location for the other has besen settled, and that, as o’ November 1957,

11 of the prefab warehouses had been erected, 19 more should have been oim-
leted by now and all the rest are scheduled for completion this year esoept
wvhich are being relocated.



QUESTION ¥O. L9

It has been reported that there are vast quantitiss of druge
in Laos (far more than Laos can ever use) and ICA has financed the
procurement of these drugs and medical supplies. Is this corroct?

ANSWER 1

This statement is not true. The U, 8. has financed the
importation of drugs, but not in excess of needs. Fram the inception
of the aid program to the Goverrment of laos on January 1, 1955, down
to December 31, 1957, ICA funds totaling $1,526,800 had been obligated
for the purchaze of drugs for Laos.

Expenditures (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
Congressional Study Group which toured Laos in November and December,
1553 (See House Report No. 2025, 83d Cong. 2nd Sess.). Referring to
the above criticism, Congressman Judd, who was a member of the Group,
said before the House Committee on Foreign Affairs on June 2L, 1957

"That report came from mes. It never was suggested that

those were stores purchased by American funds. We never

said that. Samebody added that on to it. We reported

seoing the most fabulous collection of expensive hypodermic
needles, antibiotics and everything else. Dut it was never
suggested that it came from us - we were putting no American
aid in at that time. This was a case where somebody had gone
wild and used French money or UNESCO money or samebody else's
money for it. It wasn't ours."

It 4s believed that tho medical supplies which the Congressmen
saw were those known to have been stored in a Government warehouse in
Vientiarns. These supplies had beon stocked for the use of the French
Union forces, including the Lao Army, which were actively fighting tha
Vietminh Communists at tho time of the Study Group's visit to laos,

Two former senior officials of USCM/Laor have verified that
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such a warehouse did exist at the time of the Study Oroup's visit and

had been stocked chiefly by the French Govermment for the purpose stated
above. According to these officials, this warehousé served as the ocentral
supply point for medical supplies for all of the French Union Forces in
laos and for the entire civilian population of lsos. One of these
officisls stated that as of December 1956 all but a minor portion of

these supplies had been used.

It should be noted that, at the time of the Study Group's visit,
no ICA (or predecessor agoncy) miesion or permanent representation had been
established in Laoa. At that time Laos was receiving only an insignificant
spount of U. S. assistance through the U. 5. aid program to the Associitzd
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,



QUESTION NO, 50

Is it true that we have paid the living expenses and tuition
costs for the sons of wealthy Persians attending American universities?

MSTRy
Nos

This question appears to refer to the Iranian student project
which covered the period 1952 through 1955, during which time the Mossadeg
government fell, and the Iranian Government was in serious danger of economic
collapse, At that time the Iranian Government was unable to continue pro-
viding the foreign exchange needed by Iranian students studying in the United
States. There wore approximately 800 Iranian students at that time studying
in American universities, ithout 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. 3.
foreign policy objoctives would be advanced if these students could cantinue
their training, inasmuch as they constituted a major potential source of
professional and technical personnel required by the economic developmant
program in Iran, It was also known that Iron Curtain governments wers pre=
pared to offer grants to Iranians forced to discontinue their study in the
United States, and did so to Iranian atudents studying in Europe.

U. S. financing was applied only to the dollar costs of the training,
and, in exchange, Iranian local currency was mads available to meot the local
costs of the U, S, aid program in Iran, The families and sponsors of the Iranian
students contributed local currency at an agreed rate of exchunge, in lieu
of foreign exchanges conarquently, the program was not a scholarship subsidy
to wealthy 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 whon the British drove them out in 1541
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.3. 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, howsver,
without the purchase of a small amount of new equipment. Seven small
wheel tractors for experimental station work, two disc plows and one
oravler~type tractor were nooded. 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 bsen no direct
U.8. purchases of either plows or tractors for Ethiopia under the U.S.
program,

Commendable progress has beon mado and continues to be
made in this joint effort for improvemsnt in the field of agriculture
in Ethiopia.



QUESTION 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 reciamation. Today, it s alleged there is
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
econonmic requirements and of the feasibility of
ANSWER ; these projects before making these loana?

81) The Export Import Bank of Washington has nade loans
totalling $39,500,000 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 oquipment, and there is
now no power equipment at either of these dams except for minor standby
equipment at Arghandab. There is pressantly under consideration for
financing fram FY 1958 mutual security special assistance funds a
proposal for 6L00 kilowatt capacity at Arghandab.

(b) The United States did in fact make & 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 ’irm which had been working with
the project,



QUERTION NO. 53

It has been alleged that in Greece Marshall Plan tractors rusted on
the docks two years after arrival because the country couldn't abaord all
the aid ve insisted on givinz tham, Is this correct? If so, why were
adequate surveys not meds7

ANSWER:

The question appears to refer to tractors which were sent to Greece
by UNRRA in early 1946. These tractors had no connection with ICA or ite
predecessor agencies. They were not used inmediately because of the Civil
War in Greece and because & number of the tractors were not usable in that
country without certain modifications in their equipment. Eventually, how-
ever, the tractors were converted and were absorbed by the Greek econamy,



QUESTION NO. 3k

Why has the United States spent momey constructing highways
for Jordan where there are fewer than 9,000 automobiles there?

ANSWER 3

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
1imited it must have highway transportation connecting the four sreas
of the country if it is to make any progress in increasing production
and commercial activity. In addition, bacause of the establiahment of
the State of Israel, previous means of communication - mainly in an
east-west directinn = must be supplemented by north-south roads. One
result of the road construction program has been to provide employment,
thus centributing to political stability in that troubled area.

A total of 95 miles of good primary roads, 12 miles of
farm-to-markev roads and 76 miles of village access roads are under
construction.



QUESTION NO. 55

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

ANSWER s

This question might be taken to mean (1) that U, S. famers
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 attempt to stimulate foreign agricultural
productions 1In 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 UsS. exports for a variety of reasons: the crop in question may not
be surplus in the U.S5.; need may be in excess of surplus supplies, or in
excess of supplies we will sell for local currency, amd, of course, most
of thesc countries have a dollar shortage; the cost of exporting the com-
modity may be excessive; *hose who will benefit by the project may not have
money to purchase neeced food(in this connection, projects involving small
scale production for home-use are an important part of our program)s In
any case, the contributions we make to agricultural develon-:nt are directed
toward the basic objective of making these countries ca; ir'a of moeting needs
vhich cannot be filled by imports 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
oonsisted of agricultural cammodities now classified as surplus virtually all
of which were purchased in the U.S. (Sales and Grants under P.L. L80 are in
addition to these amounts). Moroover, exports of U.S. agricultural commodi-
ties roached 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 better employed for
improving the economic condition of our farmers than for increasing production
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abroad relates to the basic ooncept of the Mutual Security Programs Aside
from the queation of what our domestic farm program should be one of the
basic considerations behind the Mutual Security Program is that we do what
appears nccessary to avoid the risk of less developad cowatries of the free
world becoming dangerously susceptible to Communist influences. This object-
ive is in the security interest of the U.Se. The agriculture of most of these
countries is in a primitive states 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.



