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INTRODUCTION 



INTRODUcrION 

1. ORGANIZATION AND PURPOSE OF THE COMMITTEE 

The Joint Preparatory Committee on Philippine A1l"airs was cre­
ated on April 14, 1937, pUrsuant to an arrangement between the 
President of the United States and the President of the Philippines. 
The-functions of the Committee were announced on March 18, 1937, 
in the following joint statement of President Manuel L. Quezon and 
the Honorable Francis B. Sayre, Assistant Secretary of State: 

Arr_enls are beIDg made tor the appoinbnent shortly of a joint prepara­
toI7 committee of American and Philippine experts. The committee Is to study 
trade relations betweOO the UDited States and the Philippines and to recom­
mend a program tor the adjustment of Philippine national econo=. ThIs an­

-nouncement followed conferences between President Quezon, of the Philippine 
Commonwealth, and the Interdeparbnentsi Committee on Philippine Affair., 
whlch Is acting on behalt of President Roosevelt in the prellmlnaI7 discus­
lions. Asalstant Secretsr7 of Stata Francis B. Sa7"O Is Chairman at this 
Committee. 

In as much as the Independence Act provides that complete poUtlcalindepend­
ence of the Philippines shall become elfectlve on July 4, 1946, and in as much 
as PresIdent Quezon has suggested that the date at independence mlgbt be 
advanced to 1938 or 1939, It was agrced that the joint committee <If experts 
would be expected In making Its recommendations to consider the bearing 
which an advancement in the date ot independence would have on fac1litatlng 
or retarding the execution ot a program of economic adjustment in the Phlllp­
pines. It was further agreed that preferent1al trade relations between the. 
UDited Stataa and the Philippines are to be terminated at the earllest pra ... 
tlcable date consistent with affording the Pbllippinea a reasonable opportuDit7 
to adjust thelr national econom7. Thereafter, It Is contemplated that trade 
relations between the two countries will be regalated In accordance with a 
reciprocal trade agreement on a non-preferential basls.1 

The American members of the Joint Preparatory Committee on 
Philippine Affairs were appointed by the President of the United 
States and the Philippine members by the President of the Philip­
pines. The Honorable Francis B. Sayre, Assistant Secretary of 
State, acted as Chairman of the Committee until July 13, 1937, when 
the Honorable J. V. A. MacMurray, Ambassador to Turkey, was 
appointed Chairman. 

The membership of the Committee as originally constituted on 
April 14, 1937, was as follows: 

The Honorable Jose Yulo, Vice Chairman of the Committee, 
Chairman of the Philippine Group, Secretary of Justice of 
the Philippine Commonwealth; . 

• Deparbnent ot State Pre .. Belea .. dated \liar. 18, 1007. 
s 
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Mr. Joseph E. Jacobs, Vice Chairman of the Committee, Chair­
man of the American Group, Chief of the Office of Philip­
pine Mairs, Department of State; 

Dean Conrado Benitez, College of Business Administration, 
University of the Philippines; 

Mr. Louis Domeratzky, Chief of the Division of Regional In­
formation, Bureau of Foreign and Domestic Commerce, 
Department of CoD1Il1eree; 

Dr. Lynn R. Edminster, Chief Economic Analyst, Division of 
Trade Agreements, Department of State; . 

Mr. Joaquin M. Elizalde, Member of the Philippine National. 
Economic Council; 

Colonel Donald C. McDonald, Assistant to the Chief, Bureau of 
InsuIar Affairs, War Department; 

The Honorable Quintin Paredes, Resident c<>mmissioner for the 
Philippines ; 

Dr. Cad B. Robbins, Head Agricultural EcOnomist, Agricul­
turaI Adjustment Administration, Department of Agricul­
ture; 

The Honorable Jose E. Romero, Floor Leader, Majority Party 
in the Philippine National Assembly; 

The Honorable Manuel Roxas, Floor Leader, Minority Party in 
. the Philippine National Assembly; and 
Dr. Frank A. Waring, Chief Economic Analyst, United States 

Tariff Commission. 

Subsequently, two members of the Committee, Dr. Lynn R. Ed­
minster and Dean Conrado Benitez, because of the pressure of other 
duties, resigned. They were replaced by two new appointees who, 
prior to their appointment, had been advisers to the Committee, 
namely: 

Dr. Ben D. Dorfman, Chief Economic Analyst, United States 
Tariff Commission, appointed alternate for Dr. Edminster 
on July 14, 1937, and a member on January 19, 1938; and 

Mr. Benito Razon, Financial Adviser to the President of the 
Philippines, appointed January 27, 1938. 

The Committee has been assisted in its work at different times 
and for varying periods by a number of advisers and others, namely: 
Dr. Ben D. Dorfman and Mr. Benito Razon, who subsequently be­
came members of the Committee, as mentioned above; Major Myron 
J. Conway, Infantry, United States Army; Mr. Owen L. Dawson, 
United States Agricultural Commissioner at Shanghai; Mr. Wil­
liam A. Lloyd, Senior Agriculturist, Department of Agriculture; 
Dr. George l!:'. Luthringer, Assistant Professor in Economics, Prince-
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ton University; Dr. Julius Matz, Pathologist, Bureau of Plant In­
dustry, Department of Agriculture 1 Lieutenant Colonel Arsoollo 
Natividad of the Philippine Army; Dr. Lloyd P. Rice, Professor of 
Economics, Dartmouth College; and Mr. Hilarion S. Silayan, Chief 
of the Philippine Bureau of Plant Industry. In addition, the Com­
mittee was assisted in various ways by numerous other individuals 
connected with the administrative departments of the Government 
of the United States and the Government of the Commonwealth of 
the Philippines. 

In connection with its work, the Committee conducted public 
Ilearings in Washington (June 16, 17, 18, 22, and 2S, 19S7), in San 
Francisco (July 21 and 22, 19S7), and in Manila (September 15, 
16, 17,20, 21, and 22, 19S7). Briefs were filed not only by those 
who appeared at the public hearings but also by other interested 
parties. The transcript of the public hearings and texts of the 

- briefs filed will be found in volumes IT and lIT of thie Report. 
During its three months' stay in the Philippines' the Committee 
spent about a month visiting 34 of the 50 provinces and covered 
approximately 4,000 miles, by motorcar, steamer, and railway. • 

The findings and conclusions of the Committee are discussed in 
parts IT, ill, IV, V, and VI, and its principal recommendations are 
set forth in part vn of the Report. 

2. POLITJCAL AND ECONOMIC RELATIONSHIP BETWEEN, 
THE UNITED STATES AND THE PHILIPPINES' 

The United States acquired sovereignty over the Philippines under 
article ITI of the treaty of peace between the United States and 
Spain, concluded at Paris on December 10, 1898, and proclaimed 
April 11, 1899. The United States began the organization of a civil 
government in the Philippines with the appointment, on April 7, 
1900, of the Second Philippine Commission, composed of five Ameri­
cans. Civil government was fully established on July 4, 1901, when 
the Honorable William Howard Taft was inaugurated as the first 

• ·'PhUlppln .... (In the singular) has been uaed throughout this Report in­
stead at nphllipplne Islands". a8 that Is the Dame used in the Phillppine Con­
stitution. 

• For general background materlal on Philippine economy, see United Stiltes 
TarUr COmmiSSion Report No. 118, s .. ond series. 1937. entitled "United Stat ..... 
Pblllppine Trade". 

80181-3S-vor... 1-2 
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Civil Governor' of the Philippine Islands, and the Commission was 
reconstituted to consist of five Americans and three Filipinos. 

On October 16, 1907, when the first elective Philippine Assembly 
was convened, the legislative authority in the Islands was placed in 
the hands of the Philippine Legislature, 'which consisted of the Com­
mission as the upper house and the Assembly as the lower house. 
The Commis<rion was abolished by the Jones act of August 29, 1916,' 
which provided for a Philippine Senate as the upper house in the 
Legislature; thus placing legislative functions completely in the 
hands of the representatives of the Filipino people. The Governor 
General remained the chief executive officer of the Insular GoverDo 
ment. 

On November 15, 1935, the Government of the Commonwealth of 
the Philippines, pcss ring almost complete autonomy in internal 
affairs, was inaugurated under authority of the Independence Act of 
March 24, 1934 (the Tydings-McDoffie act).' On the same date a 
Constitution, drafted and adopted by the Filipino people and ap­
proved by the Preident of the United States, came into full effect. 
Under the proviions of the Constitution, the legisIative authority 
was placed in the hands of a unicameral legislature, known as the 
National Assembly, and executive power was vested in the Preident 
of the Philippines. Under the IndependenQ.8 Act, the representative 
of the United States in the Philippines was entitled the "United 
StateS High Commis<rioner to the Philippine Islands". 

Since the earliest days of the American oocupation, there has been 
a progressive enlargement of the autonomy granted to the Philip­
pines, with complete political independence as the ultimate objective. 
In contrast to this development in the political sphere, the economic 
ties, based on trade preferences, have steadily become stronger. 

From August 13, 1898, until March 8, 1902, trade between the 
United States and the Philippines was on a non-preferential basis. 
Under the act of March 8, 1902,' Philippine products were accorded 
a reduction of 25 percent from rates specified in thd' United States 
tariffs, but no preferences were accorded American products enter­
ing the Philippines until after the passage of the United States 
Tariff Act· and the Philippine Tariff Act,' both dated Au.,aust 5, 
1909. That legisIation marked the oo..ainniug of free trade between 

• Pursuant to the provisions of !leCtlon 8 of the act of Feb. 8, 1905, the Utle 
"Civil Governor" WIllI changed to '"Governor General". lIS Stat. 688 • 

• 38 Stat. Ii46. 
048 Stat. 456. See appendb: L 
'3:! Stat. 54. 
036 Stat. 11. 
036 Stat. 130. 
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the two countries, subject only to minor restrictions. Reciprocally 
preferential trade would not have been possible prior to that year 
because of a provision in the Treaty of Paris which guaranteed 
for a 10-year period (commencing.Aprilll, 1899) to Spanish ships 
and merchandise entering the Philippines the same treatment 
accorded those of the United States. The United States Tariff Act 
of October 3, 1913, removed the few remaining restrictions on free 
trade between the Philippines and the United States. Thereafter 
no important change occured in the laws governing trade relation­
ship until the passage of the Independenoe Act on March 24, 19M. 

.. The Independenoe Act, while imposing no restrictions upon United 
States products entering the Philippines, placed restrictions upon 
the quantities of Philippine sugar, coconut oil, and cordage which 
could enter the United States free of duty; it required, in addition, 
the imposition by the Philippines, beginning November 15, 1940, 
of export taxes upon Philippine products shipped to the United 
States; and it provided that upon the attainment of independence, 
Philippine products should pay th~ full United States customs 
duties. The act also provided for a trade conferenoe to make recom­
mendations concerning trade relations after independenoe. Follow­
ing the passage of the Independenee Act, other restrictions in the 
form of excise taxes and quotas w~re placed on sugar and coconut 
products, but the proceeds of these taxes have been and are being 
remitted to the Philippine Government. ,. The provision in the 
Independenoe Act with regard to cordage was superseded by the 
Cordage Act of June 14, 1935," which, although it increased .the 
duty-free quota, made it an absolute quota. 

3. OBJECTIONS TO THE PROVISIONS OF THE 
• INDEPENDENCE ACT 

Section 17 of the Independence Act provided that the act was not 
to take effect until acoepted by concurrent resolution of the Philip­
pine Legislature. Although the act did not authorize the Philippine 
Legislature to make its acoeptanoe conditional upon reservations, that 

»The term. "Phllipptne Government" has been used generally throughout this 
Report to designate the government or governments to which referenee Is made. 
without differentiation among the Insular Government. the Commonwealth 
Government, and the Independent government, which have been specl1lcalll' 
mentioned only where the text requires 

"49 Stet. 840. 
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body, in its resolution of May 1, 1934, accepting the Independence­
Act, included the following passages: 

WB ....... , although the Phllipplne LegIslature believes that certain provisions. 
ot the sald ..let need further eonslderatlon, the sald Leglslatore deems it Ita 
duty to aecept the prolrer ot Independenee thus made by the Government or the­
United Slntes; ••• 

(b) And beeause the President ot the United Btates In hla message to Con·· 
gress on March second. nineteen hundred th1rty~tOur, recommending the ena~ 
ment ot the sald law, stated 

"1 do not believe that further provisions or the original law" need to be­
ehanged at thIa time. Where Imperteetlons or inequalities a:lst. 1 am 
eon1ldent that both can be eorreeted after proper hearing and In ta1rness too 
Itoth peoples." i 

a statement whleh gives the FilIpino people ..... nable IlI!S1l1"IlIIee or further 
llearlng and due eonslderatlon ot their view.: ••• " 

Provisions in the earlier Hare-Hawes-Cutting act, to which th ... 
Philippine Legislature had taken exception in rejecting that act, and 
which it had hoped to have changed in the Tydings-McDuffie act,. 
related to "immigration, military, and other reservations, powers of 
the high commissioner, and trade relations between the IsIa.nds and 
the United States" .. , 

With regard to the Independence Act, the Honorable Manuel L. 
Quezon, then President of the Philippine ~te and Chairman of the.. 
Philippine Independence Ilelegation, in a letter dated March 22. 
1934 (two days before the pa.ssa.ge of the act), to the Chairman of 
the United States Senate Committee on Territories and Insular 
A1f~ Senator Millard E. Tydings, stated as follows: 

There are, or eourse, other provisions ot the bill to whlcll we obJeet. but w .. 
are w1ll1ng to take It as it is now, and we llave given up any attempt at thIa 
time to llave It In any way amended. because we are !eIyIng upon the statement: 
made by the PresIdent 1a hIa m_ to .Congress, Marcil 2. 11lS4 ••• 

Furthermore, we have Been the attitude of the chairmen of both committees. 
of Congress toward the FiUplno people's freedom and welfare. aDd we have DO­

doubt that upon further investigation. wilen they sIIaD llave ~und that inde­
pendence can be granted in a much shorter time and that other provlslODS or 
tile bm need Improvement. they wD\ so reeommend to the Congreaa." 

Moreover, Vice President John N. Garner, in his speech at the Joint 
Session of the Philippine Legislature on November 12, 1935 (thre& 
days before the inauguration of the Commonwealth Government). 
stated: 

Our great President, FrankUn D. Roosevelt, In sending the last Independenee­
bill to Congress. accompanied it with a recommendation that wbere there were 

U The Hare-Hawes-Cuttlng aet. 47 Stat. 761 • 
.. H. Doe. 400. 74th Cong .• 2d ...... Po 1 . 
.. B. Doc. 57. 74th Cong .• 1st ...... pt. 1, P. 10. • 
.. C..."re.lIotIal Record, vol '18, DO. 64, Mar. 2a 1984, p. 5237. 
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inequaUties In our trade relations, the, should be adjusted by a CommIssion 
-representing both peoplea who could arrive at an equitable decision whloh would 
])rove advantageous to our 120,000.000 people and to 'Jonr 14,000,000 people. U 

The statements quoted evidence a recognition by responsible au­
thorities in both countries that certain "imperfections or inequalities" 
might be found in the Independence Act, and, if so, that they should 
De adjusted. 

STEPS T Al<EN TO REMOVE OJ!.JECT.lONB 

In the light of these statements, steps were taken, even before the 
inauguration of the Commonwealth Government, to investigate what, 
if any, "imperfections or inequalities" there might be in the pro­
visions of the Independence Act. United States Senator Carl 
Hayden visited the Philippines and prepared a report of his findinga 
in the form of a letter, dated August 6, 1934, addressed to the Honor­
able Millard E. Tydinga, Chairman of the Senate Committee on Ter­
ritories and Insular Affairs.lI Four others, United States Senators 
Tydings, McKellar, McAdoo, and Gibson, appointed on June 16, 
1934, as a special committee to study the question of "imperfections 
or inequalities" of the Independence Act, also visited the Philippines 
for about three weeks, beginning December 9, 1934; as a result of 
which, Senator McKellar and Senator Gibson submitted reports to 
the United Sta~ Senate.'" 

ORGANIZATION OF THE lNTERDEPAR'l'KENTAL CoMMlTl'EIII ON PBILIPPINJI 

AFFAIlIS 

The Congressional committee referred to in the preceding para­
graph, while in the Philippines, suggested to President Roosevelt, in 
a telegram dated December 31, 1934, that the Interdepartmental 
Committee on Philippine Affairs, which was then in the process of 
being organized, should study United States-Philippine trade. The 
Interdepartmental Committee has, since the close of the year 1934, 
directed studiJ of Philippine problems in an endeavor to coordinate 
the activities of the various administrative departments and agencies 
of the United States Government concerned with Philippine affairs. 
The Committee is not an administrative organization of the Gov­
ernment, but representatives ofthe Departments of State, War, Navy, 
Treasury, Agriculture, and Commerce, and the Tariff Commission 
have participated in its deliberations. It was this committee that 
recommended the setting up of the Joint Preparatory Committee on 
Philippine Affairs. 

II H. Doc. 400, 74th Cong., 2d se8&, p. 44. 
'" 8. Doc. 120. 74th Cong., J.st sess. 
p S. Doc. 57. 74th Cong .• 18t ...... pta 1 and 2. 
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STEPS TAKEN IN !'REPARATION FOR A TRADE CoNFERENCE 

On April 4, 1935, at a meeting which was attended by the Honor­
able Frank Murphy, then Governor General of the Philippines, the 
Interdepartmental Committee decided to recommend to the President· 
of the United States that he should make public his intention to 
call a Philippine-American trade conference as soon as practicable 
after the inauguration of the Commonwealth Government. Acting 
upon this recommendation, the President, on April 10, 1935, made 
public the following letter: 

lily DEAB Go .... """ GEMIB6L: 
As you know. consideration Is being given by this Government to the qUe&-­

tlon ot tnture relations between the United States and the Philippines. These 
relations have been the subject or conferences which you and I have had 
during ;your vtsit In Washington. As a resnlt ot these dlscnssloDB I contem­
plate calling the joint trade conterence provided tor In section 13 ot the 
Tydlng&-lIIcDn111e act at a. ear1;y a date as practicable after the Inauguration 
of the CommoDwealth Government, In order that effective measures for promot­
IDg mutnaI trade advantages between the two conntrles ma;y be given ear1;y 
consideration. 

To tacll1tate the work of the conference I have asked our Interdepartmental 
Committee to continue studies alread;y begun 80 that the necessar;y basic ma­
terial will be available when the conference conveneB I trust you will also 
be able to Inaugurate BImIlar studies In the PhIlIppine Islands whl.ch will 
lIrovide pertinent dsta tor consideration b;y the conference. 

SIDcereI;y ;yours, 

REPORT OF THE UNITED STATES TARlFF CoMKlSSlON 

In keeping with the President's announcement, the Interdepart­
mental Committee, on July 13, 1935, designated three experts to 
prepare material for the contemplated trade conference: Dr. Frank 
A. Waring and Dr. Ben D. Dorfman, Senior Economic Analysts 
of the United States Tariff Commission, and Mr. J.Bartlett Rich­
ards, United States Trade Commissioner in Manila. • As a result of 
their studies, the United States Tariff Commission, in January 1937, 
published a report under the title "United State&-Philippine Trade, 
with Special Reference to the Philippine Independence Act and 
Other Recent Legislation"." This material has been freely drawn 
upon by the Joint Preparatory Committee for incorporation in the 
present Report. 

PHlLIPPlNl!I TEcHNIOAL TRAnI! Co1Dl:l"l"1"EE's REPORT 

While studies were being conducted by officials of the United 
States Government, similar preparations were also being carried on 

• United States Tarllf CommlBBlon Report No. Us. oecond series, 1937. 
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in the Philippines. The Governor General of the Philippines, on 
July 9, 1935, appointed for this purpose the Philippine Interdepart­
mental Economic Committee, and a Technical Trade Committee 

. under the chairmanship of Mr. Benito Razan.·· The Technical 
Trade Committee created under this Executive order submitted to. 
the President of the Commonwealth on February 17, 1936, a report 
on Philippine-American trade. This report has also been used by 
the Joint Preparatory Committee. 

OBaAN:rzATION OF THII: JOINT PREPAllATORr CoMKITrEE ON PmLn>PniE 

AnAIllS 

In December 1936, on the eve of relinquishing his post, High Com­
missioner Frank Murphy came to Washington to discuss with the 
President and other officials of the United States Government plans 
for a reconsideration of United States-Philippine relations. Fol­
lowing these discussions, President Quezon arrived in Washington 
in February 1931; and, at the request of the President of the United. 
States, entered into discussions of United States-Philippine prob­
lems with the Honorable Francis B. Sayre, Assistant Secretary of 
State and Chairman of the Interdepartmental Committee on Philip­
pine Affairs. These discussions led to an agreement between Presi­
dent Quezon and Assistant Secretary Sayre, which was later ap­
proved by President Roo!3evelt, that a committee, to be known as 
the Joint Preparatory Committee on Philippine Affairs, should be 
created to study trade relations between the United States and th& 
Philippines and to recommend a program for the adjustment of th& 
Philippine national economy. This Committee was constituted on 
April 14, 1937. Certain details in regard to the setting up of th& 
Committee and the nature of its duties will be found in an identic 
letter which Assistant Secretary of State Sayre addressed on May 
24, 1937, to. Senator Millard E. TYdings and Congressman Leo. 
Koeialkowski." 

4. COMMITTEE'S TERMS OF REFERENCE II 

In its approach to the question of the trade relations between the 
United States and the Philippines and the adjustment of Philippin& 

• PhIlIppine Executive Order No. 780 of July 9, 1935-
• See appendix U. 
• The Committee's terms of reference did Dot contemplate recommendations 

with respect to such questions 8S the postponement of lndependence, the­
neutral .... t1on of the Philippine&, and the retention or relinquishment of naval 
reae"oUOIUt. 
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economy, the Committee has followed certain principles, both of 
guidance and of circumscription, which were laid down in.the Inde­
pendence Act of March 24, 1934, and in the agreement of March 18, 
1937, between President Quezon and Assistant Secretary Sayre, 
-quoted on the first page of this part of the Report. 

From an early stage in the discussions with their Philippine col­
leagues, the American memben; had aleo in mind a suggestion of 
President Roosevelt that an orderly transition of Philippine economy 
might require a considerable period for adj ustment;.......a suggestion 
which, in the course of discussion, was eventually elaborated into the 
Committee's recommendation for .. gradual elimination of trade 
preferences by the end of the year 1960, as approved in an exchange 
of telegrams between President Roosevelt and President Quezon in 
March 1938.1' 

Fundamental among those principles upon which the Committee 
has acted is an acceptance of the fact that the Independence Act is· .. 
definitive mandate of the Congress providing for the independence of 
the Philippines and outlining the terms under which such independ­
ence is to be attained. The provisions of that act were under dis­
cussion in the Congress for several years; and the Committee has 
1!tudied and considered the voluminous hearings which led up to the 
~nactment of that law. The Committee has felt that it would not 
be justified, either by its terms of reference or on the ground of 

• The pertinent paragraphs of a Department of State Pre.. Bel...... dated 
.Apr. 5, 1938, In regart!. to thls OJ[ehomge of telegrams are as follows: 

"On lIIareh 22, President Roosevelt telegraphed to President Quezon an ",,­
pression of his feeling that the work of the Committee should be presoed to 
an early and mutnally eatlsfactory conclusion. The PresIdent reealled that 
11e had already made publicly known his own readln .... with a view to dort!.­
Ing the Pblllppin.. ample opportunity to adjust their economy to the non­
}>referentlal statns of political Independence, to approve of a genera] plan bJ' 
whleh the elimination of trade preferen ... would proceed by nulform annual 
accretions of 5 percent, from 25 percent at the date of Independence; but be 
Indlcated that, ""cept for certain alleviation. which he understood the Com­
mittee would be prepared to recommend, the export tax provislons 01 the In­
dependence Act should remain subetsntlally Intact as t!Onstltnting a necessary 
}>art of the program of Philippine economic adjustment The PresIdent fur­
thermore ",,"ested thatPres\dent Quezon join with him In making public 
their common desire to have the Committee proceed along these line. with a 
view to reaching an early agreement upon recommendations whlch would bave 
the whole-hearted support of both sid ... 

"In a telegram dated lIIarch 25, PresIdent Quezon repUed that he was send­
Ing to the FIlipino members ot the Joint Preparatory Committee a radiogram 
to the eft'ect that he had, after t!ODsiderlng all the attending clrcumstan .... 
~me to the definite conclusion that the best Interests of the PbUlppines would 
be promoted by their concurring with the American members of the Committee 
In the plan outlined In the President's telegram,'-
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practical expediency, in recommending any changes in that act except 
such as might be required to remove "imperfections or inequ~ities" 
in the l!eDSe in which President Roosevelt used that expression in 
his message to the Congress on March 2, 19M. 

The Committee has also heen guided by the fact that its terms of 
ref8ren~ definitely contemplate that the termination of the prefer­
ential trade relationship now existing between the United States and 
the Philippines should be brought about at the earliest practicable 
date, consistent with a1fording the Philippines a reasonable oppor­
tunity to adjust their economy to a position independent of trade 
preferences in the United States. 

A further dominant consideration which the Committee has had in 
mind is the imperative need for stability and certainty as to the 
nature of the policies of the United States and the Philippines in 
regard to their future economic relationship, and as to the method 
of effectuating those policies. In the absence of a reasonable degree 
of certainty in this regard, various groups, both in the United States 
and in the Philippines, may be expected to continue agitating for 
changes favorable to themselves in the relationship between the two 
countries. Until the future economic relationship between the two 
countries is definitely determined, there will be no satisfactory basis 
for the continued economic development of the Philippines, in as 
much as the Philippine authorities would find it difficult to under­
take the task of planning and putting into operation a long-range 
program of economic adjustment which is so necessary for the future 
well-being of their country. 

The Committee recognizes the difficulties of foreseeing and evalu-
. ating the national and international economic developments that will 
affect tne United States and the Philippines during the period con­
templated by this Report, and of prescribing practical solutions for 
the problems involved in the development of an independent Philip­
pine state. But the situation reqnires that, despite unpredictable 
factors, some long-range plan, however broad and general in outline, 
should be definitely adopted. The Committee believes that the pro­
gram which it recommends would eliminate much of the existing 
uncertainty and afford the Philippines a reasonable opportunity to 
make the necessary transition. 
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TRAD~ RELATIONS ... 
L UNI'l1ID STATES-PHU·IPPINE TRADE RELATIONS so 

llummy OP TUB Ta.u>. RBLATION8 

American occupation of the Philippines was not immediately ac­
companied by any tariJf changes a1fect.ing United State&-Philippine 
trade. From August 13, 1898, to March 8, 1902, products from the 
United States entering the Philippines, and products from the Phil­
ippines entering the United States, were treated in each case on the 
same terms as similar goods imported from foreign countries.-

The United States Revenue Act of March 8, 1902, granted to im­
ports of dutiable goods grown or produced in the Philippines when 
entering the United States, a reduction of 25 percent from the rates 
specified in the United States tariJf. Products of the United States 
entering the Philippines were not accorded preferential tariJf treat­
ment at that time." The Revenue Act of 1902 also postponed the 

.. Tbla part at the CommIttee'. Report Is _ on, and Is ill part • reprodue­
tion of, the Ullited States Tarllf IJommisaion'S Report No. :us. second series, 
llI87. entitled "Ullited States-PblIlppine Trade-With Special Reference to the 
PblUppIDe lDdependenee Act and other Recent LegIslation". The statistical 
information, h............. has been brought lIP to a more recent date than that 
eontalDed ill the aforementioned report. 

Througbout this part at the CommIttee's Report, the terms "Importa" and 
"exporta" are UIIed for .... YeDlenoe to designate Bhlpmenta between the Ullited 
States and the PblUpplnes, although these terms are technicaUy Inoorrect, In 
sa mueb sa the PblUppinea and the Ullited States are not sa Jet "foreign" to 
eaeh other . 

.. BuppIJea for the use at the Ullited States Arm:r and Na~ and the PblU\>" 
pine Government....., admltled free at duty, Ineapecthe at thetr orlglD, In the 
beginning at Amerl<8D OCCIlpation. After Aug. 6, 19011, the PblUppIDe G0vern­
ment a"""rded exemptlono on BUeb wppIJea onI:r If they were Imported from 
the Ullited States or Ita pooaeaa\on& The Ullited States Arm:r and Na~ paid 
PblUppine dutl .. for a n_ at :rears on thetr Imports from oountriea other 
than the Ullited States; but, as a result at a ruling b:r the IJomptroUer General 
at the Ullited Btatea on N .... 2, 1929. the Ullited Stat .. Arm:r ceased making 
web pa:rmenta after that date, the United States Na~ ha'rlng ceaeed making 
web pa:rmenta In ;JIUL 1923. The PblUppIDe Go"t'ernment, however. stIIJ OOD­
tends that It has the right to coUect duties on the aforementioned Importa 

• Au:r <OIlC,easlona ~o Amerl<8D goods would have had to be extended to 
SpanIsb goods, sin .. the United Btat .. agreed In article IV at the Treaty at 
Parla to "admit Spanish eblpa and merebandlse to the ••• Islands on the 
same terms as eb1pa and merebandlse at the United States" for a 1().:rear period 
dating from Apr. 11, l8II8. 
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TRAD$ RELATIONS .. 
1. UNI'l'!ID STATES-PHU.lPPINE TRADE RET.ATIONS" 

IbsroBY OF TlIB TlIADB RBLATIONB 

American occupation of the Philippines was not immediately so­
companied by any tariB changes aBecting United State&-Philippine 
trade. From August 13, 1898, to March 8, 1902, products from the 
United States entering the Philippines, and products from the Phil­
ippines entering the United States, were treated in each case on the 
same terms as similar goods imported from foreign countries." 

The United Ststes Revenue Act of March 8, 1902, granted to im­
ports of dutiable goods grown or produced in the Philippines when 
entering the United States, a reduction of 25 percent from the rates 
specified in the United States tariB. Products of the United States 
entering the Philippines were not accorded preferential tariB treat­
ment at that time." The Revenue Act of 1902 also postponed the 

.. This part at the CommIttee'. Report Is based on, and II In part • reprod ..... 
tlon at, the UDited Stat .. TarUr Commlsalon'. Report No. 1l8, second aeries, 
1987, entitled "UDited States-Philippine Trade-With Special Reference to the 
Philippine Independence Act and other Recent LegIslation". The ltatlstlcal 
information, however, hal been brought up to a more recent date than that 
contained In the aforementioned report. 

Throughout this part ot the Committee's Report, the terms 'lfm.porta" and 
"esports" are 1l8ed for convenience to deslgnate sbipmenta betweeD the United 
States and the Philippines, D1though these terma are teehnica!]y Inoorrect, In 
aa much aa the PhIlippines and the UDited States are DOt aa yet "foreign" to 
each other . 

• Supp!]es tor the DOe at the UDited States Army and N.~ and the PhIlip­
pine Government were admitted free at dut;y, hi_tl,e of _ origin, In the 
beginnIng of Amerlean _lion. After Aug. II, 1lIOII, the PhIlippine Govern­
ment accorded ""emptlona on aneh soppilea oDIy If they were hnported trom 
the UDited States or Ita potIIII!8IIion& The UDited States Army and Na~ pDId 
Philippine duties tor a number of yean on _ hnporta from oountriea other 
than the UDited States; but, aa a reeDIt of a rDIIng by the ComptroDer General 
of the UDited States on Nov. 2, 1929, the UDited States Army ceased maklnl: 
OUch payments after that date, the UDited States Na~ having ceased makInI: 
ouch payments In lao. 1923. The PhIlippine GoveJ'llJlH!Dt, however, ottn eon­
tendo that It haa the right to co!]ed dut\ea on the aforementioned hnporta. 

• Any eonceas\ona to Amerlean goods would have had to be _ded to 
Spanish goods, aiDce the UDited States agreed In article IV of the Treat;y of 
Parla to "admit Spanish ahlpa and mercllandlae to the • • • Ia\8ndo on the 
same terma a. ahlpa and merehandlae of the UDited States" tor a lo-year period 
dating from Apr. 11, 1899. 

17 
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application of the United States coastwise shipping laws to the PIllI­
ippine trade, thus permitting vessels of any flag to ,ca.rty: goods be-
tween the United States and the Philippines'" , '~, ' 

Reciprocal free, trade, subject to minor restrictions, WIIS first insti­
tuted between the United States and 'the Philippines 'by the pro­
visions of the United States Tariff Act .md the Philippine-Tariff Act, ' 
both dated August 5, 1909. The f<lrmer imposed restx:iet\ons' upon, 
the annual quantities of Philippine sugar and tobacco prOducts which 
might enter the United States duty-free; and it limited the maximum 
content at non-Philippine or non-Unit«¥l States materials which 
might be embodied in, Philippine inanufactures if tpey, were to be 
admissible'duty-free into the United States, to 20' pergent of their 
total valne." Both the United States and the Philippine Tariff Acts 
specifically exempted rice from duty-free treatment in either country; 
and they made dut§:-free trade in other commodities conditional upon 
their ':'"C"iving no drawback of customs duty upon leaving the Phil­
ippines or the United States. The Philippine Tariff Act further 
provided that export duties would be abolished on shipments made 

'to the United States. 
The United States Tariff Act of October 3, 1913, modified only 

slightly the reciprocal free-trade relations between the Philippines 
and the United States. The quantity-limita'ions upon 'duty-free 
sugar and tobacco products specified in the previous act were re­
moved, in as Iquch as they had never been even closely approximated. 
The provision that rice should not move free of duty between the 
Philippines and -'the United States was also eliminated; and all 
Philippine exports, irrespective of destination, were exempted from 
export duties. 

Until 1934, trade relations between the United States and the 
Philippines continued on substantially the same tariff basis as they 
were when the United States Tarilf Act of 1913 first became effective. 
The United States Tariff Acts of September 21, 1922, and June 17, 
1930, introduced no modifications of importance. The Philippine 
TariJf Act of 1909 has never been superseded, and has been modified 
only slightly by subsequent United States legislation and by several 

"The UDlted States coastwise sh\ppiDg laws have never been applied to the 
Phntpplnes, Under section 21 of the Mercbant Marine Act of June Ii, 1920, 
however, these laws can be extended to the PhUipplnea by Executive action. 

• ThIs percentage of maximum admissible foreign Content In duty-free goods 
was originally suggested by the Connecticut Tobacco Growers' Association to 
be appUcable to wrapper tobacco, for the purpose ot preventing the use of 
other than American wrapper tobacco on cigars permitted duty-tree entrllD.ce 
into the United St~tes. The limitation, however, was enacted to be applicable 
to aU cIasses of Pblllppine exporta to the United States which were not admis­
stble tree of duty when entered from other countries. 
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acts of the Philippine Legislature. With few exceptions, present 
Philippinl\ tariff- schedules and rates am the same as those which 
were in force in 1909. In as much as manY'Of the Philippine duties 
are specifici their oLl-valorem equivalents have changed considerably 
with the marked price shi~ which have occurred since that year. 

_. .CoIDm~ncing in . ~934, ~ngress passed sevex:sJ laws which have 
modified the trade relatiollS between the Umted S&.tes and the 
Philippines IDd which, uuless altered, will modify thelll much more 
markedly in the future. The most important of these is the Philip­
pine Independence Act, .also known as the Tydings-McDuffie act 
(Public No~ 127, 73d Cong.) It was approved by the President on 
March 2t, 1934, and was accepted by the Philippine Legislature on 
May 1, 1934; the trade provisions of the act became eft'ective on 
November 15, 1935. These latter will be disc1lS!Jed in detail in sub­
sequent paragraphs of this section. 

Shortly after the enactment of the Independence Act, but before it 
became effective, Congress passed the Jones-Costigan act, the Reve­
nue Act of 1934, and the Cordage Act of 1935. The first of these 
laws, which was passed on May 9, 1934, authorized the imposition 
of "absolute" limits on the amounts of sugar which !night be im­
ported into the Uuited States from the Philippines." The Jones­
Costigan act remained in operation for 3 years, ending May 9, 1931, 
but quota provisions of the act were continued-first for the re­
mainder of the calendar year 1937 by a law approved June 19, 1936; 
and later, for 3 more years (ending with 19(0), under the provisions 
of the Sugar Act approved September 1, 1937. The Revenue Act 
of 1934, approved May 10, 1934, provided, among other things, for a 
processing tax of 3 cents per pound on coconut oil expressed from 
Philippine copra either in the Philippines or in the United States, 
and for the remittsnce of the proceeds of the tax to the Philippine 
Treasury. This revenue act was modified in some particulars by 
the Revenue Acts of 1935 and 1936. The Cordage Act of June 14, 
1935, doubled the cordage quota provided for in the Independence 
Act, but changed it from a duty-free to an "absolute" quota. The 
Cordage Act, which would otherwise have expired on May 1, 1938, 

-Imports bl'yond these limits were forbidden. whereas the quotas stipulated 
In the Independence Act had merely limited the amounts which would be per­
mitted to enter tbe United States free of duty. On May 9, 19M, the President 
of the Uwted States proclaimed that the United States duty on augDr trom 
fOrt'ign countries other thnn Cuba would be reduced on June 8, 1934, from 2.5 
eenbl to 1.875 cents per pound on 96° sugar. This automatically reduced the duty 
on Cuban sugar from 2 cents to 1.5 cents per pound. On Sept. 8, 1934, when 
the United StateEt-()uban trade agreement became eJrective. the duty on Cuban 
90- BUgtlr was lowered to 0.9 cent per pound, but no changes were made in the 
rates applicable to other foreign sugar. 
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was extended for 3 years thereafter by Presidential proclamation 
dated January 26, 1938; upon expiration of that period, cordage 
exports will be governed. by the provisions of the Independence Act.·· 

With respect to internal revenue taxes, American golds· entering 
the Philippines enjoy no preferential- position over like goods pro­
duced in the Philippines or imported from other countries; and 
Philippine gbods entering the United States, with the ~nt excep­
tion of COpli& and coconut oil, occupy a similar non-p.ferential tax 
status in the United States. Since the passage of the United States 
Tari1l A.ct of 1909, &ll United States internal revenue collected on 
Philippine products consumed in the United States has been remitted 
to the Philippine Treasury_ The Philippines, however, makes no 
similar remittances to the United States. 

Congrese has never taken any steps implying tariff assimilation 
of the Philippines. Philippine teri1l classifications, rates of duty, 
and methods of determining dutiable values differ widely from 
those employed by the United States. Provisions for ''flexible'', anti­
dumping, countervailing, or contingent duties, such as are found in, 
the United States tariffs, have never been incorporated in Philippine 
tariffs. The Philippines, moreover, has always been perll\itted to· 
retain all of its tariff revenue for its own use. Although the United 
States Congrese has reserved the sole right to legislate respecting , 
tariff 'relations between the Philippines and the United States, the 
Philippines since 1902 has had the authority to enact any other tari1l 
legislation, subject to the final approval or veto by the President of 
the United States. Control over Philippine tari1l legislation, under 
the provisions of the Independence Act, will remain unaltered until 
July 4, 1946, when full legal control will revert to the independent 
Philippine Government. 

Tlw>E PBovnnONB 0:1' THE INDEPENDENCI!I Acr 

It is convenient to consider the trade provisions of the Independ­
ence Act with respect to three time intervals: (1) The first 5 years 
of the Commonwealth period, dated from November 15, 1935, to 
November 15, 1940; (2) the second 5 years of the Commonwealth 
period, dating from November 15, 1940, to July 4, 1946; and (3) the 
period commencing with July 4, 1946, the date on which the Philip", 
pines will become independent. 01 

During the first 5-year period, free trade between the Unite4' 
States and the Philippines is to continue on the same basis as here,: 
tofor&, except that limitations are placed upon the maximum amounts 

• Sec. 6 (0) and (e). 
• The IMH:nIled second 1>-7ear period Is aetually almost 8 montbs In ........ of 

5 years. 
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of sugar, coconut oil, and cordage which are permitted to enter the 
United States duty-free. .AJJ.y shipments in excess of the quotas, 
according to the act, are to be assessed the :fu)l United States duties. 
The effects 6f this provision with respect to all three commodities, 
however, have been variously modified by subsequent legislation. 
These modifications, which were referred to in the preceding section, 
will be discussed in detail in subsequent sections dealing with each 
of the commodities in question. . 

During the second 5 years of the Commonwealth, the same duty­
free quotas will continue to be applicable with respect to the sugar, 
coconut oil, and cordage shipped to the United States. But the 
Philippines will be obliged to assess progressively increasing export 
taxes against these and all other exports to the United States which 
are not admissible into the United States free of duty when imported 
from other countries. These export taxes, the proceeds of which will 
go to the Philippine Treasury, will amount to 5 peroent of the pre­
vailing United States duties during the sixth year of the Common­
wealth period and will be increased by an additional 5 percent each 
succeeding year, until in the tenth or last year they will amount to 
25 percent of the then-existing United States duties.'· 

No provision is made in the Independence Act for permitting or 
requiring the curtailment of imports of United States goods into the 
Philippines during the Commonwealth period, and the Philippines 
has no legal power to restrict its imports of United States goods 
during this period by means of quotas or tarilfs. 

After the Philippines obtains its complete independence on July 4, 
1946, it will no longer be required to levy export taxes upon ship­
ments to the United States. At that time, on the basis of present 
legislation, the full United States duties will be collected on all 
Philippine goods arriving in the United States; and presumably the 
full Philippine duties will be collected on all United States goods 
arriving in the Philippines." 

ANTrOIPATED EFPEors OF THE PRoVISIONS OF THE INDEPENDENOE AOT ON 

PmLIPPINB EOONOll1T 

It does not appear, on the basis of existing economic conditions in 
the world, that adequate provision has been made in the Independ-

• Actually the 2IS percent duty w1I1 be applicable for more than 1 year-Nov. 
lfi. 1944. to July ~ 194& 

• No existing legislation specl1lcaUy provides that United States products w1I1 
become subject to fnU Phillpplne duties after Independence. It mit)' be 
assumed. however. that the Phillpplnes "ill not ""empt United Slates goods 
from duty If at that time Phillpplne goods become anbJect to United States 
dutlea 

80181-8s.-'YOL. 1-8 
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ence Act to permit the realization of the economic objectives for the 
Philippines sought in the act. On the basis of the present provisions 
of the act, a: number of important enterprises in the Philippines will 
be forced to liquidate much more rapidly than new enterprises can 
probably be developed t~ replace them. Certain industries export­
ing primarily to the United States will be obliged to discontinue or 
to curtail their operations, and so likewise will a number of others 
directly dependent upon them. The Philippines may find it dllIi­
cult, if not impossible, to develop quickly new varieties of exports 
which it can market either in the United States or elsewhere, without 
granting temporary subsidies to private producers or without obtain­
ing tari1f concessions from foreign countries. With the loss of pref­
erential treatment for its products in the United States, the Philip­
pines will be obliged to fashion an economy which will be much more 
self-sufficient than the present one. 

The important export industries in the Philippines (on the basis 
. of existing economic conditions in the world) will be variously 

affected by the progressive export taxes. It appears likely that these 
taxes will serve primarily to lessen the profitableness, but not the 
volume, of the exports of sugar to the United States during the 
Commonwealth period. What the position of the Philippine sugar 
industry will be when the full United States duties become appli­
cable in 1946 is largely. indeterminate, although, on the basis of 
present sugar prices, the future of the industry does not appear 
promising. 

