











gram, as well as cancellation of the Manned Orbiting
Laboratory.

Sales of nonaerospace products and services are ex-
pected to increase substantially between 1968 and 1969
from $2,567 million to $2,880 million. These sales
represent work by aerospace firms utilizing aerospace
technology in such areas as marine sciences, water de-
salination, crime control, urban transportation and pol-
lution control.

FORECAST FOR 1970

Aerospace industry sales in 1970 are anticipated to
be $27.7 billion from $28.3 billion in 1969. This will
result primarily from lower sales of military aircraft.

Commercial aerospace sales are expected to increase
during the 1969-1970 period from $5,800 million to
$6,100 million or 5.2 percent. This will result from an
increase in the dollar value of civil transports- from
. $2,895 million to $3,162 million, or 9.2 percent, largely
due to deliveries of the first production units of a
wide-bodied jet transport model.

Utility and executive ajrcraft production is expected
to increase from 12,948 units in 1969 to 13,781 in
1970. The dollar value of these aircraft will gain from
$478 million to $532 million.

Helicopter production is expected to decrease from
550 units to 500 units with a corresponding lower dollar
value of $61 million in 1970.

Department of Defense sales are estimated to be
$15,400 million in 1970, due primarily to lower aircraft
sales while missile and military space programs are
expected t0 remain approximately the same between
1969 and 1970.

Nonaerospace sales are expected to increase slightly
over 1969 levels to $2.9 billion.

BACKLOG

At the end of the third quarter of 1969, total aero-
space backlog was approximately $28.8 billion com-
pared with $31.5 billion in the same quarter of 1968.

The backlog of transport aircraft declined from $10.1
billion to $9.0 billion between June 30, 1968 and the
same date in 1969. However, in the same period the
backlog of foreign orders for commercial transports
rose from $2.8 billion to $2.9 billion.

EXPORTS

Aecrospace shipments abroad continued to increase
as they have since 1964. Between 1968 and 1969 they
rose from $2,994 million to $3,296 million, or 10.1
. percent,

Principally responsible for the increase were military
shipménts which rose from $820 million to $1,293
million, up almost 58 percent. The major portion of
the increase was for fighter- bombers.

Civilian exports declined slightly from records set in

1968. These shipments fell from $2,174 million to
$2,003 million, or 7.9 percent.

EMPLOYMENT

The aerospace industry remains the nation’s largest
manufacturing employer with over 1.3 million workers.
Employment in the aerospace industry declined from
1,430,000 to 1,311,000 between December 1968 and
December 1969.

Declining aerospace program levels for aircraft,
missiles and space have caused lower levels of employ-
ment. However, aerospace employment still remains
higher than for any previous year with the exception
of 1967 and 1968.

Production workers in the aerospace industry dropped
in the period from 774,000 to 665,000 or 14 percent.
The major drop was in work on aircraft programs.

In 1969 production workers made up 50 percent of
total employment, scientists and engineers accounted
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for about 16 percent, technicians, 6 percent, with the. -

remainder in white collar categories.

It is anticipated that aerospace employment will de-
cline by 2 percent between 1969 and 1970 from
1,311,000 to 1,285,000 workers.

PROFITS

Profits in the aerospace industry.are expected to

decline from 3.2 percent in 1968 to 2.8 percent in

1969. This decline is the result of rising financing,
labor and material costs which have in turn adversely
affected the levels of net income. Declining sales levels
have also been a factor. .

PLANT AND EQUIPMENT

Approximately 3 percent of total sales are invested

by aerospace firms annually for the expansion, replaces

ment and modernization of plant and equipment, and
between 1968 and 1969 company expenditures on plant

and equipment are expected to rise by 12.3 percent .

from $730 million to $820 million. Between 1969
and 1970 these expenditures are expected to level off
at $820 million. ,

HOURS
Between 1968 and 1969 average weekly hours in the

aerospace industry declined slightly froin 41.8 to 41.7.

Overtime dropped substantially from 3.6 to 2.7 hours
in the period coinciding with a decliné in employment.