QUESTION NO, 56

A million dollars of our tax money is being used in Paraguay for
the benefit of a single religious sect while s.ch a practice would be
frowmed on as unconstitutional and contrary to publis policy in our
own country,

ANSWER ¢

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 ta the
resettlement of foreign and native migrants in the area as a whole, or
in any country of the area, for the purpose of advancing economic
development and agricultural and industrial productivityn,

Pursuant to this authority, agreement was reached in April, 1957
for a loan of #1 million to the Covernment 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 underdecveloped 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 chosen as a result of any desire on the part of Yaraguay or ICA to
assist any particulas religious sect, As a matter of fact, the Govermment
of Paraguay has for some .ime encouraged the Mennoniis Colonies in many

Vays.

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

(1) Through the bullding up of small industric~ financed by
this loan, additional markets are oreatoed tur the produce
of non-Mennonite farmers as well as those who are menmbers
of the Mennonite Colcnies,

(2) Part of the loan is being used to finance the activities
of an experimental farm and to finance seed production.
These facilities are available to all gettlers in the
area inoluding non-Mennonite settlers,
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The Mennonite Colonies are obligated to repay the loan to the
Government of Paraguay over a twenty-year period in local ourrsncy of
Paraguaxy together with interest at the going rato applicable in Paraguay,
The Government of Paraguay 1s to repay the U. S, over the same twenty-
year period in elither its own currency or in dollars, the interest rate

beirg 3% for those repayments made in dollars and L% for those made in
local currency,



QUESTION NO, 57

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

ANSWER ¢

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 surply improvements in about 175 villages
under a program for which 4he Labanese Government itself has spent more than
$7 million, In FY 1957 and 1958, under the technical coopsration program,
ICA is furnishing one engineer to advise the Lebanese on engineering phases
for their expansion of this prograrn,

The village water supply program in Lebanon is part of that country's
own development program, It is a by-product of the Litani River Basin
development project, the first phase of which is being financed by an IBRD
loan of %27 million.

The village water sunply improvement program 15 an undertaking of the
Lebanese Oovernment primarily to improve the standards and living conditions
for the Lebanese people by providing Lebanese villagss with safe drinking water
supplies, A particularly important result is the encouragement this gives to
the village people to stay in their villages rather ‘han move to Beirut and
Tripoli and thus worsen the slun conditions in these urban centers,

Although five villnge wash houses have been providsd by the ICA Mission
and two by the Government of Lebanon, to furnish facilities to village womsn
for the washing of clothes, no pihlie baths have been built eithsr by villagers
or by the United States in connection with Liis project,



QUESTION 6O, 28

"Dt we Farnish oollapuible 100*' vet tules to Cambodia?®
ANSVER ¢

A thopnugh drrestigation of ICA revards, both at Washington and
at Pnem Puzh. r¢/nr)s no oollapaible toothpaste tubes have been impor ted
int; Cambodis under the U, 8. aid progran since eatablishmént of the
Cambodia &yl mission in FY 1955, Purtberwc's, the Cambodian Government,
on the basiu of its official cusicas vecords, indicates that imports
financed by furbod’a’s om Corudgn exchange inclvded no collapsidble tooth-

p;é‘ta tubes 1 1955 snd 1997 snd only $6.00 squivulent of this item in
1555,



QULSTION WO, 39

Have wo furnished ice boxes to Bskimos?

No. Eskimos are only found in Alaska, Cansda, the Chukcley
Paningula of northeast Siberia, and Greenland. No aid programs have
over been instituted in the first threec places. Ursenland is a colony
of Denmark, and Denmark has received assistance under the mutual security

sm, However, no assistance has ever been sent from the U. S, to
eenland, and no ice boxes or refrigerators have ever been sent to
Dermark under the aid progranm,



QUESTION MO, 60

Is it not true tbat a plant was built in Formosa for process-
ing silica prior to adequate surveys baving been undertaken?

(1) Ny were economic survey:d not made prior to furnishing
the equipment?

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

ANSMER:

It is believed that the criticism is with reference to a
project undertaken to assist the Cuiness Government in the rehabilita-
tion of, and the furnishing of equipment for, a treatment plant for
concentration and finishing of mica and quartg producis. In copnection
with thia nroject ICA approved a loan of local currency from Chinese-
owned courterpart amounting to approximately $.0,000 for local costs
of rehabilitating the plant and ICA contributed approximately £37,000
for vinery and equipment for the plant, The project was approved
baseu upon the technical evaluation of an American eugineering firm
employed by the Chinese Government. The firm's eveluation was based
on previous studies indicating that there were pufficient deposits
of mica to justify undertaking the project.

Extensive exploration subssquently failed to locate suffi-
clent quantities of mica for a commercial mining operation. The
equipment wvhich had already been installed in the plant was then
adapted to uso in pulverizing talc and Jimestone. In accordance
with ICA procedures the Chinese Government waz requested to and
d4d refund $18,323.03 vhich wvas the value of equipment not utilised
on the project. The major portion of this jatter equi -ment ocon-
sisting primarily of a diesel driven generator has bsen diverted to
other productive uses in Taiven.
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QUESTION M0. 6

How can the U,8, justify furnishing assiatance to a country where
the king lives in (riental splendor surroundsd by his Cadillacs and his
harem?

ANSWER:

The inference of the question ia that because of the substantial
vealth the King of Saudi Arabia derives fram oil revenues we should not
nogotiate with him in order to achisve muitual security program objectives.

The United States has maintained important and special relations
with Saudi Arabia since World War II when King Ibn Saud agreed with the
United States on construction of a strategic air field at Dhahran. The
United Statee, on April 2, 1957, concluded a new agreement with Saudi Arabia
which provides for the use of facilitias at this important air field for
an additional five years, The United States thus retains operation of the
only landing and refueling point for ita aircraft between Libya and the
Philippines.

As part of the same agreement, the United States will continus
to supply training services and equipmant to the Saudi Arabian armed
forces. Saudi Arabia is being permitted to purchase military equipment
from the United States under tha provisions of Section 106 of the Mutual
Security Act of 195L, The United States wiil alsa provide economic
assistance for two projects of mutual buwefit, a naw civil air terminal
At the Dhahran «ir field and an expansisn of facilities at the hearovy port
0f Damnam, This rupresenta the extent of present. United States assistance
to Saudi Arabia.