It is also reasonably certain that with the loss of preferential treat­
ment in the United States market after independence, the Philip­
pines will be obliged either to curtail sharply, or to discontinue 
altogether, its exports of such commodities as coconut oil, cigars 
and other tobacco products, embroideries, and pearl buttons. Even 
before the Philippines becomes independent, it is probable that, be­
cause of the export taxes, it will cease exporting to the United Ststes 
any substantial quantities of these products. 

A number of other export industries in the Philippines, although 
likely to be adversely affected by the provisions of the Independence 
Act, probably will not be forced out of existence, assuming the con­
tinuance of present economic conditions in the world. Cordage, 
desiccated coconut, straw hats, and canned pineapples may be able 
to enter the United States in substantial quantities even after the 
full duties become applicable. Abaca (manila hemp), should it re­
main on the United States free-list, will not be directly affected by 
the provisions of the act; and "Philippine mahogany", on the basis 
of present United States legislation, will become subject to very small 
export taxes during the second half of the Commonwealth period 
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and to a small United States excise tax after independence. The 
status of copra, as long as it remains on the :United States fre~-li.st 
and as long as the present United States exClSe-tax laws remam m 
force, will not be adversely affected during the Commonwealth 
period j but it may be adversely affected after independ~ce, should 
coconut oil derived from Philippine copra become subject to the 
present non-preferential United States excise-tax rate. Leaf tobacco 
will probably continue to find its chief markets outside the United 
States j and gold will probably continue to be acceptable without 
serious restrictions either in the United States or elsewhere. The 
survival ability of those Philippine export industries which do not 
now depend on preferential tariff treatment from the United States 
may, however, be seriously impaired as a consequence of heavieJ: 
taxes which the new Philippine Government may find necessary. 

ANTICIPATED EFFmrs OF THl!I PRoVISIONS OF THl!IlNnEPENDENCE Acr OK 

UNITED STATES ECONOMY 

The provisions of the Independence, Act make it practically certain 
that the Philippines will decrease in importance as a market for 
United States exports and that it will become less attractive as a. 
field for investments by United States citizens. 

Although Philippine tariffs cannot be applied against United 
States products until after independence, exports from the United: 
States to the Philippines will probably decline as soon as Philippine 
export taxes come into operation. With It curtailment in exports, 
the Philippines must perforce restrict its imports. When United 
l)tates products lose their preferential tariff position in the Philip­
pines in 1946, there is likely to be a further and even more pro­
nounced decline in United States exports to the Philippines. With 
It shrinkage in United States-Philippine trade, there will likewise 
be a lessened demand for services such as those now being rendered 
by American shipping agencies, banks, and insurance companies. 

Certain immediate economic gains to the United States Treasury. 
will probably accrue from the abandonment of duty-free trade be­
tween the United States and the Philippines, Duties will be collected 
on various goods-notably sugaJ."--i)oming from the Philippines, or 
on similar goods if purchased from alternate foreign suppliers. In 
any event, the remittance of the proceeds of United States excise 
taxes on Philippine sugar, coconut oil, and cigars, if such taxes the81 
be in effect, will no doubt cease when the Philippines becomes inde­
pendent. Private American interests, however, will be injured ill 
varying degree with the reduction in United States exports t .. 
the Philippines. 
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2. TREND AND CHARACTER OF UNITED STATES-
PHILIPPINE TRADE ., 

TRAnI!! TIwm 

After the American occupation of the Philippines in 1,898, Philip­
pine trade developed rapidly, particularly with the United St&tes. 
Of the total value of the combined import and export trade of the 
Philippines, the United States accounted for 11 percent in 1900, 41 
percent in 1910, 65 percent in 1920, and 71 percent in 1937." 

The value of Philippine exports to the United States has generally 
been much in excess of the value of Philippine imports from the 
United States. The Philippines had debit trade balances (excesses 
of imports over exports) with the United States for only a few 
years following the establishment of free trade in 1909, and for 2 
years during the period of the World War. Since then, its credit 
trade balances (excesses of exports over imports) with the United 
States have increased Bubstantially, the balance for 1937 having been 
the highest on record. 

The status of the balance of trade between the United States and 
the Philippines has frequently been regarded as an index of the 
profitableness of the trade to the one country or the other. The coun­
try having the credit balance has been conSidered the gainer, and the 
other country the loser. This inference, however, is not warranted. 
The usual excess of imports over exports in the trade of the United 
States with the Philippines has merely been a phase in the triangular 
(or polyangular) trade in which the United States has paid for this 
excess of imports llirgely by exporting goods to other countries in 
greater value than it has imported from them. These countries, in 
turn, have exported greater values of goods to the Philippines than 
they have imported from it. The status of the merchandise balance 
of trade between the Philippines and the United States, therefore, 
is of no significance p8'l' Ife in respect of the gains or losses arising 
to either country. Moreover, the trade balance of the Philippines 
with the United States not only affects, and is affected by, the trade 
balances which both countries have with all other countries, but it 
is influenced also by the extent to which gold shipments, service 
items, capital movements, and other factors enter into the trade of 
the Philippines and the United States with each other and with aU 
other countries . 

.. The partlclpatlon of the United States In the Import trade of the PhUlppln .. 
for the years prior to 1910 Is not strictly comparable with that for the years 
following. In as much as Imporll! for the account of the United Stat .. Govern. 
ment services have In part been Included In PbUlpplne Imports since Jul1 1. 
1910. 
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During the decade ending with 1931, as shown' in table 1, the 
Philippines shipped to the United States between 15 and 81 percent 
of its total annual exports, and o~tained from the United States 
between G9 and 65 percent of its total annual imports. During the 
paSt several years, the United States has declined in relative im­
portance, but has increased in absolute importance, both as a sup­
plier of Philippine imports and, more especiilly, as a market for 
Philippine exports. 

THE UNITED &rATES MABRET FOR PHlLIPPIlIl!I PRODUCTS 

Philippine exports to the United States in 1931, as shown in 
table 2, were valued at $122,155,000. This constituted over 80 percent 
of the value of the aggregate Philippine exports to all countries. 
In the preceding year Philippine exports to the United States 
amounted to $101,534,000, or 19 percent of the total to ill countries. 

Sugar has been for a number of years by far the most important 
export to the United States. Of the total value of all exports from 
the Philippines to the United States, sugar accounted for $51,611,000. 
or 41 percent, in 1937, and for $61,927,000, or 58 percent, in 1936. 
Practically ill Philippine exports of sugar products, with the excep­
tion of small quantities of molasses, sirup, and alcohol, go to the 
United States. 

The United States provides both absolutely and relatively a some­
what smiller market for Philippine coconut products than for sugar 
products. Practically ill of the coconut oil and desiccated coconut 
and about two thirds of the copra exported from the Philippines 
genera.lly go to the United States. The proportion of copra sold in 
the United States in 1937 was exceptionilly high, amounting to 90 
percent of the total. About one half of the total exports of copra 
cake and meal have been sold in the United States in the last few 
years, principally because of the shortage of feedstuffs in iliat mar­
ket; in earlier years, the bulk of the cake and meal was exported to 
Europe. Philippine exports of vegetable butter (margarine) and 
vegetable lard to the United States have also increased in recent 
years, although the shipments of the latter were less in 1931 than in 
1936; and the proportions which these shipments constituted of the 
total exports of the two products to ill countries were less in 1931 
than in 1936, being 22 percent for vegetable butter and.21 percent for 
vegetable lard in the former year. 

The Philippines has exported to the United States in recent years 
a relatively constant share of its total exporte of abaca and a declin­
ing share of its total exports of cordage. In 1931 it mupped to 

. that market 32 percent of the value of its abaca exports and 35 
percent of the value of its cordage exports, as compared with 6& 



TABU 1.-'l'1Wl" M Tn PmLlPPlNma WItH ALL OOtJlrl'mll Alm IVtTH dOll1'nnlIl'l'A.L UlltTmD STATal, 1928-1931 

(General aporIA and imporlA, excluding gold and oliver ore, bullion, and coin) 
(In _ ofdollanl 

Pb.DIpplDe Gpoi'll PbWpplDe Imporla lb:08II of upor&a <+), 
..... oflmporla(-) 

y..., 
Rallo of "'poria Ratio or Impon. Trade with 000-

To aU oounlriel 
To oontlIumtal \0 Ihe United Brom all CJOU.D. !'rom. continental from the l10Jted Trade with aU &iDental United 
UnU. 8&aW 8ta&el to total - UD1ted Bla .. Slaw to total ..... - Bla .. .,..- Imporla 

- "."., 1928 ________________ 
166,056 116,586 76 134, 657 83,868 62 +20,398 +31,728 1929 ________________ 
164, 447 124,466 76 147, 160 92,593 63 +17,287 +31,872 1930 ________________ 
138,167 106,842 79 123,098 78, 183 64 +10. 074 +27,159 1931 ________________ 
loa, 972 83,422 80 99,179 62,140 63 +4,793 +21,282 1932 ________________ 
95,838 82,648 87 79,395 61,298 65 +16,943 +31,350 1933 ________________ 

105,771 91,813 86 67,361 48,640 65 +31,090 +47,773 1934 ________________ 
110,404 91,844 83 83,607 64, 876 66 +26,797 +37,468 1935 ________________ 
94, 246 74, 936 80 86,624 64, 367 64 +8,722 +20,669 1936 ________________ 

186,446 107,526 79 101,126 61,497 61 +85,819 +46,028 
1937 (PreL) __________ 168,278 122,765 80 109,026 63,302 59 +44, 252 +59,453 
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percent for the latter in 1934. Pra.ctica.lly all exports of Philippine 
embroideries have always gone to the United States. Exports of 
tobacco products to the United States in recent years have varied 
from about one half to two thirds of the total value of such exports, 
the share being 66 percent in 193'l. 

Other Philippine exports for which the United States provides a 
relatively large market are canned pineapples, timber and lumber, 
chrome ore, hats, cutch, pearl buttons, and gums and resins. All, or 
practica.lly all, of the exports of canned pineapples, cutch, and pearl 
buttons regularly go to the United States. In 193'l, 32 percent of 
the total value of lumber and timber exported, 82 percent of the hats, 
and 61 percent of the gums and resins, went to the United States. 
Iron ore, maguey, hides and skins, buntal fiber, and molasses and 
sirup are the only Philippine exports of any considerable importance 
for which the entire, or practically the entire, foreign market is out­
side the United States. 

The above-mentioned products accounted, in 193'l, for 96 porcent 
of the total value of Philippine exports to all countries and for 99 
percent of the total value of the exports to the United States,· the 
remaining exports consisting of a wide variety of miscellaneous prod­
ucts. The corresponding figures for 1936 are, respectively, 95 per­
cent and 96 percent. 

Table 2 shows the principal exports from the Philippines to all 
countries and to the United States in 1936 and 193'l. 

Theo United States purchased from the Philippines in 1936 goods 
valued at $101,715,365, or 4.2 percent of the United States total im­
ports." In that year the Philippines ranked seventh in importance 
among United States suppliers. Of the United States total imports 
of the following specified commodities from all countries in 1936, the 
Philippines supplied, on the basis of value, 99 percent of the major 
coconut products, 80 percent of the tobacco manufactures, 38 percent 
of the sugar, S'{ percent of the sawed cabinet woods (partly dressed 
and other than mahogany), and 98 percent of the embroidered cotton 
wearing apparel. 

TBE PHILIPPINE MARKET FOR UNITED STATES PsODUCTS 

Imports into the Philippines from the United States in 193'l, as 
shown in table 3, amounted to $63,302,000, or 58 percent of the total 
value of imports from all countries. The principal import from the 

• Preliminary 1936 general imports, Forei/lfJ Comm ..... and Na1JiuaUon. 0' 111. 
llnitetl 8tatea. Thls figure does not correspond with that given above tor 
PbllIpplne exports to the United States, In as much as this latter was obtained 
from Philippine statistics. United States import data for 1937 are not yet 
available. . 
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TABLE 2.-V ALU". 0'1 PRINCIPAL PBlLIPPlNIl ExpoRTS TO ...... WORLD, AND 

V ALUlII8 AJrfD PROPORTIONS 01' TOTALS EXPORTED TO TBII UHITIID· STATIIBt 
1936 AND 1931 (PreUmtnpry). 

1l13li 

Oommodlty To ... 
To ... UDl ... 

B ..... 

Bugar ___________________ 
61,937 61,927 Abaca ___________________ 
17,089 6,337 

Coconut oll ______________ 13,789 13,137 COpra ___________________ 
15,000 9,772 

Desiccated coconut _______ 4, 397 4, 353 
Tobacco and producta _____ 5,245 2,562 
Timber and lumber _______ 3,100 1,190 
Embroideries _____________ 4, 192 4, 184 
Copra oake and meaL _____ 1,830 1,034 
Canned pineapples ________ 002 501 Cord&ge _________________ 

1,199 450 Ironore _________________ 
1,432 --------

~ague7----------- ______ 1,058 148 
Chrome ore ______ " _______ 154 118 
Vegetable butter (marg ... rine) __________________ 

336 103 Elato ____________________ 
588 480 

GUlWI and resins __________ 837 230 Cutch ___________________ 
323 323 

Elides and skins __________ 145 3 
Buntal fiber ______________ 341 --------
~olas.e. and sirup ________ 252 110 
Pearl buttcne ____________ 219 219 
Vegetable lard ____________ 460 340 All other _________________ 

6,271 4,828 

Total ______________ 
136,445 107,525 

'The uporta are ucltulve of gold buDIon ad ore. 
Source: A~ &potU. Ift1UlGr ClIUIcW fi Cuaow. 

Katloot ...-
10". 
UDl", . ..... 
1010101 
.... rIo 

PIT"'" 
100 
31 
95 
65 
99 
49 
38 

100 
57 

100 
38 

------
14 
77 

31 
82 
68 

100 
2 

------
43 

100 
76 
77 

79 

1U8'1 

Ratio of ...-
Tolho 10". 

Total United UDl ... . ..... . ..... 
1010101 _. 
-57,706 57,611 100 

21,640 6,851 32 
20,526 20,174 98 
15,985 14, 426 90 
6,347 6,304 99 
4,983 3,290 66 
3,943 1,263 32 
3,700 3,681 99 
2,900 1,419 49 
1,673 1,673 100 
1,436 496 85 
1,326 8 1 
1,087 39 ~ 

771 703 91 

513 113 22 
467 383 82 
375 231 61 
848 348 100 
319 9 8 
801 -------- ------
276 43 16 
275 274 100 
248 66 27 

6, 133 1,340 22 

153,278 122,705 80 
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United States consisted of iron and steel products, valued at $14,071,-
000, or 22 percent of the total value of all imports from the United 
States. These imports also represented about 73 percent of Philip­
pine imports of such products from all countries. The second largest 
import from the United States consisted of cotton goods, amounting 
to $7,658,000 and constituting 44 percent of the value of all imports 
of cotton goods. Mineral oil ranked third in importance, and the 
United States supplied 75 percent of the total imported from all 
countries j automobiles and parts (exclusive of rubber tires) ranked 
fourth, with the United States supplying 99 percent of the total im­
ported from all countries. Tobacco products were next, the imports 
from the United States accounting for 99 percent of the total from 
all countries. Electrical machinery, rubber and manufactures thereof, 
unprinted paper, chemicals and drugs, and wheat flour ranked next in 
importance among imports from the United States. Other important 
Philippine imports of which the United States was a major supplier 
in 1937 were leather and manufactures thereof, silk and rayon manu­
factures thereof, dairy products, fruits and nuts, vegetables, fertil­
izers, meat products, fish products, and glass and glassware. Vege­
tsble fibers (other than cotton) and manufactures thereof constituted 
the only important import of which the United States was not a. 
major supplier. 

The above-mentioned articles accounted in 1937 for 79 percent of 
the total value of Philippine imports from all countries and for 82 
percent of the. total value of the imports from the United States. The 

.corresponding figures for 1936 are, respectively, 79 percent and 83 
percent. Table 8 shows the principal imports into the Philippines 
from all countries and from the United States in 1936 and 1937. 

The Philippines ranked ninth among the principal export markets 
for United States products in 1936, exports to the Philippines in that 
year having been valued at $60,243,754 or 2.5 percent of the total 
exported to all countries. On the basis of the United States Foreign 
Commerce and Navigation's group classifications of commodities, the 
Philippines ranked as follows among the world customers of the 
United States in 1936: IT It occupied fifth place as a buyer of animaL 
and vegetable products, except fibers and wood (groups 00, 0, 1, and 2. 
combined), of which it purchased $14,869,799 for the year. These 
goods are composed largely of manufactured or processed farm prod­
ucts. As a buyer of all types of textiles (group 8)", of which it 
purchased $7,950,872, it ranked tenth. It was the fourteenth most 
important buyer of wood and paper products (group 4), of which it 
purchased $1,754,685 j the fourteenth, of non-metallic minerals (group 
1», $6,155,527 j the ninth, of metals and manufactures, except ma.-

.. ForfJi,.. Oom ........ _ NfWlg .. f!oII .f 11." U .. 11ed 81"' .... 1986. 
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TABLE 3.-VALlllDS OP l'mNClPAL PmL:JPPINlII IIIPOBTB I'BOII ALL COt!NTBlll8, 
AND V ALlJ"BB AND PROPORTIONS o:r TOTALS IMPORTlIID I'BOK TBlII UlflTBD 

STATES, 1936 AND 1937 (PreIImiDary) 

(ID tbCl1WU1dlor dollan) 

- ,lIlT 

. Ratioot Halloo! 

""- ""-OommodllJ' J'rom Ihe from Ihe J'rom Ihe from Ihe 
ToW UnlIed United ToW United United 

8,. ... a,. ... 8,. ... a ..... 
to total to total 

""- ""_ 
Iron and steel manufac .. """'" """'" tures __________________ 

16,016 12,291 77 19,340 14, 071 73 COttongoods _____________ 
15,268 6,782 44 17,454 7,658 44 

!4ine~oilL ______________ 
7,163 6,093 85 6,502 4, 859 75 

AutomobUes and parts (ex-
clusive of rubber tires) __ 4, 272 4, 255 100 4, 610 4, 566 99 VVbeatfiour ______________ 

3,950 1,547 39- 4, 102 1,574 88 
Dairy products ___________ 4,069 1,222 30 3,719 959 26 
Tobacco produots _________ 3,565 3,516 99 3,670 3,626 99 
Mctrical machinery, ap-

paratus, and applianoea __ 2,915 2,520 86 3,427 3, 908 85 
Silk, rayon, and manufao--tur8s __________________ 

2,882 842 29 3,098 1,124 36 
Paper, unprinted _________ 3, 266 1,475 65 3,870 1,891 66 
Chemicals, drugB, dyes and 

medicines ______________ 3, 788 1,854 66 2,851 1,877 66 
India rubber and manufac-tures __________________ 

2,235 1,996 89 2,271 1,957 86 
Vegetable fibe .. and manu-

facturea (other tban cot-ton) ___________________ 
1,941 52 3 2,072 62 8 

Fish and fish products _____ 1,529 784 51 1,780 536 30 FertiIizera ________________ 
2,136 1,304 61 1,752 703 40 Vegetables _______________ 
1,691 834 49 1,751 742 42 

Leather and manufacturea_ 1,259 1,173 93 1,493 1,359 91 
!4eat products ____________ 1,443 892 62 1,321 631 48 
Fruits and nuts ___________ 1,417 1,074 76 1,196 762 84 
Glass and g1uaware _______ 753 319 42 1,025 814 81 All other _________________ 

21,567 10,673 49 23, 719 11,124 49 
To~ _____________ 

101,126 61,497 61 109,026 63,302 58 
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chinery and vehicles (group 6), $7,761,678 j the fourteenth, of 
machinery and vehicles (group 7), $11,928,165 j the fourth, of chem­
icals and related products (group 8), $5,741,371 j and the fourth, of 
miscellaneouS products (group 9), $4,081,657. 

In 1936 the Philippines ranked first or second among the export 
markets of the United States for the following articles or groups of 
articles, exports of which to the Philippines were valued at $100,000 
or more for the year: .. 

• The Philippines also ranked first or second among the export markets ot the­
United States tor a large number of other products, the value of which ranged 
between $50,000 and $100,000 in 1936; these products were: Boots and shoes,. 
cut outer soles; pickles; ketchup and other tomato sauces i chocolate i roasted 
coffee; coDiectionary other than chocolate i paper boxes and cartons: sanitary. 
cl08et bowls: plaster of paris manufactures; Iron or steel sashes and tram .. ~ 
_Iron screwed plpe1lttlngs; east-Iron soU pipe and fittings; woven wire 
fenclng i woven wtre.screen cloth: steel castings; enamelware of Iron or steel;. 
sheet-metal fiUng-cases, shovels. spades. scoops, and drainage tools; padlocks ~ 
electric sockets, outlets, etc.; centrltugal pumps i woodworking sawmUl pia­
chlnery i marine engines. diesel and seml-diesel: cold and cough preparations; 
calclum carbide; pianos: pencils. other than mecbanlcal; shot shells; and 
toothbrnshes. 
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TABLE 4.-UN1TI!>D STA. ..... EXPoRTS TO l'IIILIPPI ..... OW SmOTIOD DOIDIIOTlo 

COHMODITIEB I'OB WHICH TBJl PBILIPPINl!I8 RANDD FIB8T OB SBlCOII» AIIONG 

UNITIID STATES ExpORTS MARKBTS, 1936 • 

OommodJtJ' 

Cotton manufactures, totol _____________________ _ 
~garettes ____________________________________ _ 
Rubber and manufactures ______________________ _ 
Steel.beets, galvanized _________________________ _ 
Wheet flour, wholly of United States wheet _______ _ 
Dairy products _______________________________ _ 
Nitrogenous fertiliJler materialo __________________ _ 
Explosives, fUB .. , and blasting-caPB ______________ _ 
Sewing-machines for domestic USB-_______________ _ 
Toilet preparationB ____________________________ _ 
Educational textbooks, bound_~ _________________ _ 
SOaPB ________________________________ = _______ _ 

Canned sardines _______________________________ _ 
Ready mixed paints, stains, and enamels _________ _ 
Cornstarch and corn f1our _______________________ _ 
Chewing-toba"o, plug and other ________________ _ 
~gar leaf _____________________________________ _ 
<Joffee,green _______________________ ~ __________ _ 

Malt liquors (beer, ale, stout, etc.} ______________ ._ 

Steel bars other than iron bars, and concrete rein-forCement bars __________ ~ ___________________ _ 

InternaI-oombUBtion engines, diesel and oemi-diesel __ 
Jleef and veal, freeh and frozen.. _________________ _ 
Wire rope and wire strand __________________ -----
Upper leather ( ..... pt patent), eattle side, grain, other than black.. ____________________________ _ 
Sugar-mill machinery other than eane milla _______ _ 
Glucose (corn mrup} ___________________________ _ 
<loufectionary,chocolata ________________________ _ 
Welded galvanized pipe, steel ___________________ _ 

~edpork-----------------------------------<locoa, pOwdered ______________________________ _ 
~edasuoage _______________________________ _ 

Household refrigerators, ... cept electrio ___________ _ 
Salves and ointments for coughs, colds, .tc ________ _ 

-Sased on ftlue. __ GInI_""" N_ .. O/Ik tl\oIIoI_ 

, 
Val'lll 

$6,481,731 
3,651,557 
2,057,729 
1,896,706 
1,573,210 
1,164,713 
1,112,093 

946,333 
927,183 
673,856 
489,145 
476,981 
410,376 
3M, 366 
291,789 
287,564 
264,288 
255,929 
236,556 

225,279 
200,610 
198, 818 
188, 739 

176, 405 
169,911 
142,274 
133,018 
125,869 
122, 670 
121,066 
120, 168 
118, 239 
112, 524 

_O/Ibo 
PbWppWo' 

2 
1 
2 
1 
1 
1 
2 
1 
1 
1 
1 
1 
1 
1 
2 
1 
1 
2 
1 

1 
1 
2 
2, 

2 
2 
2 
1 
1 
2 
1 
1 
2 
2 
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EooNomo A.sPEoTs IJP l>uTY-Frum Tlw>JI 

The existing'structure of the economy in the Philippines is in con­
siderable degree the result of the free-trade relations which have 
existed between the two areas· for the past quarter ofa century. 
This relationship has created opportunities for the Philippines to 
sell in the United States, free of duty, much larger quantities of 
such products as sugar, coconut oil, tobacco products, cordage, em­
broideries, and pearl buttons than it would have been able to sell 
in the absence of preferential trade relations." In consequence, the 
tendency has been for the Philippines to develop those industries 
which produce commodities for sale in the United States market at 
prices which, in most instances, have been kept above world levels 
by the United States tariff and more recently, in the case of sugar, 
by quota restrictions. The resulting increase in the production of 
export commodities thus protected in the United States market has 
opersted to discourage the production both of export commodities 
not so protected and of commodities intended for Philippine con­
sumption. On the other hand, the increased sale of goods in the 
preferential United States market has enabled the Philippines to buy 
more goods from the United States and from other countries than it 
would otherwise have been able to buy. 

It should not be inferred, however, that the existing economy of 
the Philippines rests wholly on preferential trade relations with the 
United Ststes. For example, much the larger part of the land under 
cultivation in the Philippines is devoted to crops such as rice, corn, 
and sweet potatoes, which are consumed within the archipelago, or 
to export products, BUch as copra, abaca, leaf tobacco, timber, which 
are sold, either in the United States or elsewhere, on the basis of 
world prices." 

In contrast to the Philippines, the preferential free-trade arrange­
ment has not modified to any appreciable extent the economy of the 
United States. The discontinuance of this trade arrangement, ther&­
fore, may not be expected substantially to affect that economy. This 
is due largely to the dift'erence in the magnitude of the markets of 
the two countries. As a result of the preferential free-trade ar­
rangement, however, exporters of certain United States products 
have obtained increased markets in the Philippines, not only in con-

• All of the"" producfB are subject to United States duties when Imported 
Into the United Stat .. from foreign conntrles. 

010 All of the above--mentloned export products a:cept leaf tobacco are on the 
United Stat .. free-list; I. e .• they may be Imported Into the United States free 
of duty from any country. 
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sequence of the protection afforded United States products by Philip­
pine duties against imports from other countries but also in conse­
quence of the incJ;'llRSed volume of Philippine exports to the United 
States resulting from the similar protection accorded Philippine 
products in the United States market. The increased trade in both 
directions has also benefited United States shipping interests, and it 
has given rise to profitable American investments in the Philippines, 
although the aggregate of these latter is not large in comparison 
with the total of American investments abroad. 

There are no satisfactory indexes for measuring the economic 
gains and losses whicli have accrued to the Philippines and to the 
United States, respectively, by virtue of their trade relations with 
each other. The annual amounts of duty each country nominally 
waives by permitting the other to send in goods duty-free are some­
times used for thls purpose j but the theoretically waived duties neither 
reflect accurately the additional revenue which the respective gov­
ernments could actually collect on the basis of present tariffs, nor 
indicate in what measure such additional revenue would be collected 
at the expense of the domestic consumers of the imported goods. 
The tariff revenues which each country nominally forfeits, more­
over, may not be regarded as measuring the benefits accruing to 
the export interests of the other country .• It seems clear, however, 
that the duties which the United States waives on imports from the 
Philippines represent both fiscal losses for the United States and price 
gains for Philippine producers to a considerably greater degree than 
is correspondingly the case in respect of the duties which the Philip­
pines waive on imports from the United States. This is due largely 
to the importance of sugar among the exports from the Philippines 
to the United States. (See section on sugar.) 

Although the tariff revenue which the United States Treasury 
foregoes on imports of Philippine products is in some degree offset 
by corresponding waivers on the part of the Philippine Treasury, 
the excise-tax revenue which the United States Treasury foregoes, 
because of the remittances to the Philippines of the proceeds of excise 
taxes on Philippine sugar, coconut oil, and cigars, is not o1lset in any 
degree by corresponding waivers on the part of the Philippine Treas­
ury. The Philippine Commonwealth imposes excise taxes on a num­
ber of United States products, such as cigarettes, liquors, and kero­
sene j bu~ it retains the proceeds of all such taxes for its own use. 
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3. PURPOSE AND CHARACTER OF RECOMMENDATIONS" 

The Independence Act provides for the. termination of Philippine 
trade preferences in the United States at the end of the Common­
wealth period, which period began November 15, 1935, and will 
extend to July 4, 1946. In accordance with that law, Philippine 
products shipped to the United States from November 15, 1940, 
to July 4, 1946, will be subject to progressive Philippine export taxes 
reaching a maximum of 25 percent of the then-existing United States 
duties in 1944 j thereafter, it will no longer be required that these 
products be subjected to export taxes but they will become subjecti 
to full United States duties. Such abrupt change in trade relations 
would be certain to affect adversely a number of Philippine export 
industries, as well as others directly dependent upon them. Many 
firms would be forced to liquidate on or before the date of independ­
ence j and the consequent decline in the volume of business, coupled 
with increased unemployment, would have serious repercussions on 
the Philippine economy. American export trade would also be im­
paired by the sudden imposition of Philippine duties upon United 
States products. 

With a view to affording both American and Philippine interests 
a reasonable opportunity to adjust themselves to the changed rela­
tionship, the Committee recommends that trade preferences should 
not be terminated on July 4,1946, but should, by a process of gradual 
elimination, be terminated at the end of the year 1960." The Com­
mittee believes that the period recommended would afford a reason­
able opportunity not only for the orderly liquidation of existing 
Philippine industries but also for the establishment of new in­
dustries which could provide additional products for domestic cone 
sumption or for export. The gradual elimination of preferences 
would also benefit American interests engaged in United State&­
Philippine trade. 

In conformity with the general plan adopted by Congress in the 
Independence Act, the Committee recommends that commerce be­
tween the United States and the Philippines be continued on a duty-

Go See pt. VII tor detalled recommendations. 
aln reaching these ""neluslons, the Committee has been guided by: (1) Its 

terms of reference requiring it "to recommend a program for the adjustment 
ot Philippine national economy in preparation tor the termination of preteren­
tis! trade relations between the United Slales and the Philippine •.•• at the 
earliest practicable date cons\slent with affording the Philippines reasonable 
opportunity to adjust their national economy"; and (2) a joint declaration of 
the executive branches ot the Governments ot the United States and the Com .. 
lDonwealth of the Philippines indicating that they envisaged a period of ad!uat­
ment in trade relation. extending for lOme 15 years beyond the date of political 
Independen .. !!xed by the Independence Act. 
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free basis during the Commonwealth period but that Philippine 
products shipped to the United States (with certain exceptions) be 
subject to graduated export taxes imposed by the Commonwealth 
Government. The export taxes proposed by the Committee are to 
begin with the equivalent of 5 percent of the prevailing Uuited 
States duties and are to be increased annually by an additional Ii 
percent, as required by the Independence Act. The Committee rec­
ommends that this tax first be assessed on January 1, 1941, and that 
the annual increases be imposed on each subsequent January 1, until 
January 1, 1945, when the export tax would be equal to 25 percent 
of prevailing United States duties." The proceeds of these taxes 
are to be deposited in the Treasury of the United States for tbe 
retirement of the Philippine bonded indebtedness. The export taxes, 
therefore, have a twofold purpose: (1) To assist in bringing about the 
necessary adjustment of Philippine economy; and (2) to provide 
additional revenue for the retirement of the debt of the Philippine 
Government. 

The Committee recommends that after the Philippines becomes 
independent on July 4, 1946, graduated import duties be assessed 
against United States products entering the Philippines and against 
Philippine products entering the United States. Commencing with 
25 percent of prevailing rates, these duties would be raised to 30 
percent on January 1, 1947, and would be increased by an additional 
Ii percent on each January 1 thereafter, until January 1, 1961, when 
full duties would be assessed. This program adopts the same rate 
of progression as provided in the Independence Act, but continues 
it for a longer period. During this period there would be accorded 
to American and Philippine interests an additional opportunity to 
make whatever adjustments may be required by the change in trade 
relations between the United States and the Philippines to attain a 
position independent of preferences. • 

• The effective date for the first imposition of e%POrt taxes, as recommended 
by the Committee (Jan. 1, 1941), is not the lIBDle as tha~ lIxed in the Inde­
pendence Act, which provides that, "During the sixth yea. _. the inaugu ... • 
tlon of the Dew IIOvernment the export !IIZ shall be G per centum of the rates 
of duty which are required by the laws of the Uulted Stales to be levied, 
collected, and paid on like articles Imported from foreign couotrlea" Under 
the act, therefore, export taxes will IIrst be Imposed on Nov. l5, 1940. The 
Committee believes that the administration of the graduated export taxes and 
the compilation of comparable statistics on Pblllpplne exports to the Uulted 
Stales would be Blmplllled by making the gradl18ted export taxes commence 
with Ibe calendar year. The recommendations of Ibe Committee furtber p .... 
vide that, on ;July 4, 1946, Ibe graduated Import duties begin with 2Ii percent 
of United Stales duties (in .s much as Ibat percentage Is the same as Ibe 
manmum export tax establlBhed by the Independence Act) and Ibat Ibese 
graduated Import dutlea be inC!re8.Bed by an addltlonal 5 percent on each subse­
quent Jan. 1, uotll Ian. 1, 1961, when fall duties would be collected. 
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The graduated Philippine export taxes and the graduated United 
States and Philippine import duties will not affect in the same degree 
all industries, the products of which enter into United State&-Philip. 
pine trade. Several commodities are permitted duty-free entry from 
all countries under the tariff acts of both the United States and the 
Philippines, and therefore will not be directly affected by the changed 
relationship. Moreover, many industries producing dutiable prod· 
ucts will doubtless be able to continue exportations despite the im. 
position of export taxes and graduated import duties. In the opin. 
ion of the Committee, however, certain Philippine industries will 
be forced to curtail drastically or to discontinue shipments to the 
United States upon the imposition of export taxes, and certain United 
States industries will likewise be forced to discontinue shipments to 
the Philippines upon the imposition of graduated Philippine import 
duties. This situation will arise principally because of the extreme 
height of the duties applicable to certain products which now are 
shipped only because of the free-entry privilege accorded to them. 

The Committee does not believe that Congress intended, when it 
adopted the export-tax formula, to force the abrupt liquidation ot 
certain Philippine industries j and the Committee does not believe 
that the exportation to the Philippines of certain United States 
commodities should be terminated abruptly on July 4, 1946, with. 
the imposition of Philippine duties. In those instances, therefore, 
in which the application of taxes or duties appears likely to force. 
a sharp recession in trade, the Committee recommends a different. 
type of restriction, namely, declining quotas which would be gradu­
ated so as to provide for their complete elimination by January 1. 
1961. Shipments within the quota limitations would be exempt:. 
from export taxes and import duties. This type of restriction would. 
provide for the gradual elimination of preferential trade and yet. 
would permit either an orderly liquidation of these particular export; 
industries or an orderly adjustment to their new status. Commod­
ities which the Committee recommends be made subject to declining­
·quotas are cigars, scrap and filler tobacco, cigarettes, coconut oil~ 
and pearl buttons. In selecting these commodities for special treat-. 
ment, the Committee has been guided by its study of the probable. 
effect of the imposition of export taxes and import duties upon each 
of the various commodities entering into United State&-Philippine. 
trade, and by a recognition of the importance of the trade in the. 
selected commodities both to the United States and to the Philip, 
pines. Although the Committee recommends no other exceptions to 
the general imposition of export taxes and import duties, it makes 
recommendations regarding tariff rates or excise tax rates. for abaca. 
copra, embroideries, cotton textiles, evaporated milk, and c(\\ll1ed {ish, 

S0181--S8--YOL.I----4 
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A detailed analysis of the special problems afl'ecting the trade 
-between the two countries in the more important commodities is pre­
~nted on subsequent pages. 

4. PHILIPPINE EXPORTS TO THE UNITED STATES 

SllOAIl 

The Sugar Industry in PMlippitn.e EcO'TWm'll 

The culture of sugarcane was known in the Philippines long before 
-Magellan discove~ the islands in 1521. Improved methods of 
_cultivating and milling, however, were slow in developing j it was 
not until 1910 that the first modem sugar central was established 
on the island of Mindoro. During the period 192~, the produc­
tion of sugar increased steadily, rising from 465,000 to 1,650,000 short 
-tons, raw value. This increase was the result of the profitability 
of producing sugar in the Philippines for the United States market, 
.coupled with the encouragement given to the industry by American 
.Governors General and other American and Philippine officials. The 
.area deyoted to sugarcane culture was increased also, but the rise 
in production occurred principally because of the use of better 
varieties of cane, improved methods of cultivation, and the general 
installation of modem centrifugal mills. In recent years the pro­
.duction of sugar in the Philippines has been appreciably below that 
of 1934 because of quota restrictions placed upon exports to the 
'United States. 

The two principal elements in the Philippine sugar industry are 
-the individual planters who produce the cane and the centrals which 
mill it. The individual planters operate under a milling contract 
-with the central. Contracts are usually drawn for a period of 30 
.,-ears and usually provide for an equal division of the sugar between 
planters and central, or a 51>-45 or a 60-40 division, with the larger 
.shllres going to the planter. Under the contract the planters are 
obligated to have their cane milled by the contracting central, and 
·the central is obligated to furnish transportation for the cane and 
-to convert it into sugar. The share of the planter is frequently fur-
-ther divided between tenant and landowner, the latter receiving from 
10 to 20 -pereant of the total crop as rent. 

The Philippine sugar industry is located in three principal pro­
.ducing regioDSI (1) The islands of Negros and PanaYj (2) the Prov­
inces of Pampanga, Bataan, and Tarlac, in the central plain of Luzon, 
:Jlorth of MaWM-) and (3) the .Provinces of Batangas and Laguna, 
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south of Manila. These districts regularly produce over 90 percent of 
the total sugar crop. The Province of Occidental N egros alone . 
accounts for approximately 50 percent of the total production. 

On the basis of information supplied by the Philippine Sugar AB­
sociation, it would appear that approximately 10 percent of the 
total Philippine population is entirely or substantially dependent 
upon the sugar industry. The government-owned Manila Railroad, 
which traverses the sugar regions in Luzon, receives about 40 percent 
of its freight revenue from sugar; and the Philippine Railway in 
Panay and Cebu, about 45 percent. The provincial governments in 
five of the leading provinces are supported principally by the taxes 
collected from the sugar industry, which also makes substantial con­
tributions in the form of taxes to the-central government. 

The island of Negros probably depends more on the production of 
sugar than does any other corresponding area in the Philippines. 
The sugar industry is the only important industry on the island, 
except lumbering, which is confined principally to a small district. 
Sugar-producers on the island of Negros have lower costs of produc­
tion than those in other regions, principally because of favorable soil 
and climatic conditions. They also enjoy comparatively low trans­
portation costs through their ability to ship directly by water, avoid­
ing the rail, lighterage, and terminal storage charges which are paid 
by producers in Luzon. 

In 1937 there were nearly 20,000 sugar-planters in the Philippines; 
sugar centrals numbered 46 and had an annual milling capacity of 
about 12,000,000 tons of cane or 1,500,000 tons of sugar, based on a 
normal grinding season of 150 days. In addition to the centrals 
which produce raw sugar, four sugar refineries are in operation in 
the Philippines. Three of these are located on the island of Luzon 
and one on the island of N egros. These refineries, however, absorb 
only a small part of the Philippine production of raw sugar. They 
manufacture primarily for export to the United States, but supply a 
part of local sugar-consumption. 

Investments in sugar centrals were valued in 1935 at $84,000,000 
and investments in land and improvements, $181,000,000." Of the 
total capital invested in centrals, approximately 45 percent was owned 
by Filipinos, SO percent by Americans, and 25 percent by Spaniards. 
Most of the investments in canelands and in improvements have been 
made by Filipinos; the remainder has been provided principally by 
Americans and Spaniards. 

.. PMU~pi"" mlltl."""l Rev/...,. 19311, vol. 2, Po 810. Estimates..,. the Philip. 
pine Sugar Association place the Investmenb! In central. at $98,250.000 and 
Investments In land. and Improvements at $lOli,OOO,OOO. 
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It has been estimated that the sugar-planters and centrals provide 
full or part-time employment for over 300,000 persons whose aggre­
gate annual wages amount to $12,000,000." Employees in many 
centrals are provided with houses, water, fuel, garden space, and, 
in many cases, light, as part of their remuneration. Plantation labor­
ers also are usually provided with housing facilities in addition to 
money wages. Efforts have recently been made to establish through­
out the industry an 8-hour day with a minimum wage of 50 cents 
(1 peso). In as much as sugar culture is seasonal in character, many 
of the laborers are employed ouly during the planting and harvesting 
periods. 

Since 1923-the value of Philippine exports of sugar has been greater 
than that of the exports of any other Philippine product. In 1932 
exports of sugar exceeded 1,000,000 short tons for the first time in 
Philippine history. Exports rose in 1934 to a peak of 1,275,000 short 
tons valued at $65,450,000. In the 3 years, 1932, 1933, 1934, sugar 
accounted for 63, 61, and 59 percent, respectively, of total Philippine 
exports. Philippine shipments in 1934 exceeded United States mar­
keting quotas (the excess being stored in bonded warehouses during 
that year); and consequently, Philippine exports declined in 1935 
to 573,500 short tons, valued at $32,990,000, and equaled only 35 
percent of total exports. In 1936 and 1937, Philippine exports were 
larger than those in 1935, in as much as quotas governing imports of 
Philippine sugar into the United States for the 2 former years were 
not curtailed by previous excess shipments; in 1937, exports amounted 
to about 960,000 short tons valued at $57,700,000 and accounted for 
38 percent of total Philippine exports. 

Practically all of the sugar exported from the Philippines in recent 
years has been destined for the United States market. The propor. 
tion has been over 99 percent since 1930 (see table 5). 

Restrictiom upon the 1IlO'V8fMflt of Philippins Sugar to the United 
States 

lIl!OBN'l' UN1TEJ) STATES Ll!GlSLA'1'lON AFFEC'l'ING SUGAR 

The Tariif Act of 1922 fixed the rate on fnll-duty 96° sugar enter. 
ing the United States at 2.206 cents per pound; this rate was increased 
by the Tariff Act of 1930 to 2.5 cents per pound. On May 9, 1934, the 
President issued a P!"Oclamation lowering the duty on sugar to 1.875 
cents per pound, effective June 8, 1934. In each of the above instances 
the rate on Cuban sugar was 20 percent lower than the full duty 
because of the convention of commercial reciprocity signed by Cuba 

• Estimates made b1 the Phllipp\ne Sugar AssocIation. 
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Of UlIorta of value of upmtl ..,..,Iothe 
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total value of total quantity of 

QIWItiI>' Val .. all PhWpplDe Quanlll>' Val .. 
lOeb aport. to ....... aJlconn_ 

sru.t lOIII rcHD tutu. - SIuJrt ton. raID NluI p,,-1928 __________________________________ 
628,868 $47, 542, 940 80.7 589,565 145, 699, 006 93. 75 1929 __________________________________ 
767,596 53,244,149 82.4 740,206 52,161,816 96. 48 1930 __________________________________ 
822,201 52,240,226 89.2 814,736 52,039,890 99.09 1931 ___________________ ~ ______________ 
838,080 49,963,105 48. 1 832,430 49,950,417 99.92 1932 _______________________ • ___________ 

1,124, 971 59,801,884 62. 7 1,124,691 59,796,369 99.98 1938 __________________________________ 
1,198,260 64, 833, 426 60.8 1,193,244 64,332,902 99. 99 1934 __________________________________ 
1,275,313 65,454, 580 59.3 1,275,250 65,453,621 99.99 1935 __________________________________ 

673,510 32,990,680 85. 0 572,724 32,961,593 99.86 1936 __________________________________ 
991,892 61,937,,22 41.9 991,646 61,927,184 99.97 1937 __________________________________ 
960,158 57,706,194 37.7 956,805 67,610,521 99.65 

., 
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a.nd the United States in 190!." By the terms of the tra.de agreement 
between the United States a.nd Cuba, procla.imed August 24, 1984, 
the United States gra.nted a reduction in duty on Cuba.n ra.w suga.r 
(960

) from 1.5 cents to 0.9 cent per pound, effective September 3, 
1934. The a.greement provides, however, that the reduced duty is to 
remain in effect only as long as the quota. provisions of the Jones­
Costiga.n a.ct, or their equiva.1ent, are opera.tive. Upon the decla.ration 
by the Secreta.ry of Agriculture that these provisions have lapsed, the 
duty on Cuba.n sUgar will revert to a rate which will be 20 percent 
less tha.n the full duty in effect at the time. On the basis of the 
present duty on sugar, tbis rate would be 1.5 cents per pound. 