PAYROLL

Between 1968 and 1969 average production worker
earnings in the aerospace industry rose from $153.53
to $161.18. The industry payroll rose from $13.7
billion to $14.0 billion.
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One thing I do get. Inevitably and unavoidably, in the
absence of clearly defined policies or clairvoyance of
the future, the military establishment must plan to fight
almost every kind of war that could be thrust upon us.

Another anomaly. So many ardent supporters of the
late President Kennedy are now enthusiastic partici-
pants in the campaign against the Vietnam War and the
off-shoot crusade against the military-industrial com-
plex. Have they forgotten the words of President Ken-
nedy in his Inaugural Address? He said:

“We dare not tempt them with weakness.
For only when our arms are sufficient beyond
doubt can we be certain beyond doubt that
they will never be employed.”

I haven’t forgotten. . . .

Let me emphasize that I believe that the military
establishment does need change and improvement. And
let me also offer some specific areas in which truly con-
cerned people can carry on fruitful discussion. I don’t
have instant answers to the issues which I will list here,
but I can assure all of you that there will be profit to
our nation and to our freedom if we address these
issues in a responsible way.

1. Our Foreign Policy Philosophy and Posture. 1f
our international role is to be one of pacifism in isola-
tion the people of the United States should know that
fact from their elected representatives. They should not
have to rely on contrived consensus. If it is to be
isolationism in Fortress America they should know the
implications from their elected representatives.

If our elected representatives believe that our true
course lies in a responsible international role, then a
rational dialogue should include such questions as
these: What values — material, moral, spiritual — are
we prepared to fight for? . . . Real estate? Access to
vital resources? The values of the Judeo-Christian civ-
ilization? National honor?

This question — what are we prepared to fight for?
— arises in many forms. In the Middle East. Israel.
West Berlin. Africa. Latin America.

Rational dialogue would develop a viable and credi-
ble foreign policy, a realistic defense strategy and a
stable defense planning and funding policy.

2. Can we, in this day and age, develop a bipartisan
policy matrix? The creation of West Germany, the
Berlin Airlift, the Marshall Plan, the Japanese Peace
Treaty are milestones of bipartisan cooperation. I be-
lieve it could work for us again. Perhaps a Special
Commission, consisting of members appointed by the
President, the President of the Senate and the Speaker
of the House might be able to develop such a matrix
by 1972,

3. How do we avoid undermining the homefront in
a real albeit undeclared shooting war? The Founding
Fathers just never had to consider the possibility of
limited and undeclared wars in which the propaganda
front is as vital as the military front. But these struggles
constitute a fact of life in our times. Perhaps (when
American Forces are actively engaged in some un-
declared conflict) it might be possible to have, say, a
“State of Belligerency” proclaimed. When our men are
asked to risk their lives on a foreign field of battle, can
the rules at home be the same as in peacetime?
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4. Should there be a ceiling on the Defense Budge
There may be ways of stabilizing the Defense bud,
There is merit in the idea that the President place
prestige behind a determination that there be allocaté
a certain percentage of the Gross National Product 10
national dcfensc under conditions of “normalcy.”
conditions short of formally declared war or a S
State (such as Belligerency) the percentage of G
could then more likely be held firm, regardless of what
political party may be in office. ,

5. Why not periodic review of our Commitments
and Contingency Plans? Some steps are already bein;
undertaken by a subcommitteec of the Scnate Foreign
Relations Committee under Senator Stuart Symington.
It is a highly constructive idea, long overdue, and i
can producc rcasoncd, dispassionate conclusions. After
all, the level of our Defense cxpenditures is based
primarily on the number and nature of our foreign
commitments — not on the pic-in-the-sky desires of thé
generals and admirals.

6. Why should not concerted effort be made to im-
prove the military reality and thereby the Military
Image? Technology has changed the face of war, Prop-~.
aganda has created a ncw dimension of war in a clash
between our open society and a closed system. Our
Armed Services should be encouraged to modernize
their philosophy, doctrine and education curricula.

Perhaps impartial civilian review of procurement
policies and practices on a periodic basis under any
Administration would be a step forward in this direc-
tion. But, more important, starting with the Service
Academies, the military services must make concerted
effort to build leaders with an understanding of the/
separate and combined roles of all the Armed Services
The ability to communicate modern military values t
men under their command should be encouraged and'
nurtured as an essential of military leadership.