It is also pertinent in this connsction ta note the significant
role which King S8aud is currently Playing in the Near Eaat, Saudi Arabia
has given and ia giving important suppart to halp combat the menace of
:lntonnt.mnd communism. Saudi Arabia has no relations with the Soviet

“.



SIESTION NO, 62

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

ANSWER: )

ICA did spend approximately $397,000 for a Wage and
Position Classificetion 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 comprehensive position clessification end com-
pensation plan for all civil service positions in the Philippine
National Govnr .eat, and the training of personnel to coatinue
such work. The project initially envisioned covering 45,000 positions
of the National Civil Service at an approximate dollar cost of
$145,000. It was entered into at the request of the Philippine
Government as a firust step toward the implementation of one of
the recommendations of the Bell Mission that a sperial effort be
made to improve the public administration because of its crucial
importance to the success of the economic development program and
ir order to give the people confidence in the government .,

The Bell Mission, an economic survey grovp, found that
the outmoded and inadequate classification and ray system wez a
substantial handicap to the Government in its determination to
develop a sound program of occupational recruitment and effeciive
personnel management, in retaining compstent personnel and elim-
inating petty graft. Noting the success of the initial project
the Philippine Government requested that the project bo expanded
to include the entire governmental service,

The Philippine Government has expressed groat satis-
faction with the project and has implemented it by Executive
Order placing the classification and pay plan into effect. The
Order wap hailed by the Commissioner of the Budge’, 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 provide) the bawsis
for the developmsnt of an efficient and honest corps of public
servants to run their modernized government machinery competently.

The ICA considers that the Wage and Position Classifioce-
tion Survey was a highly success?ul and worthwhile technical
assistance project which enable. the Philippine Government to
achieve for the first time a complete knowledge of governmental
staffs and their activities and to implement government-wvide personnel
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adainistration standards. In fact, the project is counsidered a keyst one
to the establishment of sound public administration within the Philippine
Government and is providing the basis for continued orgenisational improve-
ments and redirection in the size of the administrative departments,

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 80 barause it deals with
the human resources of a country, and vhile we achieve present
practical results from inscitutional reforms which enable
government administrators to do a management job, these have
multiplier effects in the futuro from the continusd 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, 1
think, in a nutshell is the significance of a.l your efforts.

"In other words, public administration technical assist-
ance in under-developed countries is, and can cor“inue to
be, of incalculable value by making possible economy and
officiency in government operations. While loans and grants
and commodity assistance are also vitally important, only
an honest, competent and efficient public administ -:ion
can insure that these added resources will n. -%nily or
partially, go to wiate or down the drain.

"When ICA missions in the underdevelops: countries of Asia
shall have been able to maximize xoverawmnt services with the
1imited resources of thess countries throug. mproved public
administration, as in the case of the Yhilippines, then 1
say that you have made a tremendous ¢ untribnti-n to the
ceuse of these countrise and you deseive to bs congratu-
lated for a job well done,"



QUESTION NO. 63

Did the U, 8, bulld a beet sugar refinery in Iran even though
there were insufficient sugar beets to feed the rsfinery?

ANSWER 1

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 firm for
supplying and erecting three beet sugar rafineries in Iran. In each
case, PO was unable to provide the required funds itself, and its
inability {7 do so jeopardized the 3ums already paid on the contract.

The United States objoctive, in providing this assistance,
was partly to wrevent 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 operation of
sugar processing units; stimulating the growing, processing and narketing
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 (indesd there has nover been a shortage of sugar beets,
but only of adequate quality sugar beets); and consequently the project
agreement that funded the Bardsir and Cheneran planta specifically
provided that the project would include simultaneous activity to assure
the cultivation of higher quality beets in the areas supplying the
factories; and set out specific undertakings on thoe part of the two
governments to accomplish this purpoase. Other phases of the project
dncluded teaching farmers of the area to utilize by=-products of the
sugar factoriss and training in necessary managerial akills.

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

However “ gituation has improved and there hawv Lheen a net
advantage to Ira ' ... the projectns. The output of the three lactories
bas inoreased 11+ . oximately 13,000 tons in the 1955 season to over

130,000 tons in t.. .. 57 season,



QUESTION NO, 64

Bugene Castle has stated that foreign aid has already cost
twvice as much as all the social security Lenefits plus aid to the aged,
blind and disabled and that it has cost 3 times as much as our farm
prograns and 7 times as much as all atomic energy programs,

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

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

ANSHER:

(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 ajd . . . $59.2 billion
to the aged, blind and disabled

ZoFMProgrmo-ou-oooooooo260‘"
3. Atomicenery e o s 0 0 0 00 0 0 00 Dol n

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

1. Military assistance (grants) . . . . . $20.1 billien
2. Economic assistance (grants and loans).. 22,5 "

—he——

Total $,2.6 billion



GQUESTION NO. 65

It has been charged that we squandered money in Iran, building
roads that led to nowhers, financing dams that wore never built, and
turning over huge sums of money to the Iranian OGovernment to squander
needlessly.,

(a) Are any of these charges correct?
(b) What is and was the purpose of tne Iranian program?
(c) What has it achieved?

ANSWER 3
(a) None of the charges is correct.

The references to "roads thatled 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. 'he road also servos as an access
road 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 Yeer Development Plan
Organitation signed a contract with Morrison Knudsen International in
the amount of approximatoly 841 million for construction of the Karaj
Dam and an 84,000 KVA powor gonorating station. It is estimated this work
will be completed in the summsar of 1561.

The allegation that hugo sums of money were turnsd over
to the Iranian Government to squander needlessly apparently has roferonce
to the Van Rensselaer article stating that "When there woren't enough
ready projects, for which to obligate funds, Warne, with tho approval of
his Washington chiefs, distributed U. S. chocks dirctly to Iranian
Ministers. Mo provided cash with which the Iranians not only met their
regular govermment payrolls but raised thoir own salaries." The fact is
that thore are always more projects than funda available. However, the
U. 8. did sssist tho Iranian Govormmont in meeting its payroll during
the chaotic poriod following Mossadoq's fall. From May 1951 until the
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£all of 1954, the Iranian Government's gross income from o1l production
was only approximately $12.7 million, received during ths sarly months

of 1551. This was wholly inadequate to finance both the government's
regular operating budget and the development plan. The Iranian Government
did raise some salaries of its civil service because of the wild inflation
which was sweeping tho nation at the time and in order to consolidate the
loyalty of the civil service behind the new Zshedi Goverrment. No direct
contributions for general budget support have been made from either FY 1957
or FY 1958 funds.