The Jones-Costigan act, signed by the President on May 9, 1934j 

ma.de possible the application of quota limita.tions on the ma.rketing 
of all sugar in continental United States. The act continued in opera­
tion for 3 years from the date of approva.1. The quota system w~ 
extended for the calenda.r year 1937 by a law approved June 19, 1936j 

a.nd for 3 a.dditional years, 1938-40, by the Suga.r Act approved Sep. 
tember 1, 1937. The Sugar Act of 1937 provides for a percentage 
distribution of United Sta.tes consumption requirements, as estimated. 
by the Secretary of Agriculture, among domestic and other producing 
areas. Domestic sugar-producing areas are allotted 55.59 percent of 
estimated United Sta.tes consumption, but not less tha.n 3,715,000 short 
tons j the Philippines a.nd foreign countries are a.1lotted 44.41 percent, 
provided estimated consumption is not less tha.n 6,682,670 short tons. 
The Philippine quota is fixed at 34.70 percent of the share reserved 
for other tha.n domestic a.rea.s, but may not be less tha.n the duty-free 
quota. established by the Independenoe Act. The Suga.r Act a.lso 
provides for a tax of 0.5 cent per pound, raw value, on the processing 
of suga.r. A further provision of the a.ct stipUlates that the proceeds 
of this tax collected on Philippine suga.r sold in the United States 
sha.11 be remitted to the Commonwealth Government, subject to certa.in 
restrictions as to their use. 

On Deoember 4, 1934, the Governor Genera.1 of the Philippines 
approved a sugar-limita.tion bill which was designed to bring Philip­
pine production into correspondence with the United States quota. 
The Governor Genera.1 was empowered to determine a.nd to a.1locate 
production quotas based on the amount of shipments to the United 
Sta.tes, plus a.1lowances for Philippine consumption a.nd for an emer-

• The rate on 96° Cub8.n sugar was 1.7648 cents per pound under the Tariff 
Act of 1922, 2 cents per pound under the Tarllr Act of 1930. and 1.5 cents per 
pound after the Prealdentlal proclamation elrectlve June 8, 1984. Tius last-named 
rate remained III force unW Sept. 8, 1984. when the Ouhan trade agreement 
became elrectly .. 
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gency reserve. After the inauguration of the Commonwealth Govern­
ment, a change occurred in the local sugar administration. On 
January 21, 1936, a Philippine sugar administration was created by 
the Commonwealth Government to enforce the Sugar-Limitation Act. 
This body administers the allocation of domestic quotas and of quotas 
governing shipments to the United States. 

United States quotas allotted to Philippine sugar-producers under 
the various sugar acts are listed below: 

8110rl '0"', f'GtO 'PoNs 
1934--_____________________________________________ 1,015,186 1,005,602 1935_______________________________________________ 991,808. 981,958 

1988.______________________________________________ 998,110 1,000,829 1937 _______________________________________________ 1,035,742 991,020 
lD88 _______________________________________________ 1,057,416 (0) 

-No adjustment has yet been made lD lUlU' quotas for 1938 (11&7 1. 1938). 

In 1934, the Philippine crop, the largest ever produced in the 
archipelago, had already been cut and milled when quotas were an! 
nounced. The resulting overshipments in that year were charged 
against the 1935 quota so that actual exports to the United States 
in 1935 amounted to only 569,000 tons. Philippine planters, however, 
teceived benefit payments for their crop r¢uctions (as did planters 
in the United States). These payments, aggregating approximately 
$15;000,000, partially reimbursed them for the cost of planting cane 
which was later destroyed, and for the sharp restriction in production. 

Since the inauguration of the Commonwealth Government on No­
'Vember 15, 1935, the amount of Philippine sugar permitted to enter 
the United States duty-free has been limited by the Independence 
Act to the equivalent of approximately 970,000 short tons of sugar, 
raw value. Imports in excess of the quota provided in the Inde­
pendence Act are subject to the full United States duty. No such 
imports, however, have been made. 

RFBrIIIC'l'IONS IMPOSE BY THE INDEPENDENCE Af7r 

The economic provisions of the Independence Act have placed cer­
tain restrictions on the shipment of Philippine sugar to the United 
States. These restrictions may be considered with respect to three 
periods: 

(1) During tM forst 5 '!I81M'8 of tM OOfMTl,(}l1/,wealth O()'l)~rnment. the 
lIJInual quantity of sugar which may be admitted into the United 
States free of duty is limited to 50,000 long tons of refined sugar and 
800,000 tons of unrefined sugar. These two amounts correspond to • 
total of approximately 970,000 short tons of raw value. Any Philip­
pine sugar which might enter the United States in excess of the quota 
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limitation fixed by the Independenoe Act would be subject to the full 
United States duty. 

(.e) From the sWth through the tenth yeo:r of the Oommo1'l/Wetilth 
(JO'Vernment, the quota provided in the act will remain the same, but 
progressive export taxes will be assessed against such quota sugar 
exported to the United States. These taxes will amount to 5 peroent 
of the prevailing United States duty during the sixth year of thIJ 
Commonwealth period, and will be increased by an additional 5 per­
oent each sucoeeding year until, in the tenth or last year, they will 
amount to 25 peroent of the United States duty. Based on the pre.'I8nt 
duty of 1.875 oents per pound, raw value, these export taxes will equal 
0.09375 cent per pound in the sixth year of the Commonwealth and 
0.46875 cent per pound in the tenth year. 

(3) After the Philippi'MIJ attaima itB indeprmdence on July 4, 1946, 
the export taxes and the quot" limitation provided for by the Inde­
Jlendenoe Act will cease to be applicable. After that time all Philip­
pine sugar arriving in the United States will be subject to the full 
United States duty. 

Dutiable and Duty-Free Sugar in the United Statea Market 

For over 30 years prior to the inauguration of the quota system in 
1934, sugar prices in the United States approximated world pricelt 
plus the preferential United States duty on Cuban sugar. Produoer!t 
of duty-free sugar reoeived the full United States prioe whether they 
were located in continental United States or in insular areas. In the" 
case of sugar imported from Cuba, nearly all of the difierential be­
tween the United States and the world prioe of sugar went to the­
United States Treasury j but, in the case of sugar produoed in the" 
United States and its insular areas, it went to the private produoers. 

Sinoe the establishment of the quota system, the prioe of sugar in 
the United States has oeased to be linked directly to the world prioe.ff 
Instead, it has been the resultant of current domestic demand and the· 
volume of permitted sales fixed in accordanoe with the provisions ot 
the Sugar Act. Up to the present time this prioe has exceeded the­
world prioe, not ouly by much more than the United States duty Oil 

Cuban sugar, but also by more than the full duty. The average­
differential between the United States and world prices in 1937 was 
as follows: 

.. The price In the United States, however, conld not long remain below the 
world price plul the United si.teo duty on Cuban Bugar, for, It such a deellne 
ahould occur, the Bupplyln the United States would he curtnlled by the refusal 
of Cuban producers to sell in that market. 
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RAw S".....-96· AVIOlAOI: PIlI"", 1937* 
(Cent. per pound) 

'United State. price at New YorlL _______________________ 3. 443 
'World price at New YorlL ___________________________ 1. 819 

DUrerential between United States and world prlcea... ____ 2. 124 
• In 1988 the spread between the average United Statu price at New York and the 

"avenge world price at New York wu 2.579 centa per. pound; 111 the 1lret quarter of 1838 
'the lIPread was 1.9154 cents per pOllIld. 

Under the terms of the Independence Act, the Philippines, during 
'the Commonwealth period, are permitted to sell the approximate 
equivalent of 970,000 short tons of 96° sugar duty-free in the United 
"States market.'· Because of this privilege Philippine producers re­
'ceived about $41,000,000 in 1937 (on the basis of average prices in 
that year) more than they would have obtained if they had sold an 
'equivalent amount of sugar at the world price j only part of this 
amount, however, represented net profits to Philippine producers. 
This sum may also be regarded as the premium which the Unite<l 
"States paid in 1937 for Philippine sugar on the present duty-free 
-quota basis, as compared with what the cost to the United States 
would have been if it had purchased an equivalent amount of sugar 
-at world prices.'· 

On the basis of existing United States duties, the annual loss in 
'revenue to the United States Treasury resulting from the duty-free 
-admission of Philippine sugar may be calculated to range from $36,-
-375,000 to $17,460,000. If the United States should purchase sugar 
from any foreign supplier other than Cuba, the United States 
'Treasury would collect a duty of 1.875 cents per pound. Based on 
the Philippine duty-free quota of approximately 970,000 tons, the 
revenue foregone by the United States Treasury amounts to $36,­
'375,000. If the same amount of sugar were purchased from Cuba, 
the duty would be 0.9 cent per pound or $17,460,000. In neither of 
the -above cases would the increase in Treasury revenue operate to 
influence the price of sugar in the American market. 

In addition to the tariff revenue which it foregoes, the United 
States Treasury will forego all the revenue it collects on the process­
ing of Philippine sugar marketed in the United States after Septem-

• The uport taz.. durlng the seeond 5 ;years of the Commonwealth period 
are to be collected and retalDed b;y the Commonwealth Government. 

.. The duty-free quota of 970,000 abort tona Is equivalent to 1,940,000,000 
pound. whlch, when multiplied by 2.124 cents per pound, equals $41,205,600. It 
fa doubtful, however. whether the Philippines would have produced the Quan­
tity of sugar ""Ported In 1987 If It had not been accorded duty-free entry IDto 
the United States. It may alao be observed that conaomers ID the United 
Stat .. pay almlIar premiums ID purchasing sugar from domestic suppliers and, 
to a I ..... degree, ID purchasing It from Cuba. 
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bar 1, 1937, in as much as the proceeds of this tax, amounting to 0.5 
~nt per pound on 96° sugar are by law to be remitted u: the Philip­
pine Government. Based on the Philippine duty-free quota of 
approximately 970,000 short tons, these remittances will amount to 
$9,700,000 annually. 

PhiUppinB Sugar in the United Stat68 Market During fJ/IId Aft6'1' the 
Oom'lTUYl1/UJ6alth Period 

During the Commonwealth period, Philippine producers will no 
doubt be able to sell in the United States market the quantity of 
preference sugar fixed by the Independence Act. Assuming that the 
existing level of suga.r prices in the United States is maintained with 
minimum fluctuations, and that control will also be exercised over the 
quantity of sugar coming' from offshore areas, Philippine sugar-pro­
ducers will continue to benefit from the tariff preferences accorded 
them in the United States ma.rket. The export taxes to be applied 
to sugar subject to quotas during' the second 5 years of the Common­
wealth period, however, will reduce the advantage of duty-free entry 
which the Philippine sugar-producers now enjoy." 

Should the quota system be abolished during the Commonwealth 
period, the various offshore areas would be free from quantitative 
limitation, and sugar prices in the United States would again re­
sume a more definite relationship to world prices. Assuming no 
changes in the United States duty, Philippine sugar would, in the 
absence of a quota system, have a ta.riff advantage over Cuban sugar 
in entering the United States during the entire Commonwealth 
period. Even in the tenth year, the export tax on the Philippine 
product would amount to only 0.46875 cent per pound, whereas the 
duty on Cuban sugar would equal 1.5 cents per pound, a difference in 
favor of the Philippines of 1.03125 cents per pound. 

Immediately after independence, according to the present provi­
sions of the Independence Act, Philippine sugar will be subject to 
the full United States duty. Cuba will then have the advantage of 
a rate at least 20 percent lower than the full duty under the terms 

II. Although appreciable quantities of low..grade sugar were produced in the 
PhUipplnes prior to the American occupation, the modernization and increased 
production ot the industry occurred long after Philippine Bugar was accorded 
unrestricted duty-free entry Into the United States. Because of the protection 
afforded that product Ili the United States market, It became prolltable for tbe 
Philippine Industry to uWlze lends and methods of production wblcb It would 
not bave found prolltable to use If the Industry bad been obliged to sell Its 
sugar In competition with other producera In the world market. Belative17 
blgb costs of production In comparison with costs prevailing In certain otber 
araas COllltitute a major adjustment problem of the PhIllpplne sugar Industry. 
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of existing,treaties and agreements. Cuba will probably have, in 
addition, the continued advantage of lower transportation costs. 
Should the United States, at that time, not be operating under a 
quota system, Philippine producers will be obliged to have a cost 
of production low enough to enable them to sell at world prices if 
they are to continue producing sugar for export. If, on the other 
hand, a quota system is still in force and if some allotment is made 
for Philippine sugar, then the prevailing price for sugar in the 
United States will be the principal factor influencing shipments of 
Philippine sugar to that market. It appears doubtful, however, on 
the basis of present prices, that any appreciable number of Plijlip­
pine sugar-producers could reduce their costs of production suJli- •. 
ciently to permit them to pay the full United States duty in 1946. 

(Jharacter of Rea01TlHM'fUiati0'[!8 

The Committee recommends that no change be made with respect 
to the provisions of the Independence Act affecting exports of sugar 
from the Philippines to the United States during the Commonwealth 
period. But the Committee recommends that after the Philippines 
becomes independent, the quota on sugar established in the Inde­
pendence Act be continued, subject, howeyer, to graduated import 
duties beginning with 25 percent of the United States duty in force 
on July 4, 1946, and increasing by 5 percent of the duty on each 
subsequent January 1, until all preferences are terminated on J anu­
ary 1, 1961. Shipments in excess of the quota should be subject to 
whatever United States duty may be in force at the time. This 
arrangement would bring about the gradual imposition of United 
States duties on a restricted quantity of Philippine sugar instead of 
subjecting the whole quantity of that product to the assessment of 
full duties in 1946. Such a modification of the Independence Act 
would afford the Philippine sugar industry an adequate period in 
which to make required adjustments. 

Should the United States discontinue the quota system during the 
post-independence period, Philippine sugar, though subject to limi­
tation, would still be accorded a tariff advantage over Cuban sugar 
in the United States market until 1957, assuming that Cuba con­
tinues to be the beneficiary of a 20 percent tariff preference. If, 
however, the United States should retain the quota system, there 
would be no effective competition among the various producing areas; 
and the ability of Philippine producers to market sugar in the 
United States at the prices then prevailing would depend upon 
whether Philippine costs of production could be reduced sufficiently 
to permit the payment of the required import duties. 
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CocoNUT PRODUCTS 

The OOC/YTIut [rulusfJry in Philippine Economy 

DEVELOPMIIN'l' OF THE PHILIPPINE COCONUT INDU!mIY 

The coconut industry is one of the oldest and most important in 
the Philippines. When Magellan first arrived in Philippine waters, 
Siamese junks were already engaged in the copra trade. Through­
out all but the last 60 years of the Spanish regime, however, exports 
of coconut products (as well as other products) were strictly limited. 

The demand for copra and coconut oil was greatly stimulated 
durirlg the World War period. The prices of all oils an,d fats rose 
to extremely high levels, but the price of coconut oil rose somewhat 
more than the prices of most others. (Coconut oil has a high 
glycerin content and is therefore in demand for the production of 
explosives.) The Philippines at that tinIe not only expanded the 
acreage devoted to coconut palms, but also began to develop a coco­
nut-oil export industry. By the termination of the war there were 
over 40 crushing-mills in operation in the Phillippines. 

The cessation of hostilities was followed shortly by a world-wide 
depression, in consequence of which the demand for both oil and its 
by-product, copra cake, declined sharply. Most of the oil mills had 
been capitalized on the basis of the high prices of oil, and the high 
coste of equipment, which prevailed during the war. By 1920, every 
coconut-oil mill in the Philippines, with one exception, was forced 
into liquidation. 

Most of the mills closed down, and the remainder modernized 
their equipment. At present there are 7 major firms (operating 8 
plants) engaged in the production of coconut oil for export. There 
are also 10 small mills which crusli. oil for local consumption. The 
survival of the copra-crushing industry in the Philippines on an 
export basis was made possible largely because of the protection 
afforded by the United States Tariff Act of 1922, which imposed a 
duty of 2 cente per pound on coconut oil. This duty has served 

. practically to exclude imports into the United States from sources 
other than the Philippines. 

ORGANllIATlON OF TBII PBlLlPPlNB COCONUT INDUSTRY 

The coconut-growing industry in the Philippines consists for the 
most part of small enterprises. The groves on which most of the 
coconuts are grown consist of plots of less than 10 acres, large planta­
tions being comparatively few and confined chiefly to the more re­
cently developed sections in the islands of N egros and Mindanao. 
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Plantations in excess of 1,000 acres account in the aggregate for less 
than 1 percent of the total acreage devoted to coconuts. 

In point of area under cultivation, coconut-production i-anks sec­
ond in importance in the Philippines, being exceeded only by rice; it 
generally ranks third in value, being exceeded only by sugar and 
rice. There are no accurate data available concerning the number of 
people engaged in the production of coconute. The Philippine De­
partment of Agriculture and Commerce, however, estimates that 
about 4,000,000 people, or over 30 percent of the total population, are 
directly dependent on the industry for a part or the whole of their 
livelihood. • 

Coconuts are grown in every province in the Philippines, but the ' 
provinces on the island of Luzon account for approximately one 
half of the total acreage under cultivation to this crop, and It single 
province (Tayabas) on Luzon accounts for almost one half of the 
coconut acreage on this island. The island of Mindanao is second in 
importance in the production of coconuts, accounting for about one 
sixth of the total acreage. None of the remaining islands accounts 
for as much as one twentieth of the total coconut acreage in the 
Philippines. About 1,500,000 acres, or nearly one fifth of the total 
area planted to all crops in the Philippines, are devoted to the culti-
vation of coconuts. ' 

A. number of the provinces in the Philippines depend predominantly 
or largely upon the coconut industry for their tax receipts. Tayabas 
obtains over 75 percent of its income from this industry; 6 other 
provinces obtain between 50 and 75 percent of their total from it; 
and at least 10 others obtain 25 to 50 percent from it. 

INVESTHENT8 IN THE OOOONllT DmUBTRY 

Reliable data are not available concerning the value and ownership 
of either the lands devoted to the cultivation of coconuts or the milla 
and refineries engaged in the preparation of coconut products. Most 
of the estimates of land-value are based on the a ssed valuations of 
the properties involved, and these do not reflect accuratsly either 
costs or market values. Estimates relating to the values and owner­
ship of milla and refineries are not satisfactory because of the large 
number of extremely small establishments concerning which little 
information is available. 

According to an unofficial Philippine estimate, the coconut industry 
in the Philippines represented a total investment value of $221,215,000 
on July 31, 1935. Ownership of land and mills was distributed 
among various nationalities as follows: .. 

• Tile PhiUppl .... 810'"_1 Ret>ieto (ManDa, 19aII), ~ :II, _ to po 810. 
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TABLE 8.-INVEIJr"""'" IN PHlLIPPmIO COOOtnJT INDU8TBY 

, 
Landaud1m~ M!IIa,-... Totallnvestme.nUl, men .. .... 

. 
Pbilippine __________ . ________ $194,665,000 $905,000 $195,570,000. 
Junerican ___________________ 8, 375, 000 • 5, 545, 000 13, 920, 00(1, 
SpB!ll8h _________ . ___________ 

4, 185,000 525,000 4, 710, 000, 
British ______ ._. _____________ 

-------------- 3,495,000 3,495,000. 
AJl oth.rs __ •••• _. ___________ 2,095,000 1,425,000 3,520,000. 

To~ ____________ • ____ 
209, 320, 000 11,895,000 221, 215, 000. . 

. 
·The American Tnde Commlsa1oner at ManUa reported OD July 0, 108&, that the 6 AmerIcan oompanlel. 

engaged. 10 produclng OOCODut produota represented iov8litments tn land and buildJll&I amounting to $l.ll2.~ 
8)0, and in maohlIlel'J and equipme.nt amounting to $1,200,000. These flrma employed 66 AmerIcans wllorH\ 
aggregate annual alar1es amounted to $233.000. 

PRINCIPAL OOCONUT PRODUO'l'8 

According to recent estimates, approximately 93 percent of thll 
coconuts harvested are first converted into copra and 6 percent intQ 
desiccated coconut j the remaining 1 percent enter directly into local 
edible consumption. About 0.75 percent of the bearing coconut t~ 
are devoted to the production of tuba, a native beverage made from 
the sap of the coconut palm. Nuts are not harvested from the treell 
tapped for this latter purpose. 

No official quantitative data are a.vaila.ble concerning the Philippinfl 
consumption of coconut products, but va.rious estima.tes pla.ce it at 
from 10 to 20 percent of the annual production. The rema.inder Hi 
exported in a va.riety of forms, but primarily as copra., coconut oil, 
desiccated coconut, and meal and cake. These constitute the princi, 
pal coconut products of the philippines. 

OOPB.A 

Philippine copra usually commands a price in world markets which 
is much below tha.t offered for the best qualities, and one which Hi 
only slightly above that offered for the very poorest qualities. 

The quantity and value of Philippine exports of copra to all coun­
tries and to the United States for each year during the period 1928-, 
87 are shown in table 7. It will be noted that unit prices declined 
sharply from the beginning of the period under review until 1934, 
the year during which the processing tax of 8 cents per pound on' 
coconut oil became effective. In that year, the Philippines shipped 
to the United States a smaller percentage of the quantity and value. 
of its total exports of copra than in any preceding year in the period, . . 
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.a situation which Philippine producers attributed.to the imposition 

.of the aforementioned excise tax. In terms of absolute quantities, 
however, the exports of copra.. from the Philippines to the United 
States in 1934 were exceeded in only 2 earlier years in the period. 
Moreover, the quantities shipped to the United States in the year 
immediately preceding and the year immediately following 1934 were 
the highest in the decade. • 

Unit pricea of copra. rose sharply after 1934, and by 1937 the unit 
price reached its highest annual level since the year 1930.". The toW 
quantity of copra. exported in 1937 was lower than in a.ny preceding 
;year since 1932, but the quantity shipped to the United States in 
1937 was close to the highest in the decade. Of particular significance 
-is the fact that the exports to the United States in that year consti­
tuted almost 88 percent of the exports to all countries, the highest 
-percentage for any year in the period under review . 

.cocoNUT 0lL 

The coconut-oil business in the Philippines is primarily an export 
industry which sells in a. single market, the United States. It is esti­
mated that the Philippines exports over 90 percent of the coconut oil 
it producea. The remainder is consumed in the Philippines, or is 
.exported in the form of ma.rga.rine, cooking-fats, soap, or other 
)1Danufactu~ products. . 

There are eight large coconut-oil plants in the Philippines supply­
ing principally the export trade, and ten small pla.nts supplying 
,solely the domestic trade. Six of the larger plants are in Ma.nila and 
:2 in Cebu. The 10 smaller plants are in 7 different cities in various 
parts of the Philippines. Two of the 8 larger plants are owned by 
Americans, ·2 by British, 2 by Spaniards, 1 by Chinese, and 1 by 
Filipinos. None of the smaller plants is American-owned; Chinese 
.own 5 of them, Filipinos 4, and Swiss 1. 

The quantity and value of coconut oil exported from the Philip­
pines to all ceuntries and to the United States for each year in the 
.decade 1925-;31 are shown in table 8. It will be observed that, as in 
the ca.se of copra., the unit price of coconut oil declined sharply from 
the beginning of the period under review until 1934, and then rose 
,sharply in the following years. The unit pricie of coconut oil in 1937 
·was above that for any preceding year subsequent to 1929. 

Practically ail Philippine shipments of coconut oil have been to 
the United States. Both the quantity and the value of those ship-

• The average·w:d.t price tor the first Quarter ot 1988 was much below that 
~r the,ear 11131:. 



TABLE T.-COPRA: QUAlfTI"l'IlIB AND VALUilB EXPOBTZD J'BOII: PmLIPPINEB TO ALL COl1NTBI!lB, AND TO THB UNITIID STATEB, 1928-1937 

Exports of copra. to all oouotrlee Exports of copra to tbe UDIted Ratio of quantlt,. 
Ratio of value of O .. too of copra 
exports of copra uported to the 

y"" to total value United 8ta_ tp 
of &11 PblJlpplDe total quantity of 

Q"""U'" VIII .. Value per ton .. ports Quant.", ValU840 .. copra upo1'ted 
to all countr1el 

• 
SA." .... PI'''''' 8/&orllom p""", 1928 _________________________ 

258,400 $22,642,341 $87.24 14. 6 201,266 $i7,603,832 77.9 1929 _________________________ 
191,331 15,566,820 81. 36 9.5 142,878 11,440,898 74. 7 19S0 _________________________ 
192, 133 IS, 433,438 69.92 10.1 165,603 10,654,348 81.0 1931 _________________________ 
192,066 9,150,404 47.64 8.8 133,251 6,062,328 69.4 1932 _________________________ 
151,282 5,133,227 S3.9S 5.4 91,522 3,056,066 60.5 1933 _________________________ 
840,342 8,956,028 26.31 8.6 229,279 5,951,226 67.4 1934 _________________________ 
377,768 8,605,124 22.78 7.8 169, 186 3,900,060 44.8 1936 _________________________ 
278,774 10,987,330 39.41 11.7 229,382 9, 106,010 82.3 1936 _________________________ 
820,864 14,999,784 46.76 10.2 201, 193 9,772,482 62.7 1937 _________________________ 
260,742 15,984, 700 61.30 10.4 228,695 14, 424, 980 87.7 

, 
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Vlents reached their lowest levels, in the decade under review, iJi 1934-
The quantities shipped in 1933 and 1935, however, were exceeded only 
once in any preceding year in the period (1929). In 1937, the quan:­
tity, as well as the value, of coconut oil shipped to the United States 
was the third largest in the decade. 

• TABLE 8.-COCONUT OIL: QUANTITI... AND V ALlJI>8 E,..,BTlOD nOli 'l'BIII 

PBILlPPlNEB TO ALL COUNTBIBB AND TO TBII UNITBD STATES, 1928-1937 .. 
~ .,.Ico. .. olllO Ezporta of COOODut on to aD oountrlel 

_cl 
Ballo 01 ibe UD1&ed S~ quantltJ'of 
value 01 COOODuto.D. ...- _10 
01 ..... the UDII.ed 

Year butaO 8ta&el to 
10 total total quan. 

QaauUty Val"" 
Valuepel' value of Qaauuty Val"" 

tlty of COo .... an Pbn· OODutoO 
Ip_ .. ported ... - lOaII 

..... trI .. _ ..... - -" .. Ptr_ 
1928 __ •• 156,796 $23, 489, 172 $149.81 15. 1 155,241 $23,239,520 99.0 
1929 •••• 210,011 29,184,942 138. 97 17.7 207,990 28,900,587 99.0 
1930 •••• 162,442 19,155,382 117.92 4.4 .. 161,051 18,961,826 99.1 
193L ••• 181,848 15,035,322 82. 68 14. 5 163,948 13,585,684 90.2 
1932 •••• 126,405 7,651,144 60.53 8.0 121,539 7,335,830 96.2 
1933 •••• 175,951 9,169,823 52. 12 8.7 173,622 9,025,075 98. 7 
1934 •••• 159,654 6,794, 871 42. 56 6.2 149,843 6,396,557 93. 9 
1935 •••• 182,095 "12,254,581 67.30 13.0 178,781 12,005,098 98. 2 
1936 •••• 175,951 13,871,759 78. 84 9.4 166,365 13,137,171 94. 6 
1937 •••• 180,002 20,525,537 114. 03 13.4 176,706 20,173,703 98. 2 

. 

COllDlINJ!D TRADII IN OOPIIA Alm OOOONllT OIL 

As shown in table 9, the combined exports of copra and coconut oil 
from the Philippines (expressed in terms of quantities of oil) fluc­
tuated erratically, both to the world as a whole and to the United 
States, during the period 1928-37. The annual proportions shipped 

, to the United States generally ranged between 80 and 90 percent of 
the total exported to all countries, but in 1934 the proportion declined 
to less than 65 percent. The absolute amount shipped to the United 
States in that year, however, was only slightly below the annual aver­
age for the lO.year period. The quantity shipped to the United States 
in 1937 was higher than in any preceding year in the decade except 
1935, and the proportion shipped to the United States in 1937 was the 
highest in the decade. 

• 
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"TABLE' D.-COPRA AND COCO'"'" OiL COIIBINED. QUANTr1'I1IB (EXPU.."D "" 

TBBK8 01' COCONUT OIL) ExPORTED 1'&011 PBlLJPPDlBS TO ALL COUNTBIB8 

WITH PEllCBHTAGES TmtBBOI' ExpOBTBD TO TIlE UNI'l'BD STATBS, 1928-1937 • 

Radoof 
Q1J8DUt)r 01 

• Share Share ..... -oooonutotl .- ToIaI oftotaJ. ex- Total Quantit;¥ <II_to _10 
y- ...... '" ......... _10 UDited states United Stilt. - lormof 1111l1ed Slates ... _of 

to to:lDaD-........ 011 ........ 011 ,I", <led • • 10 all .... -_ .... 
P" .... 

_ .... - -1928 _______________ 
319,588 49.1 282,040 55. 0 88.3 1929 _______________ 
330,550 63.5 290,006 71.7 90. 2 1930 _______________ 
283,485 57.3 259,083 62. 2 91.4 1931 _______________ 
302,850 60. 0 247,899 66. 1 81.9 1932 _______________ 
221,712 57.0. 179,199 67.8 80. 8 

1933 _______________ 390,367 45.1 318,071 54. 6 81.5 1934 ______________ 397,648 40. 1 256,433 58. 4 64. 5 1935 _______________ 357,723 50. 9 323,294 55. 3 90. 4 1936 _______________ 
378,095 48.5 293, 117 56. 8 77.5 .1937 _______________ 
344, 269 52. 3 320,784 55.1 9a. 2 

. 
• Copn Is oonverted Into Its eqwnlent lD COOODut on on the baals or ISS pemmt on ex&racUOD. 
Sourea! AIHINI &pqrlI, 1tMUlc&r CoIkdOr 0/ G"utomf. 

COPIIA CAKE AND MEAL 

The residue remaining after the coconut oil is expressed from the 
copra is either marketed as cake or ground and marketed in the form 
of meal. Sinoe the chief use for these products is for cattle feed, 
and sinoe the Philippine requirements for this purpose are small, 
practically the entire production of cake and meal is exported. 
Copra cake is also used as a fertilizer material, but the prioe which 
it commands in such use is not attractive except under emergency 
conditions. Copra cake does not possess the chemical properties 
which would permit it to be substituted in any appreciable degree for 
the fertilizer materials which the Philippines now imports pri­
marily for use in the cultivation of sugarcane. The only important 
markets for Philippine copra cake, as such, have been in north 
Europe, whereas the only important market for the meal has been 
in the United States. . . 

During the period 1928-33, as shown in table 10, the Philippines 
exported 85 peroent or more of its combined cake and meal shipments 
to countries other than the United States. Since 1934, largely be­
cause of the feed-shortage in the United States, the proportion sold 
in that market has increased very appreciably. Over 40 peroent of 
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the total exports went to the United States in 1937. Unit prices 
reached extremely low levels during 1933 and 1934, but in the fol­
lowing years they advanced sharply, reaching in 1937 the highest 
level since 1929. 

TABLE IO.-CoPBA MmAL AND OAK!:: QUANTITIES AND V AIon8 EXPOR'l'IID 

PROM TBII: PHILIPPINE8 TO ALL COU1fTBIBB A.ND TO THI! UNIPD STAUS, 1928-
1937 . 

" Elt>om.r ..... _ and It%ports of copra cake aDd. meal to lID 
COtlDtrl. meal to the U o1&ed Sta_ 

Ratio of 
..... or 
.... noor 
copm cate 

y..., and meal .... .., 
Quantlt.y Val .. 

Valuepel' 
value ot aJ1 Quantity- Value-.... Phlllppine _ra 

_ .... 
h_ -, ... 

1928 •••• 90,006 $2,886,137 $32. 07 1.9 10,541 $358, 854 
1929._ •• 125,434 3,792,786 30.24 2.l 11,676 407,170 
1930 •••• 99, 102 1,892,224 19.09 1.4 14,953 327,934 
1931. ••• 108,716 1,520,802 14. 99 1.5 6,328 97,648 
1932 •••• 83,608 1,053,666 12. 60 1.1 3,840 55,741 
1933 •••• 110,139 1,057,554 9.60 1.0 11,874 129,154 
1934 •••• 109,847 1,051,120 9.57 1.0 36,381 447,410 
1935 •••• 112,286 1,639,424 . 14. 60 1.7 35,359 617,680 
1936 •••• 119,343 1,829,539 15.33 1.2 57,046 1,034, 247 
1937 •••• 121,836 2,900,179 23. 80 1.8 51,034 1,418, 801 

-Small amountl of copra cab aDd J:D8Il exported to the Hawaiian IslaDdI are DOt lDduded. 
8oUl'al: Atlmlal ~~, luulat CoUedor 0[ Cutonu. 

DUICCATED COCONUT 

Ratio or 
q11&lltlty of ..... -and meal _ .. 
the UDlt.ad 
Statel to 

&oJal quao-
u",or 

"'''''' .... 
and meal -.. all .... "'. 
-11.7 

9.3 
15.1 
5.8 
4.6 

10.8 
33. 1 
31. 5 
47.8 
41. 9 

Desicce.ted coconut first appeared e.mong the Philippine exports 
in 1922, when the United States placed a duty of 3.5 cents per pound 
on this product and a duty of 0.5 cent each on raw coconuts.'· Since 
then Philippine exports of desicce.ted-coconut products have been 
slmost exclusively to the United States, all of the other markets 
combined never having taken much in excess of one percent of total 
exports. 

• The term IIdes1ccated coconut", as bere employed, refers to aU varieties of 
dried coconut meat-"grated", "shredded", "wafered", and 1'rlbboDed"--Intended 
for Ulle In tile preparation of confections and balrery goods. Such pl'llduclll, 
UDllke copra, are handled and artI1Iclaily dried under sanitary condltlou& 

• 
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There were 12 desiccated-coconut factories in the Philippines on 
September 1, 1937, 10 of which were in operation and 2 of which were 
temporarily closed. The plants owned by American investors account 
for approximately 80 percent of the output of the Philippines. 

The unit price of desiccated coconut has tended to follow the gen­
eral price-movements of other coconut products, such as copra and 
coconut oil; but the fluctuations have been much more moderate. 
The exportation of desiccated coconut to the United States, as shown 
in table 11, has increased very rapidly during the past several years, 
both the volume and value in 1937 being much higher than in any 
preceding year. 

TABLE ll.-DESICCATED AND SHREDDED COCONUT: QUANTITIES AND VALUES 

EXPORTED PBOII PHILIPPINES TO ALL' COUNTRIES, WITII PERCENTAGBS 

THEDOI' EXPORTED TO THB UNITED STATES, 1928-1937* 

]h:ports of des1ceated and shredded Export! or deslocated Ratio ot 
0000DI1t to all CODDtrt. and shredded COCODut to quantityot 

the United States .......... 
Ratio of 

and 

",""",,01 
..... dod 

coconut .. • ""'''''' ... ported 10 .. d 
..... dod tbeUnited 

Year 
coconut to States to 

iOta! value total quaD" 

QuanU",! Value 
Value per 

01 aU Quantityt Value tity or des-. 
toni 

PbiUpp1ne fceated and 
shredded .. porto cooonutex .. 
ported to 
all ...... ...... _I- - -- P....m 1928 __ 22,448 $3,723,586 $197.47 2.4 22,419 $3,718,268 99.9 1929 __ 24, 566 3,540,124 171. 36 2.2 24, 547 3,537,004 99.9 1930 __ 21,972 2,962,844 160. 53 2.2 21,943 2,958,710 99.9 1931 __ 18,543 1,822,128 116. 98 1.8 18, 522 1,819,691 99.9 1932 __ 17,717 1,616,701 108. 63 1.7 17,704 1,615,446 99.9 1933 __ 19,761 1,682,804 10138 l6 19,733 1,679,997 99.9. 1934 __ 25,944 2,254,540 loa 45 2.0 25,931 2,253,236 100. 0 1935 __ 87,443 3,962,315 125. 98 4.2 37,275 3,941,938 99.6 

1936 __ 37,161 4,397,063 140. 86 3.0 36,694 4, 353, 138 98. 7 1937 __ 44, 913 6,346,632 168. 23 4.1 44,573 6, 304, 296 99.2 

·The maJor portion of the small annual Iblpments Dot credited to the United Statelin thts table Ia 
IhIpped to the Hawaiian IsJaocls. 

tIncludOi we.i.Sht of containers, 
lID oomput.1D1 unit vaiUl!L!l. 10 perceot baa been deducted from the era- welaht shown In order to aUc." 

lor the we1&ht of oontal.ners. 
Source: AWmwrl &fxml InlUlclr CoUtcIor 0/ """""'. 
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COJ4BIXED EXPOIlTII or J(AJORCOCONtlT PRODuars 

On the basis of value, the aggregate exports from the Philippines 
of the four principal coconut products fell in 1932, as shown in 
table 12, to the lowest level reached in the 100year period 1928--37. 
The trade in that year was the smallest both in absolute value and 
in relation to the total value of all Philippine exports to all eoun· 
tries. Philippine trade in these products with the United States 
foll.owed an almost identical course. 

Commencing with 1934, the aggregate value of the aforementioned 
coconut exports both to the world as a whole and to the United 
States increased steadily. The value of these exports to all coun· 
tries in 1937 was higher than in any earlier year sinoe 1929, and it 
constituted a larger proportion of the value of the total exports of 
all commodities than in any year sinoe 1929, with the exception of 
1935. The same was true of the corresponding trade with ili8 
United States. In 1937, however, the value of the exports of the 
aforementioned coconut products to the United States constituted 
a greater proportion of the total value of such exports to all markets 
than in any other year in the period under review. 

TABLE 12.-PanrCIPAL COCOIfUT PHODU""": VAL""" or TOTAL ExPoIlT8 rHOlI 
'1'BlO PmLIPPlNB8 TO ALL COUNTBIB8 AND TO ...n. U"""D Su ..... 1928-1937. _ .. -

110 ..... _ ........... ........... _PII_ v_ .. _PII v_ .. _PII --..... ........ - _PII""""' .. _ .. - UDlted8&ate1 Yar products to total _ .. all 
.... uetllall 

_ ..... 
to &be ftIaI of .....- p- U .. &04_ ......... -oIPII_ -- ............ --- -1928 ••••••••••••• $52. 641, 236 34.0 $44, 920, 474 85.1 

1929 ••••••••••••• 52. 083, 672 3L 7 44,285,658 85.0 
1930 ••••••••••••• 37,443,888 28. 1 32,902,818 87.9 
1931 ••••••••••••• 27,528,657 26.5 21,555,351 78.3 
1932 ••••••••••••• 15,454,738 16. 2 12, 063, 082 78. 1 
1933 ••••••••••••• 20,866,209 19.7 16, 785, 452 80.4 
1934 ••••••••••••• 18, 705, 656 16. 9 12,997.262 69.0 
1935 ••••••••••••• 28,843,650 30. 6 25, 670, 726 89.0 
1936 ••• _ ••••••••• 35, 098, 145 23.8 28, 297, 038 80.6 
1937 ••••••••••••• 45, 757, 048 29.8 41,321,780 90.8 

-The ooeouu& produeta iDeluded are eopn. eocoDQf. on. copra cab and. meal, aDd dedoeated IIOOODId. _ "0 ___ CulI_O/QoIIo8. 
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KINOR COCONUT PRODUCTS 

Philippine production of coconut products of minor importance 
has increased appreciably in recent years. Among the more im­
portant of these are soap, margarine, cooking-oils, cooking fats, fatty 
acids, glycerin, charcoal, and coir (fiber made from coconut husk). 
None of these has as yet attained great importance in the export 
field, although several show considerable promise. 

R6C6f/J; Legia"lation. Affecting the E'JJportatUm of Philippine OOCO'IIut 
Products to the United Statu 

Among the factors which have recently assumed major significance 
with respect to Philippine exports of coconut products to the United 
States are the following: The United States agricultural program, 
the droughts of 1934 and 1936 in the United States. the Philippine 
Independence Act, and the United States Revenue Acts of 1934, 1935, 
and 1936. The operation of some of these factors has tended to 
obscure the force of some of the others j and the operation of at least 
one of them, the Independence Act, has not as yet been significant. 
The purpose of the following discussion is to consider the present and 
probable future effects on Philippine interests which may properly 
be assigned to the provisions of (1) the Independence Act and (2) 
the United States Revenue Acts of 1934, .1935, and 1936, so far as they 
affect, or are likely to affect, the exportation of coconut products to 
the United States. The effects of this legislation cannot be fully 
isolated from the effects of other factors, and any estimate for the 
future is particularly subject to error because of the unforeseen tech­
nological and economic changes which may develop. 

INDEPENDENCl!I ACT 

The Independence Act provides fo~ certain restrictions on th~ 
movement of Philippine coconut products to the United States. The 
major product&--oopra, coconut oil, copra cake and meal, and desic­
cated coconut-are to be affected as follows: 

(1) Dwring the first 5 years of the OommO'll'llJealth GovBrnllMnt, 
the maximum quantity of coconut oil which may be admitted into 
the United States free of duty in any calendar year is 200,000 long 
tons (224,000 short tons). Any excess is subject to the full United 
States duty. No restrictions of any kind are placed on the move­
ment of the other major coconut products from the Philippines to 
the United States. 

(9) From the 8i:cth through the tenth year of the OOfTllTM'Moealth 
Government, the duty-free quota on coconut oil will remain un­
changed, but will become subject to the progressive Philippine ex-
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port taxes to be applied against all Philippine exports to the United 
States which would be subject to duty if entered from a foreign 
country. Exports o~ coconut oil to the United States in excess of 
the duty-free quota will not be subject to Philippine export taxes, 
but they will be subject to the United States duty. The export taxes 
will also apply to desiccated coconut and to cake and meal, but not 
to Copra" assuming the continuance of the present United States tariff 
rates and classifications. 
, (J) After the Philippines attains its independence 011 July 4, 10/11, 

Philippine coconut oil will no longer be subject to the quota restric­
tions previously imposed by the Independence Act, nor will it be 
subject to the export taxes provided for in the act.' At that time, all 
Philippine products entering the United States will be dutiable at 
the tariff rates applicable to similar imports from other countries. 

The following table shows the export taxes to which the major 
coconut products will be subject during the period of the Common­
wealth Government and the Unitad States duties to which they will 
become subject thereafter. All computations are based on the United 
States tarilfs now in effect; they do not take into account the excise 
taxes imposed by United States Revenue Acts, which will be con­
sidered later. 