7. Rapport between the Business Community arnd)
the Intellectual Community. In what remains of th
century there will be a reengineering of the nation®
social, economic, educational, military and political in:
stitutions. Industry — the productive core of the “comi
plex” we’ve been talking about — must help solve th
problem of achieving equitable distribution of abup
dance while preserving basic free institutions.

Like industry, our intellectual community is indj
pensable to this effort. There ought to be a cease-fire nn
the cold war between the intellectuals and busineg
which has been going on for much too long. Each neeg
the other in the common cause. . . .

Because this is a world where widespread unrest and '
conflict are manifest against the background of the un-
solved and growing problems of nuclear weapons, r
close with a note of warning sounded by the late Presi.
dent Kennedy in his first State of the Union Message
Listen: ' T

“I speak today in an hour of national peril: ~ . '
and national opportunity. Before my term has N
ended we shall have to test anew whether a .
nation organized and governed such as ours
can endure. The outcome is by no means cer- -
tain.”

That test of our survival is now upon us.

















































atmospheric corrosion at a cost much less than the
vinyl systems. The total first year savings was
$500,775.

The Boeing Company

As contracted for, the design service life for the
ground electronic system for the Minuteman missile
system was three years. Actual experience and test
evaluation now indicates this service life will exceed
fifteen years—and most probably twenty. Each re-
placement of the five-wing system would cost $350
million. This has been saved at least five times, an
increase in value to the government of about $1.5
billion.

The Garrett Corporation

The Garrett Corporation won a Navy competition
for a powerplant for the OV-10A counter-insurgence
aircraft. With its own funds, Garrett redesigned its
commercial engine to meet all military requirements.
This development program included some 6,000 hours
of engine running, as well as all necessary engincering,
tooling, and testing. Garrett also undertook at midpoint
in the program to uprate the horsepower of the engine
from 665 to 715 HP, and to qualify at the higher
rating.

This action resulted in the introduction of a new
and versatile powerplant into the U. S. military inven-
tory which has a number of applications beyond the
OV-10A aircraft and saved the government a con-
servatively-estimated $30 million.

General Electric Company

In 1964, General Electric was awarded a contract
for a six-barrel machine gun. Design objectives called
for a life of 200,000 rounds, firing at least 20,000
rounds between stoppages at a rate of 6,00Q rounds
per minute. Within two years, GE was deliYerlng guns
in production quantities, one of which is stlll.ﬂrmg in
Vietnam after 7,500,000 rounds. In addition, this
weapon consistently exceeds 500,000 .rounds bfatween
stoppages. The price of today’s machine guns 1s now
one-third the cost of the first production deliveries.
The weapon has exceeded its design life b-y 37 times
and exceeded its mean rounds-between-failures by a
factor of 25.

Goodyear Aerospace Corporation

The Air Force purchased 11,326 cargo pallets from
Goodyear Aerospace Corporation for air transporting
defense materials and supplies. ]

The Goodyear pallet, although costing $4?9 as op-
posed to a second source price of $266, ylt?ldec! an
overall savings to the Air Force of $195,000 in Fiscal
Year 1967 with savings of $8,966,000 through Fiscal
Year 1969, based on the life cycle of the pallets pro-
cured. It was proven that the Goodyear pallets,. though
costing almost twice as much, lasted seven times as
long.

A comprehensive, in-house value program was con-
ducted during Fiscal Year 1969, resulting in the aver-
age pallet price being reduced $104.80 per pallet from
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the lowest Fiscal Ycar 1968 contract price. This pri
reduction yiclded a net savings to the government g
$2,426,015 for the Fiscal Year 1969 procurement.

Hercules, Inc.

Nincteen different rocket motors have been produced
by Hecrcules in substantial quantitics for a total des
livered cost of more than $1 bilion. The shelf life goal
for most of thesc motors was five years, although only
threce ycars was the objective of several. Shelf lives of
more than 15 years have alrcady been demonstrated
for some of the motors and the newer models are undef
a continuing survcillance program. ‘

Kaman Aerospace Corporation

Bearings on Navy hclicopters operating at sea have
always been subjected to salt water corrosion, which
tended to shorten their service life considerably;
Kaman’s UH-2 Scaspritc was no exception.