The "distribution of checks directly to Iranian ministers"
{nvolved cersmonial presentations in order to publicize U. 5. assistance.
at a time when such a demonstration was deemed extremaely important to
the political situation.

(b) The Iran progran has given primary support for different
objectives at diffarent periods as in the circumstances the U. S. interest
required, After the cessation of o0il revenues, dus to the nationaliza-
tion of the oil industry, the Iranian Govermment fell into increasingly
desperate financial straits. Fram 1951 to 1953, during the historic and
bitter internal Iranian political struggle with the Comuunist Party, U. Se
assistance served to prevont sconamic collapse and a take-over by a
Communist-controlled regime. The basic Techuical Cooporation program
begun in 1951 was continued, but additional aid was also made
available for essential imports and to maintain employment. These
programs prevented the collapas of econamic activity, demonstrated
U. S. interest in Iran and encouraged non-Communist elsuents to
resist \'ommunist pressures.

After the fall of Mossadeq and the accession to power of
a pro-Western Govermment in August 1953, a sizable increese in U. 8.
assistance was regarded as necessary to enable the new govermment to
survive and to undertake to develop ity own resources and nogotiate
an oil agreement. The new government had com» to ,owor at a time
when the country was near to economic collapse and the treasury
was virtually without funds. The now governmoent waa without resources
to provide for normal governmental functions, civil and military.
Immediate budgetary aid from the U. 5. enables tho goverrment to carry
out normal functions, to pay civil and military salarien, and to
consolidate the civil service and military ostablishment behind the new
pro-western regime. Without such omorgency aid it is likely that the
situation would have deteriorated still further and it is unlikely the
new government could have purvived to mako tho nettloments and adjust-
ments for a new sconomic and administrative start.
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The next stage in the MSP program for Iran began with the cil
settlement in 195L, and the subsequent gradual restoration of oil revenues.
U, 8. aconamic aid, especially direct budget support, has declined as oil
revenues have incrcgsed, and a substantial portion of total aid has been
{n the form of loans repayable in dollars. Even in the r2st few years,
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
development consonant with the swakening aspirations of the population.
Loan and grant assistance, on an annually diminishing scale, therefore
continued to be made available to Iran in connection with technical
assistance, econ.mic 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
assisting significant achievement toward fulfillment of U. S. objectives.
In contrast to the economic prostration, administrative chaos, and
Communist subversion that characterized lhe period 1951-1953, Iran today
is able to undertake a diversified economic developmont programj internal
gecurity has been restored; and a strong, pro-Western Government is
participating actively in regional defense arrangements such as the
Baghdad Pact. To enumerate in detail the accomplishments of the balanced
programs that were undertiken would require an extensive presentation.
Some specific illustrations of what the program has meant to individual
Iranians, to the Iranian econony. and to Iran's capacity to meet its
needs may be drawn from among the following examplest

= More than 90,000 Iranians have attended training courses
within Iran in various fields in the past five years.

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

= Vocational Agricultural Schools at high school level
have been established in each province.

= The U. S. has helped to establish an agricultural
sxtension service which has trained thousands of Iranians
in pest control, irrigation methods, seed treatment, machinery
maintenance, livastock production, etc. This has resulted in
increasss in agricultural production in many areas.

= As & result of the Community Development program more
than 9,000 self-help projects were undertaken by Iranian
villagers last yoar (for example == LOO schools, 700 pisces of
road, LOO bridges).
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=~ 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 lsarned to read; 300,000 more
will be litorate 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 sbout 250 supervisors in 15
factories. Craft training programs have baen established for
foundry workers, machinists, boiler workers, etc.

U. S. assistance to industry has been primarily in Iran's thres
basic manufacturing and processing requirements, building materials, textiles
and foode We have heiped Iran to improve cement production both at Rey and
in the new cement plant at Sniraz. We also have equipped this area's first
building materials research and testing laboratory at Tehran University.

American techniciana also are working with such varied other
industries as lumbering, glass and bottle making, machine parts manufacture,
fisheries, match making, soap production, furniture manufacture, foundries
and nines.

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
mechanised highway mainienance machinery.

We have been working with the Ministry of Poats and Telegraph to
estadblish telephonic communications between all of lran's major cities.
In the same way we have helped make possibls good air communications in
Iran by assisting in the development of ocommunioations and air nevigation
faoilitics.

More than 90 full-time graduate students have completed their
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work in the Public Administration Institute in the University of Tehran;
140 part-time graduate students have received training, and about 900
part-time studentes have bsen trained at the undergraduate lewel. 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 assisting the Govermment of Iran in meeting its
recognized need for administrative improvements in various ministriecs.
The United States is furnishing general public acdminiastration 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 Government Ministries in Fiscal Administration - budgeting,
accounting, auditing and revenue administration, including customs.



SUESTION K2, €6

In the edurbs of Maniln, ' built row nlter rov of individual
bathrooms on sun'l lots - on the Shutay that poopo would by the Lots
and dbuild noat, little homes arcusd th¢ Mathrooms, Unfortumtely, the
Filipines didn't like the Jdea and wi: thk rve of tailioms Just eat
theis. I might add thet this larimavsr 4y vir +Cfc~tr to vaim the
livipg s'awlards of backwerd pec:le came Y bt Kiows ar lushirg Heights.

ABSHER:

It 1r belleved that this critisier. 1¢ in refsrance to ¢ Sxoject
begun in 1952 by 4ke Philippine GQovernmrnt vith Unfte] States assigtunce
to resaitle homelens nquatters, mny of shom were r.bjuct Lo evamunist
prepaganda, and to alleviate uncanitary conditions 1a vhe ci%y af Manila,
The facts concerning tals project are aa follows:

In 1352 v number of Philipplne Gov:nuwent, upan-‘es including
the People's H.wusite and Housing Corjoraiww, sought ., c7lve the
problex arising I“rum the post-war houulrg s artags u7 thy do.n? cpment
of a low-cost public housing pro; ct. It was anticiputx’ that squatiers
living under unsanitary corditione Zn tl» wvar-revagal Puilippire oapitnl
could be sncouraged to build howes oz a seif-help basl: oy sroviding
them with land ard with eacential ufilit%ss to provide {ur minim]
1living and sanitery noeds.