TABLE 13.-PIIILIPPINII EXPOR.,. TAXE. AND UNrrIID STA ...... DUTI .. APPLI­
CABLB TO TBm PRINCIPAL PHILIPPINE COCONUT PBODUC'l'H MARKETBD IN 
TBB UNITlCD STATES 

(Cents per pound) 

. 

Coconut Copra Deofo. _. 
Copra oUI ....UI<I ..... ..... ........ 

------, 
First 5 years of Commonwealth period ___________ Free Free Free Free 
Sixth-year export tsx=S percent United States Free 0.1 0.015 0. 175 

duty. 
Seventh-year export tax=10 percent United States Free .2 .030 .350 

duty. 
Eighth-year export tsx= 15 percent United States Free .3 • ()4,Ij .525 

duty. 
Ninth-yesr export tax=20 percent United States Free .4· .060 .700 

duty. 
Tenth.year export tax=25 percent United States Free .5 .075 .875 

duty. 
After Independence, beginning July 4. 1946. full Free 2.0 .300 a. 500 

United States duty. 

-The IIsth year 01 the Oommonw.ltb wW begln Nov. 15. lMO; the Commonwllltb period wD1 tDd J~ 
I.IIM8. 

tcooonut oD lD exota or ~,OOO IODI &oDIiI (ZK.OOO abon 'ODl) per oaleD.dIr ,.. <luriD&' $be OODlDlQll" 
wealth period II 1X8lD.J» h'om PhWppine upon: tueI, but ,. sobleot to &he run United S&ates duty. 
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It does not appear that during the first 5 years of the Common­
wealth period, the exports of the principal coconut products will be 
curtailed in consequence of the provisions of the Independence Act. 
Coconut oil is the only coconut product whose export to the United 
States is subject to any restrictions. The duty-free limitation in this 
case, however, amounts to 200,000 long tons per year. 

During the second 5 years of the Commonwealth period, the exporta 
of coconut products in the aggregate are not likely to be affected 
appreciably in consequence of any provisions of the Independence 
Act. But the composition of the major coconut exports is likely to 
undergo some important changes, since the export taxes will consti­
tute a progreSbively increasing disadvantage for the Philippine pro­
ducers of coconut oil in their competition with crushers located in the 
United States. 

Philippine producers maintain that their costs of converting copra 
into coconut oil are substantially the same as those of producers in the 
United States. The advantage of the lower wage scales in the Philip­
pines, they contend, is offset by the lower efficiency of the labor and 
by the greater costs for power, machinery, and replacement parts. 
Any possible advantage which crushers in the Philippines may actu­
ally have at present over producers in the United States must be 
confined principally to some fraction of the relatively small cost of 
converting copra into oil, since mills in the United States and in the 
Philippines buy copra on substantially similar terms. It is highly 
improbable, therefore, that the oil-producers in the Philippines will 
be able to compete with mainland producers even for the whole of the 
Commonwealth period. In the last year of that period, the export 
tax on coconut oil will, on the basis of present United States duties, 
amount to 0.5 cent per pound. Such a tax exceeds the entire present 
cost of converting copra into coconut oil either in the Philippines or 
in the United States. 

To the extent that the Philippines will be obliged to curtail its 
exports of coconut oil to the United States during the second 5 years 
of the Commonwealth period, it should be able to increase its exports 
of copra. Consumption of coconut oil in the United States presum­
ably will not be affected by Philippine export taxes so long ae these 
are not applicable to copra. The export taxes, therefore, will.operate 
to transfer the crushing-industry from the Philippines to the United 
States. Should the transfer in fact occ!ur, the Philippines would nec­
essarily cease exporting copra cake and meal. The loss of the crush­
ing-industry would entail a small decline in employment in the 
Philippines, a shrinkage in Government revenues, and a loss of some 
capital (chiefly American and British) invested in the crushing-mills. 
The export of desiccated coconut is not likely to be very seriously 
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affected by the export taxes, since even in the last year of the Com­
monwealth period (on the basis of present United States duty) Phil­
ippine producers will still have a tariff preference in the United States 
market of over 2.6 cents per pound over other foreign suppliers. 

After the Philippines attains its complete independence, any further 
important changes likely to affect the coconut industry in- consequence 
of the provisions of the Independence Act will depend primarily on 
(1) whether· the present United States excise taxes on oils and fats 
will then be in effect, and, if so, (2) whether coconut oil derived from 
Philippine copra will continue to enjoy its present preferential excise­
tax status in the United States market. The existing United States 
Revenue Acts are not clear on this latter point. 

If the present United States tariff and the present excise-tax legis­
lation remain in effect after July 3, 1946, and if Philippine-derived 
coconut oil remains in its present preferential excise-tax status, the 
only fnrther change likely to affect the coconut industry in conse­
quence of the provisions of the Independence Act will be a reduction 
of the output and profitableness of the desiccated-coconut industry. 
The exports of coconut ·oil to the United States presumably will have 
been discontinued and replaced by copra in. the second half of the 
Commonwealth period. But if this should not have taken place then, 
it appears practically certsin that, on the bllsis of present tariff rates, 
coconut oil would no longer be exported to the United States after 
becoming subject to the full United States duty, in as much as it 
could not then compete in the American market with coconut oil 
crushed in the United States from imported, duty-free Philippine 
copra. Once the Philippines ceases exporting coconut oil it will, 
as was previously observed, cease exporting copra cake and meal. 

The ability of producers in the Philippines to continue exporting 
desiccated coconut will depend principally on the degree to which 
they will be able to compete in the United States or in other world 
markets with Ceylon producers. Under competitive conditions which 
have existed during recent years, Philippine desiccators have been 
able to operate very profitably and on an increasing scale while sell­
ing their product in the United States at a price not greatly above 
that of the Ceylon product, duty unpaid. By the time Philippine 
independence is achieved, it is to be expected that Philippine produc­
tion cost.l and profit margins will be reduced somewhat. It may well 
be, therefore, that the Philippines will be able to retain a substantial 
fraction of its market in the United States for desiccated coconut 
even after that product becomes subject to the fnll United States duty. 
Some part of its market, however, the Philippines will doubtless lose 
to United States manufacturers and to Ceylon producers, chiefly the 
latter. A partial liqnidation of the manufacture of Philippine 
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desiccated coconut would not greatly affect the coconut industry as a 
whole in the Philippines. It would, however, result in a somewhat 
lessened demand for coconuts, in some curtailments in employment 
and government revenue, and in a loss of private capital, almost all 
of which is American. 

Considering the effects of the provisions of the Independence Act 
for the whole period of the Commonwealth Government and for the 
period after independence, it does not appear that they will of them­
selves operate to restrict greatly the aggregate value or volume of 
exports of the major coconut products, except so far as reduced ship­
ments of desiccated coconut will be a factor, provided that, if the 
present excise taxes remain in effect after July 3, 1946, coconut oil 
derived from Philippine copra will continue to be taxed at the pres­
ent rate. Throughout the Commonwealth period and thereafter, 
however, the United States excise taxes, independently of the pro­
visions of the Independence Act, will continue to have an important 
effect on the Philippine coconut industry. 

UNITED STATES REVENUE ACTS 

The United States Revenue Act of 1934 placed excise taxes on the 
importation of certain fish and marine-animal oils and on the first 
domestic processing of certain vegetable oils, among which Philip­
pine coconut oil was specifically included." The tax amounted to 
3 cents per pound on the oil extracted (either in the Philippines or in 
the United States) from copra 01' Philippine origin, as compared with 
/I cents per pound on oil extracted from copra of foreign origin." 
The tax on the principal foreign competitive oils was 3 cents per 
pound. Section 602lh of the act also provided that the excise taxes 
which the United States should collect on coconut oil produced 
either in the Philippines or in the United States from Philippine 
copra would be paid to the Treasury of the Philippine Common­
wealth. The remittance of this money was made conditional on the 
Philippine Government not paying any subsidies to producers of 
copra, coconut oil, or allied products. 

The Revenue Act of 1935 amended that of 1934 so as to placo. 
a compensatory tax on imported articles manufactured or produced 
in chief value from taxable oils. The rates were substantially the 
equivalent of the excise taxes which would have been collected had 

• The Bet became effective May 10, 1984, as to proceSsing taxes, and May 11, 
1984, as to Import taxes • 

• Coconut oU Imported as such trom eountrles other than the Pbll1ppines 
and Cuba Is also subject to an Import duty of 2 cents per pound. Coconut 
on from Cuba, It a1l7 were Imperted, would be subject to an ImpoTt duty of 
La centa. 

• 
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the oil ingredients been imported into the United States in the form 
of oil." The principal effect of this law on the Philippines was to 
subject Philippine-made fatty acids, vegetable lard, soap, and other 
products made from coconut oil to the equivalent of the excise tax 
imposed on coconut oil. 

The Revenue Act of 1936 amended both of the preceding revenue 
acts.'· The most important changes, from the standpoint of the 
Philippines, were the extension of the list of taxable oils and the 
increases in rates on some of the oils already taxed. The rate on 
coconut oil was not changed. 

Excise taxes on coconut oil are collected by the United States 
Bureau of Internal Revenue on the first domestic processing. The 
aforementioned taxes are credited to a special fund in the Treasury 
of the United States to the account of the Philippine Treasury. 

The net effect of the recent Revenue Acts, even as amended to 
date, has been to alter adversely the competitive position in the 
American market of Philippine-derived coconut oil as compared with 
oils and fats produced wholly in the United States, in as much as 
the excise taxes have been applied only against oils and fats of for­
eign and of Philippine origin. This legislation has also altered 
adversely the competitive position of Philippine coconut oil in com­
parison with several foreign oils, of more or less minor importance 
at .present, which are exempt from the excise taxes and, in a few 
instances, exempt from import duties as well. 

The preferential tax position accorded coconut oil of Philippino 
derivation hail given the Philippines a larger share of the United 
States copra market than it previously had, but in view of the fact 
that it is still obliged to sell in the world market, there is considerable 
doubt that this has redounded as much to its advantage as might 
a'ppear to be the case, The Philippines sells its copra in the United 
States generally at no price advantage over its sales in the world 
market, and foreign copra which formerly entered the United States 
now supplants substantially equivalent amounts of Philippine copra 
in other markets. The preference, however, has admittedly been 
of some actual benefit, and of even more potential benefit to the 
Philippines. 

To the extent that the use of coconut oil in the United States has 
been lessened or the price (exclnsive of the tax) depressed in conse­
quence of the excise-tax legislation, the Philippine copra and coconut­
oil interests have been affected adversely. What effect this legislation 

• ThIs change went Into effect Sept. SO, 19M, or SO day. after the 1935 act 
became operative. 

.. This aet was approved June 22, 1936, and the new rates became effective 
Aug. 21, 19811. :J 
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may be expected to have after independence, even'should it continue 
in force unaltered, is a matter for speculation. The Revenue Acts 
provide that the preferential rate shall be accorded to coconut oil 
crushed from copra originating in "the Philippine Islands or any 
other possession of the United States".. Although the Philippines 
will no longer be a possession of the United States commencing July 
4, 1946, coconut oil derived from Philippine copra may possibly be 
held to be entitled to preferential treatment in the United States on 
the basis of the wording of the existing laws. The present prefer­
ential rate on Philippine coconut oil (3 cents per pound) is the same 
as the rate applicable to a number of other imported oils which are 
competitive with coconut oil in varying degree. The imposition of 
the non-preferential rate (5 cents per pound) on Philippine coconut 
oil, therefore, would result in adversely affecting the competitive 
position of this product in the United States market in respect of 
other foreign oils and fats, and would seriously injure the whole 
coconut industry in the Philippines. 

The remittance of the proceeds of United States excise taxes on 
Philippine coconut oil to the Philippine Treasury represents gains 
for the Commonwealth Government which very likely exceed any 
monetary losses which the Philippine coconut industry has suffered in 
consequence of the United States excise-tax legislation. The proc­
essing tax has been high in relation to the price of oil-about 100 per­
cent when the law was introduced j but it appears that a large but 
indeterminate portion of the tax has not been shifted back to Philip­
pine producers. By the end of March 1938, the United States 
Treasury had collected $61,115,123 for remittance to the Philippine 
Government, as shown in the following table: 

TABLE 14.-UNITEU STATEB TREASURY RBCEIP'l'S FROM PB.oc:IBsnrG TAXES ON 
OocoN'U'l' OIL DEB.IVBD FROM: PHILIPPINE CoPRA • 

Period QuantltJ' _ .... 
1934 (May IG-D.c. 31) _______________________ 254, 679, 382 1935 ________________________________________ 

596,296,765 1936 ________________________________________ 
580,370,062 1937 ________________________________________ 
511, 275, 202 

1938 (Jan. I-March 31)~.---------------------- 94,549,852 

Total May 10, 1934.-March 31,1938 ______ 2, 037, 170, 763 

-AI pro'9'lded tor under sec. AU: of the Revenue Act; of 10M. eftectI.ve Mal' 10, IOU. 
Source: Uttlltd sr-.. Buun 0/ Imcmal RctmUl. 

T .. 

$7,640,381 
17,888,903 
17,411,102 
15,338,256 
2,836,481 

$61, 115, 128 
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Ch(R'(U)ter of Recof11lfMfldatiom 

Under existing legislation, Philippine coconut products shipped to 
the United States during the Commonwealth period will be subject 
to Philippine export taxes and, in the case of coconut oil, to United 
States quota limitations as well; but after the Philippines becomes 
independent on July 4, 1946, such products will no longer be subject 
to the aforementioned taxes or quota limitations. At that time, they 
will become subject to the United States tariffs and excise taxes ap­
plicable to similar products of other foreign origins, except that 
coconut oil made from Philippine copra may be held to be taxable 
at a preferential excise-tax rate, by virtue of certain ambiguous pro­
visions in the United States Revenue Act of 1934. 

The Committee recommends that the following changes should be 
made in the treatment to be accorded Philippine coconut products 
which enter the United States during the Commonwealth period: 
Coconut oil should be exempt from Philippine export taxes but, in 
lieu thereof, should be subject to annually declining duty-free quotas 
commencing with 200,000 long tons (of United States imports) for 
the calendar year 1940. This amount should be reduced by 5 per­
cent for each succeeding calendar year until it equals 150,000 long 
tons for the calendar year 1945. For the period January 1, 1946, 
t.hrough July 3, 1946, the quota should be' one haIf of the quota for 
the' preceding year, or 75,000 long tons. Shipments in excess of the 
aforementioned quotas should be subject to whatever United States 
duty may be in force at the time. 

The Committee also recommends that the imposition of full United 
States duties should be postponed from July 4, 1946, to January 1, 
1961, during which interim United States imports of coconut prod­
ucts, except coconut oil, should be subject to preferential tariff rates, 
commencing with 25 percent of the United States tariff rates in force 
on July 4, 1946, and increasing on each subsequent January 1, by 5 
percent of the then-ilXisting rates. Coconut oil should be subject to 
,the above duties only on those amounts in excess of declining, duty­
free quotas, fixed as follows: For the period July 4, 1946, through 
December 31, 1946, the quota should be 75,000 long tons; for the fol­
lowing calendar year, it should be 140,000 long tons, and thereafter 
it should be reduced annually by 10,000 long tons (5 percent of 
200,000 long tollS) until 1961. 

The Committee further recommends that the United States excise­
tax rate applicable to all foreign coconut oil, if excise taxes on oils 
be in existence after the Philippines becomes independent on July 4, 
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1946, thenceforth be no higher than the rate applicable to palm oil 
(except for making tin plate) or to palm-kernel oil." . 

The Committee believes that if the above recommendations were 
adopted, the Philippine coconut industry would have an adequate 
opportunity to adj ust itself to a position independent of preferential 
wiJf and excise·tax treatment in the United States market. 

ABACA AND CoRDAOK 

Abaca 

THB ABACA INDUSTRY IN PHILIPPINll EOONOMY 

Abaca, popularly known as manila or manila hemp, is used in the 
manufacture of cordage. During the last 20 years the total acreage 
devoted to abaca culture (now amounting to about 10 percent of the 
cultivated area in the Philippines) has remained relatively constant 
at approximately 1,100,000 acres, although the area actually har­
vested, and therefore the production of the fiber, have varied from 
year to year. Production amounted to 221,300 tons in 1929 and to 
121,500 tons in 1932. In the period 1934--37 the annual production 
approximated 200,000 tons. 

The principal regions in which abaca is produced are in the island 
of Mindanao, in the southern part of the island of Luzon, and in the 
islands of Leyte, Samar, and Masbate. Methods of cultivation and 
fiber extraction are not advanced, except in the Province of Da vao, 
Mindanao, where American and Japanese producers have employed 
scientifie methods of eultivation and have introduced a more extensive 
use of maehinery for extracting the fiber. As a result of these 
improvements, production in the Province of Davao has increased 
and that in other sections has either remained stationary or declined. 
This province, which has the largest abaca acreage under cultivation 
in the Philippines, now raises about 35 percent of the total abaca 
fiber produced and about 75 percent of the total quantity of the 
principal grades used by rope manufacturers in the United States." 

The investment in land, improvements, and machinery in the abaca 
industry is reported at $185,000,000 j of this amount, 90 pereent is 
owned by Filipinos and the remainder principally by Americans and 
Japanese." It is estimated that approximately 500,000 people are 
directly engaged in.growing and in stripping manila hemp. 

• The exelse taxes on PhlUppine coconut 00, palm oU (except for mak1Dg tin 
plate and teme plate). and palm-kernel oll are S cents per pound under existing 
law. 

• These grades are classided 88 3'1, G, And L 
• Philippi". SlGliolical Reoi .... VoL 2, no." (l1l35). p. 810. 
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Manila fiber was the largest Phiiippine export crop in the nine­
teenth century. As late as 1903, it comprised 68 percent of the total 
value of all Philippine exports; but thereafter it declined in relative 
value. In 1937 exports of aba.ca amounted to 14.1 percent of the total 
value of all Philippine exports. Most of the aba.ca. produced in the 
Philippines is exported as fiber, the consumption of local cordage 
fa.ctories being relatively small. The principal export markets are 
the United States, the United Kingdom, and Japan. Exports to 
Japan are usually the largest in quantity, while those to the United 
States are the highest in value. In 1937 shipments to the United 
States amounted to 31.7 percent of the total value of Philippine 
exports of aba.ca and to 24.6 percent of the total quantity of such 
exports (see table 15). 

In as much as the Philippines has a practical monopoly in the 
production of aba.ca, other nations are obliged to make most of their 
purchases there. The share ·of the United States in the export trade 
of abaca is consequently lower than in that of many other Philippine 
products. Aba.ca from all sources has entered the United States free 
of duty since 1890. Manila. hemp does not compete with any product 
raised in the United States. As long as abaca remains on the United 
States free-list, it will not be directly affected by the trade provisions 
of the Independence Act. 

CHARACTER OP BECOlIllllENDATIONS 

The Committee recommends that abaca. be bound free of United 
States duty for the remainder of the Commonwealth period (i. e., until 
July 4, 1946). 

THE CORDAGE INDUSTRY IN PHILIPPINE ECQNOlllY 

Four cordage factories were operating in Manila during 1937. 
Three of the factories produce nearly all of the cordage manufa.c­
tured in the Philippines. In 1935 American capita.! controlled 53 
percent of the spindle capa.city of the Philippines, Filipino capita.! 
controlled 41 percent, and Chinese 6 percent. Total investments in 
the industry are estimated at approximately $3,000,000. The cordage 
mills in the Philippines are reported to employ about 1,000 persons 
whose salaries and wages approximate $300,000 per annum. 

Exports of cordage from the Philippines totaled 15,667,000 pounds 
in 1929, declined to 8,451,000 pounds in 1932, and amounted to 
16,450,000 pounds in 1937. The value of exports was $1,904,000 in 
1929, $659,000 in 1932, and $1,436,000 in 1937. 

In recent years, countries other than the United States have taken 
more than 50 percent of the q,!antity of cordage exported from the 
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TABLE IS.-ABACA: QUAN'!'ITIBB A.ND VALtTBB EXPOBTBD :raOK TBII PmLIPPINEB TO ALL CO'D'NTBIBB AND TO TUm UNITlln STATIIB, 

192!H937 

RaUo ot total Batlo of uportl of abaca to the 
Total",,_ value of axporta Exporbl to the UDited Sta_ Valted Statal to total 81porli 

of abaca to total of abaca to all counttlel 
Y .. value of all 

PhUlpplne 
Qwmttty VaIae .,.porto Quantity Value Quantity Value _ ..... 

P" .... 
_ ..... 

P" .... P" .... 1928 __________________________ 
192,677 $26,593,606 17.2 56,340 $9,527,045 29.2 85.8 1929 __________________________ 
208, 802 28,240,550 17.2 74,850 12,276,863 35.8 43.5 1930 __________________________ 
186,610 18,426,676 13.8 64, 715 7,638,029 34. 7 41. 5 1931 __________________________ 
145,629 8,942,906 8.6 80,756 2,511,733 21.1 28. 1 1932 _________________________ -
116,607 5,015,602 5.3 27,709 1,481,576 23.8 29.5 1033 __________________________ 
167,622 6,873,859 6.5 39,891 2,012,934 23.8 29.3 1934 __________________________ 
192,352 8,661,568 7.8 46,386 2,695,895 24. 1 31. 1 1935 __________________________ 
207,453 11,473,966 12.2 49,024 3,811,009 23.6 83.2 1036 __________________________ 
184, 221 17,088,598 11.6 41,713 5,336,710 22.6 81.2 1937 __________________________ 
181,873 21,639,687 14.1 44,742 6,851,043 24. 6 81.7 

-
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Philippines. From 1930 to 1935 shipments to the United States ac­
counted for more than 50 percent of the value of the exports of 
cordage. Since 1935 shipments from the Philippines to the United 
States have been restricted because of the quota limitation imposed 
by the Cordage Act. During the decade under review the unit values 
of shipments to the United States were greater than the unit values 
of exports to other countries. This condition may be attributed to 
the ability of the individual Philippine producers, operating through 
exclusive distributing agencies, to sell various types of rope in the 
protected market of the United States at higher prices than could 
be obtained in foreign markets. 

The increase in the exports of Philippine cordage in recent years 
has been marked, but exports of cordage constituted less than 1 per­
cent of the value of total exports from the Philippines in 1937. (See 
table 16.) 

RESTRICTIONS ON THE SHIPMENT OI! PHILIPPINE OORDAGE TO THE 

UNITED STATES 

Cordage is one of the three Philippine export commodities for 
which duty-free entry into the United States is subject to limitation 
under the Independence Act. For the first 5 years of the Common­
wealth period, the Independence Act fixes a duty-free quota of 3,000,-
000 pounds, any excess being subject to the full United States duty. 
The duty-free quota provided in the act is only about one half of 
the average annual shipments from the Philippines to the United 
States during the period 1926-35, 'which average amounted to 
6,012,000 pounds. The quota provisions in the Independence Act 
were, at the time of their adoption, far more restrictive of shipments 
of cordage than of either sugar or coconut oil. Quotas for the two 
lat~er were fixed at approximately the maximum annual shipments 
made prior to 1932, the year in which the Hare-Hawes-Cutting act 
was drafted. If the quota for cordage had been determined on the 
srune basis, it would bave amounted to approximately 6,850,000 
pounds rather than 3,000,000 pounds as now provided. 

During the second I) years of the Commonwealth period, according 
to the Independence Act, the. duty-free limitation on shipments of 
Philippine cordage is to be continued but the quota is then to be­
come subject to the progressive Philippine export taxes. These taxes 
are to begin at I) percent of the United States duty on cordage in 
the sixth year of the Commonwealth and increase to 25 peroent in 
the tenth year. After independence, Philippine export taxes will no 
longer be required by the United States, but the full United States 
duty will then be applied to all Philippine cordage imported into 
the United States. The present United States duty on cordage 



TABLE 16.-COBDAO.:' QUANTITJ&a AND VALl1BB EXPORTBD I'BOII TR. PUILIPPINlla TO ALL COUNTBIBB AND TO TBII UKIT.D STATIle, 

1921H937 

Total uporta 
Ratio of total 

3zporbl to the 17D1ted 8tatal Ratio of quantity 
of esportl of 't'8I1l8 of uporbl oontq:e to the 

v .. of cordage to United; Statel to total value of total quantity 01 
Quail"'" Value all PblllppIne QIWI"'" Value 

mcbespor&lto ""par" 111 ..... _ 
. , 

• ........ p"..,. PoutI .. p"..,. 1928 __________________________________ 
14,494,705 11,775,436 1.1 6,393,029 $721,121 87.2 1929 __________________________________ 
16,667,016 1,904,272 1.2 6,860,770 932,731 4& 7 1930 __________________________________ 
13,868,467 1,653,227 1.2 6,769,412 841,565 48.8 1931 __________________________________ 
10,224,805 887,408 .9 4, 599, 1I3 460,001 46.0 1932 ________________________ • _________ 
8,461,224 859,047 .7 4,447,882 411,207 62. 6 1933 __________________________________ 

12,907,781 906,768 .9 6,876,227 567,340 6& 8 1934 __________________________________ 
18,339,701 1,334, llO 1.2 8,943,167 785,053 48. 8 1935 __________________________________ 
17,651,445 1,161,815 1.2 8,053,278 628,959 45.6 1936 __________________________________ 

. 14, 561, lOa 1,198,870 .8 8,918,022 449,692 26.9 1937 __________________________________ 
16,449,336 1,436,461 .9 4, 660, a33 495,967 28. 8 
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"wholly or in chief value of manila .•. " is 2 cents per pound, 
and, for rope smaller than three fourths of 1 inch in diameter, an 
additional 15 percent ad 'Valorem. 

The cordage provisions of the Independence Act were superseded 
by an act of Congress approved June 14, 1935. Undpr the latter act, 
(1) the duty-free limitation of "all yams, twines, cords, cordage, 
rope, and cable, tarred or untarred, wholly or in chief value of 
manila (abaca) or other hard fiber" was raised from 3,000,000 to 
6,000,000 pounds annually; (2) the increased quota is an absolute one, 
i. e., no Philippine cordage in excess of 6,000,000 pounds annually 
is to be admitted into the United States. The Cordage Act, which 
was subject to termination on May 1, 1938, was extended 'in 1938 by 
proclamation of the President of the United States with the concur­
rence of the President of the Philippines until May 1, 1941." When 
the act expires exports of cordage will be governed by the provisions 
of the Independence Act. 

lfhe restrictions in the Cordage Act cllifer fundamentally from 
those imposed by the Independence Act. Whereas thst act per­
mitted goods subject to quotas to enter the United States in excess 
of such quotas by paying full duty, the Cordage Act fixed a maximum 
which may not be exceeded. The quota fixed in the Cordage Act 
also included binder twine, which is on the United States free-list. 
All. United States imports of Philippine binder twine, therefore, 
must be included in the cordage quota although foreign countries 
may ship to thaVnited States unlimited quantities of this product 
free of duty. Only negligible quantities of binder twine have at 
any time been imported from· the Philippines. The Cordage Act, 
moreover, limited shipments of cordage as of May 1, 1935, whereas 
the restrictions fixed by the Independence Act would not have become 
applicable until November 15, 1935, when the Commonwealth Gov­
ernment was inaugurated." 

Another factor affecting the shipment of Philippine cordage to 
the United States is the spread in the freight rates on baled abaca 

.. The following announcement was made by the White Bouse when the 
President signed the proclamation: c"The President aunouneed that his actton 
In extending today by proclamation the provisions of the Cordage Act of lune 
14, 1985. tor another three years (the minimum period of extension permissible 
under the act) waa Intended merely as a stop-gap m ...... re to maintain, with­
out prejudice, the "al." quo with respect to the importation of Philippine 
cordage Into the United Statea unW he may bave occasion to make such rec0m­

mendations on United States-Philippine trade as he may and appropriate otter 
coDSlderation ot the report to be rendered by the lolnt Preparatory Committee 
on PbWppme Affairs. U 

.. The Cordage .Act was approved lune 14, 1936, but became decUve retro-
actively May 1, 1985. • 
• 
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and on finished rope. In as much as about 1 pound of abaca is re­
quired to produce 1 pound of rope, the current freight differeutial, 
corresponding to approximately 1 cent per pound, favors the move­
ment of abaca rather than of rope." 

According to existing law, the entry of Philippine cordage into the 
United States during the Commonwealth period will be restricted 
by the absolute quota of the Cordage Act until May 1, 1941, and 
thereafter by the duty-free quota of the Independence Act. During 
the second 5 years of the Commonwealth, the Philippine export taxes 
will, moreover, reduce the advantage now enjoyed by Philippine 
cordage manufacturers in the United States. It does not appear, 
however, that the export taxes will of themselves cause any material 
reduction in the quantity of Philippine cordage exported to the 
United States. Immediately after the Philippines becomes inde­
pendent, the application of the United States duties will operate 
to reduce the quantity of Philippine exports of cordage, as well as 
the profits derived therefrom, but it seems unlikely that the 
duties will be prohibitive of all imports. The charges for trans­
portation to the United States for this product constitute a third 
factor which may become as important in its effect upon Philippine 
shipments to the United States as either the Philippine export taxes 
or the United States duty. 

CHARACTER OF RECOMMENDATIONS 

The Committes recommends that, upon the expiration of the Cord­
age Act on May 1, 1941, an annual quota of 6,000,000 pounds, exclu­
sive of binder twine, be imposed on imports of Philippine cordage 
into the United States. The Committee also recommends that ship­
ments of Philippine cordage within that quota limitation be subject 
to Philippine export taxes, and that shipments in excess of that 
quota be permitted to enter the United States on payment of the full 
United States duty. Such an arrangement would extend to the Phil­
ippines, after the expiration of the present law, the same privilege 
accorded to foreign countries, i. e., the privilege of making unre­
stricted shipments of cordage to the United States upon the payment 
of the United States duty j moreover, it would bring the quota proc 
visions for cordage into conformity with those which Congress h~ 
already established for sugar and for coconut oil. The Committee 
believes that binder twine should be excluded froni the cordage 

'" TraDs-PacUlc Conference contract rntes: 
(1) Rope, declive _Apr. 1, 1938, Phllipplnea to Atlantlc and GuIt ports-'­

$48 per 20 cwL 
-(2) Abaca. declive feb. I, 1938. Phllipplnea to Atlantlc and -Gulf per_ 

$4 per bale (278.8 peunda). 
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quota, in as much as binder twine is permitted to enter the United 
States unrestricted and free of duty from all other sources. 

The Committee further recommende that, after the Philippines 
becomes independent on July 4, 1946, the quota of 6,000,000 pounde 
be retained and that the cordage entering under that quota be sub­
ject to the graduated import duties previously referred to. Ship­
ments in excess of the quota should be subject to the full United 
States duties then existing. This arrangement would afford the 
Philippine cordage industry an adequate period in which to make 
required adjustments with respect to that portion of its production 
which is marketed in the United States. 

TOBACCO AND TOBACCO PRODuCTII 

Tobacco Oulture and Trade 

Approximately 137,000 acres, or 1.4 percent of the cultivated land 
in the Philippines, are devoted to the culture of tobacco, which is 
largely concentrated in three regions. The first and most important 
district is the Cagayan Valley in northeastern Luzon, the second is 
situated along the northwestern coast of Luzon, and the third is in 
the islande of Cebu, Negros, and Panay .. Tobacco is the principal 
crop in the Cagayan Valley; it is one of the major crops along the 
northwestern coast of Luzon, but is less important in the three Visayan 
Islande. Isabela Province, located in the Cagayan Valley, is the 
largest producer "of leaf tobacco in the Philippines. 

Tobacco is grown on a great number of small farms and on a few 
large plantations. The capital invested in tobacco lande and improve­
ments approximates $21,000,000." Filipino landowners cultivate most 
of the tobacco land, although Spanish capital controls a few of the 
large plantations. Persons engaged in tobacco culture have been 
estimated to number 100,000. The laborers are employed either in 
the fielde, or in the warehouses where the crop is graded and baled. 
Large manufacturers of tobacco products have representatives and 
maintain warehouses in the principal producing regions. The tobacco 
is purchased from the grower, is sorted and baled, and then is either 
exported abroad or shipped to the Philippine factory of the buyer, 
where it is prepared for use in the manufacture of various tobacco 
products. 

The principal export markets for Philippine tobacco are Spain 
and the United States. Exporta to Spain have regularly been in 
the form of leaf tobacco, while exporta to the United States have been 
in the forms of cigars and, to a lesser extent, scrap and filler tobacco • 

• 
.. PhiUpp/ne BlalioUcal _. vol. 2, no. " (1985). p. 810. 
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Exports of Philippine leaf tobacco to Spain declined sharply in 1937 
and, as a result, exports of Philippine filler tobacco to the United 
Statesincreased. 

CigarB 

THE CIGAR INDUSTRY IN PHILIPPINE ECONOMY 

Approximately 90 companies, 25 of which were located in or ne&!' 
Manila, were engaged in the manufacture of cigars during 1937 j 
four of the latter accounted for the major part of production in the 
Philippines. Including warehouses, factories, and equipment, the 
total investment in the industry is estimated at about $9,000,000. 
Spanish companies have the largest investment, about 60 percent of 
the tot&!; American, Swiss, Chinese, and Filipino investors control 
the remaining 40 percent. 

Over 15,000 factory laborers are employed in the manufacture of 
cigars. Much of the labor is paid on a piece-rate basis on terms 
which vary in accordance with the quality of the cigar produced. 
Machinery is used in the manufacture of cigarettes and also in the 
wrapping of cigars with cellophane and in the banding of them; it is 
not used in the actual manufacture of cigars. 

Of the tot&! quantity of cigars produced in the Philippines, about 
35 percent is consumed there and 65 percent is exported-60 percent 
to the United States and 5 percent to other countries. Exports of 
cigars have usually constituted over 50 percent of the total value of 
exports of tobacco and tobacco products; the percentage was 66 in 
1937. In that year, total exports of cigars amounted to 204,602,000 
valued at $3,072,000, of which shipments to the United States totaled 
181,380,000 cigars valued at $2,688,000. (See table 17.) 

BESTRIarION8 IMPOSED BY THE INDEPENDENCE ACT 

For the first 5 years of the Commonwealth, according to the pro­
visions of the Independence Act, Philippine cigars will have un­
limited free entry into the United States. During the second 5 
years, progressive export taxes will be assessed against Philippine 
cigars shipped to the United States. Like the export taxes on otlter 
dutiable commodities, those on cigars will begin at 5 percent of the 
United States duty and rise to 25 percent in the tenth year of the 
Commonwealth. Commencing July 4, 1946, the Philippine product 
will be subject to the full United States duty. The present duty on 
cigars is $4.50 per pound plus 25 percent ad valorem. IT 

.. On most tobacco Import. Into tbe United Statea, tbe e1fective ratea are 20 
percent leas tban tbe rates appearing In tbe Tarilr Act, In aa much as tbe United 
States Imports of tobacco products ... me chiefly from Ouba. 



TABLE 17.-CIGAB8: QuANTiTIES AND VALUER EXPORTED I'BOI( THB PBILIPPINJ:II TO ALL C017NTBIEB AND '1'0 TBII UNITED STATES, 

C .. LEND .. R Y .... B8 1923-1937 

Total erportl 
Ratio of total 

Esports to the United States Ratio of quantity 

velue of uportl of ezpor&! of clgara 

of clgara &0 total to the United. 
y"" value or all States &0 total 

Quantity Valus Pbllippine QUIUlUIy Value quantIty or sueb 

.. poria exporta to all 
.... trI .. 

N • ...., p""", Number p""", 1928 _________ , ____________________ 
220,884,441 $4,765,140 3.1 179,569,767 $3,885,672 81.3 1929 ______________________________ 
188,333,006 3,824,649 2.3 150,945,425 3,013,355 80.1 1930 __________________________ , ___ 
178,560,744 3,545,223 2.7 144,767,520 2,810,279· 81.1 1931 ______________________________ 
183, 873, 661 3,395,337 3.8 158,520,284 2,885,366 86. 2 1932 ______________________________ 
182, 574, 853 3,231,218 3.4· 164, 615, 726 2,885,524 90.2 1933 ______________________ ~ _______ 
196, 141,404 3,157,933 8.0 180,714,153 2,823,117 92.1 1934 ______________________________ 
222, 820, 144 3,605,510 3. 3 203, 895, 812 3,231,772 91.5 1935 ______________________________ 
223, 117,286 3,399,380 8. 6 204,013,225 3,030,218 91.4 1936 ______________________________ 
178,334,078 2,746,327 1.9 158,977,240 2,372,181 89.1 1937 ______________________________ 
204, 619, 993 3,072,360 2.0 181, 378, 340 2,667,606 88. 6 

. 
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In 1937, 189,900,000 Philippine cigars were sold in the United 
States; of this number over 99 percent were class-A cigars, most of 
which were reteiled at 2 for 5 cents.·' Because of the low price, th. 
export taxes provided for in the Independence Act will bec.ome ~ 
particularly heavy burden. Manufacturers of cigars in the Philip­
pines cannot raise the retail price of their product without losing 
a substantial fraction of their United States market. The more ex. 
pensive Philippine cigars have been unable to compete with. cigars 
&>roduced in the United States retailing at more than 5 cents each, 
and the cheaper cigars have encoUlltered severe competition from 
United States machine-made cigars, especially in recent years. 

The average price paid for Philippine cigars in the United States 
market in 1936 was $15.14 per 1,000 cigars.'· This price included the 
United States internal reVleIlue tax of $2.'0 The Philippine manufac­
turer, therefore, received $13.14 per 1,000 cigars, from which he had 
to deduct the cost of raw material, labor, overhead, packing; and ship­
ping before arriving at a net profit. On the basis of the present United 
States duty and present wholesale prices, the export tax in the sixth 
year of the Commonwealth period will mount to $4.20 po!'r 1,000 
cigars, leaving $8.94 to cover the cost of manufacture; in the eighth 
year of the Commonwealth, the export tax will be $12.59, leaving the 
manufacturer only 55 cents for 1,000 cigars; in subsequent years the 
tax would be greater than the selling price.. It is obvious that ship­
ments of Philippine cigars to the United States would, in the above 
circumstances, be abruptly curtailed by the imposition of the export 
taxes." 

CIIAllACTER OF 1IECOHlCENDATION8 

The Committes recommends that an annually declining duty-free 
quota, which should also be free of export taxes, be established on 

• Class-A cigars are those which are tax-paid to retail at not more than 5 
ceots each. The Uoited States totemal revenne tax on cla .... A clgus Is $2 per 
1,000 cigars. Approximately 90 pe"",nt of the Philippine cigars shipped to the 

. Uoited States are priced to retail at 2 for 5 cents, 6 percent at 5 cents each, 
8 percent at 8 tor 5 cents, and 1 percent at more than 5 cents each. . 

• Annual Report, Colleotor of Internal Revenue, Philippintl Oommonwealt"'. 
1006, p. '12. The average prices of Philippine cigars prohably have not changed 
appreciably since tbat time. 

,.. The Internal revenue ta::res collected on Philippine cigars 801d in the United 
States are remitted 19 the Philippine Treasury by the Uolted Statea Government. 
~he amounts remitted during recent years have approximated $500,000 annually_ 

.. A1ty deelloe In the Bale of PhlUpplne clgars would alrect adversely the sale 
of several Uoited States products used to the manufacture of BUch cigars; theae 
products include wrapper tobacco, banding and wrapping maehinerl'. Utbograph 
material for banda and boxes. and foil and cellophane for wrapping. Over 80 
percellt of the PhIlIppllle cigars &hippO\! to the UoIIed States are wrapped with 
Am~rlcan leaf tobacco. . 
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shipments of Philippine cigars to the United States commencing with 
200,000,000 cigars for the calendar year 1940, and that this amount be 
reduced by 5 percent for the calendar year 1941 and by an additional 
5 percent for each calendar year thereafter until for the calendar year 
1945 it would amount to 75 percent of the original total, or 150,000,000 
cigars. The Committee recommends that, after the Philippines be­
comes independent, the quota of 150,000,000 cigars be continued free 
of import duties but subject to an annual reduction of 10,000,000 
cigars beginning with the calendar year 1947, any excess above the 
quotas being subject to the full United States duty. Imports of duty­
free Philippine cigars into the United States would thus be reduced 
gradually until they were eliminated at the close of 1960. Such an 
arrangement would afford Philippine cigar manufacturers an oppor­
twiity to liquidate gradually that portion of their business which is 
now dependent upon shipments made to the United States market 
and would permit the large number of laborers now employed by the 
cigar factories gradually to become adjusted to the altered status of 
the industry. 

Scrap and Stripped Filler Tobaeco 

TBl!l SCRAP AND STIIIPPED I'ILLD TOBACCO INDUSTRY IN PBlLIPl'INB 

l!OONOMY 

Scrap tobacco is a by-product of the cigar and cigarette industries, 
while stripped filler tobacco is specially prepared by removing the 
stem from the tobacco leaf. The former is used principally in the 
production of low-priced machine-made cigars, and the latter is used 
in the production of various types and grades of "long-filler" cigars. 
The principal exportsrs of these products in the Philippines are cigar 
manufacturers who ship most of their cigars to the United States. 
Total exports of scrap and stripped filler tobacco in 1928 amounted 
to 4,799,000 pounds valued at $539,000; exports declined to 1,797,000 
pounds valued at $143,000 in 1933, but rose to 7,225,000 pounds valued 
at $637,000 in 1987. This marked increase is attributable principally 
to the decline in exports of Philippine leaf tobacco to Spain in 1937. 
Except for 1934, shipments to the United States have regularly 
accounted for over 90 percent o~ total exports of these products. (See 
table 18.) 

lIEIrnlICTIONS IMPOSED BY THE INDlIPENDENCI!I AOT 

According to the terms of the Independence Act, scrap and stripped 
filler tobacco are not subject to quota limitation but will be subject 
to the export taxes beginning at 5 percent of United States duties in 
the sixth year of the Commonwealth, and rising to 25 percent in 
the tenth. After the Philippines becomes independent, full U~ted 



TABLE 18.-BcJlA.p TOBACCO, 8TBIPPIID FILLIIB, AND CIOAR-ENDs: QUANTITIES AND VALUES EXPORTBD I'BoY: THE PHILIPPINJl:B TO AL1~ 
COtJNTRlll8 AND TO TaB UNITBD STAT.B, CALENDAR YBARB 1928-1937 

Total uporta lbpor&l to th. United Staw Ratio of quantlt, 
Ratio of total of aporia: of 

value or uporta clPtI to &be 
y .... of clpn to total United 8ta. to 

QIWIUI7 Val ... 
value of all PhD· 

QIlBDUI7 Val .. total quantity of 
IpplDe IlporC1i lUoo upor1l to aD ..... _ 

_.'" p",,", ,...".. p",,", 1928 ______________________________ 
4, 799, 822 $638,922 0.8 4, 377, 092 $604,143 91.2 1929 ______________________________ 
4, 032, 624 412,066 .a 8,679,692 a82,648 91.2 1930 ______________________________ " 
4, 487, 939 491,674 .4 4,368,530 482,982 97.8 1931 ______________________________ 
3,760,097 474,648 .5 8,728,223 472,721 99.4 19a2 ______________________________ 
2,856,227 309,890 .8 2,848,763 309,310 99.7 193a ______________________________ 
1,796,899 143,462 ,1 1,760, a62 . 139,966 97.4 1934 ______________________________ 
2,106,201 167,311 ,1 1,616,089 122,324 76.8 19S5 ______________________________ 
8,267,699 270,124 .8 3,022,165 252,003 92.5 1936 ______________________________ 
2,855,161 202,403 .1 2,159,593 186,644 91.7 1937 ______________________________ 
7,224,794 637,243 .4 7,011,790 618,382 97.0 
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States duties will be imposed. On the basis of the average unit value 
of Philippine exports of these products to the United States in 1937 
(which was lass than 9 cents pBr pound), the export tax in the tenth 
year would, on the basis of the present United States duty, be the 
eqnivalent of a tax of approximately 100 percent ad 'Valorem. The 
present United States duty is 35 cents per pound on scrap tobacco 
and 50 cents per pound on filler tobacco, if stemmed and "not specially 
provided for". Such a tax would either drastically curtail or Pl"O­

hibit altogether shipments of t'tese products to the United States. 