Concerned with the rapid degradation and frequent
replaccment rate of bearings in the dynamic control
system, Kaman came up with its own design, using
titanium, ceramic and compacted carbon—al] inert
matcrials that arc impervious to corrosive elements and
requirec no lubrication. Bearing manufacturers toldJ
Kaman that such a bearing could not be built. Kamap
however procecded on its own to set up limited pro-
duction, and convinced the Navy to try the new bear-
ings. The initial installation on a UH-2 operating from
a low-freeboard ship, the most corrosive environment
in the Navy, demonstrated a lifc improvement of better
than 20-to-1, and markedly reduced labor to trouble-
shoot, replace and flight test, while completely elimin-
ating labor for lubrication.

The Navy decided to retrofit its entire fleet of 15q
UH-2’s with a resulting savings in bearings alone of
more than $103,000—including parts and labor, In
addition, the Navy received the added benefit of in-
creascd aircraft availability. The Kaman bearing s now
being installed in the Army’s more than 5,000 UH-1
and AH-1 helicopters and the Air Force’s Huskie hej;.
copters. The bearings demonstrate considerably 10nger
life than the bearings they replace, and Tepresent g
savings to the Department of Defense in excess of
$500,000.

Lockheed Aircraft Corporation

On a major missile system development Program
the contractual requirement was to test fire every fifth
motor produced for assurance of motor reliabijljy
After performing on this basis to develop eXperience
data, the Lockheed propulsion engineering 8roup prq_
posed a reduction in the test firing requirement, Thj
proposal was supported by analysis and the evaluati(,nS
of the test firing requirement. The proposal wag ac.
cepted, and the number of firings were successfyyy
reduced for the balance of the program saving thz
government approximately $75 million.

LTV Electrosystem, Inc.

Through company-funded efforts, LTV demqy,.
strated the feasibility of electro-mechanical valveg for







tially reduced the number of missiles needed to satisfy
Air Force launch-ready requirements. The ‘“cost avoid-
ance” in procuring fewer missiles is estimated at $1
billion. In addition, over a seven-year lifespan, logistic
savings are estimated at $135 million.

Although the Minuteman II guidance and control
system was approximately three times as complex as
Minuteman I, its accuracy was 41 percent greater than
initially required. Guidance and control requirecments
were subsequently tightened by 33 percent and the
tightened requirement was bettered by 51 percent.
Weight of the guidance and control system was five
percent less than specified.

Northrop Corporation

Since September 1961, Northrop Corporation has
delivered over one thousand T-38 Talons to the Air
Force Training Command as its basic training aircraft.

The original Air Force prediction of T-38 losses per
100,000 flying hours were 27 for the first three years
of operation, leveling off at 12 from 1967 on. The
cumulative average for the first eight years operation
has, in fact, been only 2.7 aircraft lost per 100,000
flying hours and the current annual rate has been re-
duced to 1.6 Thus, the government has saved over
$200 million in anticipated replacement aircraft.

Maintenance costs may equal half of the total 10-
year program costs of an aircraft and one of the T-38
design goals was to reduce by 50 percent the mainte-
nance requirements then attendant to supersonic air-
craft. The resultant maintainability goals were 14.6
maintenance manhours per-flight-hour at 50 hours-per-
month utilization with a 70 percent operational ready
rate.

The current maintenance index is nine maintenance
manhours per-flight-hour at an average utilization of
over 51 hours per month with an operational ready
rate of 84 percent. In maintenance manpower costs
alone, these improvements over the original goals have
saved the government $140 million.

Philco-Ford Corp., Aeronutronics Division

Dual property steel armor offers a high degree of
ballistic protection for comparatively low weight. This
attribute makes the armor particularly desirable for
application on military aircraft and boats.

Aeronutronics has supported a continuous research
effort to reduce the weight and the cost of this high
quality armor. Recent improvements in a unique manu-
facturing process will substantially reduce the cost of
producing this armor. Based on sales for 1969, cost
savings to the government will exceed $3 million.

RCA

MK-93 proximity fuzes manufactured by RCA were
classified as “Class C Explosives” by the Department
of Transportation regulations, which required packing
the fuzes in expensive shipping containers and shipping
them at much higher rates.