For the proJect the Rutivaal flaaning Commission plampad v
self-contalned community including tan'c rantiary arnd utility racilities,
A tract of government-o'med ltn’ wn¢ suzdivided into 997 lots of W
square wetors each. Jtreetr, movors and wiata: uains wers inste’lud in
the subdivision, To ensmre aloquate saniie:?on soparate toilev und
bathing fecilities for vhy or.upanin if aech lot “mia Instelled in a
small structure at the i:tersection uf evety four lots. The project
was not immediately succeysful, Lowiver, due to ths Inability of variocas
agencles of tho Philippise Governwnt . cerry through “hs original
plan of providing credit for building materials, supervision of cou-
struction, and erranging transportatior. facilities for ths proposed
inhabitants of tho subdivision who were miinly tawloyad 4n the Mani'a
dotk area about 10 miles frowm vhe subdivision. 1In recognition of the
fact that somo sort of public aid was necersary to alleviate the
serious housing problem, the Philippine Government subsoquently droided
to carry through the project as a governmont venture by constructing
the homed and ronting them to the very low income squatter families,
The necessary appropriations were chtained and the People's Homesite
and Housing Corporetion, a Philippine Government agency, vas given
continued responsibility for the project. At the rresent times 974



four-room duplex type bungalows huve been constructed, renting for the
equivalent of $20 to $30 monthly. It is planned to conetruct sn addi-
tional 14 units. Altractive 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 Governmant financed
the equivalent of $2,613,343 in lccal currency frcm its appropriations.,
The local currency equivalent of $731,343 was derivsd from counterpart
funds,



QUESTION MO, 67

The charge has besn made that unfair foreign competition is closing
the doors of numerous American industries. The chargs continues that xs
are sending our tr hnicians and machines to foreign lands to provide the
%imowshcw" to proauce goods that will destroy markets of our cwm,

ANSWER :

It 1s true that under the economic assistance and technical cooperation
programs authorized by the Mulual Security Act, ICA and its predécessor
agencies have sent equipment and technicians to fareign countries. The
equipment has been furnished to rebuild the industries destroyed in Europe
by World War II and to assist in the economic development of the undere
developed areas of the world, Technical assistance has been furnished to
countries to increase their standard of living and strengthen their
econonies, ‘

The furnishing of equipment and technical assistance is aimed at
achieving the prime purpose of the Mutual Security Progrsz. This purpose
is to enable the United States to survive in a world in vtich nations
have been able to remain free through the chievement 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 huilding
of economies which can afford to purchase goods from this couniry,
Therefore, it would appear that if anything the operation of the Mutual
Becurity Program has had just the opposite effect from that indicated in
this question,

In the calendar year 1955, it is estimated that the employment of
600,000 persons in this country was directly attributable to U, S. aid
programs, Furthermore, it has been demonstrated that the more developed
a Jountry is the better customer it is far U, 3, products. U, S, exports
in 1955 to various countries were as follows per inhabitant in each country:

Developed Countries Underdeveloped Countries
Canada $205,27 Egypt $3.40
Netherlands bholi? Iran 2,55
United Kingdom 17.88 Indonesia 0.91
Germany 11,90 Pakistan 0,70

leln 7.16 India 00h9



SUESTION N, 68

The charge has been made that while rice 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
ralsing rice?

Wo have not sent technicians to Korea specifically to teach
rice culture, but we have sent technicians to supervise reclamation
and irrigation projects and to teach better use of pesticides and
fertilizer, 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 the United States is one of
the main purposes of the aid program. Since South Korea's population
is nearly three-fourths agricultural; and since historically rice 1s
the staple food for the people, it would be impossible 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. Previouely for successive yoars
there had been rampant inflation which saw price indicea rice 40%
or mors annually,

Even with tlie 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.
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Q¥STION WO, 6

Kugens Castle has charged tnat the United States financed a survey
to ascertain the sexual habits of the inhi“itants of India, Was such a
srvey undertaken? What was ito purposs? What was its Justification?

ANSWER:

Insofar as ICA or its predecessor agencies are concerned this state-
ment is not true. India has been and is conducting studies of this type in

connection with the problem of population pressure, assisted by U. S. private
groups and UN agencies.



TION NO. 70

The charge has been made that the administration has misrepresented
the mmounts 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 the 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,

1st 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 pericd of years. In the
nature of the ICA operation, 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
oredit and grant economic assistance to Middle East, Asian and other free
world countries compared with U, S, Government non-military credits and
grants to these countries, on a roaghly comparable value and time period
basis., Aid {rom 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, 8. aid includes ICA nonmili aid (defense support, development
assistance, technical cooperation), that portion of PL ﬁBO Title I local
ourrency made available for economic development and trade, PL 480 Title II
assistance, and new Expoart-Impart Bank oredits for this period. The
oalculations are based on the period mid-1955 to January 31, 1958.
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Question Mo, 70 (cmtinued)

Sino=Soviet Bloc Credit and Grant Economic Aid
to Middle Zast, Asian and Other Free World
Oountries Compared with U. 8. Boonomic Aid to
these countries, Mid }225 - Jamary 31, }22.

(Bstimated in Millions of Dollars)
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OLher Areas .ccccccocssccecosnesssccccccsce
EENTLNA ssevescsvccrsonsescsccoccsecsd
Brasil cescceccececccsccccceccccccccce
Joceland ceccecescscsccccccevoccscpscece
Yugoslavia ceceeccccccesccsccscoccsccee



ON No, 71

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

ANSWER:
No.

As originally drawn up, the Second Five-Year Plan required
substantial foreign assistance for its completion, and it was inown that
the Government of India wo.ld explore possible sources of external aid,
As the need for additional foreign assistance for its Plan has become
more acute, the Government of India has initiated talks with the 1BRD,
the United States, amd 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
government have been held in the normal course of diplomatic relations,



QUESTION NO, 72

The oharge has been made that our foreign aid frequently
causes inflation in the recipient countries an’ thereby creates
stresses and strains which do incalculable harm .o the interests of
the United States,

a) Is this correct?
b) If so, what is done to offset the effects of inflation?

ANSWER ¢

It is true that unless proper practices are followed, large
expenditures on military forces or on capital investments carry with them
inflationary tendencies. The Mutuval Security Program, however, far fram
contributing to inflation, seeks in two ways to permit such imporient
military or economic activity to be carried on wlth reasonable statility;
first, by encouraging conservative fiscal practices including, whe'
necessary, the furnishing of appropriate technical assistance in finan-
cial practices, and second, by furnishing goods which, when introduced
into the econary, help to offset the 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 1957 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 uf these programs is more frequently
counter-inflationary. However, many of our largest programs have
been in countries shere inflation was already well under way, {re-
quently as the result of heavy military burdens., Thus perheps
ohservers, seeing that inflation existed in large aid receiving
countries, assumed that the aid caused the inflation, whereas the
reverse would have been usually true,

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

Similarly, one can say that development projects cause
inflation by putting more wages into the hands of workers without,
_in the short run, producing more goods to offset these wages. It is

olear Lhat development cannot go forward without capital and 1t 1s



in our interest for development to go forward, Moreover, it may fre-
quently 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 i th the host government to assure that increases in capital
are balanced by increases in consumer goods or by decreases in non-
capital expenditures or both., As a result, the net erfect of ous
assistance, in most cases, is a stabilizing rather than an inflationary
effect,



SURSTION MO, 73

It 'has been alleged that we are giving aid %o socialist
countries and thereby furthering the spread of socialism. Is this
correct?