CHARACTER OF RECOMMENDATIONS 

The Committee recommends that .n annually declining duty-free 
qullta, which should also be free of export taxes, be established on 
shipments to the United States of Philippine scrap and stripped 
filler tobacco, commencing with 4,500,000 pounds for the calendar 
year 1940, and that this amount be reduced by 5 percent for the 
calendar year 1941 and by an additional 5 percent for each calendar 
year thereafter until, for the calendar year 1945, it would amount 
to 75 percent of the original quota, or 3,375,000 pounds. The Com­
mittee recommends that, after the Philippines becomes independent, 
the quota of 3,375,000 pounds be continued, free of import duties but 
subject to an annual reduction of 225,000 pounds, beginning with the 
calendar year 1947, any excells above the quotas being subject to the 
full United States duty. Imports of duty-free Philippine scrap and 
stripped filler tobacco into the United States would thus be reduced 
gradually until eliminated ~.ompletely at the close of 1960. This 
arrangement would perlnit Philippine manufacturers to make gradual 
reductions in their exports to the United States of scrap and filler 
tobacco while making similar adiustments in their exports of cigars. 

TomER AND LUMBER 

Timber a:nd Lwrnher in PMlippiM EcOflOtny 

Forest lands in the Philippines cover 41,886,000 acres, or 57 percent 
of the total land area; forests considered to be profitable for com­
mercial operations comprise 81 percent of the total forest area. 
Stands are well distributed through the archipelagO, the island of 
Mindanao containing a larger area of commercial forest than any 
other island in the group. A wide variety of hardwoods is found 
in the Philippines, although over 75 percent of the standing timber 
is of the lauan family, the principal species of which are commonly 
referred to in the United States as "Philippine malJogany". Suell 
fancy cabinet woods as true malJogany, walnut, and ebony either are 
not found in the Philippines or are relatively scarce. 
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The Philippine Government; which owns most of the forests in 
the Philippines, administers them through the Bureau of Forestry 
as part of the public domain. It maintains national parks and forest 
reserves, creates zones for commercial and community uses, and en­
gages in re·forestation, conservation work, and the prevention of the 
illegal destruction of timber. The Government, through the Bureau 
of Forestry, leases forest lands to lumbering and logging companies 
for periods ranging from 1 to 20 years. These companies are super-, 
vised by the Bureau and pay for the concession in accordance with 
the type and quantity of the timber cut. In recent years, the net 
income received by the Philippine Government from its administra­
tion of the forests has exceeded $500,000 annually. 

The sawmill industry has developed rapidly since the American 
occupation of the Philippines. In 1903 there were 14 sawmills, il'ith 
a daily capacity of 80,000 board feet, producing lumber in the Philip­
pines; by 1,936, there were in operation 112 mills, with a daily capacity 
of 1,4.00,000 board feet.'" Many of the companies operating sawmills 
are also engaged in logging. In addition, numerous operators not 
associated with sawmills are engaged, at least part-time, in logging 
operations only; their production, however, is relatively small. The 
total annual production of logs and lumber in recent years is esti­
mated at about 1,000,000,000 board feet. 

The lumber and timber industry was reported to represent an in-, 
vestment of about $105,000,000 in 1937. The capital invested in saw­
mills was estimated to be in excess of $13,500,000; the remainder con_ 
sisted of the investments of small logging operators. American capi­
tol invested primarily in the sawmill industry was reported to ap­
proximate $6,000,000; the American investment in fixed assets alone 
totaled $2,307,000. Other nationals with investments in the Philip­
pine log and lumber industry are Filipinos, (''hinese, Japanese, Brit­
ish, and Spaniards. In 1937 the industry in all its branches provided 
employment for about 35,000 people in the archipelago. 

The Philippine log and lumber industry is favored by a large and 
relatively stable market within the Philippines, approximately 80 
percent of the annual production being utilized locally. This demand 
creates an outlet for low-priced lumber not suitable for export, and 
permits the maintenance of production despite fluctuations in for­
eign sales. Exports of high-grade lumber, however, have been re-" 
sponsible for the major portion of the profit of many mills. Because 
of the development of the lumber induStry, Philippine imports of 
lumber have steadily declined, until they now amount to less than 1 
percent of Philippine production. 

"Philippltle 81BIlotlCdI Review. voL 4. no. S (1987). pp. S~87. 
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The United States and Japan are the most important export markets 
for Philippine hardwood. Shipments to the United States are made 
in the form of sawed cabinet woods of good quality and relatively 
high value. In 1937 these shipments equaled 13.7 percent of the vol­
ume and 32 percent of the value of total exports of logs and lumber 
from the Philippines. In earlier years exports to Japan were com­
posed principally of lumber, but more recently these shipments heve 
consisted almost entirely of logs. The major portion (in terms of 
quantity) of total Philippine exports of logs and lumber are marketed 
in Japan. Other markets for Philippine lumber are the United King­
dom, China, Australia,'and South Africa. 

Exports of Philippine logs and lumber in recent years have been 
about 20 percent of total production. During the decade 1928-37 they 
ne*r exceeded 3 percent of the value of total Philippine exports; in 
1937 the figure was 2.6 percent. Exports of logs and lumber amounted 
to $3,600,000 in 1929, but declined to $835,000 in 1932; since that time 
they have steadily increased, reaching a value of $3,943,000 in 1937 
(see table 19). 

R68trictWiuJ Impo8ed by the Indepew.dence Act 

The Independence Act 'contains no spllCiai provision concerning 
lumber, but the Revenue Act of 1932 provides that the excise taxes 
thereby imposed "shall be treated for the purposes of all provisions 
of law relating to the customs revenue as a duty imposed by such act 
[i. e., the Tarift" Act of 1930]". It is probable that this language, 
and the language of the Independence Act, will be so interpreted that, 
during the second half of the Commonwealth period, the Philippine 
Government will be required to impose export duties corresponding 
to specified percentages of the United States revenue tax on sawn 
hardwoods, there being no United States duty on Philippine ma­
hogany.'· After the Philippines becomes independent, if an import 

n Although the United Statee TarUf Act of 1980 Imposes an lJd-tialorem duty 
of 15 perceut on certain so-called cabinet woods under par. 4M, Phillpplne 
mahogany I. Dot one of the woods spectally provided for therein. (The para­
graph specl1lcaIly provides for Spanish cedar. lignum-vitae, lancewood. ebony. 
bo:s:, granadilla, mahogany, roseWOOd, satinwood, Japanese white oak, and 
Japanese maple.) It fall. Instead under the duty-free paragraph 1803. AU 
lumber, both hardwood and softwood, Is subject, however, when imported from 
foreign countries. to an excise tax Impoeed by the Revenue Act of 1982. The 
tax lIxed In that act was $3 per thousand board feet, bnt It was reduced to 
'1.50 per thousand boord feet by the trade agreement between the United 
States and Canada, which weut Into eIrect on Jan. 1, 1936. This Import-reveuue 
tax provision was to have expired on June 80, 1984, but the expiration date has 
been extended on three occasions. The tax Is now scheduled to expire on lune 
ao, 1939. 
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TABLE 19.-Looa AlfI) L""BIIB: PBILIP.,NlD.ExPOBT. TO ALL C01lN'l'Blm. AND TO TBID UNIT .. D BTAT .... 1928-1937 

Total ezpot1I 

Year 

Quantity • 

1,tXXJ board lui 1928 __________________________________ 
85.880 1929 __________________________________ 

104, 712 1930 __________________________________ 
82.428 1931 __________________________________ 
71,334 1932 __________________________________ 
50,628 1933 __________________________________ 
80.234 1934 __________________________________ 

121.992 1935 __________________________________ 
148,169 1936 __________________________________ 
196,057 1937 __________________________________ 
251.695 , 

'OODVerted from Cobia meters to board reet 'at Gf board feet par oublo meter. 
Source: AnnU41 Rqarl.l, IfllUltu 0JUIt:tQ, of Oueeo"". 

Val"" 

$3.126,500 
3,618,959 
2,748,392 
1.840,602 

834,725 
1.268,607 
2.171.896 
2,611.760 
3,099,620 
3,943,112 

RaUo of total 
valDa of uporta 

otlopand 
lumber to total 

vaJueofan 
Pblllppine 

01"'" 

-2.0 
2.2 
2.1 
1.8 
1.0 
1.2 
2.0 
2.7 
2.1 
2.6 

BlporU to thl United Btat. Ratio of quantlt, 
Ofaportaof 

lOBI and lumbar 
to &he Ualtecl 
8taw to total 

QUIUltlty' Val .. 
qWlJltltJ' of 

uporta of such 
productl to all .... -, 

1/XlD fJrHl.rd/Ul -41,632 11.637.691 48.5 
~,924 1.789. 129 42.9 
31,956 1.347.601 88. 8 
20.318 795,362 28.5 
6,316 173. 138 10.6 

16.489 626,462 20.6 
20,748 774,241 17.0 
28,253 972,487 19.7 
88.809 1.190,260 17.2 
84,473 1.262,620 18. 7 
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excise tax on lumber such as the existing one should be in effect at 
that time, Philippine lumber would be subject to it. The present 
tax, however, is not high in proportion to the value-of the Philippine 
mahogany, which is valued at about $40 per thousand board feet. It 
seems likely, therefore, that even if export taxes werll imposed, they 
would not operate to reduce exports materially, and that even the 
full tax after independence would not reduce them greatly. 

Oharacter of Recommendatiom 

The Committee makes no recommendations with respect to exports 
of Philippine lumber.to the United States during the Commonwealth 
period, but recommends that, after the Philippines becomes inde­
peJdent, such exports be made subject to graduated import duties, 
beginning with 25 percent of the then-existing United States duties 
and increasing by 5 percent of such duties on each subsequent January 
1, until all preferences are terminated on January 1, 1961. 

EMDROIDERIE8 

The Embroidery Industry in Philippine Econcmy 

Embroidering is predominantly a household industry which pro­
viqes a large number of families in the Philippines with supple­
mentary incomes. The principal embroidery establishments are 
located in Manila. In these plants, which are largely distributing 
centers, the imported cloth is cut and stamped and then delivered to 
the workers ill neighboring provinces through contractors or sub­
contractors .. When the work is completed, the embroidered articles 
are returned by the contractor to the plants, where they are inspected, 
trimmed, assembled, laundered, and packed for export. Most of ~e . 
actual embroidering is done in the homes of workers who live. in prov­
inces surrounding Manila, but some is· also done in more distant­
provinces. 

The various types of needlework are usually done by different. 
workers. One embroiders scallops, another does the hemstitching, 
while a third makes the buttonholes or does the drawn work. This 
division of labor necessitates an elaborate system for the distribu­
tion of materials among the workers. It is the task of contractors 
and subcontractors to handle this distribution and to expedite the 
work. The completion of a garment usually requires 3 to 6 months 
and occasionally 9 to 12 months. Because of the time required for 
the imported cloth to reach the Philippines and for the finished 
product to be returned, approximately 1 year elapses before an 
order can finally be delivered in New York. Owing to the time 
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factor, producers in the Philippines manufacture principally staples 
rather than style goods, which are subject to sudden and unpre­
dictable changes.. The Philippine embroidery industry produces 
primarily infants' wear and women's underwear, slips, Mld night­
gowns. 

Practically all of the cloth used by tJ,j.e industry is cotton, which is 
imported from the United States in order that the finished em­
broidery may be permitted to enter the United States free of duty." 
The firms engaged in the embroidery business are either (1) branclles 
of companies. with head offices hi the United States or (2) inde­
pendent concerns which sell to importers in the United States. 

Approximately 30 firms were operating in the embroidery business 
in 1937; most of these were engaged in both production and export. 
The industry as a whole is reported to represent an investment. of 
about $4,000,000, a substantial part of which consists of goods in 
process and in transit. The investment in plant and equipment is 
relatively small. It is estimated that investments by United States 
citizens total approxinlately $3,000,000, most of the remainder being 
owned by Filipinos. 

Between 30,000 aud 50,000 people are employed in the industry, 
prinlarily on a part-tinle basis. The number varies with the quan­
tity of orders on hand and with the seasonal availability of alternate 
form of employment for the workers. The wages, paid almost en­
tirely on a piece-rate basis, are relatively low despite high-grade 
workmanship. The cost of raw material constitutes about one half 
of the cost of the finished product, the remainder being accounted 
'for largely by labor costs and profits. • 

-The Philippine exports of embroidery to the United States repre-
1!ent actual Philippine exports only to the extent of about one half 

, t.itl>ir value, in as much as the other one half represents are-export 
of American cotton cloth. During the period 1928-37 exports of 

• embroidery were highest in 1929, being valued at $5,764,000; they 
declined to $1,825,000 in 1933 and amounted to $3,580,000 in 1937. 
During the same period over 98 percent of total Philippine exports 
of cotton embroideries were shipped to the United States (see 
table 20) . 

.. The United Stat.. tarifr law provides that Phll!ppine products. to he 
admttted free of duty, shall not contain in value more than 20 percent of 
foreign materials. .. 

80181--88--~1----7 
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TABLE 20.-CO'1'l'O" EIIBBomBBlB8: PmuPPl .... ExpoRTS TO ALL Commlllll8 
A,." TO TIl1II UNITS. STATZs, 1928-1937 

Batlo 01 abe vain. 
of ezporU at em-B_ to !lie trill"'" ... ....." to &be 

y..., TotaIlllporta s_ VD1&ed Bta. to 
total value or mall 
e.por'. '0 all 

""""--. 1928 ____________________ 
$4, 396, 237 $4, 356, 599 99.1 1929 ____________________ 

6, 764, 346 6, 716, 504 99.2 1930 ____________________ 
3,412,667 3,366,088 98. 6 1931 _______ : ____________ 
2,520,447 2,488,925 98. 6 1932 ____________________ 
3,267,044 3,261,759 99.5 1933 ____________________ 
1,830,669 1,825,199 99.7 1934 ____________________ 
2,561,346 2,553,950 99.7 1935 ____________________ 
4, 996, 280 4, 989, 318 99.9 1936 ____________________ 
4, 192,221 4, 184, 261 99. 8 1937 ____________________ 
3,579,776 3,561,426 99.6 

Bestrictiom Impo8ed by tM I't1Ilepenaence Act 

No limitations ate placed by the Independence Act upon the quan­
tity of embroideries which may enter the United States from the 
Philippines n-e..of duty. During the second 5 years of the Common~ 
wealth, however, progressive export taxes will be assessed against 
Philippine embroideries which are shipped to the United States! . 
As in the case of other dutiable commodities, the export taxes will 
correspond to 5 percent of the United States duty in the sixth yeat -
of the Commonwealth and will rise to 25 percent in the tenth year. _ 
After July 4, -1946, the full United States duty will be collected on _ 
this Philippine product. The United States duty on embroidered 
cotton (and silk) wearing apparel, fixed at 90 percent ad "aWr_ 
by the Tariff Act of 1930, is now 75 percent aJ, ,,~ as a result 
of the trade agreement with France, which became effective June 15, 
1936." • 

Since Philippine embroideries at present encounter competition in 
the United States market, and since most of the Philippine em­
broideries are sold in retail markets where the demand is for low­
priced goods, it does not appear probable that their prices can be 
increased sufficiently to absorb the export taxes without losing a 
substantial part of the United States market. The cost of raw ma-

.. Nearly all of the Imports of Philippine embroideries Into the UDlted Slates 
would fall UDder this c1asslllcatlon If they were entered from a foreign countrY. 
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teriaIs, moreover, is not subject to the control of embroidery pro­
ducers. The export taxes, as has been pointed out, will be assessed 
against the whole value of the finished product and not merely 
against the value added in the Philippines.· The laborers now en­
gaged in the production of Philippine embroidery will not readily 
Jind alternate employment when the export taxes begin to apply; 
consequently it is likely that the effect of the taxes will be to force 
progressively lower wages. Whether the export industry will be able 
to survive on the present scale for the whole of the Commonwealth 
period is problematical; that it will survive on an appreciable scale 
thereafter appears improbable. 

Character of Rec01YllTM1UlatiO'1l8 

The Committee recommends that, during the Commonwealth period, 
the export taxes on shipments to the United States of Philippine 
embroideries made of cloth which is the product of the United States 
be assessed on the basis of the dutiable value as now provided by 
United States law, less the cost (c.i.f. the Philippines) of the cloth 
embodied in such embroideries. The Committee recommends further 
that, after the Philippines becomes independent, a similar provision 
with respect to the assessment of graduated import duties be retained 
in force until January 1, 1961. Such a provision would exeml't 
from graduated export taxes and graduated import duties cloth of 
United States origin, and would materially reduce the amount of 
taxes and duties to be assessed on Philippine embroideries during the 
adjustment period. It would afford the large number of Philippine 
;"'rkers now employed by the industry, and the producers in the 
l'hilippines, opportunities to make required adjustments. 

CANNID PINEAPPLES 

The CaTllMd-Pi'Mapple IndlJJJtry in Philippi'M Eoonomy 

The commercial production and canning of pineapples is confined 
principally to the operations of a single company. Its cannery is on 
the seacoast of northern Mindanao, near the town of Cagayan, and 
its plantation lies abeut 15 miles to the south on the BukidnOll 
Plateau. The planting of pineapples was begun in 1928; by 1935 
approximately 2,000 acres were under cultivation. Since then the area 
has been expanded and will probably be expanded further during the 
next few years. Both the plantation and the cannery, which has a 
capacity of about 350,000 cases per year, are owned and operated by 
a subsidiary of a large United States packing corporation also ell­
gaged in the production and canning of pineapples in the Territory 
of Hawaii. The investment in the industry is estimated at $1,000,000. 
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Exports of canned pineapples from the Philippines were made first 
in 1930. They increased in quantity and value until 1933, when 
production was reduced in conjunction with a reduction program 
adopted by producers in the Territory of Hawaii. Exports in 1934 
were resumed on a less restricted basis; in 1937, exports were the 
largest on record, amounting to over 24,000,000 pounds valued at. 
$1,673,000 (see table 21): In the latter year exports of canned pina­
apples, for the first time, amounted to more than 1 percent of th~ 
value of total Philippine exports. All exports of canned pineapples 
from the Philippines are sold in the United States. 

, 
TABLE 21.-CANNIID PINEAPPLES: EXPOBTS "BoM THE PHILIPPINES, 193~1937. 

Val .. Val .. 
Year QUBDUIy Val .. per y"" QDBD~'" 

v_ 
per 

pound -
-.,." am. - am. 

1930 ____ 1,074,822 $96,044 8.9 1934 ____ 6,739,434 $409,24< 6.1 
193L ___ 3,538, 482 150,041 4.2 1935 ____ 2,639,056 157,398 6.0 
1932 ____ 5,742,804 298,485 5.2 1936 ____ 8,371,991 501,523 6.0 
1933 ____ 3,031,650 133,986 4.4 1931 ____ 24,159,389 1,672,849 6.9 

ItEsport statlatlCIJ for the 7e8lS 1930 and 1931 are for canned trult and canned-fruit products; theIe 00DSII&e4 
chiefly of canned ptneapplllL Canned pineapples were DOt reported separately unW ID82. 

800rce: ,dfttlUGl RtpOrU. IMUIar eou.rJor 0/ C'uIIoaI. 

Restrictions I mpOBed by the 17111epenrle1tce Act 

The Independence Act places no restrictions upon the shipments ~ 
the United States of canned pineapples from the Philippines during 
the first 5 years of the Commonwealth period. During the seconcl 
5 years, the progressive export taxes will be applicable to such ship­
ments. After independence is attained, canned pineapples will be­
come subject to the then-existing United States duty; based on the 
average unit values of exports in 1937, and the present United States 
duty of 2 cents per pound, the ad-valorem equivalent would then 
approximate 80 percent. 

Because of comparatively low production costs, Philippine exports 
of canned pineapples will probably not decline as a result of the 
application of export taxes. The eft'eet of the United States duty, 
after Philippine independence is realized, is largely indeterminate; 
it will depend on future costs of production in the Philippines, fu· 
ture tariff rates in the United States, agreements and understandings 
with Hawaiian pineapple packers, and the prices of pineapples and 
competing canned fruits in the United States. 
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OhaMcter of Rec~ 

The Committee makes no recommendations with respect to ex­
ports of canned pineapples from the Philippines to the United States 
during the Commonwealth period, but recommends that, after the 
Philippines becomes independent, such exports be subject to gradu­
,ll.ted import duties beginning with 25 percent of the then-existing 
United States duty and increasing by 5 percent of the duty on 
each subsequent January 1, until all preferences are terminated on 
January 1, 1961. . 

HAm 

Tk Hat J'lldust.-y i" Philippine EcO'TlO'Tltll 

The Philippine fiber-hat industry is centered in two towns, Baliuag 
and Lucban, on the island of Luzon. The weaving of hats, which is 
done chiefly by hand, is a household industry. Some weaving is done 
in factories where hats are manufactured by machine from coarse 
fiber. The machine-made product is composed chiefly of bamboo, 
straw, or abaca fiber, while the hand-made hats are woven with 
buntal fiber obtained from the leaf of the buri palm. Buntar hats 
or bali-buntal hats (the latter having a somewhat different and 
finer weave) are the principal types exported; the others are manu­
factured primarily for the Philippine market. . . 

The hand·woven hats are purchased from the weavers by agents 
of wholesale dealers or exporters. They are finished and packed for 
export in Manila. The finishing process involves weaving an edge 
on the brim, after which the hats are washed and ironed. When 
finally packed for export, they are usually not blocked or trimmed 
and not bleached, dyed, or colored. 

In 1935, 16 plants were engaged in finishing hats and in prep~ring 
them for export. The capital invested in the industry in that year 
was estimated at $2,000,000, of which $1,750,000 represented working 
capital used chiefly in making advances to the weavers; and the re­
mainder, investment in plant and equipment. Twenty-nine firms 
including the 16 already referred to, are exporters of hats, and 11 
firms are exporters of buntal fiber. China is the principal market 
for the latter product. It is estimated that the hat-making industry 
employs from 40,000 to 60,000 weavers. . 

During the decade 1928--37 the largest exports occurred in 1928, 
when 1,426,200 hats valued at $3,359,000 were shipped from the Phil­
ippines. Exports in 1937 were the lowest in value, totaling 565,394 
hats valued at $466,545. . From 1928 to 1933, the unit value of ex­
ports declined steadily from $2.35 to '1'1 cent$; in 193'1, it amounted 
to 83 cent$. The United States has regularly been the principal mar-
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ket for Philippine hats, having taken over 75 percent of the quantity 
of total exports in 1936 and 1937; other important markets have 
been the United Kingdom, France, and Italy. The average unit 
value of hats shipped to the United States has generally been higher 
th!U1 the unit value of those shipped elsewhere (see table 22). 

Reatrictiom I mp08ed by the I'TIIieptmdence Act 

Under the Independence Act no restrictions are imposed upon the 
shipment of Philippine hats to the United States during the first Ii 
years of the Commonwealth. During the second 5 years export taxes 
will be collected on hats shipped to the United States. After the 
Philippines becomes independent, imports of Philippine hats into 
the United States will be subject to the full United States duty, 
which is at present 25 percent ad valorem on hats which are not 
bleached, dyed, colored, or stained. 

Bunta! hats are designed principally for women; consequently, the 
fluctuations in the quantity and value of exports from the Philippines 
may be explained in part by changes in fashions. It is possible 
that changes in styles, as well as the competition from hats imported 
from foreign countries, will prove more important factors govern­
ing the future of the market for Philippine hats in the United 
States than either the export taxes or the tJnited States duty. 

Oharacter of Recommtmdatiom 

The Committee makes no recommendations with respect to exports 
of Philippine hats to the United States during the Commonwealth 
period, but recommends that, after the Philippines becomes inde­
pendent, such exports. be subject to graduated import duties be­
ginning with 25 percent of the then-existing United States duty and 
increasing by Ii percent of the duty on each subsequent January 1, 
until all preferences are terminated on January 1, 1961. 

CtrroH 

The Outch I'TIIiuatry Vn. Philippi'M EoO'1lfJmy 

Cutch is an extract containing tannin and is used in dyeing and 
tanning. It is obtained in the Philippines from the bark of man­
grove trees, forests of which are found on the islands of Mindanao 
and Palawan, in the Sulu Archipelago, and on the east coast of 
Luzon. Other stands of mangrove trees are scattered throughout the 
Philippines but are not sufficiently large to be of commercial 
importance. 



TABLE 22.-HATB: EXPORTB 1'8011 TUB PUILIPPINIIB TO ALL C011NTBJIIB AND TO TUIl UNITBD STATmS, 1928-1937* 

BKPOrtI to all OOIlDtriaI Exports to &he UDited Stat. 

Ratio of Dum-
RatIo of total bar ofbatl 

You value of a- uported to 

QIWlUty Val .. Unit value 
portII of ball QWlIlUtJ' Val .. Unit value 

the United 
&0 total value States to total 
of all PbWp- Dambel'ol 
pine aporia hallaported 

to all OOODtrI. 

No_ 
h"'" 

N._ p,,,,,,, 
1928 _________________________ 

1,426,202 $3,358,963 $2.35 2.2 842,021 $2,277,125 $2.70 59.0 1929 _________________________ 
950,741 2,048,729 2.15 1.3 651,820 1,547,424 2.37 68. 6 1930 _________________________ 
869,011 1,271,607 1.46 1.0 669,060 981,721 1. 47 72.0 1931 _________________________ 
539,224 555,030 1. 03 .5 293,273 341,538 1.16 54. 4 1932 _________________________ 
744,536 593,590 .80 .6 535,890 • 436,757 .82 72.0 1933 _________________________ 
988,490 766,056 .77 .7 700,465 -554, 894 .79 70.9 1934 ______ ~ __________________ 

1,227,989 1,141, 87~ .93 1.0 712,317 697,584 .98 58.0 1935 _________________________ 
538,381 474, 821' .88 .5 251,708 240, 125 .95 46.8 1936 _______________________ "_ 728,032 588,289 .81 .4 571,048 479,877 .84 78. 4 1937 __________________ c ______ 
565,394 466,595 .83 .3 437,401 383,440 .88 77.4 

-IDCludes aU types of hatl. t e, bamboo. bUDtaJ, bur1, and Itraw. Bunta1 hat. CODltltute tile larpIt IndIvidual btPeI. 8verat1DllD value over \lIO percent of total upotu of bata. 
8outce: AnnUtlllUptnU, ItVUlar CoIltdor of C'uIIomt. 
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One company located in Zamboanga, Mindanao, manufactures 
most of the cutch extract .produced in the Philippines. It was or­
ganized in 1927 and began exporting in 1928. The company has a 
license agreement with the Philippine Government, effective until 
January 1, 1942, to cut, collect, and remove mangrove bark in Prov­
inces in the southern part of the Philippines. The plant and equip­
ment at Zamboanga have an estimated value of $250,000 and a pro­
duction capacity of 6,000 tons of cutch extract per year. Export 
statistics (see table 23) indicate that the plant has been operating 
at near-capacity since 1930, except for 1932. Approximately 150 
men are employed in the factory, and 1,250 ruen are employed in 
gathering and transporting ~e bark and in removing from the for­
est, as required by Philippine forestry regulations, the wood from 
which the bark is stripped. . 

Annual exports during the. decade 1925-37 averaged 11,750,000 
pounds valued at $265,000. Owing to depressed economic condi­
tions in 1932, shipments declined to 9,400,000 pounds valued at $200,-
000, but by 1935 they increased to 13,368,700 pounds valued at $267,000. 
In 1937 they amounted to 12,315,000 pounds valued at $348,000 (see 
table 23). Since 1932, all exports from the Philippines have gene 
to the United States. These shipments have not been an important 
factor in Philippine foreign trade; they have never amounted to as 
much as 0.5 percent of total Philippine exports. 

TABLE 23.-Cl1TCB EXTRAcr: EXPORTS }l'RO)'[ THE PHILIPPINES, 1928-1937 

Val .. V .... 
Year Quantity Value per Year Quantity V .... per 

pound pound 

-,." QoII 
_ ... 

CnIIo 
1928 ____ 4, 236, 754 $101,726 2.4 1933 ___ 11,614,527 $232,198 2.0 
1929 ____ 8,427,909 191,189 2.3 1934 ___ 12,634,928 252,841 2.0 
1930 ____ 11,426,478 257,152 2.3 1935 ___ 13,368,741 267,375 2.0 
193L __ 11,331,447 247,370 2.2 1936 ___ 12,003,957 323,036 2.7 
193L __ 9,446,712 200,414 2.1 1937 ___ 12,314,827 347,889 2.8 

Source: Ann,"" Repom. lftftllar CoUedOl' of QulOIIII. 

Restrictions Impo8ed by the Independence Act 

The only restrictions placed by the IndependenCE' Act on the ship­
ment of cutch extract from the Philippines to the United States are 
the export taxes to be imposed during the second 5 years of the 
Commonwealth period, and the United States duty which is to be im­
posed after independence is attained. On the bases of the unit value 



TRADE RELATIONS 93' 
of imports in 1937, amounting to $56 per short ton, and the present 
United States duty of 15 percent ad 'lJlllOl'sm, the specific equivalent 
would then amount to $8,40 per short ton, Current prices for cuteh 
extract indicate that exports from the Philippines are not likely to be 
affected materially by the application of either the Philippine export 
taxes during the Commonwealth period or the United States duty 
after Philippine independence is attained," ' 

Oharacter of Rec~ationa 

The Committee makes no recommendations with respect to exports 
of cuteh extract from the Philippines to the United States during 
the Commonwealth period, but recommends that after the Philippines 
becomes independent such exports be subject to graduated import 
duties beginning with 25 percent of the then-existing United .States 
duty and increasing by 5 percent of the duty on each subsequent 
January 1, until all preferences are terminated on January 1, 1961. 

PE.uu. BUTrON8 

The Pearl-Butttm Industry in Philippine Econom,y 

Philippine ocean-pearl buttons are manufactured in Manila from 
mother-of-pearl, trocllUs, and snail shells gathered in waters sur­
rounding the Visayan Islands. Although 3 plants have produced 
pearl buttons, only 1, which manufactures approximately two thirds 
of the quantity exported, has been able to operate continuously dur­
ing the period 1928-37. In its manufacturing processes the industry 
employs about 600 people. SalaI'ies and wages are estimated at $125,-
000 a year. The total investment in machinery, tools, and equipment 
is approximately $100,000, nearly all of which is American capital. 

Exports of pearl buttons constitute 75 percent of total production, 
the remainder being consumed within the Philippines or applied to 
garments which are exported. For the decade 1928-37, exports were 
highest in 1930, when they totaled 850,000 gross, valued at $380,000; 
they declined to their lowest level in 1935, aggregating 694,000 gross 
valued at $237,400. Exports in 1937 ainounted to 776,000 gross 
valued at $274,500 (see table 24). The highest average value per 
gross in this period was 51 cents in 1929; the lowest was 32 cents 
in 1936. Practically all of the buttons exported are sold in the 
United States, During the period 1928-37, exports of bnttons 
totaled less than 0.5 percent of total Philippine exports, 

.. The price of Phlllppine enteh extract In the Unlted States market In March 
1938 was qnott'd at M cents per pound or ;130 per short ton. 
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TABLE 24.-PEt.ar. BtrrrONS: ExPoRTS noll THE PBILJPl'IlfBB, 1926-1937 

v .... Value 
Year Quantity Value ... Year Quantity Value ... ..... ..... 

0,.,. CcoII - '*"" 1928 ____ 843, 231 5385,857 45.8 1933 ___ 836,237 $270,753 S14 
1929 ____ 750,098 382,898 51.0 1934 ___ 713, 886 242,838 34. 0 
1930 ____ 850,074 380, 140 44.7 1935 ___ 694, 161 237,397 34. 2 
1931 ____ 841,982 366,783 43. 6 1938 ___ 680,829 218,516 311 1932 ____ 739,821 243, 667 32. 9 1937 ___ 776,024 274, 510 35. 4 

Restrictiom Impo8ed by t~ IndepMUkrwe Act 

No limitation or restriction is placed by the Independence Act upon 
the shipment of buttons to the United States during the first 5 years 
of the Commonwealth period; but during the second 5 years Philip­
pine export taxes will be collected on shipments to the United States. 
When the Philippines becomes independent the full United States duty 
will be assessed on pearl buttons enteriIig the United States from the 
Philippines; based on the present United States duty of 1%, cents per 
line per gross plus 25 percent ail valurem ""8lld on current unit values 
of Philippine exports, the ail-valorem equivalent would then approxi­
mate 100 percent. 

The range in wholesale selling prices in New York of competitive 
pearl buttons, whether imported or domestic, is very narrow. Conse­
quently, when Philippine pearl buttons become subject to the export 
taxes provided for in the Independence Act, they will find it increas­
ingly difficult to retain their market in the United States. The appli­
cation of the full United States duty, if maintained at the present 
level, would probably be prohibitive of Philippine exports to the 
United States. 

Character of R~ 

The Committee recommends that annua.lly decljnjng duty-free 
quotas, which should also be free of export taxes, be imposed upon 
imports of Philippine pearl buttons into the United States, commenc­
ing with 850,000 gross for the calendar year 1940, and that thie 
amount be reduced by 5 percent for each succeeding calendar year 
until it shall equal 637,500 gross for the calendar year 1945. The 
Committee recommends further that, after the Philippines becomes 
independent, similar quotas be continued subject to an annual reduc-

"The term ''llno'' refers to the Une button meesure 01 one fortieth 011 mob. 
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tion of 42,500 gross beginning with the calendar year 1941. A:JJ.y 
shipments made in excess of the quotas, either during the Common. 
wealth period or thereafter, should be subject to the full Unitei!. 
States duty. Impor.ts of duty-free pearl buttons from the Philippines 
would thus be' reduced gradually until they were eliminated com­
pletely at the close of 1960. Such an arrangement would afford 
Philippine manufacturers an adequate period in which either to liqui­
date that portion of their business dependent upon the United States 
market or to develop new outlets. 

5. UNITED STATES EXPORTS TO THE PHILIPPINES 

CHARACl'Ell OF GENERAL REooJO[ENDATIONS 

According to the terms of the Independence Act, United States 
products will be accorded unrestricted dutlY-free entry into the 
Philippine market until the Philippines becomes independent; there­
after, they will presumably become subject to the full Philippine 
tariff. The Committee feels that the sudden transition from a duty­
free to a non-preferential position will not afford United States in­
terests an adequate opportunity to make the required adjustments. 
The Committes believes, therefore, that United States products 
should be accorded in the Philippine market the same tariff preferences 
which have been proposed for Philippine products in the United 
States market. Specifically the Committee recommends that on anei 
after July 4, 1946, the Philippine Government should levy and col­
lect on all United States products imported into the Philippines 
(except those products for which special provisions have been made) 
25 percent of the then-existing Philippine duties. This rate should 
be increased by 5 percent on each succeeding January 1, until J anu­
ary 1, 1961, when the full Philippine duties should be collected and all 
preferences terminated. 

Under this plan, United States products would have unrestricted 
duty-free entry into the Philippines until July 4, 1946, as now pro­
vided in the Independence Act, and would not become subject to full 
Philippine duties until January 1, 1961. United States manufac­
turers and exporters would thus be afforded a substantial period in 
which either to adjust their business in the Philippines to a position 
independent of preference or, should that prove impossible, to provide 
for its orderly liquidation. 

On many products Philippine duties are relatively low, and are 
therefore not likely to be the cause of such appreciable increases in the 
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prices of tr nited States goods as to bring about a sharp decline in 
philippirle oonsumption of them. Foreign competition, however, may 
force American firms either to forego a substantial part of the price 
premium now obtained or to suffer 11 reduction in sales. Although 
most United States products sold in the Philippines are also sold in 
foreign markets without benefit to preferences, Philippine imports 
from foreign countries in 11 few instances have recently reduced the 
participation of United States products in that market. The Com­
mittee believes that special provisions should be made for such com. 
modities in order that the plan it recommends for the elimination of 
all trade.preferences should not operate in such a manner as to be 
more restrictive of American exports to the Philippines than of 
Philippine exports to the United States. The Committee also feels 
that special provision should be made for imports into the Philip­
pines of American cigarettes after the Philippines becomes inde­
pendent, in as much as the Philippine tariff rates on tobacco products 
are so high as practically to preclude the possibility of their im­
portation. A discussion of these special recommendations is pre­
sented on subsequent pages. 

CO'ITON TEXTILES 

The PhUippine8 Il8 an E:cpmt Market 1m United State8 
(Jotton TelDtUe8 

Prior to 1935 ,the Philippines was the leading .export market for 
United States cotton textiles and the United States was the principal 
supplier of these goods in the Philippines. Since then the Philippines 
has occupied second place as a market for United States cotton tex­
tiles and the United States has become the second supplier in the 
Philippine market. The growth of United States trade with Cuba 
and the increased competition of Japanese cotton fabrics in the 
Philippines have combined to re!iuce the relative importance. of the 
Philippines as an outlet for cotton goods from the United States. 

United States exports of cottol)- textiles to the Philippines totaled 
41,452,000 square yards valued at $4,843,600 in 1936. In that year, 
shipments to the Philippines amounted to 20.7 percent of the quan­
tity of cotton textiles exported by the United States to all countries. 
Shipments to the Philippines in 1936 declined appreciably, both 
absolutely and relatively, from exports in 1932, which totaled 116,-
665,000 square yards valued at $8,438,000. (See table 25.) Cotton 
textiles from the United States, however, were specially favored in 
.1932 because of the boycott ofJ npanese goods by Chinese merchants 
operating in the Philippines. Although the trend of United States 
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exports to the Philippines was a declining one during the period 
1932-86, preliminary reports indicate that United States "Participa,­
tion increased appreciably during 1937 and the early months of 1938. 
This change may be explained in part by .the rise in ,prices of 
J aplUlese textiles and the inability of J apanese manufa~turers to' 
enter into forward contracts, and in part by the decline in prices of 
United States textiles. 

TABLE 25.-CO'1'TON TDtTILIIS:* Q~ANTITlBB AND V A:~m:8 EXPOB'rID~ FROM TaB 
UNITBD STATES TO ALL COUNTBIEB AND TO THB PBILIPPINlDS; 1927-1936 - " , , . , -

TotalupoGa E:s:ports to the Pblllpplnea Ratio of qUaIl-. , ' tltyofuportl 
of eotton tex .. 

tOes to the 

y"", Phllipplnesto ... ': \1 total q,uanutJ 
QuRntily VaIne QuantiC1 Valll8 of exports of 

,. .00it0D tutu. 

'l : , ~aUCOUD" ,- r 
. , <.',1 

8r]uore .". SVUIlR' Fa. ........ 
1927 ___ ." 565,020,728 $76,755,711 88,016,312 $11, 345, 805 15. 6 
1928 ••••• 546, 847, 456 72,298,554 93,775,874 12,198,883 17.1 
1929 ••••• 564, 447, 306 79,412,946 81,341,833 10,505,616 14. 4 
1930 ••••• 416, 285, 047 51,384,739 48,571,701 5,640,796 11.7 
1931 ••••• 366,958,814 36,782,912 61,599,362 5,789,741 16. 8 
1932 ••••• 375,446,543 27,356,836 116,665,261 8,437,834 31.1 
1933 ••••• 302, 041, 971 23,511,176 88,086,983 7,110,736 29. 2 
1934.. •••• 226,305,977 24, 656, 063 47,875,516 6,257,782 21.11 
1935 •• ___ 185, 564, 517 20,035,863 47,121,603 5,299,516 25. 4 1936 _____ 200,500,610 21,873,894 41,451,900 4, 843,595 20. 7 

-Includes aoUOQ olotb, duct, and tin fabric. -
SOUret: Compiled from omclalatatlstlcs ot the UnlWd States Department or Commaroe. 

United State8 Ootton TefIJtile8 WI. the Plu'Zippim,e M u:rket 

In 1932 the United States supplied 72 percent of the total quantity 
of Philippine imports of cotton textiles; the l'atio declin~d to 33 per­
cent in 1935 and to 29 percent in 1937. In the latter year Japan be~ 
come the principal supplier of Philippine imports of these products, 
During the first quarter of 1938, however, arrivals of United States 
cotton textiles in the Philippines have exceeded, in both quantity !\lld 
value, arrivals of similar products from Japan, 

Factors Governing Imports into the Philippines 

The Philippine tariff provides for specific duties based on weight 
and yarn counts on cotton textiles imported from foreign countries. 
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To the extent that the duty is based on weight, it results in taxing 
low-graM goods more heavily than high-grade goods. The computed 
aiJ.-valorem equivalent of Philippine duties collected on imports of 
dutiable cotton textiles amounted to 30 percent in 1936. 

In an effort to stabilize conditions in the Philippine cotton-textile 
market, the Japanese Government agreed to limit for 2 years, begin­
ning August 1, 1935, imports of Japanese cotton cloth into the Philip­
pines. This agreement, commonly referred to as the "gentleman's 
agreement", was renewed for a 1-year period ending August 1, 1938. 
As a result of the restriction, prices of Japanese textiles in the Philip­
pine mark!lt have been increased, the effect of which has been to tax 
Philippine consumers for the direct benefit of Japanese producers 
and for the indirect benefit of American producers. 

Oharooter 01 RetJO'fTI8MAIdatiom 

The Committee believes that it would be possible to capture for the 
Philippine Treasury the price premiums now being paid by Philip­
pine consumers in consequence of the "gentleman's agreement". The 
Committee, therefore, recommends that the Philippine tariff on cotton 
textiles be increased. It recommends the adoption of the schedules 
specifically set forth in appendix m, which schedules, if made 
effective simultaneously with the termination of the "gentleman's 
agreement", should not increa.sematerially the prices paid by Philip­
pine consumers." 

CrGABETl'ES 

Ths Philippi1ne8 aB an E(JJport Market for American Cigarett611 

In recent years the Philippines has ranked first as an export market 
for American cigarettes. Since 1928 the percentage of total exports 
of cigarettes from the United States shipped to the Philippines has 
increased steadily until in both 1935 and 1936 it amounted to 53 per­
cent. The quantity exported has risen from 1,081,000,000 in 1933 to 
3,025,000,000 in 1937. In the latter year, exports to the Philippines 
were valued at $4,695,000 (see table 26). Nearly 100 percent of the 
cigarettes imported into the Philippines regularly enter from the 
United States I in 1986 and 1937 imports supplied about one half of 
total Philippine consumption. 