RCA conducted a preliminary “fire” test in order
to determine the explosive characteristics of the device
and ascertained that the above classification should be
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reduccd. RCA requested the Burcau of Explosives and
the Association of American Railroads to perform 8B
indcpendent test on the fuzes. These tests confirmed
that the “Class C Explosives™ classification was up=
nccessary and that the fuzes could be shipped safely
without classifying them under the DoT regulation.

This change in classification resulted in a 49 percent
reduction in shipping rates. A new, simplificd shipping
container reduced container cost by 83 percent and
container weight by 40 percent. By implementing this
proposal on all futurc orders of this item, the govern-
ment will benefit by $6 million in cost savings.

Thiokol Chemical Corporation

In the carly ycars of the development of composite
solid rocket propcllants, there was much concern about #
possible short shelf lifc. Government agencies ex- i
pressed a desirc (not a contractual requirement) for a
shelf life of at lcast five years.

Strenuous research and dcvelopment efforts were
made by Thiokol Chemical Corporation to provide as
long shelf life as technologically feasible. As a result, |
Thiokol-produced rockets have been in inventory under
aging surveillancc for periods of up to thirteen years i
with large numbers currently in the cight- to ten-year
range. To date, not onc Thiokol-produced solid propel-
lant rocket has required rcloading due to expiration
of propellant shelf life.

Estimates of the inventory of Thiokol-produced
solid propellant rockets and rcplacement costs indicate
increasced shelf life has saved the government approxi-
matcly $310 million.

TRW Inc.

Recent contracts for the Nuclear Detection Satellites
(VELA) included incentives for TRW in terms of a
number of performance factors, such as the length of
time the satellite performed satisfactorily in orbit. Vig-
orous efforts by TRW resulted in such a spectacular
life-length of the first orbiting satcllite that the Ajr
Force was able to reduce the total program cost by
approximately 32 percent or savings of approximately
$26 million.

United Aircraft Corporation

Early jet and turbine aircraft engine experience jp
this country and abroad indicated that a relatjyely
larger number of spare parts and spare engines woy]q
be required than those needed for piston engines, The
Time Between Overhaul was low, indicating a neeq for
frequent changes and a large number of engines for |
the overhaul cycle and pipeline.

Pratt & Whitney Aircraft was able to deVelop
series of jet engines which provided an increase jp th
TBO well beyond any contract requirements. Ip the
engines for the 100 series fighters, the B-52 bomberse
and the KC-135 tankers, for example, P&AWA achieveé
a level of reliability and durability which permitteq ¢
government to cancel procurement of more than 3,000
J57 engines, as originally planned for 1958 thl-oug}z1
1963, with a saving to the government of approxj.
mately $500 million. "























































the latter years of the survey period. A new develop-
ment during 1968 was that profit on sales under cost-
plus type fees, which had risen steadily in the preceding
several years, declined markedly: cost-plus-fixed-fec
from 5.0 percent in 1967 to 4.2 percent in 1968, and
cost-plus-incentive fee from 5.7 percent in 1967 to 5.0
percent in 1968.

Profit on sales under fixed-price-incentive contracts,
which had declined sharply in 1967, rosc slightly from
3.9 percent to 4.1 percent; in the firm-fixed-price cate-
gory, which had risen from 2.9 percent in 1966 to 3.7
percent in 1967, there was a drop to 3.3 percent. Profit
on price-competitive sales (which are also included in
the totals for FPI and FFP contracts) rose from 0.9 per-
cent in 1967 to 2.0 percent in 1968.

The survey found that price-competitive defense
business showed a sharp decline in profit on sales in the
first five years and yielded a result around zero on that
ratio from 1963 through 1967. Separating price-
competitive and non-competitive business within the
area of firm-fixed-price contracting, LMI found that the
non-competitive, firm-fixed-price profit-to-sales ratio on
contracts negotiated under the weighted guidelines
method during the past several years has been around
10 percent. For the overall firm-fixed-price profit-to-
sales ratio to be as low as it is, LMI concluded, profit
on sales on price-competitive firm-fixed-price business
must have averaged approximately zero.