ABSMIR:

Ald is being given to some countries which profess to be
"socialist", either in their constitutions or in the official platforas
of the local political parties in control of the governments.

President Eissnhower 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 reek only to further the cause of freedom
and independence and to develop the military strongth nocessary to
protect and dsfena it, in the interest of peace.”

If, in the implementation of our assistance prograns, 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 enterprime differ in other
nations and the leaders of those nations could be expected to recrat
demands for change of their adopted econondc systems ag an affron
to their soveréignty and independence.

To demand conformance to U. S. standards as a condition of
a1d would Turnish ammunition for the Commnist propaganda offeasive..
For the Communiats 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 most vigorously in
these uncomnitted countries whoss political and economic standards
often differ far more from Comsunist standards than they do from
our own. The Communists would point to such conditions as convincing
ovidence to confirm their charge that it is not the U. S. but the
Soviet Union vhich is really seeking to build political and economic -
indepsndence in other countries. This could serisusly damege our
position, not only in socialist countries, but in other newly inde-
pendent countries.

In shart, we provide assistance to fres countries not because
of the particular way in which their econoxjes are ‘curtently organised,
but because they are free and because, if we didn't provide this
assistance, these nations would be more likely to lose their freedom
to Communiss,
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On the other hand, the Mutual Security Program does cowtri-
bute 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 carried out under the
Mutual Security Frogram vhich assist the growth of private enterprise
abroad, including:

il the ICA Investment Guaranty Program;

b) ICA provision of dollar and local currency loan funds to
private enterprises througad local development banks;

(¢) direct louna to private enterprise which are planned
under the new Development Loan Furd;

(d) worldwide technical assictance to industrial productivity
programs;

(o) technical assistance ir the field of labor which serves
to strengthen free labor unions;

(f) technical and othor assistance to agriculture, which
represents a very large private entorprise sector of
the economies of most of the countries in which w operate}

(g) bringing of many hundreds of trainess from cooperating
countries to the U, 3. to study U. S. induatrial and
business approaches and methods;

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

(1) technical assistance to cooperating countries in draft-
ing laws and programs for encouraging foreign and local
private investment;

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

In its administration of the Mutual Security Program as well
a0 in other activities, this 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 ssctor would

make & major contribution to the development of many underdevelnped



oountries, Public funds will probably never be available, nor should
they be mads available, in sufficient quantity to meet all the invest-
sant requirements of underdeveloped countries. Some fislda, t'ur
example industrial and extractive enterprises, are generally more
attractive to private investment than are other fislds, but there
will be occasions when the use of public funds for such projecte

in the public sector will be in the intercsts of both the United
States and the recipient country,



QUESTION MC. T4

We helped erect cotton plants in Korea = where there is not
native cotton.

ANSWER:

This statement is particliy untrue and generally misleading,
There 15 native cotton in Korea, though of an inferior quality; and we
have not "helped erect" cotton plants in Korea although we have supnlied
textile machinery to rehabjlitate textile plants dammaged 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 information is not readily available indicating the
smount of U.S. assistance for this purpose, but it is believed to be less
than one-half of the approximate $7 million contributed to supply all types
of textile machinery and equipment.

The Xorean native cotton 13 of inferior grade and for this reason
not more thei 10 to 15% is used by texiile mills. The bulk of 1t is used
for padding and for home epinning.

8ince Kores cannot, from its own raw materials, produce the amowunt
of textiles required in the Korean economy, it must import either finished
textiles or raw materials for domestic textils production. The importation
of finished textiles would drain Korean foreign exchange resources to a much
greater extent than importation of raw cotton to be used for domestic tex-
tile manufacture. Because the lack of adequate foreign exchange 1s one of
the most serious problems confronting Korea, it has been a basic U.S. objec~
tive to adopt aid policies which would assist Korea to reduce its foreign ex-
changs deficita, In addition, since the U.S. through the ald program has been
covering those daficita, it has been considered important to reduce them as &
means of reducing the magnitude of U.S, assistance required for the Korean
economye Accordingly, it has been ICA policy to maet the cotton textile
deficiencies by supplying raw cotton from surplus U.5. stocks ins.ead of fin-
ished cotton textiles. It was for this prurposn “hat ICA has provided the
assistarce required for Korea Lo purchase cotton textile machinery. Foreign
Exchange thus conserved for Xorea becomys available to import critically
needed comnodities which cannot be produced or fabricated locally.

A further result of the ICA policy has been the creation of a market
in Korea for U.S. surplus cotton as well as for exports of U.S5. lextils mesh-
inery. Korea has already imported unda' the FOA/ICA assistance jrogram over
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$132 million of surplus U.S. cotton (approximating 875,000 bales)s Had
ICA financed textiles, they might well have came from a source other
than the U.S. under the ICA policy of financing commodities from the low-
est free-world sourcs as a means of conserving UsS. aid funds and thus
reducing the burden ca U.5. taxpayers.

It is interesting to note that the Korean taxtile industry was
developed during the period of Japanese domination. Although Japan itself
was a large textlle producer and exporter, the Japanexe recognized that
development of a textile industry in Korea was economically sound and desir-
able for Korea. The toxtile 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. asaistance program to estab-
lish a viable economy for Korea.



QUESTIONS NOS. 75 and 76

We holped put up flour mills in Korea and Formosa - where there is
little or no wheat.

ANSWER s

The statement is partially true but generally misleading. Ths
assistance fumished has been beneficiai to the economies of both coun-
tries.

(a) With respect to Korea, $1,135,000 worthk 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-
lowss In former times Korea supplemented its domestic rice supplies with
imports of millet and Larley from Manchuria in order to meet the food needs
of its peoples Since hostilities this source of imports has disappeared and
the population of South Korea has swollen about 50% from roughly 15 million
to 224 million people. The need for food imports has continued. For example,
in 1994 alone, 358,000 metric tons of wheat and 276,000 metric tons of barley
were shipped to Korea fram the U.S. A part of these shipments was financed
with Hutual Security Funds which thus provided a market in Korea for surplus
U.S. wheat.