.. The Increa ... In dnl3' recommended by the Committee are lower for clotbll 
of low yam count than for cloth. of high yam count. the former being 1_ 
costly than the latter and hence more widely consnmed by perSODB of small 
income. 
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TABLE 26.-CIO.t.BJ:1'TB8: QU~Tl'l'IB. AND V ALUE9 En>olrrm 1'801< TBJ: 'l')'RJTJID 

STAT1:8 TO ALL CoUNTBIES AND TO TID: PIIXLlPPlNI8, 1927-1986 

Total ezporCa . Bz:porta to &be PhlllP~· 

y.., 

Quantity Volue QuaDUt,. Vol .. 

n-..r. n_ 
1927 _______ 7,093,039 $13,836,831 532,402 $1,128, 513 
1928 _______ 11,708, 110 22,059,149 808, 630 1,772, 382 
1929 _______ 8, 455, 851 16, 708, 421 1,122,321 2,291,932 1930 _______ 

4, 927, 223 10,186,970 1,129,041 2,056,837 
1931-______ 2,968, 499 6,751,099 1,075,384 1,861,780 
1932 __ . ____ 2,416,739 5,328,629 971,401 1,671,759 
1933 _______ 2,495,376 4, 894, 902 1,080,662 1,760,406 
1934 _______ 3,300,838 6,144, 090 1,692,581 2,555,850 
1935 _______ a,900,313 7,261,950 2,080,168 3,086,271 1936 _______ 

4, 628, 750 8,658,395 2,467,206 3,651,557 

-Bxporta to the Phillpp1nel in la7 amounted to 8,tm,&38,OOO valued at St,_,Me. 
Soaroe: Comp1led from omdal statlaUcs of the United States Department of Oommerce. 

Ratto of quan. 
tityof_ 
of .......... 

to &be PhWp-_ ....... 
q,wmtltJ' or _or 
oIgaretteIJ &0 
all oountriel 

-7.5 
6.9 

laa 
2a9 
a6. 2 
40.2 
4&3 
51.3 
53. 3 
5a a 

FatJtO'1'S Go'Veming Imports mto the PhiUppi'M8 

The Philippine tariff imposes a duty of $4.50 per pound pius 25 
percent ail 'Valorem on cigarettes imported nom foreign countries. 
Based on the average value per pound of shipments of United States 
cigarettes to the Philippines in 1937, the ail-1Jtilorem equivalent of 
this duty, had it been assessed against United States shipments, would 
have approximated 750 percent. It appears certain that American 
cigarettes, if subjected to such a duty, would not be able to retain 
any appreciable market in the Philippines. 

OhotratJter of Recommendations 

The Committes recommends that, for the period July 4, 1946, 
through December 31, 1946, a duty-free quota of 1,125,000,000 ciga­
rettes be imposed upon imports of American cigarettes into the Philip­
pines and that for the calendar year 1947, a duty-free quota of 
2,100,000,000 cigarettes (70 percent of 3,000,000,000 cigarettes) be 
similarly imposed, which quota should be reduced by 150,000,000. 
cigarettes (5 percent of 3,000,000,000 cigarettes) for each succeeding 
calendar year until 1961. The Committee recommends further that 
any shipments in excess of the quota be subject to whatever Philip­
pine duty may be in force at the time. 
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As" the basis for the quota the Committee selected the shipments 
made in 1937, which were the largest on record, amounting to ap­
proximately 3,000,000,000 cigarettes. The recommendations of the 
Committee would accord American cigarettes the same opportunity 
in the. Philippine market as it recommends be accorded thOSB 
Philippine products subject to declining duty-free quotas in the 
United States market. According to the recommendations, all 
declining duty-free quotas would be reduced at the date of inde­
pendence by 25 percent of their original amount, and thereafter 
would be reduced by an additional 5 percent for each calendar year 
until 1961. If adopted, this plan would afford United States ciga­
.re~te manqfa.cturers al! adequate period in which to, adjust their 
.business in the. Philippines after that country becomes independent. 
'Without an arrangement of thiS type, imports of American cigarettes 
'into the Philippin,es would cease on July' 4, 1946, in as much as 
~ey would then 1;>~ome subject to the Philippine duty. 

EVAPORATED .Mrr.x, 

'The Philippin88 as an Ewport Market lor United StatlJlJ Evaporated 
Milk 

In recent years the Philippines has been .the leading export market 
for United States evaporated milk. Since 1934, however, exports 
have declined. In that year they amounted to 19,906,000 pounds 
valued at $1,236,000 and constituted 52 percent of total United States 
exports of that product; in 1936 they amounted to 10,963,000 poundq 
valued at $794,000 and constituted 46.5 percent (see table 27). Pre­
liminary reports indicate that the decline continued in 1937. The 
reduction in the volume of United States exports is especially sig­
nificant becauSe, during this period, Philippine consumption of evap­
orated milk increased. 

United State8 Evaporated Milk in the Philippine Market 

In 1930 the United States supplied 99.S percent of the total quan­
tity of Philippine imports of evaporated milk; this ratio declined to 
84.5 percent in 1935, to 50.5 percent in 1936, and to 38 percent in 
1937. The Netherlands has become the other principal' supplier, 
Most of the shipments from that country are made by large firms 
which have plants located in' many countries, including the United 
States. The ~election of the particular plants to supply the Philip; 

. pine market at any given time is dependent upon the degree of 
profitability which such a selection appears tonlford. 
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TABLE 27.-EvAPOBATED MILl< (UNSWIOIlTENlDD): Q"ANTlTI1OS AND VAL"." 
EXPORTBD FROII THB UNlTBD STATES TO ALL COUNTRlBS AND TO TBB PmLIP­

PINES, 1927-1936 
'. 

Total exports E%pOlts to &he Philippines Ratloof 
quantity or 
....... of 
evaporated 
mUk to tbe 

Y,.. PblUpptnesto 

QuaDUty Value QuaDUty Volue 
total quantity 
of uportS or 
evaporated 
milk to all ........... 

Po ..... "-' p".-
1927 _______ 68,047,141 $7,182,446 13,230,906 51,341,214 19.4 
1928 _______ 76, 788, 833 7,904,541 15,649,075 1, 575,817 20.4. 
1929 _______ 68,942,613 6,844, 208 17,157,300 . I, 727, 689 . 249 
1930 _______ 60,810,993 5,612,272 18,010,910 1,651,980 29.6 
1931-______ 55,761,388 4, 609, 251 18, 036,359 1, 479, 287 32. 3 
1932 ______ ~ 39,305,309 2,525,991 17,692,601 1,066,072 45.0 
1933 _______ 32,365,212 1,939,959 18,663,376 1,101,667 57.7 
1934 _______ 37,963,415 2,365,351 19,905,683 1,235,892 52. 4-
1935 _______ 32,227,125 2,139,283 15,374, 961 1,023,118 47.7 
1936 _______ 23,660,959 1,743,757 10,962,919 794, 279 46.5 

S01U'08: Complied from omclal statistics of the United States Depart.meDt of Commerce, 

Factor. Governing lmporu into tM Philippi'MII 

The Philippine tari1f imposes a duty of 10 percent upon imports of 
evaporated milk from foreign countries. The computed ad-1Jalorem 
duty on dairy products entering the Philippines from foreign coun­
tries was 8.2 percent in 1936. The fact that the eJfective rate is lower 
than the statutory rate is due to the Philippine Parity Act, which, 
for duty-assessment purposes, undervalues the Netherland currency 
in respect of its current exchange. value. 

Olw:racter of Recommendation8 

The Committee recommends that the Philippine tariff on evap­
orated milk be raised from 10 percent ad valorem to 25 percent ad 
valOl'em. The Committee believes that such a change would oper­
ate to inc""",e Ame~ican participation in the Philippine market and 
that such a transfer in the source of supply would not result in rais­
ing prices by the full amount of the increase in duty, in as much as 
competition between American firms would operate to prevent such 
an eventuality. 

80181-88-'YOL. t-8 
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CANNED-FUll PRoDuCTS 

The Philippines 118 an EtlJport lJllll1'1cet for United Statea OfllTVlled­
FiBh Product. 

The Philippines ranked first as an export market for United States 
canned sardines in 1936. Exports to the Philippines reached a peak 
in 1929, when they amounted to 19,339,000 pounds valued at $1,469,000. 
In 1936 exports to that market totaled 8,903,500 pounds valued at 
$410,000, and amounted to 20.9 percent of the total quantity exported 
from the United States in that year. Preliminary statistics indicate 
that exports to the Philippines declined further in 1937, despite an 
appreciable increase in total Philippine imports of this product (see 
table 28). 

TABLE 28.-CANlOOD SABD""'s: Ql1AN'!Tr1l1B ARD V ALl1D ExPoBTBD raoll TJIII 

UNITED STAftS TO ALL COl1NTBlB8 AND TO TIIlII l'mLIPPIN .... 1927-1936 

TotaI_ Bz:porta to the PbJUppm. Ra&1o of qaaa-
"",01_ 
01"'-

1aI'dID. to Uae 
y., PhDt"",,1o 

QaaDU", v .... QaaDU\>, voJu total qUllDtily 
oIlOcb II-
_loan .... --. _ ... -1927 _______ 79,439,503 $6,817,662 12, 688, 7ll $1,165, 552 16. 0 

1928 _______ 80,253, 474 6,522,711 11,052,165 888, 114 13. 8 1929 _______ 123,920,062 9,418,511 19,338,692 1,469,070 15. 6 
1930 _______ 103,226,315 7,138,594 16,068,821 1,066,710 15. 6 
1931.. _____ 53,246,898 3,445,770 8, 199, 615 610,863 15. 4 
1932 _______ 26, 644, 526 1,542, 399 7,121,404 366, 797 26.7 1933 _______ 

26,641,265 1,386,680 7,651,141 370,377 29.8 1934 _______ 33,145,553 1,937,431 9,315,475 487,137 2&1 1935 _______ 
46,454, 334 2,724,210 10, 980, 738 621,850 24.2 1936 _______ 42,688,741 2, sao, 867 8, 903, 524 410, 376 20.9 

The Philippines ranked second as an export market for United 
States canned salmon in 1936, the United Kingdom being the prin­
cipal market. During the decade 1927~6, shipments to the Philip­
pines have fluctuated widely, ranging from 4,742,000 pounds valued 
at $499,500 in 1927 to 258,000 pounds valued at $33,000 in 1928. 
Shipments in 1936 were 1,429,000 pounds valued at $96,000, and 
amounted to 8.7 percent of the total quantity exported from the 
United States in that year. Preliminary statistics indicate that ex-
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ports to the Philippines in 1937 increased somewhat lIS compared 
with exports in 1936 (see table 29). 

TABLE 29.-CAlfNBD SALIION: QUANTITIES A.ND V ALUEB EXPORTED PROK TO 
UNlTlOD S .......... TO ALL COmmm:. AND TO T .... l'mLlP."",., 1927-1936 

Totalu:portl Exports to the PhWppln. 

Y ... 
QaanIl17 Value QaanIl17 Value 

........ ......,. 
1927 _______ 38,247,932 $6,028, 960 4, 742, 208 $499,526 
1928 _______ 40,952,705 7,661,733 258,357 33,046 1929 _______ 

40,967,378 7,405,941 550,242 71,772 1930 _______ 
27,287,729 5,342, OBO 840,158 92, 346 

1931. ______ 24, 221, 633 4, 039, 993 1,882,796 139,759 
1932 _______ 32,610,017 3,684, 886 803,8OB 52,748 
1933 _______ 26,539,379 8,289,924 1,081,601 68,683 
1934 _______ 49,065,899 6,676,178 1,676,464 130,476 
1936 _______ 45,312, 277 6,917,920 1,195,317 87,952 
1936 _______ 38,892,896 6,404,358 1,429,069 96,058 

Boaroe: Oomplled.1koDl o1IlcJal ""tfstiOl or the UDited States Depar&ment of Commerce. 

RaUo of quan. 
Uty of uports 

oleanned 
salm~ &oth, 
PhIlIppln811 to 
total Quantit, 

oflUCh U· 
_toall 

..... -
P ...... 

12. <I . 6 
La 
3.1 
7. 8 
2.5 
4.1 
3. 
2. 
3. 

2 
6 
7 

The Philippines was the leading market for United States exports 
of C8.Illled mackerel from 1930 through 1935. In 1936 it ranked 
second. Exports reached a peak of 2,170,000 pounds valued at 
$92,000 in 1934, but declined to 160,000 pounds valued at $7,000 in 
1936. Preliminary statistics indicate a further decline in 1937. (See 
table 80.) 

Uflited States Oanned-FiB'" Prodtwt8 in the PhiZippi;n.e Market 

The proportion of total Philippine imports of canned sardine's 
supplied by the United States declined from 97 percent in 1929 to 
89 percent in 1932, to 45 percent in 1935, and to 18 percent in 1937. 
J span is now the principal supplier of canned sardines in the Philip­
pine market. The United States supplied 87 percent of total Philip­
pine imports of canned salmon in 1929, 56 percent in 1932, 74 per­
cent in 1935, and 56 percent in 1937. Canada and Japan have been 
the other principal suppliers of this product in the Philippine mar­
ket. Imports of C8.Illled mackerel from the United States accounted 
for 99 percent of the total of such imports into the Philippines in 
1932,61 percent in 1935, and only 2 percent in 1937. Japan is now 
the principal supplier. 
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TABLE aO.~CANN»D MACEBRBL: QU.A.NTI'rI!lS AND VAl-UEI ~XPORTIID I'RO)[ 
THE UNITED STATES TO ALL COUNTlUE8AND TO THE PBILIPPlNBS, 1930-1936 * 

Total uporta Exporta to the PbWpp1nel Rat1oorq~ 
tlQ' of exporCa 

otoaDDOd 
mae ....... 

Year the PhWp-
pin. to total 

Quantlty Value Q .... tlt7 Value: qaantlty of .... -.. 011...". -........ ........ -1930 ____ ._- 2,595,845 $190,759 1,446,568 $99,889 . 55,.'!: 1931. ______ 1,550,161 111,218 789,799 61,652 50.9 1932 _______ 1,409,168 79,391 631,590 34,269 44.8 
1933 _______ 1,968,982 93,071 1,086,225 50,621 55. 2 1934. ______ . 4,703/566 218/894 .2/170/325 92,245 46. 1 1935 _______ 2, 238, 067 113,439 942,890 43,604 41.8 1936 _______ 

803,754 45,648 160,052 7,025 19.9 

-, . 
• Canned mackerel WII not aaparatelJ' daadfted prier to 1'130. 
Source: OompUed from oJDclalltatfBt1cI of the UDlted States Departm,eut or Commerce. 

Factor8 Go'Verning Import8 into'the PhilippiIMB 

Fish, in cans, glass, or jars, when imported from foreign coun~ 
tries, is subject to Philippine duties which range from 15 to 25 per­
cent in accordance with specific classifications in the tariff schedule. 
Canned sardines, salmon, and mackerel of foreign origin are dutiable 
at 15 percent. The computed ad-'llalorem equivalent of Philippine 
duties on all dutiable fish products in 1936 was 24.2 percent. The 
major portion of dutiable Philippine imports of fish products is 
entered at 15 percent ad 'Valorem. The high ad-1Jalorem equivalent 
is the result of the operation of the parity law, which, for purposes 
of duty assessment, overvalues Japanese currency as compared with 
current exchange rates. Japanese products subject to ad-'llalorem. 
duties, therefore, pay effective duties which are approximately 70 
percent in excess of what they would be if invoice values in yen were 
computed at current exchange rates. . 

Oharacter of Recomm81UlationB 

The Committee recommends thatPhiIippine duties on "fish, in 
cans, glass, or jars," T. be increased to 25 percent ad 'Valorem for all 
classifications . 

.. ParallMph 212. Pblllppine Tariff Act ot l!lO!l, as amended. 
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1. INTRODUCTION 

In considering the financiru. problems of the Philippines, the Com­
mittee has been guided not only by the basic postulatee set forth in 
the Independence Act and to be inferred from the major economic 
and.politicru. objectives contemplated by that act, but also by certain 
other principles implicit in the Committee's recommendations as to 
the economic adjustments which the Philippines must undertake in 
order to prepare for the assumption and maintenance of an inde­
pendent status. The general objective has been that the independent 
government to be inaugurated on July 4, 1946, may occupy a strong 
and sound financiru. position. 

The treatment of this subject is presented in four sections, as 
follows: (1) Revenues and Expenditures; (2) Bonded Indebted­
ness; (3) Currency; and (4) Banking. The Committee's specific 
recommendations with respect to finance will be found in part VII 
of this report. 

2. REVENUES AND EXPENDITURES 

In its treatment of the revenues and expenditures of the Philip­
pine Government, the Committee has considered only the revenues 
and expenditures of the national Philippine Government; it has 
made no allowance for the annuru. revenues and expenditures of the 
provinces, municipilities, and cha.rtered cities of the Philippines, 
about one third of whose revenue, in the aggregate, is derived from 
grants by the nationru. Government. The reporte of the auditors of 
the Philippines do not contain the information which would enable 
the Committee to prepare comparable data showing the amounts con­
tributed by the nationru. Government for the support of these polit­
ical subdivisions. 

PERIOD PluOR TO 1937 

During the decade from 1927 to 1936 the annual net revenues 
available for meeting the ordinary expenditures of the Philippine 
Government exceeded expenditures chargeable against ordinary reve­
nues, except in the four years 1930 to 1933, inclusive; during the 
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same 10·yea.r period, the tota.l a.nnual income exceeded total expend. 
itures except in the years 1927 and 1930 to 1932, inclusive; and the 
deficits incurred, which were relatively sma.ll, were met by dra.wing 
on the surplus accumulated in previous years. At no time during 
this decade was the Philippinl) Government compelled to borrow to 
meet budgeta.ry deficits. 

The following ta.ble is a summary statement of revenues a.nd ex­
penditures for the years 1927 to 1936, inclusive!" 

REVENUES AND EXPENDIT1JB!IB OP TSZ PSILIPPINII NATIONAL GOVERNMENT, 

1927-1936 • 
(In mllUODI ot dollars) 

-

Netreveou811 Net expendl- _<+)ar 
ExC8I!JS C+) or dellot. < -) ot Total 

Fiscal and avaUable for _char..-
ord1nar7 reve- reoeJp" 

Total deftcit (-) of 

C!8landar year meeting Oldf· able agaIDI1; 
DUM over or ........ ......... total receipt. """_dl. ordinary reV8- under ordlDarJ' .... - over or oodet ..... Dueo upendlturea upendlturea 

. 

1927 ____ •••• 33. 7 31. 9 +1.8 41.7 42.1 - .4 
1928 •••••••• 36.4 32. 6 +3.8 47.9 45.1 +2.8 
1929 •••••••• 38. 9 34. 7 +4.2 47.0 41.8 +5.2 
1930 •••••••• 35. 3 39.8 -4.5 47.5 50.6 -3.1 
1931. ••••••• 34.6 41.4 -6.9 41.3 45.7 -4.4 
1932 •••••••• 33.3 36.4 -3.1 37.3 39.S -2.5 
1933 •••••.•• 30.4 31. 7 -1.3 35. 0 34. 7 + .3 
1934 •••••••• 33. 4 32. 5 + .9 39.3 35.3 +4.0 
1935 •••••••• 35.2 35.1 + .1 41.4 37.9 +3.5 
1936 •••••••• 42. 2 37.5 +4. 7 51. ,. 46. 2 +5.5 

TotaL •••• 353.3 353.6 - .3 430.1 419.2 +10. 9 

Average __ " 35.33 35.36 - ; 03 43. 01 41.92 + 1.09 

• AI lndlcated in the Introductory paragraph to this seot;lon, the annual revenues and apeocUt.UnI til 
the provinces, mWllclpaUties. and chartered cities 01 the Philippines are Dot lncludod in this table. Tbt 
revenue ftgurea for 1936, however, which seema to bave been about aD average year, are aa toJlows: grOM 

reveuue, $34,926,*; contributed by national Government, ".006,660; net. r6vtlDue.$25,nl.684. A. complete 
study of PhHlppiDe revenues and expenditures would have to include conslderat.lon of tbe fact that, ID 
addition to aD annual oontrlbution of appro:dmate1y $48,000,000 to the national OovenuneDt. the tupayen 
tn the PhtUpplnes are contributing approximately 125,000,000 annually for the maint.eDance 01 the govern­
ments of the provlnce8, mnnlclpaUties. and chartered dtiM. These two IIlDlS appronmate S68.OOO.ooo. 
, • 'Based. on Reports of the Auditor General of the Philippine Mandl. 

,.. DetaUed statistics ot Government revenues and expenditures for the selected 
years 1927, 1980, 1933, and 1936, will be found In appendix IV. The year 1936 
was the last year for which detaUed fIgur .. were available at the time of the 
preparation of this Report-lIIay 1938. 
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CUiUIEN'r PERIOD 

The present condition of Philippine governmental finances is indi­
cated in the following table of the consolidated general fund for 
the years 1936, 1937, and 1938: 

OoHPABATIVE FINUOUL STATEKENT OJ' 'lIIIC OoNBOLIDATltJ) GICR£BAL FUND OJ' TBE 

PHILIPPINIO GOVERN ........ 1936-1988 

(In million. of dolJars) 

1l13li I"" 1l13li 
ActuaJ Estimated Estimated. 

INCOMlll 

Regular: 
Revenue from tu:atioD ________________________ 29.0 35. 2 31.6 Other _______________________________________ 

13. 4 8.7 8.6 

Total income _____________ ... __ :.. __ ,;, ________ 42.4 43.9 40.2 

EXPJlNDITUBmB 

Ordinary: GeneraL ______________ ~ ____________________ 
24. 2 28.5 33.2 Fixed _______________________________________ 
4.9 4.9 4.11 

Tou.L __________________________________ 
29.1 33.4 38. 1 

Ex.e .. of tot&I estimated regular income over tot&I 
estimated ordinary expenditurea.. _______________ 13. 8 10. 5 2.1 

Add-Accumulated aurplus, January 1-___________ 111.7 23. II 24. 8 

Tot&l ___________________________________ 
33. 0 34. 4 26.9 

Extraordinaryexpenditurea _____ " ________________ II. I 23.0 1.3 

SURPLtJB. DBCEHB.EB 31 

SurpluB after deducting extraordinary expenditures-:- 23. 9 11.4 25.6 
Add-Amount transferrecUrom proceeds of coconut-

oll processing tax ....... _ ... _ ...... __ .... ____ ......... ____ ... - 13. 4 .6 

Total Burplua general fund proper ___ ~ ____________ 23.9 24. 8 26.2 
Lesa-Allocations of surplus _____ ______ ~--- ______ 22. 1 13. 0 14. I 
Unallocated aurpluo general fund proper ___________ 1.8 11.8 12. 1 
Add-Unallocated surp\uo cocoDut-oil processing 

tax proceeds ________ ~~ _______________________ - 44.7 44.1 

Total unencumbered surplus of consolida.ted 
general fund ___________________________ 1.8 56.5 56.2 
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The foregoing summary does not mc!ude the receipts and expendi­
tures of the special and bond funds, and -hence the totals for 1936 
-do not correspond exactly with the amounts of total income and 
·expenditures for that year os shown in the table; but the statement 
-of the consolidatsd general fund presents a reasonably complete pic­
ture of governmental finances, since it re1Iects more than 80 percent 
-of the Government's financial operations. 

The estimatsd unallocated surplus at the end of 1938 exceeds ap­
preciably the regular Bnnual income of the Philippine Government; 
and, unless extraordinary expenditures should be far in excess of 
present budgetary estimates, the unallocated surplus at the end of 
1938 should be even greater, in as much as the foregoing statement 
·does not include any allowance for receipts in 1938 from the proceeds 
-of the excise taxes on coconut oil and sugar, which may be expected 
to approximate $25,000,000.8• Regardless of additional revenues 
from these sources, however, it is apparent that the Philippine Gov­
ernment is at present in an exceptionally strong financial position. 

R1mAINDER OJ!' TBlII CoIIIIIIONWEAIJrB PERIOD 

The Committee believes that the gradual reduction in trade pref­
erences recommended in this report would not bring about such a 
-decrease in United States-Philippine trade as to cause a serious re-
-<luetion of the ordinary revenues during the Commonwealth period. 
Moreover, as long as the present Unitsd States excise taxes on c0co­

nut oil and sugar remain in effect, and the proceeds of such taxes 
·collected on products of Philippine origin sold in the United States 
eontinue to be remitted to the Philippine Government, it will receive 
large extraordinary revenues. The present annual yield to the Philip­
pine Government of the excise tax on coconut oil has averaged about 
'$17,000,000; and the estimated annual yield of the excise tax on 
'sugar is approximately $9,750,000. 

In addition to the extraordinary income from excise taxes, the 
export taxes provided for in the Independence Act, after allowing for 
the changes recommended by the Committee, should yield for debt­
retirement purposes a total of approximately $35,326,000 during the 
l'eriod 1941-46 in which they would be in effect.11 

Although expenditures hn.ve not yet increased in proportion to the 
total revenues received by the Philippine Government, there mn.y be 
11 tendency in that direction during the remainder of the Common­
'Wen.lth period. Expenditures will increase materin.lly as the economic-. 

·Coeonut oll-act of May 10, 19M (48 Stat 769) a. amended by tbe act of 
J'une 22, 1996 (49 Stat. 1742) : ond SUgar--ilot of Sept. 1, 1967 (50 Stat 00'1) • 

.. The Committee's estimate of the proceeds of the PXf)Ort taxes. dlstrtbnfttd 
'by yeara. I. 88 tollowo, 1941-$2,019.000: 11l49-44.087.000; 1945--$6.056.000; 
1944-$8.074,000: 1945--$10,oos.OOO: and 1946 (J'on. to J'\11Y)-$5.047.000. 
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adjustment program is' earned out and as the Philippine Govern· 
ment prepares to assume in 1946 .the full obligation of national 
defense,'· 

PERIOD AFTER INDEPENDENCE 

After independence, the Philippine Government will presumably 
no longer receive income from United States excise taxes levied on 
the importation or on the processing of Philippine products sold in 
the United States, or from the export taxes levied by the Common· 
wealth Government as provided by the Independence Act. The 
Philippine Government, however, will have a new source of reve­
nue in the form of tariff duties on imports from the United States, 
and it may possibly have increased revenues derived from imports 
from other countries. Although the amount of revenue that may be 
derived from such sources cannot be estimated satisfactorily, it will 
doubtless be very much less than the revenue derived from the excise 
and export taxes. 

While revenues will probably decline in the years immediately fol­
lowing independence, there is little reason to expect that expenditures 
ean be correspondingly reduced. The problem of economic adjust­
ment will become more acute as trade preferences decline. The 
Philippine Government, moreover, must assume all of the expenses 
of national defense and must also incur certain expenditures for the 
maintenance of diplomatic, consular, and commercial services. But 
the Philippine Government would, if the recommendations of the 
Committee are followed, be practically free of debt, so that the rave-' 
nues previously devoted to debt service would be released for other 
purposes. It is believed, however, that the Philippine Government 
will encounter its most difficult financial problems during the early 
years of the independence period, especially if adequate prepara­
tion will not have been made during the Commonwealth period. 

SPI!OIAL NEED FOR EXTRAORDINARY REVRNUES 

The Philippine Government will probably need to devote virtually 
all of its revenues from ordinary sources to meet the cost of carrying 
on ordinary government functions during both the Commonwealth 
period and the years following independllnce. Any increase in reve-' 
nues from present ordinary sources would no doubt be absorbed by 
ordinary expenditures for social services, such as education and 

• public health, or for national defense. The Committee considers that 
11 distinction between the ordinary budget and the budget for eco-

• It mal' be noted that expenditures for the Philippine Arml' (including the 
Constabulary) amounted to $5.844.000 in 1936, and that the estimated e"Dendi. 
tureo tor 1988 amount to $8.277.000. 
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nomic adjustment should be scrupulously maintained. None of th~ 
remitted proceeds of the Uniteq States taxes on sugar and coconut 
oil should be used to meet all or any portion of such charges as hav~ 
normally been earned in the regular budget . 

. The Committee believes that the continuance of the extraordinary 
revenues from United States excise taxes on Philippine products dur~ 
ing the Commonwealth period will be neoessary if the program of 
economic adjustment is to be financed without serious budgetary dif­
ficulties and hardships to the Philippine people. In view of the fact 
that the Independence Act accorded Philippine products during this 
period free access to the American market (except for the imposition 
of certain guota restrictions and the requirement of export taxes 
during the latter part of that period), and considering that it has 
been the policy of the United States Government since the act of 
March 8, 1902," to remit to the Philippine Government the proceeds 
of United States taxes levied on products of Philippine origin, the 
Committee assumes that such policy' will be continued during the 
Commonwealth period, and so recommends, . 

DEsIRABLE REsnuCl'IONS ON USE OF ErrRAORDINARY REVENUES 

However desirable additional social services and institutions may 
be, the Philippine Government should not use extraordinary and 
non-recurring revenues for the expansion of ordinary services which 
could not be maintained with ordinary revenues. The Philippine 
Government, as .. would any government under similar cireumstanoes, 
will find it extremely difficult to avoid .this danger, in as much as the 
need for the expansion of social services is great and since there is 
expected to be an appreciable time-lag between the period of the 
~pt of extraordinary revenues and the period when the decrease 
of trade preferences will have come to be felt seriously. The Com.­
mittee believes, therefore, that it is necessary that the Philippine 
Government reserve the funds derived from excise taxes on sugar 
and coconut products of Philippine origin primarily for the pur­
poses of economic adjustment, as set forth in part IV of this Report, 
and for other vital needs of the Philippines. Such use has aIree.dy 
been contemplated with respect to sugar in section 503 of the 
Sugar Act of September 1, 1937," and; with respect to coconut oil, 

·82 Stat. IS4. 
.. 50 Stat. 90S. "There II authorized to be appropriated an amount equal to 

the amount of the tans collected or accrned under title IV on sugaro produeed ' 
from sugarcane grown In the Commonwealth of the PhllIpplne Islands whlcb 
are manufactured In or brougbt Into the United !ltatea on or prior to June 80, 
1941, minus the costs of collecting ouch tans and the eatlmatea of amounts 
of refunds required to be made with respect to ancb tax ... for traasfer to the 
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in a press statement issued. on behalf of the President of the 
Philippines.·· , 

The Philippine Government had, as of January 1, 1938, a large 
unappropriated surplus (approximately $45,000,0(0) in the coconut­
oil excise-tax fund, and ·revenues from extraordinary sources are 
expected to accrue in large amounts early in the period of adjust­
ment. .A13 pointed out, however, in part IV of this Report, consider­
able sums will be required for economic adjustment and some ex­
penditures for that purpose will Deed to be met after independence. 
Long-range planning is, therefore, clearly necessary in order to 
provide funds to finance not only that part of the economic-adjust­
ment program which will take place during the Commonwealth 
period but also that part which cannot be completed until after the 
attainment of independence. 

Safeguards against hasty and un-coordinated expenditures shonld 
be taken, and every effort should be made to prevent distortion of 
the Philippine economic system by such rapid expenditures as 
would lead to a· marked rise in prices and wages for & few years, 
only to be followed by a severe deflation when expenditures had 
been greatly reduced. In view of the fact that the economic-adjust,. 
ment program will require large extraordinary' expenditures, there 
exists the possibility of an inflation of objectionable proportions. 

FUTURE REVENUES AND EXPENDITURES 

In anticipation of the future financial reQllirements, not only of 
the Commonwealth Government but also of the independent govern­
ment to be inaugurated on July 4, 1946, there is Deed for & compre­
hensive survey of the existing Philippine tax system. This survey 
·should be undertaken with a view to providing additional revenups 
to meet the increases in ordinary expenditures that may be antici­
pated as a result of independence and to finance the economic-adjust­
ment program. The Committee does not undertake to specify those 
sources of revenue which should be studied; but, in planning t.he re~ 
vision of the existing tariff, the discontinuance of old taxes, and the 
adoption of new taxes, careful consideration should be given to an 
equitable dilotributioD of the tax burden as well as to the fiscal alld 
economic effects which the proposed ~ would entail." 

Government of the Commonweelth of the PhIllpplnee for the purpose of fInanc­
Ing a prOgTam of economic adjustment In the Philippines, the traBater to be 
made under such terma and conditions as the President ot the United States 
may prescribe: ProwIded, Tbat no part of the approprlatlollfl herein authorized 
I!baIl be paid dlrectl:v or 1nd1rect17 for the production or procesolng ot sugarcane 
In the PbUlpplne Jslands. n 

• Deportment ot State Pr ... Bele .... of lune 23, 1937 • 
• A further dIscos8lon ot certain phases ot this question Is given In pt IV 

of this Report.· • 
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3. BONDED· INDE~TEDNESS 
• • • 

PusENT PUBLIO DEBT 01' THE PRILIPPI>IEIl·' 

On December 31,1936, the outstanding public debt of the Philippine 
Government and its political subdivisions totaled $76,968,000; and 
sinking-funds maintained against this debt amounted to $31,388,000, 
leaving a net indebtedness of $45,580,000.·· The sinking-funds con­
sist almost entirely of bonds issued by the Philippine Government. 
Nearly all of the public debt is payable in dollars, and about 80 per­
cent of the bonds outstanding in the hands of the public are held by 
American investors. 

The public debt of the Philippines is comparatively small Annual 
interest and sinking-fund charges amount to approximately $5,000,000 
and require the exp~nditure of only 8 percent of the ordinary reve­
nues of the Philippine Government and its politieai subdivisions. 

MA1'UBl'lT 01' THE PUBLIC Dmr 01' THE PHILIPPINES •• 

It is calculated that on July 4, 1946, the public debt of the Philip­
pine Government and its political subdivisions, as of December 31, 
1936, will be $62,593,000, and, according to estimates prepared by the 
Philippine Government, sinking-funds, ex.clusive of export-tax pro­
~, will at that time amount to $41,313,000, leaving a net indebted­
ness of $21,280,000.'· The latest maturity date of any bond outstand­
ing OD. Decembe~ 31, 1936, is May 16, 1966. 

CLASSJI'ICATION 01' THE 1'mLIPPINE DEBT 

In section 2 (b) (3) and (5) of the Independence Act, the Con­
gress distinguished between those debts and liabilities of the Philip­
pine Government and its political subdivisions which were covered 
by bonds issued under authority of acts of Congress and those debts 
and liabilities not incurred under such authority.91 This distinction 

"Details In regard to the outstanding public debt will be found In appendix 
V. The debt as ot Dec. 81, 1936, has been used here and hereinafter beenuse 1936 
was the last complete year tor which the Committee was able to obtain llgurea. 

• These ligures do not Include the Indebtedness ot the ManI1a 1Ial1road 
Company . 

• DetaUs In regard to the outstanding public debt, together with estimated 
slnklng·tunds, as ot July 4, 1946, will be tound In appendix VI and thE! toml 
outstanding Indebtedness and estimated slnklng·tunds at the close of each year 
trom 1936 to 1966, are to be tound In appendix vn 

.. This does not Include the Indebtedness ot the Manila RnUroed Compauy 
berelnafter referred tOI nor the Indebtedness Incurred subsequently to Dec. 81, 
1936 • 

.. Sec. 2 (b) (8) ot the Independence Act provides: ''That the debts and lia­
bilities ot the Philippine Islands, Its Provinces, cities, municipalities, and insUn' 
men~lItles, which shall be valid and subsisting at tho tlmo ot tho IInal and 
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placed in one category all debts and liabilities incurred by the Philip­
pine G()vernment and its politn:al SllPdivisions, which are covered by 
bonds issued under authority of acts of c<>ngress; and in another' 
category all other debts and liabilities of the Philippine Government 
and its political subdivisions, as well as all debts and liabilities of its 
instrumentalities. With regard to obligations in the first category, the 
Congress provided (a) that the independent government shall assume 
that portion of this indebtedness outstanding on July 4, 11146; (b) 
that the Philippine Government shall make adequate provision for 
payment of interest and principal thereon; (c) that such indebtedness 
shall constitute a first lien on the taxes collected in the Philippines; 
and (d) that these provisions shall be embodied in a treaty between 
the United States and the Philippines. With regard to obligations 
in the second category, the Congress, in section 2 (b) .(3) and (5), 
merely provided that the independent government shall assume these 
obligations and that a provision t() that effect shall be embodied in 
the said treaty. 

Another differentiation between categories of Philippine indebted­
ness was established in section II of the Independence Act, wherein 
it is specifically provided that there was n() obligation on the part of 
the United States to meet interest and principal payments of 
bonds or other obligations of the "government of the Philippine Is­
lands or of the Provincial and municipal governments thereof here­
after issued", i. e., after the effective date of the act, May 1, 1934.·' 

. This provision might be construed to infer that the C<>ngress recog­
nized some obligation on the part of the United States to meet the 
interest and principal of the bonds ()f the Philippines and its political 
subdivisions incurred pri()r t() May 1, 11134, under authority of acts 
of Congress. . 

l'Qmplete w1thdrawal of the sovereignty of the United States, ohall be aaaumed 
by the free and Indepeodent government of the Phllipplne Islanda; and that 
where bonda have been Issued under authority of an Aet of Congreas of the 
United States by the PhlUpplne Island .. or any Province, city, or munielpaIity 
therein, the Philippine government wUl make adequate provision tor the nece.';­
oary funda for the payment of !nterea! and prlnelpal, and ouch obUgations oh.n 
be a first lien on the taxes eollected In the Phlllppine Islands.1t 

See. 2 (b) (5) of the Independence Act provides: '"That by way of further 
assurance the government of the PbUippine Islands will embody the foregoing 
provisions . . . In a treaty With the United States." 

• Sec. 9 of the Independence Act provides: -"There shall be no obUgation on 
the part of the United States to meet the Interest or prlnelpal of bonds and 
other obligations of the government of the Philippine Islands or ot the Pro­
l'tnctal and munlclpal governments thereof. hereafter Issued during the con­
tinuance of United States sovereignty In the Philippine IsIRDds: Prot>ided. That 
SUch bonds and obligations hereafter lssued shall not be exempt from taxation 
In the United Stat .. or by authority of the United States." 
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The total of Philippine Government indebtedness included in the 
second category mentioned abo1le canilOt be determinel1l. definitively 
at this time because there is a questioh whether the Manila. Railroad· 
Company is an "instrumentality" of the Philippine Government 
within the meaning of the Independence Ac~ question which is 
not within the competence of the Committee .. This railroad was 
originally a private company, but, prior to May 1, 1934, the entire 
capital stock of' the railroa.d was acquired by the Philippine Govern­
ment. The outstanding portion of the Manila Railroad bonded debt, 
which matures prior to July 4, 1946, will be retired in 1939. The 
remaining' portion, which matures subsequent to July 4, 1946, con­
oists of an issue of $13,236,000 of Refunding Mortgage I) percent Gold 
Bonds due July 1, 1956, and an issue of $1,070,000 of First Mort­
gage 4 percent Gold Bonds, due May 1, 1959, the interest on which 
is guaranteed by the Philippine Government. The first issue may 
be redeemed on any interest date, as a whole only, at par plus 10 per­
cent, plus accrued interest. There a.re no sinking-fund provisione 
for this issue. The estimated sinking-fund for the second issue, as 
of July 4, 1946, is $343,380. 

DEBT AS OJ' DECEMBER 81, 1936" 

The outstanding Philippine public debt on December 31, 1936, 
classified with reference to the distinction made in section 9 of the 
Independence Act, was as follows:·' 

Jndebtednt!ll I Oroas Slntfog.ftmdl Ne< 

General 
Incurred prior to May 1,1934 ______ $75, 682, 350 S31,374, 136 $44, 308, 214-
Incurred subsequent to May I, 1934 __________________________ 

1,286,150 14, 339 1,271,811 
1:0~ _______________________ 

$76,968,500 $31, 888, 475 $45,580,026 

DEBT AS 01' JULY 4, 1946 

It has been estimated that U,e status of the Philippine public debt 
set forth in U,e foregoing table will on July 4, 1946, be as follows: .. 

-This does not include Manila Rnilroad Company . 
.. For detaUs in regard to tbe outstanding debt on Dec. 31, l.936, see 

appendix V. . 
.. This estimnte was based on fl!Ol1"CS supplied by the Offtce of tbe Auditor 

General ot tile PhUipplu .. , gI<en Iu appendixes VI and VII. 
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lDdeb_ 
~ 

0 .... SInJdDg_ds N .. 

Genora.! 
Incurred prior to May I, 1934 _____ $61, 057, 350 $40,959,552 $20,097,798 
Incurred subsequent to May I, 1934. __________ " ________ ~ _____ 

1,536,150 353, 551 1,182,599 

1:o~ ______________________ 
$62,593,500 $41,313, 103 $21, 280, 397 

LrQUIDATION OF THE PmLtPPINE DEBT 

In addition to the sinking-fund requirements provided by law 
for each specific issue of Philippine bonds, section 6 (e) (5) of the 
Independence Act provides a further source of funds for debt liqui­
dation by reserving for that purpose the proceeds of the export 
toes." Although this provision makes no distinction in the dis­
tribution of these proceeds among the various classes of the debt 
mentioned above, it could be reasonably lISSIlIDed that preference in 
this respect should be given to Philippine bonded indebtedness in­
curred prior to May 1, 1934, under authority of acts of Congress. 
The Committee believes that this is desirable from the standpoint of 
the interests both of the United States and of the Philippines. 

From the standpoint of the United States, such action would 
assure the liquidation of that portion of the Philippine bonded in­
debtedness which might be inferred to carry.some obl,igation on the 
part of the United States. So far as such an arrangement would 
reduce the total public debt, it would also be advantageous from 
the standpoint of the Philippines. It would permit the new govern­
ment to begin its existence in a strong financial position, practically 
free of debt, and it would enable that government to use the portion 
of the revenues previously devoted to debt service to meet the addi­
tional expenditures that must be incurred as a result of independence. 
Moreover, the early retirement of this debt would result in consider. 
able savings, since the Commonwealth Government could not expect 
to earn on its sinking. funds an interest return as high as the interest 
rate it is paying on its bonded indebtedness. 

"The relevant paragraph of sec. 6 (6) provides: "The government of the 
Commonwealth of the .PhUlpplne Islands shall place all funda received from 
such export taxes In a sinking fund, and soch funds shall, In addition to other 
moneys available for that purpose, be applied solely to the payment of the 
principal and Interest OD the bonded Indebtedness of the Philippine Islands, its 
Provinces. municipalities. and Instrumentalities, untU such indebtedness has 
been folly discharged." . 

80181--8~voL. 1--8 
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CRAllACTEB OJ!' RECOMMENDATIONS !'OR DEBT LxQtJIDATION 

The Philippine Government should continue to set aside from iie 
general fund the interest and sinking-fund charges now required by 
law in respect of that portion of the outstanding bonded indebted· 
ness of the Philippines, its provinces, cities, and municipalities, in· 
curred prior, to May 1, 1934, under authority of acts of CongreB!l, 
as is already provided in aection 2 (7)) (3) of the Independence Act. 
In addition, in order to create II supplementary sinking-fund for the 
liquidation of this portion of the public debt, the proceeds of the 
export taxes required by section 6 (e) of the Independence Act 
should be deposited in a special account in the Treasury of the United 
States, to bear interest in accordance with the provisions of the 
act of Congress approved June 11, 1934: Of Provided, That in accord­
ance with the procedure now applicable to the handling of sinking­
funds of the Philippine Government in the United States, this 
supplementary sinking-fund may be used to purchase Philippine 
bonds which were issued prior to May 1, 1934, under authority of 
acts of Congress. . 