LMI also attributed the declining profits to the ac-
celerated inflation in the last several years. Contractors
underestimated inflation-related cost increases which
were to occur during the performance of contracts,

In price-competitive sales, the report noted that the
gain in the profit/sales average of 1.1 percent (from
0.9 percent to 2.0 percent) reflects only price-competi-
tive prime contract sales, since the competitive contracts
were identified by DoD and furnished to the companies.
LMI said the 1968 ratio is considerably lower than it
would have been except for the impact of a few large
companies. For example, if the competitive sales and
profits of two companies were omitted from the group,
the 1968 profit/sales ratio on competitive contracts
would have been 4.9 percent rather than 2.0 percent.
This may indicate that some of the other companies
have completed write-offs of high-risk contract losses
which impacted on their profits in 1967 and prior years.

Increased company investment in facilities has been
primarily responsible for reduced total capital turnover
on defense business.

LMI found that the ratio of facilities (at net book
value) to sales for those companies examined rose more
than 45 percent from 1958 through 1967, while the
same ratio increased less than 4 percent for the average
of the FTC-SEC index companies. The ratio of company
investment in defense facilities to sales decreased slightly
from 1967 through 1968 because sales volumes rose sub-
stantially. The fact that DoD resistance to providing fa-
cilities started in 1961 appears significant, LMI reports.
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Increased use of fixed-price contracts has been par-
tially responsible for reduced total capital turnover on
defense business.

Because of DoD's decreased use of cost-reimbursable
contracts in the 1960s, companics had to provide more
of thc working capital required for defense business,
LMI points out. The ratio of net working capital to sales
for the companices surveyed rose about one perccnt over
the study period. LMI further noted that the same ratio
declined morc than 12 percent for the FTC-SEC
companics.

The change in the mix of commercial and defense
business has resulted in more competition for resources
and for new capital within the defense industry.

Because of the shift of defense firms toward more
commecrcial business. ILMI noted there is more com-
petition for cxisting resources such as pcrsonnel, facili-
tics and moncy. Commercial business is competing
with defense for both quantity and quality of those
resources in companies where commercial business was
a relatively unimportant sideline a few years ago.

LMI urged that DoD study whether major defense
contractors arc likely to be drawn away from the
defense markct by more -attractive commercial profit
opportunitics.

The Institute is also conccrned that fixed-price type
contracts may have becn used injudiciously in some
cases.

As a result of its review, LMI also feels that there is a
need for re-surveying DoD policy in the non-competitive
defense business arca. The weighted guidelines method
of arriving at profit rates should be revised to give much
greater cmphasis to contractor capital required, both
fixed assets and working capital, according to LMI.

Return on total investment is the most logically
sound and widely accepted indicator of overall company
performance, says LMI, and company capital require-
ments differ substantially for reasons largely beyond
the control of company management. Therefore, return
on such investment cannot be equitable and motivate
decisions in the interest of the customer unless com-
panies with thc largest capital requirements can earn
higher profits on sales than do those with light capital
requirements.

LMI Profit Study Background

Results of an initial LMI survey made for the De-
partment of Defense were released early in 1968. They
were based upon financial data voluntarily supplied by
65 defense contractors for the period 1958-1966. The
survey was continued to include data for 1967, and
the consolidated results were released on April 14,
1969. In June 1969 the Department requested LMI to
update the review by securing data for the year 1968.

The companies surveyed in the updating were
medium- and high-volume firms having annual defense
sales ranging between $25 million and $200 million and
those beyond $200 million for which defense sales
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$1 billion a year less than it would have on seven-ycar
loans. This fact, of itself, has an adverse effcct on the
nation’s balance of international payments, and Ex-
imbank’s major goal at this time is to help equalize
our payments account through export financing. Pres-
ident Nixon himself set the goal of equalization and
asked that it be achieved by the end of fiscal 1972.
It was necessary, therefore, to match the prospective
longer-range benefits of aircraft exports against both
the short-term balance of payments requirement and
Eximbank’s limited money resources, in order to justify
the ten-year repayment term. But we did find adcquate
justification.

Moreover, we are able to defend our support of the
industry when called upon to do so. Occasionally a
complaint is heard, based on lack of information about
Eximbank operations, that we are financing jet aircraft
exports unnecessarily; that foreign airlines could get the
money from their own governments or from private
sources without Eximbank help.