A question might be raised concerning the preferabilit: 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 uccomplished through wheat
imports. Koree has a critical shortage of foreign exchange and the U.S5. aid
program has been covering the shortage. Activities which reduce foreign ex-
change requirements strengthen the Korean economy and reduce the magnitude of
U.S5. assistance required to support the econocmye The conservation of foreign
exchange inhcrent in importing wheat instead of flour is demonstrated in the
following example:

The importation by Koree of 90,000 metric tons of wheat flour
at approximately $110- per metric ton landed, would cost $9,900,000. If
the same amount of flour should be made available from local milling, it would
require 120,000 metri~ tons of wheat. To impcrt this amount at approximately
$60 per metric ton, landed, would cost $9,€00,000s However, the milling in
Korea would provide the Korean economy with 30,000 tons of residus (bran, shorts
and middlings) having an export value of $675,000s If these $675,000 are
deducted from the coat of the wheat ($9,600,000), the locally milled flour
would have a net cost of $8,925,000. This is $975,000 less than imported
flour would cost and constitutes the foreign exchange conserveds
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(b) With respect to Taivan, a small grant of $36,000 was msde
fron ICA funds under the FY 1953 program for rehabilitation of existing
flour mills. Since that time about $70,000 in local currencvies (both
counterpart and section L02 cvrrencies) have been made available for ex-
pansion of grain storage and handling facilities of Taiwan mills.

Taiwan produces a significant amount of wheat - 27,000
metric tons in 1957 The 2ud Four Year Development Plan aims at an annual
production of 30,000 metric tonsz by 1960, Thus local wheat production pro-
vides & basis for a amall flour milling industry.

Taivan must import foode Its population has increased 80%
since 1938. Despite large gains in famm prodvction, Taiwan has becoms
(if sugar is excluded from calculations) a net food-imporiing instead of
food-exporting nation. To meet food deficiencies the U.S. has shipped
surplus agricultural products o Taiwane For example, 192,000 metric tons
ofsz.heat valued at $12.8 million ver shipped from the U.S. to Taiwan in
19

The importation of wheat and the rehabilitation of existing
flour mills help to (1) conserve both UsS.-aid funds and Taiwan foreign
exchange which would otherwise have to be used for imports of more expen=
sive flour; (2) provide employment for the increasing population; and (3)
prevent milling equipment from lying idle for lack of parts.



UESTION NO. 77

In Iran we piu.. out some $500,000 for Anerican-made automatic
loms to install in a textile plant which had never been properly
engineered. The looms required high-grade cotton - of which there was
very little = and skilled operators and maintenance men « of wvhom
there were none in the native populacvione. Then we failed ito install
the power to make the plant operate.

ANSWER 2

Pursuant to agreements dated June 23, 1952 wnd April 22, 1953,
both amended, the Technical Cooperation Administratior ard successor
agencies financed the purchase of 304 Draper Autamatic looms for
$186,395.63. 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 1s 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 lomms
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 expacted
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 Organization, after a
considerable loss of time spent in determining what kind of power
generating equipment should be obtained, ordered such equijment from a
Goerman firm,
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QUESTION NO. 78

We put up 8450,000 for & tire plant in Korea, and then learned
that it was extremely difficult to develop a market for this product.

ANSWER 3

In April, 195k, ICA agreed to furnish $480,000 to supply equipment
for establishment of an automobile tire plant in Korea. A4t 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
rocapping of tires.

The new plant, the Rung 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 Govormment assisted the company in alleviating
these difficulties.and the plant 18 now operating successfully. It is
marketing its entire production of tires, approximately 40,000 units per
yoar. 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 difficultiss led to an inability to
produce tires of satisfactory quality and this, in ¢urn, gave rise to an
imprassion that a market did not exist for the output of this plant,
Actually a market does oxist in Korea for the full output of the Hung Ah
plant. The preaent astimate of Korean domestic requirements for tires and
tubes is 150,000 units annually. Tho Hung Ah plant, at maximum production,
can produce less than half this amount. U. S. assistance has been g ranted
to provide equipment for unother tire producing plant in Korea. When this
plant and the Hung Ah plant attain maximum production, their combined output
will be en estimated 135,000 unita.

With natural rubber readily availabls to Korea from adjacent
Boutheast Asia and a sustained need for tires by both the military end
the civilian economy in Korea, it is sound for Korea to develop its domestic
tire production to meot domestic needs. The tire producing facilities
financed for Korea Ly ICA, even when working at full capacity, will produce
only 135,000 of the 150,000 units presently required annually in Koree, but
as 8 direct result of this domestic tire production Korca will annually
conserve pubstantial amounts of foreign exchange which would otherwise be
expendod to purchase tires abroad. Conservation of foreign exchange assets
15 a vital nbjective in the Mutuel Security Program for Korea where a
oritical shortage of foreign exchange exists and where U, 8. assistance
funds are required to meet the shortage in order to sustain the economy.



QUESTION MO. 79

The charge has been made that "For two years 50 cents of every
dollar we poured into Yuguslavia for economic aid leaked out for the
peyment of principal and interest on Yugoslavia's debts to other
countries,."

QUESTION

Has Yugoslavia used our Econamic assistance for the payment
of principsl and interest on its debts to other countries?

ANSWER s

No U.S. dollar aid funds or local currency funds belonging to
the United Stutes, or counterpart funds owned by Yugoslavia, have been
applied to payment of Yugoslavia's foreigndabt.

The result of U.S. economic a‘d, in the form of cormodity imports
and services, has been to add to the econamic resources and potentiali-
tieg of the country. Such amistance would serve to lessen the strain
whick would otherwise have been imposed on the economy 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.



QUESTION WO. B0

We spent several hundred million dollars in the purchase of
British military aircraft that it was krown would be obsolescent when
delivered. Meamvhile our assistance enabled the British to release
funds fram their budget to subsidisze the development and production of
commercial jet transport airplanes in compstition with Americen air-
ocraf't manufacturers and engine builders,

a) Are the planes described obsolescent?

b) Did our assistance enable the British Government to
spend funda for the development and production of
canmercial jet aircraft?

ANSWER

a) At the very outset, it should be recognized that "obsoles-
cnt” is a relative tertme. In one sense it might be asserted that virtuad -
1y all military aircraft in operational use today arc obsolescent by cam-
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 same type may be approaching the production phase; this fact
however, would not normally result in the operational aircraft being termed
"obsolete"s In a situation of this sort, it is obvious that the term
®obsolescernit" can be used only with specific reference to all the related
facts.