During the three months preceding July 4, 1946, the Philippine 
Government and the Treasury of the United States should confer to 
ascertain that portion of the Philippine bonded indebteduess, referred 
to in the preceding paragraph, which woula be outstanding after July 
4, 1946; and, for that purpose, the Philippine Government should turn 
over to the Treasury of the United States, for custody pending ulti. 
mate destruction, all Philippine bonds issued prior to May 1, 1934, 
under authority of acts of Congress, that may be held (canceled or 
uncanceled) in any of its sinking-funds. After such outstanding 
portion of this indebteduess is thus determined, and before July i, 
1946, uuless some other arrangement shall have been made with the 
Government of the United States in regard to its liquidation, there 
should be set up in the Treasury of the United States, in the name of 
the independent government of the Philippines, from the sinking­
funds mentioned in the preceding paragraph, a special trust fund in 
an amount sufficient to meet interest payments and to retire this out­
standing portion of the Philippine debt at maturity (or earlier by 
the purchase of outstanding bonds upon request of the said independ­
ent government): Provided, That this outstanding portion of the 
Philippine debt should also be assumed by the said government as and 
in the manner provided in section 2 (b) (3) and (5) of the Independ­
ence Act. 

The Philippine Government should continue to set aside from its 
general fund the interest and sinking-fund charges now required by 

.. 48 Stat. 929. 
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law in respect of all other debts and liabilities of the Philippines, its 
provinces, cities, and municipalities, not provided for in the two pre­
ceding paragraphs, as well as all debts and liabilities of its instru­
mentalities. All such debts and obligations outstanding on July 4, 
1946, should be assumed by the independent government of the Philip­
pines as and in the manner provided in section 2 (b) (3) and (5) of 
the IndependQllce Act: Provided, That whenever prior to July 4, 1946, 
it becomes certain that there will be a surplus in the export-tax 
proceeds over the amount required for liquidating that portion of 
Philippine bonded indebtedness provided for in the two preceding 
paragraphs, the Treasury of the United States may, upon the request 
of the Philippine Government, use this surplus to purchase, for deposit 
in a special sinking-fund to be handed over to the independent gov­
ernment of the Philippines on July 4, 1946, any Philippine bonds 
that fall within the category described in the first sentence of this 
paragraph, and PrO'lJided further, That any balance that may remain 
in the Treasury of the United States on July 4, 1946, from the proceeds 
of the export taxes after all actual or estimated claims upon these 
proceeds (as set forth in the two preceding paragraphs and in the 
first proviso of this paragraph) have been provided for, should be 
turned over to the Treasury of the independent government of the 

· Philippines to be placed in a sinking-fund to be used exclusively for 
the purpose of retiring the debts and liabilities referred to in this 

· paragraph. 
In estimating the adequacy of the funds available to liquidate 

Philippine bonded indebtedness incurred prior to May 1, 1934, under 
lluthority of acts of Congress, the Committee has had certain calcula­
tions prepared which are set forth in detail in appendix VIII. These 
calculations are based primarily on the assumption that the annual 

· payments into sinking-funds now required by law for this category 
of indebtedness will continue until July 4, 1946, and that the yield 
of the export taxes will total approximately $35,000,000. One set 
of these calculations presupposes that the funds available would earn 
2 percent as cash deposits, and the other set presupposes that such 
funds would be invested in Philippine bonds on the basis of a yield of 
8lh percent. Under the first arrangement, it is estimated that the 
surplus over requirements would be about $13,000,000, and under the 
other arrangement about $16,000,000. It would seem therefore that, if 
the Philippine Government continues to set aside the annual sinking­
fund payments now required by law and if the export taxes actually 
yield about $35,000,000, the funds thus made available for debt­
retirement would be sufficient not only to liquidate that portion of the 
Philippine bonded indebtedness incurred prior to May 1, 1934, under 
authority of acts of Congress, but also to liquidate a substantial 
part of other Philippine indebtedness. 
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4. CURRENCY 

There are three matters concerning the Philippine currency system 
to which the Committee has given consideration, as follows: the 
exchange standard, currency reserves, and the cUITency-devoluation 
fund. 

THE ExcHAliGE SrANDAJID 

The act of March 2, 1903,'· established the Philippine monetary 
system on a gold exchange standard with a legal ratio of two Philip­
pine pesos to one United States dollar. The changes in the United 
States monetary system in 1934 made it necessary for the Philippines, 
without changing the aforesaid ratio, to adopt the dollar exchange 
standard." In.as much as the trade of the Philippines is predomi­
nantly with the United States and nearly all of the Philippine debt 
is payable in dollars, it seems desirable that, during the Common­
weolth period, the Philippine Government should continue without 
fundamentol change the policy of maintaining the existing dollar 
exchange standard, at the present legal ratio of two pesos to the 
dollar. 

CtnmENor RESERVF.S 

The Philippine Government as of DE!cember 31, 1937, maintained 
currency reserves of PI90,500,000 against P167,000,000 of money of 
the Government in circulation, and available for circulation. These 
reserves consisted of $84,000,000 (equivalent .to P168,000,000) de­
posited in the United States Treasury and commercial banks in the 
United States, $1,850,000 (equivolent to P3,7OO,000) of United States 
currency held in the Philippines, and PI8,800,000 of silver coin issued 
by the Philippine Government.' The ratio of total reserves to the 
totol money in circulation, and available for circulation, was 114 
percent, and the ratio of dollar reserves to the total money in circuIa­
tion, and available for circulation, was 103 percent. Reserves of these 
proportions are substantially in excess of those sufficient to assure 
the maintenance of the peso at its legal ratio to the United States 
dollar. 

The existence of such large currency reserves is primarily the result 
of the duplication of legol reserve requirements under the monetary 
legislation which has been in effect since January 2, 1923." That legis-

.. 82 Stat. 962 . 
• Act No. 4199 of the PhlUppine Legislature. 
, Reporl olI ..... lar Tre......-er 10 lhe Pre.id ... 1 01 lhe PhUippiMa tor Deoember 

1937, dated Jan. 10, 1988. 
• PhlUllplne Act No. 8008, JMe 18, 1922. 
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lation required the establishment of two monetary reserve funds: 
a Treasury Certificate Fund and a Gold Standard Fund (now called 
the Exchange Standard Fund). A reserve of not less than 100 per­
cent of the amount of Treasury certificates in circulation and avail­
able therefor must be held in the Treasury Certificate Fund. This 
reserve may consist of silver coin issued by the Philippine Govern­
ment, United States currency, and dollar deposits in the United 
States.' The principal function of the Exchange Standard Fund is 
to maintain tJ,e parity of the peso with the dollar. It must be main­
tained in a sum of not less than 15 percent of the money of the 
Government of the Philippfues in circulation, and available for circu­
lation, which, it will be noted, includes both coin and Treasury 
certificates.' The result of these provisions is that Treasury certifi­
cates secured by a lOO-percent reserve, which in practice are main­
tained principally in the form of dollar deposits in the Treasury 
Certificate Fund, must have an additional reserve of at least 15 
percent in the Exchange Standard Fund! 

CtnumNcy-DEVALUATION ACCOUNT 

.After the reduction of the weight of the United States gold dollar 
by Presidential proclamation on January 31, 1934, the Congress, 
upon the recommendation of the President of the United States, in 
an act approved June 19, 1934, autJlorized, when the funds therefor 
are made available, a credit in favor of the Treasury of the Pl:ilippines 
of $23,862,750.78, representing: 

••• an amount equal to the Increase In value (resulting from the reduction 
of the weight of the gold dollar) of the gold equivalent at the opeulng of 
buslneaa on January 81. 1934, of the balances maintained at that Urne In hanks 
In the continental United States by the Government of the PhllIpplne Islands 
tor Its gold standard fund and lIB Tresanry OerWlcate fund lesa the Interest 
zeeeived by It on ouch balances.' 

The Congress has not thus far appropriated funds to make the 
payment contemplated in the' act, and a bill seeking to repeal the 
authorization has been pending before the Congress for some time. 
In view of the fact that this matter involves questions which are not 
within the competence of the Committee, the only recommendation of 
the'Committee on the subject is that the funds to be appropriated 

, Sec. 1626 of PhlUpplno Act No. 4199. the monetary law now In efrect. 
• Sec. 1622 of PhlUpplne Act No. '199. . 
• On December 31, 1987. Treasury cert11lcates tully covered by dollar reserves 

amounted to approximately 90 percent of total Treasury certlftcate. In circula­
tion and available therefor, and to appronmately 75 pereent of total eurrency in 
circulation and available theretor. .Rep"" 011 ..... lar TreaBU ..... ibid. 

• 48 Stat. I11G. 
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under the act of June 19, 1934, referred to above, remain on deposit in 
the United States Treasury during the Commonwealth period as a 
credit to the Philippine Government. When the political relationship 
between the United States and the Philippines is severed, this fund 
should be turned over to the independent government in connection 
with the final settlement to be made regarding Philippine bonded 
indebtedness and Philippine monetary reserves held in the United 
States. This sum would strengthen the financial position of the inde­
pendent Philippine Government and would be of material assistance 
in carrying on its program of economic adjustment. 

5. BANKING 

Commercial banking facilities in the Philippines are provided by 
seven Philippine banks, four branches of foreign banks, and one 
branch of an American bank. On June 30, 1937, the total resources 
of these institutions aggregated $187,700,000, of which $81,700,000 
belonged to the Philippine National Bank, $49,400,000 to other 
Philippine banks, and $56,600,000 to the branches of foreign banks 
and to the branch of a national bank of the United States.' The 
P.hilippine National Bank of Manila, all the stock of which is owned 
by the Philippine Government, has 10 branches and 46 provincial 
agencies throughout the Philippines. The other institutions operate 
11 provincial branches. 

Commercial banking facilities appear to be adequate in Manila 
and in the larger cities. The Philippine Government, through the 
establishment of provincial agencies of the Philippine National 
Bank, has attempted to facilitate the granting of loans to borrowers 
in rural regions.· There is no reason to believe, however, that com­
mercial banks, even in cooperation with the Government, can solve 
the credit problems of the small agricultural borrowers. 

The principal function of the Philippine National Bank is to 
furnish banking services directly to the public. In addition, it has 
acted as the official depository of the funds of the Philippine Govern­
ment and, in times of stress, has occasionally extended aid to other 
banks in the Philippines. This bank is accorded the note-issue 
privilege, provided that notes outstanding do not exceed the amount 
of its capital and surplus and that a 25-percent cash reserve has bien 
deposited with the Philippine Government. Under certain restric-

• Based on "Statistical Data on Banks and Banking Inatltntlons In the PhIl4>­
pines", compUed by the Bank Oommlssloner, Manila, Aug. 81, 1987 . 

• The BllbJect of agricultural credit 18 dllICllII8ed In pt. IV of tbIs Report. 
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tions the bank is permitted, in times of financial stringency, to exceed 
temporarily the legal maximum of its note issue; such notes, however, 
must be secured 100 percent by commercial paper and 25 percent by 
a cash reserve on deposit with the Philippine Government.' Although 
the Philippine National Bank has exercised from time.to time some 
of the functions which usually characterize a central bank, it is not 
primarily a bank of re-discount or a banker's bank; moreover, the 
amount of its note issue constitutes less than 10 percent of the 
currency in circulation in the Philippines. 

Much of the commercial-banking business in the Philippines is 
conducted by the Philippine National Bank and by branches of large 
banks with head offices in the Unil;ed States or in foreign countries. 
These institutions would probably have no occasion to re-discount 
their commercial paper with a central bank in the Philippines. 
Should other Philippine banks have occasion to borrow, they would 
probably be able to obtain funds either from the Philippine National 
Bank or from their foreign correspondents. . 

In view of the present structure of the Philippine banking and 
currency systems, there appears to be no necessity at the present time 
for the establishment of a bank in the Philippines whose functions 
would be primarily those of a central bank. Commercial and finan­
cial requirements in the Philippines, however, may be altered in the 
future, especially as a result of the changes incident to Philippine 
independence. The Committee recommends, therefore, that the 
studies which it has proposed for other fields of Philippine finance 
be extended to include the banking system of the Philippines. 

• Sec. 14 of PhllIpplne Act No. 2938. 
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ECONOMIC ADJUSTMENT 



ECONOMIC ADJUS1MENT 

1. INTRUDUCTION 

The elimination of the preferential treatment of Philippine prod­
ucts in the United States will make necessary a fundamental and dif­
ficult adjustment of Philippine economy. The Committee believes, 
however, after having reviewed the problems of adjustment, that the 
trade program recommended in this Report should afford the Philip­
pines a reasonable opportunity to adjust its economy to a non-pref­
erential basis. Given the necessary natural resources, time, and 
funds, the problem of effectuating the adjustment--Ucept for un­
foreseen major contingencies-would become a matter primarily of 
proper planning and administrative efficiency. 

NEED FOR EcoNomo A.n.rosT!o:NT 

The gradual elimination of the existing trade preferences will make 
it necessary for the Philippines to find not only replacements for a 
certain amount of the present agricultural and manufacturing pro­
duction but also some means for maintaining adequate public rev­
enue anll purchasing power for imported nrticles. 

The portion of Philippine agricultural preduction now believed 
to be dependent to a substantial degree on a preferential market in 
the United States, represents a considerable value but not a great 
acreage, because it is confined almost exclusively to sugarcane aud 
tobacco, which are crops that yield unusually large gross incomes 
per acre. At the present time in the Philippines there are approxi­
mately 635,000 acres (257,000 hectares) of sugarcane and 183,000 
acres (74,000 hectares) of tobacco. The land devoted to these two 
crops is equal to approximately 'Tlh percent of the total area under 
cultivation. Statistical data on the value of Philippine sugar IJld 
tobacco products are given in part IT of this report. Ou accOlmt 
of the unpredictable variables involved, it is not possible to make 
satisfactory estimates of the extent to which the acreages of these 
crops will have to be reduced in consequence of the elimination of 
existing trade preferences; but there is reason to believe that unless 
conditions greatly different from the present should prevail it will 
be necessary for the Philippines to decrease substantially the present 
sugarcane and tobacco production. 

127 
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Likewise, the elimination of trade preferences may be expected to 
require major decreases in the present level of manufacture of certain 
products, notably sugar, cigars, coconut oil, and pearl buttons. 

Except for the temporary expedient of borrowing, the only source 
of a country's purchasing power for imports is to be found in its 
sales to other countries of commodities (including gold) and serv­
ices; and at the present time it is estimated that one half or more 
of the purchasing power of the Philippines for foreign (including 
American) products and services is obtained through the export of 
Philippine products which are dependent in large part on the exist­
ence of a preferential market in the United States. Consequently, 
the elimination of American trade preferences on Philippine exports 
may be expected to give rise to a serious problem of maintaining the 
purchasing power of the Philippines for its necessary imports. The 
solutions for this problem will be sought necessarily through the 
creation, during the contemplated 20-Y08r transition period, of new 
or additional production for (a) export, to substitute in providing 
the foreign exchange now derived from the export of products de­
pendent on trade preferences in the United States market, and (b) 
domestic consumption, to substitute for a portion of the present im­
portations. Some action will need to be taken in each direction; but 
it should be recognized that the second Course, which represents a 
direction of less resistance, is susceptible of economic abuse and, 
unless employed with the greatest care, is likely to result in the 

. creation of industries so ill-adapted to Philippine conditions as to 
be permanently inefficient and burdensome on the welfare of the 
people. 

On account of the fact that a substantial amount of the public 
revenue of the Philippines is currently derived from that portion of 
domestic production dependent on trade preferences in the United 
States market, the Philippine Government will find it necessary, as 
the existing preferences are gradually eliminated, to replace this 
source of revenue from either (a) the new or additional production 
to be created, or (b) the existing potential sources of public revenue. 

... substantial part of the necessary economic adjustment will have 
to take the form of improvements in the efficiency not only of that 
portion of the present Philippine production which is dependent 
on trade preferences but also of that portion which is not so de­
pendent. For instance, the Philippines could not expect to find a 
replacement crop for sugar which would yield on the same acreage 
an income approximating that derived as a result of the price 
premiums paid by the United States at the present time on Philip­
pine sugar. 

In order: to effectuate the necessary improvements in the efficiency 
of established Philippine industries, as well as to create new efficient 
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industries, it will be essential for the Philippine Government not 
only to aid the introduction of new agricultural or manufacturing 
industries but also to take substantial strides in the further reduction 
of illiteracy, in the improvement of communication and transporta­
tion facilities throughout the islands, in the improvement of health 
conditions, and in the further provision of those other basic public 
services that are requisite to the efficiency and well-being of a people. 
If, however, the potential sources of additional revenue were tapped, 
and if the present remittances of funds derived from United States 
taxes on Philippine products were continued during the Common­
wealth period, there should be an adequate public revenue to finance 
an economic-adjustment program of the extent that will be required 
to meet the problems which the people of the Philippines face in 
their effort to achieve complete· independence. 

OBJECTIVES OF EOONOMIO AwuSTMENT 

The immediate and necessary objective of a program of economic 
adjustment is, of course, to offset so far as possible the adverse effects 
of the discontinuance of trade preferences in the United States mar­
ket. In order that the maximum advantage may be takeIi of this 
opportunity, it is believed that the program sh!luld be such as will 
tend to increase not !lnly the productivity, and thus the stsndard !If 
living, !If the people of the Philippines above the levels that would 
otherwise prevail, but also the health of the people and their ability 
to participate in the problems and processes of democratic govern­
ment. It is also believed that an objective of the adjustment pro­
gram should be to distribute the import and exp!lrt trade among 
many countries in order that the Philippines may not become eco­
nomically dependent on its trade with a small group of nations. 

There is another objective which, although negative in nature, is of 
such importance that it should be gi'len careful attention in the de-

• velopment of an economic-adjustment program. Reference is made 
to the necessity of avoiding the serious sacrifices in the standard of 
living that would be involved in an excessive pursuit of a policy of 
economic self-sufficiency. Undoubtedly there will be instances·in 
which it may be found advantageous for the Philippine Government 
to resort to moderate public subventions in the form of tariffs, quotas, 
or bounties, to encourage the establishment of some industries which, 
although they would be relatively inefficient at the time of their 
introduction, give promise of so improving efficiency within a brief 
period as to be able to carry on operations without the continuance 
of the subsidy. In practice, however, such promise is seldom fulfilled. 
There may also be instances in which public subventions could be 
justified in order to induce the production of a certak amount of a 
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• 
commodity which might be considered abeolutely essential for na.­
tional defense. But the Government of the Philippines will find it 
necessary to· guard against including in its economic-adjustment 
program a etructure of trade barriere which, while purporting to 
find justification in the very limited "young industry" and "national 
defense" needs for protection, would constitute an unnecessary and 
permanent impairment of the standard of living of the people of 
the Philippines. 

EXPENDlTUlIES POX EOONOMIO AwusTJllENT 

If the present sales of Philippine coconut, sugar, and tobacco prod­
ucts in the United States, the existing United States taxes on such 
products, and the current remittances of the proceeds of such taxes, 
should continue until July 4, 1946, the Government of the Philippines 
will have received during the Commonwealth period a substantial 
fund which should prove reasonably sufficient to finance a comprehen­
sive program of economic adjustment. Since, however, there is no 
guarantee that the Congress will continue either the levy of these 
taxes or the remittance of the proceeds as recommended by the Com­
mittee, and since a decrease could conceivably take place in the sales 
'of these products in the United States, it.would appear to be neces­
sary to plan the program of economic adjustment in such manner that 
it could be adapted readily to a tots! supply of funds much less than 
might be estimated on the basis of current conditions. 

The Committee also recommends that the remittances of all pro­
ceeds of United States taxes on Philippine products during the Com­
monwealth period should be reserved by the Government of the Phil­
ippines primarily for expenditure on a program of economic adjust­
ment, and that none of these funds should be used either directly or 
indirectly to replace any portion of the present total ordinary revenue. 

In order that the program may be correlated in point of time with 
the needs that will arise for economic adjustment, and in order that 
the Philippines may avoid the violent fluctuations in the wage- and 
price-levels that would result from concentrating extraordinarily 
lar'ge expenditures of publio funds within the brief period durh>g 
which the remittances will be received, it is believed that the expendi­
tures not only should be related to the decreases in employment to 
be expected in some industries, but also should be budgeted over 
practically the entire transitional period that is contemplated for the 
elimination of trade preferences in the United States. 

Practically all economic-adjustment projects require, in addition to 
the original capital outlays, some recurring expenses for maintenance 
and operation. There are, however, considerable differences among 
alternative economic-adjustment projects in this respect, and it is be-
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lieved that in devising the adjustment program a preference should 
be shown for projects that require primarily capital outlays as distin­
guished from continuing expenses, which eventua.lly might become 
burdensome on the regular budget of the National Government. As 
examples of projects having a relatively low ratio of maintenance and 
operating expenses to capital outlays, there may be mentioned: a 
resettlement project, which instead of requiring indefinite mainte­
nance expense should begin after a few years to return the capital 
outlay made by the Government, so that the original expenditure 
could be made into a revolving-fund for a series of such projects; 
roads, the use of which, under a system of taxation on gasoline, ordi­
narily results in some increased revenue that becomes available for 
road maintenance; re-forestation; the construction of school and hos­
pital buildings, the maintenance of which is to be assumed by the 
local political subdivisions; the purchase of land, buildings, equip­
ment, and stock for national agricultural stations, which thereafter 
could be maintained at sma.ll expense j public water supplies, for 
which the capital outlay, rather than the maintenance, constitutea the 
most significant cost j a soil survey and other necessary research proj­
ects, which do not require repetition j the establisbment by the Gov­
ernment of adapted and desirable agricultural and manufacturing 
industries which, although not sufficiently attractive to private capi­
tal at the present time, could well be expected to be self-supporting 
or, within a brief time, even revenue-producing j and the techuical 
training of an increased stall' of Filipinos for governmental and edu-
cationlll service. .. 

It is also evident thllt in the selection of projects for an economic­
adjustment program, preference should be given to those undertak­
ings that are most likely to benefit large, rather than small, groups 
of the population; that are most likely to constitute a continuing 
rather than a temporary benefit to the population j that will not 
confer unnecessary benefits on one group of the population at great 
expense to the general public; and that will tend to prevent the sea­
sonal development of acute conditions of unemployment in indi­
vidual production districts. These obviously desirable criteria. 
would indicate, for instance, that a. new system of roads to serve 
large areas would be preferable to a. reclamation project for the 
benefit of a small group; that the importation of improved animal 
and plant breeding stOck, the benefit of which would continue to 
expand for many years, would be preferable to expenditures for 
projects to yield temporary benefits j that it would be undesirable 
to use governmental funds, or resort to trade barriers, to create a 
poorly adapted new industry at great public expense in the form of 
ta.xes or inordinate prices to a.ll consumers; and that some preference 
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should be accorded projects which would increase the degree of diver­
sification of the production in highly specialized districts. 

ORGANIZATION FOR EcoNOmO An.nlsTHENT 

It is important that the contemplated economic-adjustment pro­
gram for the Philippines should be designed as an entirety rather 
than allowed to accumulate as a. heterogeneous and uncoordinated 
mass of individual projects which might be urged effectively upon 
the National Assembly and the Administration from time to time in 
a more or less random fashion by various interested minority groups. 
The Committee recommends that the program be formulated by a. 
single organization of competent technicians, which would have 
simultaneously under its review all the principal needs and alterna­
tives, in order tha.t a better selection of projects may be made, that 
the individual projects may be correlated better with respect to both 
their natures and their times of execution, and that a greet deal of 
waste and inefficiency may be avoided. The necessity for coordina­
tion is clear; a. resettlement project, for example, might be fitted best 
into a. general program of economic adjustment by choosing a site 
for the project which would be well adapted to the production of a 
group of commodities for which a market survey had indicated the 
existence of an adequate foreign or domestic demand, and by drawing 
the population for the resettlement project exclusively from an 
area in which it is imperative to relieve an overcrowded condition 
and to carry out a re-forestation plan by bringing into the public 
domain steeply sloping lands now being seriously eroded by an 
inefficient pursuit of agriculture. 

The Committee believes that in order for the necessary technical 
planning organization to perform the best work it should be (a) ade­
quately and exclusively staffed with competent technicians, (b) com­
pletely non-administrative in character, and (0) of at least a semi­
permanent nature. In addition to its ordinary work with respect to 
economic adjustment, such a. technical orgauization could render 
valuable services to both the legislative and executive branches of the 
Government by furuishing economic analyses or proposals and policies 
concerning such matters as money, banking and credit, taxation, a.nd 
tariffs and other trade barriers, and it could also act as a centralized 
statistical unit to collect and publish data which at the present time 
either do not exist or are scattered among many governmental agen­
cies. In creating a body to perform the technical work in economic 
planning, the Philippine Government might wish to consider the 
establishment of either a special commission or a regular govern­
mental department of economics which might give the organization 
a status a.nd permanence more attractive to competent personnel. 



ECONOMIC ADJUSTMENT 133 

Presumably the economic-adjustment program will be composed of 
projects so widely dill'erent in nature that it will be necessary, for 
the purposes of efficiency, to distribute the administration of the plan 
among the various existing agencies of the Philippine Government in 
accordance with their specialized fields. Obviously a great amount of 
waste, duplication of ell'ort, and sacrifice of technical competence 
would be involved if, for instance, a single organization in the form 
of an economic-adjustment administration were set up to administer 
a program which included re-forestation, road-building, and plant 
and animal development, when regular governmental bureaus already 
exist for forestry, public works, plant industry, and animal hus­
bandry. It might be desirable, however, to have the technical non­
administrative organization, which formulates the economic-adjust­
ment program, make periodic checks on the work of the various 
administrative agencies charged with responsibility for carrying out 
the program and, on the basis of such reviews, render progress re­
ports to the President of the Philippines in order that control may 
be exercised to prevent each. administrative unit from either deviat­
ing from the original purpose of its portion of the program or failing 
to coordinate its work with that of the other administrative agencies. 

2. ECONOMIC-ADJUSTMENT PROJECTS 

The following suggestions are intended to indicate in broad out­
line the nature of some of the possible adjustment projects which the 
Committee believes should receive careful consideration by a tech­
nical organization in designing a comprehensive and well-integrated 
program for economic adjustment. 

IlIn'IIOVEMENT OP TBcmn:CAL TBAINING 

As a matter of permanent policy, as well as with respect to their 
immediate needs arising out of the transition from a dependency to 
a republic, it is obvious that the people of the Philippines should 
avail themselves of the experiences and accumulated knowledge of 
the principal countries of the world. The great economic advance-­
ments made by some countries in recent years are in no small de­
gree attributable to a policy of utilizing the technical knowledge that 
had been gained slowly and painfully by other nations. In order 
t.o acquire an adequate supply of highly skilled technical services, 
it will probably be necessary for the Philippines to resort to the 
hiring of a few outstanding foreign technicians, at least as a tempo­
rary expedient for their immediate pressing needs j but with respect 

80181-U-,.oL, 1-10 
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to the permanent requirements, it is believed that the Government 
should adopt a policy of providing technical training for its own 
citizens. Consequently, it may be advisable to give consideration to 
the possibility of including in the adjustment program a plan 
composed of various projects for the improvement of educational 
facilities. 

Iil order that a well-trained personnel may be developed for public 
service, including the work of instructing in the educational institu­
tions, it might prove desirable to establish scholarships to defray the 
necessary costs for a few years of graduate training in the best for­
eign universities for a substantial group of the most promising uni­
versity graduates. Another opportunity for making an important 
contribution to the training of an adequate personnel for public 
service is to be found in the possibility of providing for temporary 
teaching in the Philippines by distingtilshed foreign professors. In 
addition, it might prove advisable for the Government to subsidize 
an arrangement for sabbatical leaves of Philippine university faculty 
members, in order that they might be afforded an opportunity to 
pursue advanced training in the best foreign institutions. Likewise, 
it may be true that some of the present technicians in the service 
of the Government might find it possible to increase the efficiency of 
public service if they were afforded an 'occasional opportunity to 
examine closely the work of other governments and secure additional 
advanced training abroad. 

Apparently in recognition of the need in the Philippines for im. 
proved educational facilities the Independence Act roqnires that 
"provision shall be made for the establishment and maintenance of 
an adequate system of pUblic schools, primarily conducted in the 
English langnage". With the funds now being made available 
through the remittance of the proceeds of United States taxes on 
Philippine products, it is possible for the Commonwealth of the 
Philippines to effectuate this intent of the Independence Act j the 
Committee, therefore, recommends the adoption of an adequate pro­
gram for the construction of needed additional school buildings in 
those cases in which the cost of operation could be supported with 
ordinary revenues. 
• There is little prospect at the present time that more than a very 
few of those who receive a primary education will be able to attend 
secondary schools or colleges. Moreover, the economic position of 
the vast majority of primary-schcol graduates renders it impossible 
for them to purchase the reading materials that would be necessary 
for continued education. In order to afford these people some op­
portunity for additional learning and self-advancement, it might 
be well for the Government of ,the Philippines to consider a project 
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for expanding the very limited collections of books in the local 
schools into small uniform public libraries. 

There is also an outstanding need in the Philippines for. trade­
echool training especially in agriculture, the largest industry of the 
islands. The so-called "Munoz type" of agriculturnl school would 
provide an effective method of disseminating a combination of aca­
demic training and practical experience in agriculture, for which 
there is great need in all parts of the archipelago_ A few additional 
I!Uch schools to serve the special needs of each of the principal agri­
cultural regions of the Philippines might be expected to make con­
tributions to the public welfare equal in value to many times the cost. 

IlII1'lIOVEHENT OF TRANsPORTATION F ACILITlES 

One of the most important advances that can be made in Philip­
pine economy is through the extension of transportation facilities 
to the large areas of rich agricultural lands which are now inacces­
sible. Adequate transportation facilities are required in order to 
permit many small communities to market their products economi­
cally and purchase the products of other communities, to carry out 
plans for military defense, to extend communication and educational 
facilities to the now remote areas, to extend to all the population the 
numerous health and agricultural services offered by the Govern­
ment, and to bring the populations of individual districts more closely 
together into one nation with common ideals and understanding. 
Furthermore, the consummation of the principal benefits of the other 
most desirable economic-adjustment and -improvement projects will 
be contingent to a considerable extent on the construction of ade­
quate transportation facilities. 

Although there is obviously great need for additional public roads 
and improved inter-island transportation facilities, it appears doubt­
ful, upon preliminary review of the transportation problems in the 
Philippines, that the expenditure of additional funds on railroad 
facilities would yield as much utility to the people as would the 
same expenditure for roads and bridges. There is also reason to 
doubt the advisability of withholding th~ construction of any ob­
viously needed public road for the purpose of indirectly subsidizing 
an established railroad-by securing to it a monopoly of the prm.. 
cipal transportation facilities for a district-whose services cannot 
be made available for many of the transportation needs of the lowest 
income groups. To deny these people the public roads which are 
necessary to improve their economic welfare is not to solve the 
transportation problem for a district but merely to burden the peo­
ple with the needless cost of perpetuating an expensive and inade­
quate form of transportation. One of the most seriously needed 
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transportation facilities in the Philippines is an adequate system of 
so-called "farm-to-market roads" to connect the more or less isolated 
small communities with the main roads between the principal mar­
ket and distribution centers. 

The Philippine Islands have a long irregular coastline which is 
approximately equivalent to twice that of the United States, yet 
for the guidance of mariners it is marked with only 227 lights, which 
are sparsely distributed among more than 7,000 islands; and channel 
buoys are lacking in most areas. The result of thess deficiencies in 
ordinary safeguards for water transportation apparently means that 
certain economic developments which would otherwise occur are 
held in abeyance, that some transportation schedules are needlessly 
slow and expensive on account of the hazard of sailing at night under 
present conditions, and that, as a consequence, high premium rates 
are charged for marine insurance. 

Although it might prove advisable after careful investigation 
for the Government to undertake to improve inter-island shipping 
services in order to increase the facilities, and to lower the present 
rates which retard the economic development of such areas as Min­
danao, it would seem that for a long period at least there will be 
many needs for the expenditure of public funds which would bring 
greater advantages to the people of the Philippines than the bene­
fits that coUld be gained through equivalent outlays for an interna­
tional merchant marine. 

CONSERVATION OJ!' NATURAL REsoUllOES 

There is usually a close relationship among the problems of con­
serving forest, water, and soil resources. In most instances the three 
resources are destroyed simultaneously whenever the growth on a 
natural forested watershed is cut without proper replanting. The 
ordinary depletion processes are well recoguized: removal of the 
forest leaves a barren slope with only a part of its former water­
retention power; consequently the moisture-supply flows off the 
watershed as soon as deposited and converts a steady-flowing drain­
age stream into one which alternately becomes flooded and dry, and 
the increased velocity of water-flow produces the phenomenon of soil 
elKlsion. 

In some districts in the Philippines, for instance on the island of 
Cebu, the destruction of forest resources is beginning to impair the 
water-supply to a serious extent and the soil is being badly eroded. 
It seems clear that the people of the Philippines, despite the present 
abundance of total natural resources relative to the population, should 
establish a policy of conserving, and wherever practicable improving, 
the forest, water, and soil resources which must serve as the bases 
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for the permanent economy of each inhabited district. Both re­
forestation and afforestation suggest themselves as worthy economic­
improvement projects. It would probably be sound policy to under­
take to bring into and retain in $.e public domain all the essential 
natural watershed areas in the islands. Some portions of the public 
domain which are open for homestesding at' the pI'8l18nt time are 
natural watersheds and lands with such steep slopes that the prob­
lem of preventing soil erosion makes them very poorly adapted to 
permanent and efficient agricultural operations. It is also possible 
that a significant contribution to the conservation of soil and water 
resources could be made in the Philippines, as has been accomplished 
in some other countries, through educating farmers to an apprec~­
tion of the gains that they may make for themselves by following 
soil-conserving practices, such as contour-cultivation, strip-cropping, 
terracing, and the use of cover crops, in their ordinary farming 
operations. 

Mention may be made in this connection that among the various 
possible re-forestation projects the establishment of additional 
cinchona plantations not only would serve the purposes of conserva­
tion but also would increase the production of an essential commodity 
(quinine for malaria) for which there exists both a serious need in 
the Philippines and a large foreign market. It may also be noted 
that there is need for the Legislature to make available the very 
small fund that would be required to enforce the contractual obliga­
tion of lumbering concessionaires to replant properly the areas now 
being cut. .. 

Fish is an item of primary importance in the Philippine diet. It 
Serves to balance the large consumption of rice and corn j and the 
fishing industry provides a livelihood for a large number of people. 
The methods of fishing, however. which have developed in the ab­
sence of public control, not only constitute a great waste of labor 
but also threaten to deplete this natural food supply. A large amount 
of small fish are taken j many mature fish are caught just prior to 
their spawning seasons; and some fishermen resort occasionally to 
poisoning and dynamiting, which involve the wasteful destruction of 
many fish. Consequently there seems to be reason to believe that the 
Government could increase and conserve the fishery resources of the 
islands by studying the life-cycles of the various food-fish, by operat:­
ing hatcheries and protecting spawning grounas, and by providing 
an adequate patrol service to enforce the necessary fishing regulations. 

IMPROVEMENT ID' AGmOULTURll 

Philippine economy is at present, and probably for several genera­
tions will continue to be, basically agricultural The principal ex-
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ports will be agricultU!QJ products; a.ild the standard of living-in­
cluding thil consumption of maJ!.ufactured impo~will necessarily 
depend upon the amount pf th~ agricultural productivity per person. 
The relatively low yields of mos/; fhilippine crops per capita and per 
hectare, in p,e presence of.an excelJent climate and an abundsnce of 
rich soils, arp indicative -of the opportunity that exists to increase 
the agricultural productivity, and thus the standard of living, of 
many of the Filipino people. With that objective in view it is be­
lieved that· the following possible projects should be given careful 
consideration by a technical pllUlning organization in constructing 
a program of economic adjustment. 

SOIL Smm:r AIm MAPPING 

Since the proper use of land is an essential basis for a sound pro­
gram of Philippine economy, a census of the soil may be considered to 
be the most appropriate first step in planning agricultural improve­
ment. The data collected through a soil survey would serve to indi­
cate the areas best adapted to various crops, to make it possible to 
advise farmers as to the appropriate kinds and amounts of fertilizers, 
to furnish the necessary data for the selection and subdivision of 
resettlement sites and for the classification .of lands which is required 
in the work of the Bureau of Forestry, and also to indicate the 
variations in the soil-oonservation practices required in the different 
localities. 

NATIONALAGBICUIJrllIW. ExPI:BIJumT STATION 

In planning a program of agricultural improvement, especially 
one in which new replacement crops are intended to be introduced. 
on a commercial scale, it is essential that adequate facilities be 
provided for the necessary experimental research and development. 
The plant varieties and the cultivation methods of other countries, 
where the desired new crops are already in commercial production, 
would have to be tested and developed under the various Philippine 
soil and climatic conditions. In order to carry out this work a een­
~al agricultural experiment station would be required with a sub­
station in each of the distinct agricultural regions of the islands. 
• It is believed that the work of developing well-adapted, prolific, 
and disease-resistant-varieties of plants and animals to the point at 
which they could be made available to farmers for commercial pro­
duction, would be accomplished with the least duplication of effort 
and with a maximum of gOOd results if the task were divided into 

.- three general stages as follows: 
TM de<tJelopmmt 01 agricvlttwal BciMlce, including the enlarge­

ment of the principles and technique of experiment and testing, 
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which is the natural and basic"1ield of wor~ for an advanced agri­
cultural college. The College of Agriculture at Los Bajios is the 
only institution in the Philippines prqperly' qualified to pursue this 
field of fundamental work, upon w!rieh all subsequent developments 
depend; and the faculty of the co.llege shQuld no~ neglect this basic 
work in order to devote a great amount of itS time tp the second 
stage of development work, which involves only more or less routine 

. ecientific experimenting and testing. 
The dfWelopment of impNYVed 8trains of pZantB and animaZ8, and 

impNYVed farming 1J1'acticu, which it is believed could best be ac­
complished through the medium of a central experiment-station 
system under the direction of the Department of Agriculture and 
Commerce. Such an experiment system, composed of a central sta­
tion with a substation in each of the distinct soil and climatic re­
gions of the Philippines, would appear to be necessary in order to 
develop plants and animals best adapted to the various local Phil­
ippine conditions, with respect to vio.bility, productivity, disease­
resistance, and marketability. 

Propagation and diBtributifm of im1J1'oved 8eeda, pZantB, and ani­
mal8 to farmers in the local o.gricultural districts. There o.re pra.c­
tically no private distributors of improved seeds and plants in the 
Philippines. It is believed that this function could best be performed 
by national agricultural service stations (described below) which 
would also function as the governmental agency to contact the indi~ 
vidual farmers and render them certain other essential services. 

There would o.ppear to be many possible opportunities for the 
Philippines to enlarge and diversify its consumption and export of 
o.gricultural crops. The great vo.riation of tropical soil o.nd climo.tic 
conditions in the archipelago indicates the possibility of developing 
the successful commercial production of a large percent of the 
numerous tropical farm products which a.re imported in significant 
quantities by many temperate-zone countries. Moreover, o.t the 
present time the Philippines is importing many o.gricultural products 
which might be produced efficiently with the aid of some experi­
mental development work o.nd some governmental educational guid­
ance. In some instances the Government might also find it desirable 
to render mo.rketing and financial assistance to prospective produoe~ 
of new crops. 

The great need for developing better livestoc'A: in the Philipp;nes 
is rea.dily o.pparent: the dairy cattle produce on the average only a. 
small fraction of the quo.ntity of milk 14o.t could be obto.ined from 
well-bred herds. Likewise, the goats do not produce more than a. , 
small fra.ction of the quantity of milk given by the best strains of 
milk goats adapted to Philippine conditions; and this is particularly 
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unfortunate because the goat is especially well adapted for the pro­
. duction, under Philippine climatic conditions, of an economical sup­
ply of dairy products, which is greatly needed by most families. 
The swine are small, slow-growing, and poorly shaped meat animals. 
The chickens are notably deficient with respect to both meat- and 
egg-production. 

N ATIONAL AGRICULTURAL SEI<VICE STATIONS 

The improvement of agriculture in the Philippines will depend, as 
elsewhere, not only on having a well-equipped college of agriculture 
and a properly qualified national experiment-station system to deter­
mine and develop agricultural products and practices best adapted to 
the conditions in each district, but also on having an efficient means 
of propagating and disseminating improved strains of plants and ani­
mals and information on improved agricultural practices to the 
farmers in each district. A system of national ag·ricultural service 
stations would probably be required in order to contact tbe farmers 
effectively and encourage the adoption of improved farming practices 
and improved strains of plants and animals. Since the effectiveness 
of such agricultural service stations depends to a great extent on the 
convenience of their loeation for visiting farmers, it would prohably 
be necessary to establish one fully equipped station in each province, 
;;vith substations as required in certain provinces. The effectiveness 
of a system of agricultural service stations in improving farming 
practices would also depend on whether the individual stations were 
adequate in size-say not less than 50 acres (20 hectares); wer" 
supervised by properly trained and competent managers; and were 
well supplied with equipment, materials, and labor. A properly 
managed and equipped system of agricultural service stations could 
be expected to become a channel of close contact between the central 
government and practically all farmers in the country. 

The nature of the services which a system of national agricultural 
service stations should be expected to render may be summarized as 
follows: 

Propagati01l. aM di8tributiotl of impr01Jed strains of plants aM 
anima18 developed by the national ezperiment station, with special 
emphasis on the free or low-cost distribution of improved seeds, 
plants, and animal-breeding services, and representing not only prod­
ucts extensively grown in the local districts but also products which, 
although not widely produced locally, could be grown advantageously 
in the area-<lSpecially commodities now imported and new products 
to be exported. 

Dissemination of information, partly by demonstration, on im­
proved ag,icultural practiCIlIl, with respect to: physical handling and 
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protection of soils; soil-building, plant-fertilization, and animal-feed­
ing practices; control and use .of the water-supply; control of plant 
and animal diseases and inseCt pests; and increased diversification 
of products. 

The great needs for these improvements in Philippine agriculture 
are so obvious that for the present purpose mere references to them 
should suffice. Except for the mechanical handling of soils in sugar­
cane-production, most of the advantages of deep plowing and the 
turning under of vegetation are lost, because neither the draft animal 
nor the equipment is capable of performing the best work. Other 
than with respect to rice-cultivation, very little effort is made through 
either terracing, contouring, diversion-ditching, or the planting of 
special cover crops, to protect the soils against water erosion. Iu 
many instances no action is taken to ma.intain or improve soil fertil­
ity; numerous farmers depend for the replacement of plnnt foods in 
their soil on an erosion process by which the farm is overflowed and 
a soil deposit. made by water that has eroded lands at a higher level. 
Philippine agriculture is dependent to a large extent, especially on 
account of the large acreage devoted to rice, on irrigation; but many 
of the systems, constructed by small groups of farmers, are inade­
quate, and there is a very limited knowledge among many farmers 
of the best practices to be followed in using irrigation water. 

There is need throughout the Philippines for the work that could 
be rendered by a system of ·national agricultural stations in control­
ling insect pests and plant and animal diseases. The locust, for 
instance, which is one of the most serious insect pests at tile present 
time, can readily be controlled, provided the necessary funds for 
materials and labor are made available. The savings made through 
the control of plant and animal insect pests and diseases are usually 
many times greater than the funds required for the purpose; and 
under tropical conditions, particularly, such control measures are 
required in order to protect and insure the success of a program in­
volving the introduction of new crops. The lack of extreme tem­
perature variation in the tropics, and the usual absence of extended 
periods without precipitation, make possible continuous life-cycles 
for many pests, and this uninterrupted multiplication frequently be­
comes, in the absence of artificial control measures, a major factor 
in agricultural production. 