Our answer is that Eximbank enters into a transac-
tion only after its Board of Directors has determined
that such participation is necessary in order to complete
the export sale. One of our basic policies is to avoid
offering financial assistance if it can be obtained from
private sources, and another, incidentally, is not to lend
money unless there is reasonable assurance of repay-
ment. These policies have been applied to every acro-
space sale that Eximbank has supported.

As to the criticism that the Bank has helped to fi-
nance sales to government-owned airlines in countries
which have adequate dollars, it often happens that the
central bank of an economically sound country, such
as Japan, will, for reasons of its own, require the na-
tional airline to seek other financing. And a commer-
cial source may be hard to find without the help Ex-
imbank provides.

Another growing problem for U.S. exporters is the
competition from foreign aircraft producers, all of
whom get subsidies from their governments. For ex-
ample, the American industry is up against the British-
French A-300B, the French Mercure I1, and the Ger-
man VFW-614 in short haul competition, and the
British-French Concorde and Russian TU-144 in the
Supersonic category. One American airline recently
bought passenger aircraft from J apan,

Eximbank has three general types of assistance —
loans, guarantees and insurance. Loans and financial
guarantees are available for long-term (more than five
years); the commercial bank guarantee and insurance
programs both are available for the medium-term (one
to five years) transactions; and insurance can be pro-
vided for short-term transactions.

Our policy now is to limit direct lending to trans-
actions in which a commercial bank or other private
source agrees to participate. By this means, Exim-
bank’s resources are made to go farther. In fact, it was
with authorizations of $598 million that Eximbank

supported the record-breaking total of $1.7 billion of
aircraft exports last fiscal yecar. This was not a record
in authorizations for us. In 1967, authorizations were
$789 million, but they supported a lower amount of
jet exports. Now private sources are putting up more
of thc moncy. Actually, billions of dollars of private
funds have been brought into export financing by this
participation plan.

Under the plan, commercial banks have been pro-
viding a little more than half the financing of wide-
bodicd jets, and 40 percent of other jet exports. Fi-
nancing takes the form of a credit extended to a non-
U.S. purchaser of U.S. goods or scrvices. The money
goes to the U.S. supplier and the foreign purchascr pays
it back, with interest and in dollars.

The participating bank may be cither a US. or 8
non-U.S. institution. Eximbank may, where necessary,
agrec to take the later maturitics, so that the private
bank is paid off first. And it will guarantee the private
bank’s portion of the loan against cither commercial or
political risk, or both.

Eximbank also will provide, without cost or obliga-
tion, a preliminary commitment to participate in a
transaction. The buyer, scller or the commercial bank
involved may apply for the commitment. The chief
value to the cxporter is that it enables him to offer fi-
nancial terms in his initial sales prescentation.

There is also a discount loan procedure available on
medium-term transactions, although it does not apply
to sales of the big jets. Where it applies, Eximbank
will at any time Iend the private bank up to 100 percent
of the value of the cxport debt obligation. The interest
Eximbank charges the commercial bank in this case is
one percent less than the bank charged the borrower, or
one-half of onc percent if the transaction has been in-
sured or guarantced by Eximbank. And finally, it is
possible for the private bank to get a preliminary com-
mitment for a discount loan before it even enters the
transaction. Thus, the privatc banker has the assurance
of immediate cash availability if he should run into a
liquidity problem.

As can be observed from the nature of participation
financing, the extension of repayment terms from seven
to ten years means smaller repayments to private banks
as well as to Eximbank, and wherc the participants are
U.S. banks, there is a further adverse effect on our
balance of payments position. This, too, was taken
into account before Eximbank decided on the longer-
term financing, and it is further evidence of the im-
portance placed on aircraft exports.

Eximbank charges 6 to 7 percent interest on its direct
loans for aircraft. Commercial banks charge more, but
when their rate is blended with the 6 percent, the effec-
tive rate is proving to be competitive generally with
rates provided by foreign firms, even with their govern-
ment subsidies. The average effective rate for all Ex-
imbank participation contracts in fiscal 1970 was 7.97
percent.
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