With respect to the U.K. aircraft, the situation is as fol-
lowse The U.S. has purchased wholly or in part either through mnili tary
assistance of fshore procuremsnt 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.Se. The contra.t for the Javalin specifically
provided that the sircraft had to satisfy U.S. performance criteria before
it would be acceptable. By the time the development of the adrcraft had
been completed, facilities established, production initiated and deliver-
les started several years passed, Meanwhile, significant developments had
taken place in U. Se. 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
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Hawker Hunter and the Javelin aircraft, they concluded that the latter air-
craft, particularly, did not meet U. S, performance standsrds as required in
the contracte As a result, some 65 million dollars of the original Javelin
aircraft contract in the U, K. was cancellede In addition some Hawker Hunter
procurement was cancelled as a result of reduced requirements,

A number of Hawker Hunter and other British aircraft were pure
chased, howsver, in view of several importan: considerations. In the first
place, the higher porformance Ue S. aircraft would not be available for some
time to U. Ko units whereas the British aircraft were then available imme-
diatelyes In the second place, the Eriwish aircraft, although Yobsolescent"
in the sense that more modern types were under development, were capable of
effectively performing the NATO air defense mission to which they were assigned.
(Many of these aircraft are still adequately performing this mission.) Third-
ly, the British were determmined themselves to produce their share of the air-
craft they had developed, in any event, and it was obviously not desirable to
equip Us K. squadrons with both U, S. and U. K, types thus complicating support
probleme Finally, contract cancellations in some instances would have ine
volved an unwarranted cost to the U. Se

b) It is difficult to say whether our assistance enabled the
British to spend funds for the development and production of commercial jet
aircraft 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 strength
recanmended 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 mile-
itary aircraft strength of the U, K. beyond what it would otherwise have been,

United Kingdom plans for the development of civil air transport
in the post-war period stem from the recommendations of Barbazon Committee
which was appointed in 1943. Since that time successive governments have
confirmed the great importance of developing civil aviation ard the civil
aircraft industry in order to strengthen the U. K.'s balance of payments and
build up a strong and healthy aircraft indus try as a form of war potential.

No U. S. funds have besn allocated to these projects amd it
appears that the British would have undertaken these projects whether they had
received defense assistance or not.



QUESTION NO. 81

In one case a large military aid contract for ammunition to be
produced in Europe was taken fran the low bidder in one country and placed
in another country without due regard for price in order influence an
election.

a) Is this correct?

b) What are the justifications?

ANSWER

Although we do not know what specific case is referred to by
this question, it is perfectly true that in certain instances in further-
ance of U.S. foreign policy objectives offshore procurement contracts have
been directed to a specific country even though the bid submitted may
have besen less advant’ geous for one reason or another than that submitted
by another bidder. 1In geveral instances this has proved to be an effect~
ive means of strengthening non-Communist labor unions in & particular
plant, or of strengthening overall U. S. relations with a given country.
Such cases of "directed offshore procurenent® have only been undertaken
after careful consideration within the Executive Branch of the various
factors involved such as price, military acceptability of the product and
the political impact tc be gained.



QUESTION NO. 82

During the last few weeks of fiscal year 1956, in an effort to
use up all allocated funds, we gave Iran §34 million in commodity procure-
ment grants although we knew or should have known that Iran's capacity to
receive and absorb these commocities did not exceed $1 million per month.

Is this true?
What was the justification?

ANSWER:

No. Propram decisions were not made at the end of the Yyear 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 financs commodity
procurement made at that time,

In all, a total of $65.5 million in FY 1956 defense support and
technical cooperation funds was provided to Iran. The amounts involved
had been announced in January or February of 1956 and the total wag fully
known to the Government of Iran in February 1956, The $3L million in
commodity procurement grants may be mecant to refer to tne issuance of
procurement authorizations in April 1956, which were obligating and
implementing documents issued pursuant to earlier decisions and commitments
with respect to the aid program for the year.

As for the objection to tho dotermination 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 emphasic and in methods of implementing programs
from time to time. Though Iran's situation was improved as its oil
revenues gradually increased aftor the sottlement of 195k, it still
experienced difficulties in attempting to finance a hoavy military
burden related to Baghdad Pact objectives while simultaneously supporting
provision for economic development at a rate consonant with awakening
aspirations of the Iranian poople. 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 those 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 havo been provided either by financing imports which permitted
mobilization of tho gonerated local currency for the uses desired or when
necessary or desirable by direct axchange of dollars for local currency.
Under the commercial practices which provail in Iran it has been difficult
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at times to meet anticipated scheduled requirements by channeling private
importers' transactions through ICA procurement procedures. This is not
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 U. S.
objectives and to meet program needs.



QUESTION NO. 83

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

ANSWER 3

Although U.S. dollar checks have been turned over to the
Vietnamese 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 hos 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 civile
ian refugees thet had fled from Communist North Vietnam, Most of these
costs were in local currency which, in normal circumstances, would have
been met by importing cormodities into Vietnan and selling them for
plasterss However, because of the newness of the frogram and the sub-
stantial time lag between the issuance of commodity Procurement Auth--
orizations (PA's) and the arrival cnd sale of the imported commodities
in Vietnam, it was not feasible to meat all these requirements through
normal 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 used
by the Vistnamese Government for purposes which the U.S. Government
has appioveds These funds have been used primarily for {mports of com-
modities needed for consumption or to maintain production in Vietnam.

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



QUESTION WO, 84

In South Vietnam, South Korea, and Iran, vhen we could not
£ind enough projects upon which we could get rid of our aid funds, we
handed the local officials, from time to time, United States. Troasury
checks running into many millions of dollars as a form of budget
support. No one really lmows how these funds were used and where thay
were spent.

ANSHER:

This statement 1s not true for South Korea. No direct
transfer of dollars in the form of cash grant aid has ever been made
to the Korean Government under the Mutual Security Program. Although
the financial situation of the Government of the Republic of Korea
was extremely critical at the time of tho armistice, the imports fi-
nanced under the Mutual Security Program generated a sufficient amount
of local currency to meet support requirements of the military budget.

A significant portlon of the local currencies derived from
the sale of commodities imported to Korea under the Mutual Security
Program is usod to lend support to tho military budget. The amount of
local currency support is determined after review of tho 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.



QUESTION NO. 85

"In South Vietnam, South Korea and Iran, when we could not find
enough projects upon which we could get rid of our aid funds, we handed
the local officials, from time to time, United States Treasury checks
running into many millions of dollurs as a form of budget support. No
ona 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?
ANSWER 3

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 wero ceremonially presented directly to Iranian
Ministe. . 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 procuremont designed to generate budgetary aid were in all cases
subject to U. S, audit procedures. Howover, because the decision was
taken at the outset of the budgetary aid program in Iran that it would be
neither wise nor consistont with friendly relations botween friendly
sovereign governments for the United States to afitempt to control the
Iranian budgat, the Mission did not insist on controls over the axpenditure
of rial aid comparable with those which might normally have beon imposed
on project-type assistance. Consoquently, it cannot be said that we know
how these funds wore used and where they were spent in the same vay we
could account for aid procured by the direct expenditure of dollars or
for project-type aid. Nonotheless, 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 satisfisd that the great bulk of such
assistance hse been used for the purposes for which it was provided,
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