The lack of diversification of products is a primary cIlaracteristic 
of Philippine agriculture which deserves governmental attention. 
The gains that could be expected from increased diversification of 
products would include: increased productivity of the land from crop 
rotation and animal husbandry; increased opportunities to make 
greater use of labor, land, and equipment through the production of 
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more products during more seasons; and decreases in the credit re­
quirements of. farmers as a result of the greater distribution of risks 
among products, the increased amount of family subsistence derived 
from the farm, and the increased number of marketing seasons. 

Rendering of 8peciaJ teclvnicaJ aU to farmer8, including such work 
as the making of soil-analyses to determine the selection and rotation 
of crops, and also the fertilization practices, best adapted to tho 
various temperature, soil, contour, and water-supply conditions on 
individual farms. 

Perf01"T1W:nC6 of ed'Ucatiurw], work, larg~Vv thrO'Ugh d61lW1l8tratirm, 
on. imprO'IJement8 in. the field of home econtJ17lJica, including the im­
provement of health through sanitation and the more efficient use 
of available labor and materials in making clothing, preparing and 
preserving foodstuffs, and constructing buildings and equipment. 

Perf0'l'1TU11M6 of adnniniatratW6 work for, and m cooperation. with, 
other gO'IJ~aJ agenciea and project8, such as agricultural census­
taking and crop-reporting; the making of soil, plant, and animal 
surveys; the maintaining of plant and animal quarantine services; 
and the carrying out of programs that may be adopted in the future 
for the control of the production of individual crops, for the market­
ing of agricultural products, for making better agricultural equip­
ment and supplies available to farmers at'lower cost, or for decreas­
ing the expense of agricultural credit. 

AOlIICULTllRAL CmmlT 

The exorbitant cost of agricultural credit that prevails in the 
Philippines at the present time constitutes a major public problem 
for which there is no simple solution. A technical economic-plan­
ning organization should have an opportunity to study the problem 
in all its ramifications and, in the light of its findings and the results 
in other countries of numerous agricultural credit programs under 
widely varying conditions, to make recommendations embodying a 
plan which would appear to be best adapted to Philippine conditions. 
The Committee does not feel prepared, on the basis of its necessarily 
brief study of the problem, to suggest any specific program as being 
best adapted for the extension of agricultural credit at reasonable 
costs, It believes, however, that the most desirable results could 
probably be obtained if a policy were adopted of attempting, first, to 
reduce the present needs for agricultural credit to the minimum 
(through such means as increased crop diversification and improved 
marketing facilities) and, secondly, to devise a plan to supply at low 
cost only the remaining or irreducible credit requirements. 

The necessity of making a thorough study of the agricultural credit 
problems in the Philippines in order to find fundamental and eftec-
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tive solutions is demonstrated by the meager success of the numerous 
attempts that have been made to solve a great group of credit prob­
lems by attacking a few of their individual manifestations. It may 
be found that the solution of the agricultural credit problems is con­
tingent to a great extent on finding a solution for the agricultural 
marketing and purchasing problems. 

AGRICULTllJIAL M.AmamNG AND PmlCHASING 

As in the case of agricultural credit, it is believed that further study 
is advisable before adopting any plans for the improvement of agri­
cultural purchasing and marketing facilities. There is need for a. 
convenient system of public agricultural warehouses throughout most 
of the farming districts in the Philippines; and probably their opera­
tion could be handled readily as a special service performed by an 
agricultural service station in each province; but equally clear is 
the desirability of developing other aspects of marketing-services 
with which a. warehousing plan should be coordinated. 

It is also believed that a study of the marketing problems should 
include a careful analysis of the activities of the National Rice and 
Corn Corporation, in order to determine whether its organization, 
facilities, or present objectives, could be so developed as to aid more 
effectively in the solution of both the present problems and those 
which might be expected to arise from changes in Philippine agricul­
tural conditions. 

The success in the United States and other countries of some of 
the agricultural cooperative nssociations in standardizing, packing, 
and marketing farm products should not be taken as indicative of the 
possibility of success under any conditions. For example, if the 
farmers in a district were illiterate or impoverished, they might not 
be able to form and operate successfully an· ordinary agricultural 
cooperative marketing or purchasing association. - Consequently, in 
view of the present early stage of development in the educational 
and financial status of many Philippine farmers it might be desirable 
that, instead of encouraging the formation of farmers' cooperative 
marketing associations, the Government should finance and operate 
a system of agricultural marketing and purchasing organizations on 
a non-profit basis. 

AGRICl7LTUJlAL-TENANcr CoNDlTION8 

One of the most serious, and in a social sense the worst, of the 
agrarian problems in the Philippines at the present time arises from 
the existing system of land tenancy. In substantial measure the 
future prevention of social unrest in the Philippines will probably 
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be contingent on the ability of the Government te effectuate satis­
factory solutions for that problem. 

It is undoubtedly true that in many instances the landlords or 
their agents take advantage of the ignorance and lack of bargaining­
power of tenants. Frequently a large share of the product of the land 
is taken by agents who act u.s middlemen between the tenants and 
landlords, and in some districts there has accumulated a group of 
traditional and deep-rooted abuses. Apparently no agency other than 
the National Government possesses either the legal powers or the 
facilities required te find and enforce the necessary remedial measures. 
These land-tenancy problems, like the agricultural credit and mar­
keting problems with which they are closely interrelated, require 
thorough study by a competent technical economic organization. 
It would appear that the purchase of the large agricultural estates 

by the .Philippine Government, for resale te the tenants, would not 
of itself provide a solution for these problems, since one of the 
fundamental causes of distress arises from overcrowding of tenants 
on such lands, with the result that the individual farm plots would 
remain too small te furnish the tenant a reasonable standard of living 
even though he were given a much larger share of the crop. More­
over, in view of the fact that the GoverIm!.ent now possesses a large 
supply of good agricultural lands in the public domain, it might 
well' be considered whether from an economic viewpoint it would be 
desirable te appropriate public funds for the purchase of existing 
privately owned agricultural lands for resale te the present tenants. 
Such a policy would place a drain on the public treasury and would 
not solve the fundamental problem of serious overcrowding of tenants 
on large estates. The basic solution for the problem would appear te 
be found in redistribution of the agricultural population. 

DISTRIBUTION ()P AOBICULTUJIA.L POPULATION 

It is estimated that only approximately one third of the arable 
land in the Philippines is under cultivation. The other two thirds 
is included within the public domain, which comprises an abundance 
of virgin agricultural soils of excellent quality. Taken as a whole, 
the Philippines is not densely populated. Yet in the absence of a 
relatively small total population and an abundance of good agricul­
tural lands, one of the most important agrarian problems in the 
Philippines is that large numbers of farm families are compelled 
to subsist at an extremely low standard of living because they farm 
either (a) poor-quality lands or (b) plots of good land which are too 
small to use effectively a family's labor throughout the year and 
facilitate the carrying o~t of diversified farming practices. 
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This paradoxicol condition exists primarily as the result of three 
f&Ctors: (1) transportation facilities to good public lands have beeD. 
either lacking or too expensive to be utilized by those who are suffer­
ing most from either poor land or overcrowding; (2) those farmers in 
the congested areas who are suffering most from the pressure of 
popUlation on the locolland-supply have not been able to finance or 
carry out oll the work necessary (which often includes the clearing 
of a heavy jungle growth from virgin land) to gain a foothold on 
a plot of good land available for homesteading; and (3) the areas 
legolly open for settlement have lacked not only the transportation 
and communication facilities required for the marketing of farm 
products and the purchasing of supplies, but also those essentiols sur.h 
as educationol and medicol facilities, which are made available to 
farmers through the existence of conveniently located communities. 

In connection with the need for redistributing . the agriculturol 
population of the Philippines, the Government has an opportdnity to 
make an important contribution to the publio welfare by devoting 
portions of its available funds and public domain to the deVelopment 
of well-planned resettlement projects on &. l&.rge seale. F&.milies now 
confined to poor land, or inefficiently smoll plots of good land, could 
readily be given an opportunity to enjoy the full potentiol benefits 
of their labor; and it is obvious th&.t &. significant reduction in the 
number of families in the overcrowded districts would contribute sub­
stantiolly to the solution of the land-tenancy problem by giving those 
f&.rmers who would remain in the present farming areas an oppor­
tunity to incrsass their incomes by cultivating larger plots of land. 

In order, however, to insure the success of resettlement projects, 
. it is essentiol that considerable planning &.nd development work be 

C¥ried out before the lands &.re occupied. Highly undesir&.ble con­
ditions often result from the kind of unplanned resettlement which 
follows autom&.ticolly the opening. of public. roads through &. new 
territory. In such instances &. great deal of the most desir&.ble public 
land is taken! by speculators or favored persons who h&.ve no inten­
tion of occupying or f&.rming the property but who undertake to 
hold it by conforming merely to the minimum homesteading require­
ments until such lands come to have &. market nlue which can be 
reolized through their sale. Many families who take up plots olong 
the roads built through &. new territory perform &. great deol of 
work in preparing land· for cultivation which, on aecount of either 
the nature of the soil or the extreme slope of the surface or its 1000-

tion at the head of a valley, never should be devoted to &.griculturol 
purposes but should be left as &. natural w&.tershed. It is &.lso true 
that in many ca.ses the ma.ximum good efforts of sincere homesteading 
families are met with failure because of the lack of a good water-
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supply or the lack of control of malaria and other diseases. Further­
more, in the absence of governmental assistance very few individual 
families have the financial ability to subsist during the necessary 
clearing-period, and even at best unaided settlers are almost certain 
to be denied the services and advantages that a well-planned com-
munity of farms can render. . ' 

For these reasons it is believed that the Philippine Government 
may find it advisable not only to establish well-planned resettlement 
projects on a very large scale but also to prevent the settlement of 
families on any portion of the public domain outside regularly estab­
lished resettlement districts. It would appear necessary, in order to 
assure the success of resettlement projects, that they be surveyed and 
subdivided in accordance with the requirements of the community 
and the intended uses of the land, that a supply of potable water 
be developed, that adequate disease-control measures be taken, that 
a portit>n of each plot be cleared for cultivation before it is turned 
over to the prospective settlement family, and that at least the initial 
steps be taken in the establishment of marketing, purchasing, educa­
tional, and medical facilities. It may also be necessary to provide 
some additional reqUirements such as livestock, equipment, and 
initial plantings. 

Traditionally, in both the United States and the Philippines, por­
tions of the public domain have been opened for settlement under 
homesteading processes which gave the settlers an opportunity to 
acquire legal title to the land. There may be reason, however, for 
the Philippine Government to consider whether, under the prevail­
ing and prospective conditions, it should continue the policy of di­
vesting itself of title to public lands which are made available for 
resettlement. • 

lln>ROVEMENT OF MANtlFACl'UlUNO 

In vew of the fact that the Philippines is lacking in some of the 
principal factors, such as cheap power, an abundant supply of tech­
nical training, and large internal markets, which form the basis for 
the development of large-sca.le industries in several of the temperate­
zone countries, it would not appear possible to establish in the Phil­
ippines at the present stage of its development, reasonably efficient 
units of mass-production industry. 

A number of articles are manufactured efficiently in the Philip­
pines at the present time, and the production of some of these might· 
be expanded. There is reason to believe that a careful survey of 
other possibilities might be expected to disclose other instances in 
which manufacturing industries could be established with a reason­
able prospect of success. If a thorough survey were undertaken by 
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a competent economic-planning organization, there would be some 
assurance that projects would not be launched which were doomed to 
failure from the outset on account of some basic inadaptability, 
and also some assurance that no possibilities of establishing promis­
ing industries were being overlooked. Since a comprehensive survey 
of possibilities is desirable; there is no need to enumerate here the 
industries which at present would appear to be the best adapted to 
Philippine conditions. 

Under the existing circumstances it might be necessary for the 
Government to take the initiative in establishing certain new manu­
facturing industries in the Philippines. In this connection it is sug­
gested that an economic-planning organization should investigate 
thoroughly the p~t organization, policies, and objectives of the 
National Development Company in order to determine whether their 
adaptability to the present and future problems of economic adjust-
ment could be increased. • • 

IlIIPRoVEHENT OP TA1IIPP SCHEDULES 

The existing tariff schedules of the Philippines have been in effect 
without substantial amendment for nearly thirty years. The present 
rates, classifications of commodities, and methods of valuation are 
not well adapted, in some respects, to current trade conditions. The 
!leed for a revision is indicated. The general revision, however, of 
a nation's tariff schedules entails so many possibilities of impairing 
the standard of living of the people, and of granting unjustifiable 
subventions to minority groups, that the work should not be under­
taken without the advice of disinterested and competent technicians. 

• IMPROVEMENT OP PuBLIC REVENUE SYSTEMS 

Under their present revenue systems very few of the local govern­
ments in the Philippines can finance the essential minimum of those 
public services which may appropriately be considered their re­
sponsibilities. The completing and bringing up to date of public 
land records and tax lISSessments would greatly assist the local gov­
ernments in obtaining increased revenue. For the purpose both of 
increasing Government revenues and facilitating the execution of the 
program of economic adjustment, the Government should expedite 
the land survey and the adjudication of titles, and should also estab­
Ijsh more equitable appraisal of property for the purpose of tax 
assessments. 

The general revenue system of the Philippine Government, like 
that of nearly all countries, represents an un-coordinated accumu­
lation of taxes which have been imposed by the legislature from time 
to time under variable circumstances. Consequently a careful study 
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of the taxation system by a technical economic-planning organiza­
tion might be expected to disclose some instances in which it could 
be revised to make the levies better adapted to present conditions and 
especially to the problems of economic adjustment. 

The public interest wculd be served by a revision of the revenue 
system which would distribute the burden of taxation more nearly 
in proportion to the ability of persons to pay_ The present Philip­
pine rates of tax on large incomes are very much lese than taxes in 
the United States on comparable incomes. A survey of the existing 
revenue system might also indicate that it would be desirable to 
lower the tax burden on certain struggling industries which are 
handicapped in their development at the present time, and seek more 
revenue from levies on the most profitable industries. In relation 
to the program of resettlement for the relief of the prevailing land­
tenancy conditions, it might be well to consider whether a special 
tax could be nsed to discourage the practice of distributing farm 
land into plots too small to meet reasonably the requirements of 
individual families. 

IH1'IIoVEKENT OF HEALTH CoNDITIONS 

Probably one of the most inexpensive but effective contributions 
that can be made to the necessary adjustment of Philippine economy 
is ·to be found in the field of public health. In the final analysis, 
of course, the productivity, and thus the standard of living, of a 
people depends on the quantity and the efficiency of labor applied 
to the natural resources; and in the case of the Philippines it is 
apparent that a great deal of labor is wasted or rendered inefficient 
by the prevalence of disease. It has been estimated, for instance, 
by one investigator that 85 percent of the rural population is,in­
fested with roundworms and hookworms. The death rate, although 
not higher than in other countries in the Orient, is approximately 
twice that prevailing in the United States.· Malnutrition is prev­
alent in many rural districts, and the mortality from tuberculosis 
is nearly three times that in the United States. The typical Philip­
pine rural area appears to be caught in a vicious circle in which 
disease causes inefficiency, which in turn results in malnutrition and 
the impairment of disease-resistance. 

Aside from the various opportunities which have been discussed 
for increasing the effectiveness of such labor as is applied to the 
natural resources, it would appear that a great contribution coull!. 
be made in bringing about a progressive improvement of the national 
health, by eradicating the two chief agencies for the spread of 
parasitism, namely, impure water-supplies and improper weste-dis­
posal. 'If the Philippine Government would undertake to provide 
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wells to supply safe drinking water for additionaJ. smaJ.l communi­
ties, and if the construction of w&Ste-disposaJ. f&eilities could be 
encouraged through educ&tion, public subsidies, &nd enforcement 
of the present st&tutes, two b&sicaJ.ly import&nt steps would have 
been taken to improve the heaJ.th &nd economic condition of the 
Filipino people. 

The subst&ntiaJ. number of de&ths from beriberi could be decre&Sed 
consider&bly through the improvement of generaJ. education, which 
seems to be the most effective me&nS of making people aW&re of the 
d&ngerous consequences of a diet confined largely to polished rice. 
MaJ.ma ra.nks &mong the most serious cont&gious diSe&SeB in the 
Philippines; it C&n be controlled effectively without gre&t expense, 
&nd the Government might well extend such service to the inhabited 
districts which &re now infested with maJ.ma-tr&nsmitting mos­
quitoes, &S well &S to any new a.rea.s that may be opened for settle­
ment. 

No hospitaJ. facilities ue av&ilable for the communities in m&ny 
large districts in the Philippines; &nd of course in the absence of 
hospitaJ.s it is pr&eticaJ.ly impossible to prevent the spre&d of con­
tagious dise&se by isolation of those infected. It is believed that the 
Philippine Government might well undertake the construction of 

> public hospitaJ.s in those are&a which' now l&ek such f&eilities but 
in which there is a reasonable possibility that the provincial govern­
ment would be able to support their operation. In addition to its 
functions &S a first-aid &nd qu~rantine st&tion, the public hospitaJ. 
in the Philippines could very well be made the headqu&rtsrs for 
still more import&nt public-health services, n&mely, free or low-cost 
medicaJ. dispensaries &nd rural nursing. It would seem likely that 
limited medicaJ. services could be supplied most effectively &nd eco­
nomically in the ruraJ. districts of the Philippines, &S they are sup­
plied in some of the relatively inaccessible mountain districts in . the 
United States, through a corps of traveling nurses who have received 
at le&at a pr&eticaJ. &mount of generaJ. medicaJ. education. . 

• 0181--88--vOL.I-----11 
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RIGHTS AND INTERESTS OF TIIE UNITED STATES 
AND ITS CITIZENS IN TIIE PHILIPPINES AND 
OF TIIE PHILIPPINES AND ITS CITIZENS IN 
TIIE UNITED STATES ,. 

1. RIGHTS AND INTERESTS OF CITIZENS OF THE TWO 
COUNTRIES 

In accordance with the declared policy of ultimately granting inde­
pendence to the Philippines, the United States has given the Philip­
pines increasing degrees of autonomy, culminating in the Independ­
ence Act of March 24, 1934, under the terms of which the United 
States will relinquish its sovereignty on July 4, 1946. Under this 
grant of autonomy, the Philippine authorities exercise control in 
matters affecting the rights and interests of citizens of the United 
States in the Philippines. In connection with the administration of 
this control by the Commonwealth authorities, some complaints have 
been made that protection of the type contemplated under the terms 
of the act has not been fully accorded. With regard to the rights 
and interests which, during the Commonwealth period, citizens of . 
the Philippines are to enjoy in the United States, the Independence 
Act contains no provision. Because of this and possibly for other 
reasons, there has developed in the United States a feeling and, in 
some instances, a legislative tendency, to consider citizens of the 
Philippines as if they were aliens. 

1n view of the situations which have thus developed m the United 
States and in the Philippines, the Committee recommends that, dur­
ing the Commonwealth period, the authorities of the two countries, 
in both legislative and administrative action, should adhere to the 
policy of not curtailing the rights and privileges which citizens of 
the United States enjoyed in the Philippines and which citizens of 
the Philippines enjoyed in the United States, prior to the inaugu­
ration of the Commonwealth Government. 

2. UNITED STATES GOVERNMENT PROPERTY IN THE 
pmrJPPINES 

The Independence Act contains several provisions in regard to the 
property and rights, including military and other reservations, of the 

10 The term "cltlzens" is here used to Include corporation& 
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United States in the 'Philippines, Section 5 of the act provides that 
all the property and rights in the Philippines acquired by the United 
:States under its treaties with Spain shall be granted to the Common­
'Wealth Government except' (a) such land or other property as had, 
prior to the passage of the act, been designated by the President as 
-military or other reservations, and (b) such land or other property 
:or rights or interests therein as may have been sold or otherwiee dis­
posed of in accordance with law. Section 10 (a) of the act provides 
that on July 4, 1946, the United States shall surrender to the inde­
;pendent government of the Philippines "all right of possession, super­
-vision, jurisdiction, oontrol, or sovereignty", then existing and exer-
-cised in and over the territory and people of the Philippines, includ. 
ing all military and other reservations, except .naval reservations 
and fueling stations. 

In section 2 (b) (1) it is provided that the property rights of the 
United States and the Philippines shall be promptly adjusted and 
:settled-a provision which is not to beoome e1l'ective until the date 
:of independence. The Committes reoommends that, in as much as 
IUllder section 2 (b) (1) the question of adjustment and settle­
ment in regard to equipment and improvements on the properties 
banded over to the independent government will probably involve 
-certain financial arrangements, the said' adjustment and settlement 
ib& determined prior to July 4, 1946, so that adequate preparations 
may be made. 

After the independent government is established on July 4, 1946, 
lthe Government of the United States will require, for its official 
ieStablishments in the Philippines, properties such as a government 
~ormaIIy maintains in the territory of a foreignoountry. For, in· 
iStance, the Government of the United States now oontemplates"the 
erection of certain buildings on'a portion of the Camp John Hay 
Military Reservation, near the city of Bagnio, for the use of its offi· 
cial representatives in the Philippines during and following the 
Commonwealth period. Unless some arrangement is made before the 
independent government oomes into existence, this property, as a part 

'of a military reservation, must be surrendered to the independent 
government. In view of the extensive properties which will be 
turned over to the independent government under existing law, the 
Committee also reoommends, as a. matter of equity, that, prior to the 
.establishment of that government, some arrangement be made under 
'Which title to such properties as the United States may require for 
the aforementioned purpose would either be retroceded to the United 
States without oompensation, or be acquired by the United States 
through an exchange of propertiee. 



PART VI 

BEARING OF THE DATE OF INDEPENDENCE ON 
THE PROGRAM OF ECONOMIC ADJUSTMENT 



BEARING OF THE DATE OF INDEPENDENCE ON 
THE PROGRAM OF ECONOMIC ADJUSTMENT 

The date on which the Philippines will attain independence under 
the terms of the Independence Act is July 4, 1946. By its terms of 
reference, the Committee was precluded from recommending any 
change in the date of independence. The Committee was directed, 
however, to consider the bearing which an advancement in the date 
of independence to 1938 or 1939 would have on facilitating or retard­
ing the execution of a program of econonllc adjustment in the Phil­
ippines. 

The two essential factors for the effectuation of a program of ec0-

nomic adjustment are time and funds. With regard to the first fac­
tor, the Committee assumes, for the purpose of this discussion, that 
the period contemplated in its recommendations (extending through 
December 31, 1960) would remain the same regardless of the date of 
independence. With regard to the second factor, however, the date 
of independence has an important bearing. Since it may be expected 
that the extraordinary revenues which now accrue from the remit­
tances of United States excise taxes on sugar and coconut products 
will cease upon attainment of independence, any advancement of the 
date of independence would result in a. reduction of the funds avail­
able for economic adjustment. An advancement in the date of inde­
pendence would also reduce the revenue to be derived from export 
taxes required by the Independence Act, and thus deprive the Philip­
pine Government of an important source of revenue for debt-retire­
ment sufficient, it is estimated, to liquidate the greater part of the 
existing Philippine bonded indebtedness.u In addition, the Com­
monwealth Government would have to complete within a shorter 
period its national-defense program a.nd other prepa.rations for its 
future independent status. The resulting increase in expenditures 
for those purposes would coincide with a. decline in revenue, and thus 
reduce the funds a.va.ilable for carrying out the economic-a.djustment 
progra.m. 

The Committee believes, therefore, tha.t an advancement of the date 
of independence would materially increase the difficulties of the Phil­
ippine adjustment problem and result in a delay in the attainment of 
the objectives contemplated in the Committee's terms of reference. 

.. United State. duU .. would no doubt be Imposed on PhiUpplne products In 
Ueu of Philippine export mea. 
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RECOMMENDATIONS AND TIIEIR 
EFFECI'UATION 

RECOMMENDATIONS 

The principal recommendations of the Committee are as follows: 

Tawlll Rm.A'l'IONS 

CO'I'IIITW1IIIJJeo1th PerWd-NO'IJem:b6'l' 15, 1935, to July t 1948 

A. General provisions: 
1. During the Commonwealth period all Philippine products 

(except as specified below under B, 1 and 2) should be 
admitted into the United Statea free of duty, and all 
United StateR products should be admitted into the 
Philippines free of duty. 

2. Beginning January 1, 1941, the Philippine Government 
should levy ~d collect for the account of the Philip­
pine Treasury export taxes equivalent to I) percent of 
the then-existing United Statea duties on all Philippine 
products exported to the United Statea (except as speci­
fied below under B, 1). These export taxes should be 
increased by an additional I) percent on January 1, 1942, 
and on each January 1 thereafter, until on January 1, 
1945, they should be equal to 25 percent of the then­
existing United Statea duties.'" 

B. Quota provisions to govern shipments to the United Statea: 
1. Quotas not subject to the export tax: 

(a) An annually declining duty-free quota, commencing 
with 200,000,000 cigars for the calendar year 1940, 
should be imposed upon imports of Philippine 
cigars into the United States. This quota should 
be free from export taxes, and should be reduced 
by I) percent of the initial amount for each suc­
ceeding calendar year, until it equals 150,000,000 
cigars for the calendar year 1945. For the period 
January 1, 1946, through July 3, 1946, the quota 

• Upon the recogoltlon of the Independence of the Phllippinea on July 4. 1946, 
e:<pOrt taxes will no longer be required by the United State& 
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should be one half of the quota for the precediug 
year, or 75,000,000 cigere. Shipments in excess 
of the aforementioned quotaos should also be free 
from export taxes but subject to whatever United 
States duty may be in fQrc8 at the time. 

(~) An annually declining duty-free quota, commenc­
ing with 4,500,000 pounds for the calendar year 
194O,should be imposed upon imports of Philip­
pine scrap toba.cco, cigar-ends, and stripped filler 
toba.cco into the United States. This quota 
should be free from export taxes, and should be 
reduced by 5 percent of the initial amount for 
each succeeding ca.lendar year, until it equals 
3,375,000 pounds for the ca.lendar year 1945. 
For the period January 1, 1946, through July 3, 
1946, the quota. should be one half of the quota 
for the preceding year, or 1,687,500 pounds. 
Shipments in excess of the aforementioned quotas 
should a.lso be free from export taxes but sub­
ject to whatever United States duty may be in 
force at the time. 

(0) An annually decliningauty-free quota, commenc­
ing with 200,000 long tons for the ca.lendar year 
1940, should be imposed upon imports of Philip­
pine coconut oil into the United States. This 
quota should be ·free from export taxes, and 
should be reduced by I) percent of the initial 
amount for each succeeding ca.lendar year, until 
it equals 150,000 long tons for the ca.lendar year 
1945. For the period January 1, 1946, through 
July 8, 1946, the quota should be one half of 
the quota for the pJ"eMding year, or 75,000 long 
tons. Shipments in excess of the aforementioned 
quotas should a.lso be free from export taxes but 
subject to whatever United States duty may be 
in force at ~e time. 

(d) An annually declining duty-free quota, commenc­
ing with 850,000 gross for the ca.lendar year 1940, 
should be imposed upon imports of Philippine 
pearl buttons into the United States. This quota 
should be free from export taxes, and should be 
reduced by I) percent of the initial amount for 
each succeeding ca.lendar year until it equals 
631,500 gross for the ca.lendar year 1945. For 
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the period January 1, 1946, through July 8, 1946, 
the quota should be one half of the quota for the 
preceding year, or 818,750 gross. Shipments in 
excess of the aforementioned quotas should &Iso 
be free from export taxes but subject to what.. 
ever United States duty lIl&y be in force at the 
time. 

2. Quotas subject to the PIlort tax: 
(a) An annual quota of 850,000 long tons, commercial 

value, in any calendar year, should be imposed 
upon imports of Philippine sugar into the United 
States, of which quota not more than 50,000 long 
tons, commercial value, may be refined sugar. 
Shipments in excess of the quota should be free 
from export taxes but subject to whatever United 
States duty may be in force at the time. 

(b) Upon expiration of the Cordage Act 11 on May 1, 
1941, an annual quota of 6,000,000 pounds, in 
&11y calendar year, should be imposed upon im. 
ports into the United States of Philippine cord. 
age, exclusive of binder twine. Shipments in 
excess of the quota should be free from PIlort 
taxes but subject to whatever United States duty 
lIl&y be in force at the time. . 

C. Special provisions: 
1. Export taxes on shipments to the United States of Philip. 

pine embroideries made of cloth which is the product 
of the United States should be assessed on the basis of 
the dutiable value as provided in the United States 
Tariff Act of 1930, less the cost (cj.f. the Philippines) 
of the cloth embodied in such embroideries. 

2. Abaca and copra should be bound free of United States duty. 
3. The allocation of all quotas recommended in this report 

should be based on formulae already provided by law 
or, in the absence of any formul&e, on the following 
basis: the annual quotas should be allocated among the 
manufacturers whose products were exported in 1937, 
on the basis of the proportion which each m&11ufac­
turer's IIlIJ.ximum production shipped to the United 
States (either directly or through others) in any calendar 
year during the five-year period, 193~7, bears to the 
total of such maximum shipments of all manufBc-

.. 49 Stat. 840. 
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turers." -The administration of the alloca.tion of these 
quota.s should be eifected for Philippine exports in ac­
cordance with rul~ and regula.tions prescribed by the 
Government of the Philippines. 

4. The Philippine Government should agree to increase its im. 
port duti~ on evapora.tedmilk, canned fish, and cotton 
textil~, as provided in appendix III. 

Period 01 Tariff PrelerMUJe8 After /'fIIlepentlence--July 4, 1946, 
Th1'O'Ugh Decemher 81,1960 

A. Genera.! provisions: 
1.' On and -a.fter July 4, 1946, the Philippine Government 

should levy and collect on all United Sta.~ products 
imported into the Philippin~, except as specified be· 
low under B, 25 percent of the then~ing Philip. 
pine duties. This ra.te should be increased by 5 percent 
on each succeeding January 1, until January 1, 1961, 
when the full Philippine duties should be collected and 
all preferences terminated. 

2. On and after July 4, 1946, the United States Government 
should levy and collect on al! Philippine products im· 
ported into the United Sta.~, except as specified below 
under B, 25 percent of the then-existing United Sta.tes 
duti~.11 This ra.te should be increased by 5 percent on 

It For example, assuming that the quota for a given commodity is fixed at 800 
units: 

:Maximum produotiOll 

M_ .hlpped to tbe ..... ., .. 101 Q .... United Btatel dur-
big leaa-l887 

""". - """, 
ll ..•.•..••.••......••....•••• 200 (1933) 20 160 
lEI •••••••••••••••••••••••••••• 300 (1935) 30 240 
C ............................ 500 (1937) 50 400 

Total. ___ ••••••• _._ ••..• 1,000 100 800 

11 It Is expected that the Philippine Government will pass n ....... ry leglsla· 
tion after independence. to provide tor the remission of e%pOrt taxes collected 
on ehlpmenta to the United Stat.s made prior to July 4, 1946, provided such 
ehlpmenta arrive In the United States after that date and thereby become sub­
'eel to United States Import duties. In the absence of such legislation, PhUlp­
pine exports to the United States would, for a limited period, be subject to both 
PhUlpplne export ta:.es and United States Import duties. 
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each succeeding January 1, until January 1, 1961, when 
the full United States duties should be collected and 
all preferences terminated. 

B. Quota provisions: 

1. Declining duty-free quotas: 
(a) For the period July 4, 1946, through December 31, 

1946, a duty-free quota of 75,000,000 cigars should 
be imposed upon imports of Philippine cigars 
into the United States. The duty-free quota of 
150,000,000 cigars imposed for the calendar year 
1945 should be reduced by 10,000,000 cigars (i. e., 
5 percent of the initial quota of 200,000,000 
cigars) for the calendar year 1947 and by the 
same amount for each succeeding calendar year, 
until 1961. Shipments in excess of the afore­
mentioned quotas should be subject to whatever 
United States duty may be in force at the time. 

(b) For the period July 4, 1946, through December 31, 
1946, a duty-free quota of 1,687,500 pounds should 
be imposed upon imports of Philippine scrap 
tobacco, cigar-ends, and stripped filler tobacco 
into the United States. The duty-free quota of 
3,375,000 pounds imposed for the calendar year 
1945 should be reduced by 225,000 pounds (i. e., 
5 percent of the initial quota of 4,500,000 pounds) 
for the calendar year 1947, and by the same 
amount for each succeeding calendar year, until 
1961. Shipments in excess of the aforementioned 
quotas should be subject to whatever United 
States duty may be in force at the time. 

(0) For the period July 4, 1946, through December 31, 
1946, a duty-free quota of 75,000 long tons should 
be imposed upon imports of Philippine coconut 
oil into the United States. The duty-free quota 
of 150,000 long tons imposed for the calendar year 
1945 should be reduced by 10,000 tons (i.e., 5 per­
cent of the initial quota of 200,000 tons) for the 
calendar year 1947 and by the same amount for 
each succeeding calendar year, until 1961. Ship­
ments in excess of quotas should be subject to 
whatever United States duty may be in force at 
the time. 

80181-as-l'oL. 1-12 
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(d) For the period July 4, 1946, through December 81, 
1946, a. duty-free quota. of 318,750 gross should be 
imposed upon imports of Philippine pearl but­
tons into the United States. The duty-free quota 
of 637,500 gross imposed for the calendar year 
1945 should be reduoed by 42,500 gross (i.e., 5 per­
oent of the initiaJ. quota of 850,000 gross) for the 
calendar year 1947 and by the same &mount for 
each succeeding calendar year until 1961. SJiip­
mente in excess of quotas should be subject to 
whatever United States duty may be in force a.t 
the time. 

(6) For the period July 4, 1946, through December 81. 
1946, a duty-free quota of 1,125,000,000 cigarettes 
should be imposed upon imports of United States 
cigarettes into the Philippines. For the calendar 
year 1947 a duty-free quota of 2,100,000,000 
cigarettes should be imposed, which quota should 
be reduced by 150,000,000 cigarettes (i. e., 5 per­
oent of 3,000,000,000 cigarettes, which was the ap­
proximate number shipped to the Philippines in 
1937) for each succeeding calendar year, until 
1961. Shipments in excess of quotas should be 
subject to whatever Philippine duty may be in 
force at the time. 

~. Quotas subject to declining tariff preferences: 
(a) The quota imposed during the Commonwealth 

period upon imports of Philippine sugar into the 
United States should be continued. Sugar enter­
ing under this quota should be subject to the 
progressive import duties provided for above 
under A, 2. Imports in excess of the quota should 
be subject to whatever United States duty may be 
in force at the time. 

,(lI) The quota imposed during the Commonwealth pe­
riod, after the expiration of the Cordage Act, 
upon imports of Philippine cordage into the 
United States should be continued. Cordage 
entering under this quota. should be subject to 
the progressive impo~ duties provided for above 
under A, 2. Imports in excess of the quota should 
be subject to whatever United States duty may 
be in force at the time. 
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C. Special provisions 
1. In the assessment of progressive import duties, the duti­

able value of imports into the United States of Philip­
pine embroideries made of cloth which is the product 
of the United States should be the dutiable value as 
provided in the United States Tari1f Act of 1930, less 
the cost (c.i.f. the Philippines) of the cloth embodied in 
such embroideries. 

2. After the independence of the Philippines is recognized by 
the United States ·on July 4, 1946, the United States 
e'l<cise-tax rate applicable to coconut oil, from whatso­
ever source derived, should be no higher than the rate 
applicable to palm oil (except for use in making tin 
plate) or to palm-kernel oil 

3. The allocation of all quotas recommended in this report 
should be based on formulae already provided by law 
or, in the absence of any formulae, on the following 
basis: The annual quotas should be allocated among the 
manufacturers whose products were exported in 1937, 
on the basis of the proportion which each manufacturer's 
maximum production shipped to the United States. 
(either directly or through others) in any calendar year 
during the 5-year period, 1933-37, bears to the total of 
such maximum shipments of all manufacturers.' • The 
administ.ration of the allocation of these quotas should 
be effected for Philippine exports, in accordance with 
rules and regulations prescribed by the Government of 
the Philippines, and for United States exports, In ac­
cordance with the. rules and regulations prescribed by 
the Government of the United States. 

4. Products of the Philippines shipped to the United States 
and manufactured into articles which are later exported 
to the Philippines should be subject to a drawback of 
th~ United States preferential duties. paid on such 
Philippine products. 

4. Products of the United States shipped to the Philippines 
and manufactured into articles which are later exported 
to the United States should be subject to a drawback 
of the Philippine preferential duty paid on such United 
States products, without thereby becoming subject to 
the then-existing full United States duties. 

»For Wustratlon, lee footnote above under O. 8: Commonwealth period. • 
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6. The recommendations of the Committee with respect to 
United .States-Philippine trade relations after inde­
pendence should be incorporated in a treaty to become 
effective July 4, 1946, and to continue in effect through 
December Sl, 1960, subject to denunciation upon two 
years' notice at any time after July 4, 1953. The nego­
tiation of such a treaty ehould be undertaken as soon sa 
practicable. 

FINANCl!I 

A. Revenues and expenditures: 
1. During the Commonwealth period, the proceeds of any 

United States excise taxes on sugar and coconut prod­
ucts of Philippine origin ehould be covered into a spe­
cial fund in the Treasury of the United States, to be 
paid over to the Treasury of the Philippines, primarily 
for the purpose of financing the adjustment of Philip­
pine economy to a. position independent of preferences 
in the United States market: P1VJ1Jided, That the Presi­
dent of the United States may direct the Treasury of 
the United States to withhold or discontinue remit­
tances in the event that the funds ehould, in his opinion, 
be appropriated or expended for purposes which would 
seriously prejudice the realization of the objective set 
forth above. 

2. In as much as the proceeds of the excise taxes referred to 
in the preceding paragraph are of an extra.ordinary 
nature for a temporary period, the Philippine Gov­
ernment ehould adopt a general policy of not using 
these proceeds in substiiution for ordinary government 
revenues. 

S. In connection with the formulation of the long-range eco­
nomic-adjustment program suggested in part IV of this 
Report,the Philippine Government should formulate 
plans for financing its adjustment program, the cost of 
which ehould be budgeted separately from other ex­
penses, taking into consideration the need to provide 
funds to carry on the program after the date of inde­
pendence when the extraordinary revenue now available 
and expected to be available only during the Common­
wealth period ehall have ceased. 

4. In anticipa.tion of the future financial requirements, not 
onlY"of the Commonwealth Government but also of the 
independent government to be inaugurated on July 4, 
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1946, the Philippine Government should revise the ex­
isting Philippine revenue system, with a. view to effect­
ing a. more equita.ble distribution of the ta.x burden, a.nd 
in order to meet the increa.sed expenditures tha.t ma.y be 
anticipated as a result of independence. 

B. Bonded indebtedness: 
1. The Philippine Government should continue to set aside 

from its general fund the interest and sinking-fund 
charges now required by law in respect of that portion 
of the outsta.nding bonded indebtedness of the Philip­
pines, its provinces, cities, a.nd municipalities, incurred 
prior to May 1. 1934, under authority of acts of Con­
gress, as is already provided in section 2 (b) (3) of the 
Independence Act. In addition, the proceeds of the 
export taxes required by section 6 (e) of the Inde­
pendence Act should be deposited in a special a.ccount 
in the Treasury of the United States, to constitute a 
supplementary sinking-fund for the liquidation of this 
portion of the public debt, a.nd to bear interest in ac­
cordance with the provisions of the act of Congress ap­
proved June 11, 1934: 11 PrO'lJided, That in a.ccordance 
with the procedure now applicable to the handling of 
sinking-funds of the Philippine Government in the 
United States, this supplementary sinking-fund may 
be used to purch\1S8 Philippine bonds which were is­
sued prior to May 1, 1934, under authority of acts of 
Congress. 

2. During the three months preceding July 4, 1946, the Philip­
pine Government a.nd the Treasury of the United States 
should confer to ascertain that portion of the Philip­
pine bonded indebtedness, referred to in the preceding 
paragraph, which would be outstanding after July 4, 
1946; and, for that purpose, the Philippine Government 
should turn over to the Treasury of the United States, 
for custody pending ultimate destruction, all Philip­
pine bonds issued prior to May 1, 1934, under authority 
of acts of Congress, that may be held (ca.nceled or un­
canceled) in a.ny of its sinking-funds. After such out­
standing portion of this indebtedness is thus deter­
mined, and before July 4, 1946, unless some other ar­
rangement shall have been made with the Government 
of the United States in regard to its liquidation, there • 

.. 48 Stat. 929. 
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should be set up in the Treasury of the United States, 
in the name of the independent government of the 
Philippines, from the sinking-funds mentioned in the 
preceding paragraph, a special trust fund in an amount 

sufficient to meet interest payments and to retire this 
outstanding portion of the Philippine debt at maturity 
(or earlier by the purchase of outstanding bonds upon 
request of the said independent government): Pro­
vided, Tha.t this outstanding portion of the Philippine 
debt should a.lso be assumed by the said Government as 
and in the manner provided in section 2 (b) (3) and 
(5) of the Independence Act. 

8. The Philippine Government should oontinue to set aside 
from its general fund the interest and sinking-fund 
charges now required by law in respect of all other 
debts and liabilities of the Philippines, its provinces, 
cities, and municipalities, not provided for in the two 
preceding paragraphs, as well as all debts and liabili­
ties of its instrumentalities. All such debts and obliga.­
tions outstanding on July 4, 1946, should be assumed by 
the independent government of the Philippines as and 
in the manner provided in section 2 (b) (3) and (5) 
of the Independence Act: P1VYIJitled, That whenever 
prior to July 4, 1946, it becomes certain that there will 
be a surplus in the export-tax proceeds over the amount 
required for liquidating that portion of Philippine 
bonded indebtedness provided for in the two preced­
ing paragraphs, the Treasury of the United States may, 
upon the request of the Philippine Government, use 
this surplus to purchase, for deposit in a special 
sinking-fund to be handed over to the independent gov­
ernment of thll Philippines on July 4, 1946, any Phil­
ippinebonds that fall within the category described 
in the first sentence of this paragraph, and, pfYYIIided. 
fturthM, That any balance that may remain in the 
Treasury of t:4e United States on July 4, 1946, from 
the proceeds of the export taxes after all actual or 
estimated claims upon these proceeds (as set forth in 
the two preceding paragraphs and in the first proviso 
of this paragraph) have been provided for, should be 
turned over to the Treasury of the independent gov­
ernment of the Philippines to be placed in a sinking_ 
fund.,to be used exclusively for the purpose of retiring 
the debts and liabilitieS referred to in this paragraph. 
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C. Currency: 
1. During the Commonwealth period, the Philippine Govern" 

ment should continue without fundamental change the 
policy of maintaining the existing dollar exchange' 
standard, at the present legal ratio of two pesos to the' 
dollar. 

2. The funds to be appropriated under the act of Congress of 
June 19, 1934,11 relating to Philippine currency reserves 
in the United States should remain on deposit in the 
Treasury of the United States during the Commol!" 
wealth period as a credit to the Philippine Government,. 
to be turned over to the independent Philippine Gov­
ernment in connection with the final settlement to be 
made regarding Philippine bonded indebtedness and 
monetary reserves held in the United States. 

D. Banking: 
In connection with other studies which the Committee has 

recommended should be made concerning matters of 
finance, the Philippine Government should undertake 
a study of the existing banking system of the Philip­
pines. 

ECONOmo An.roSTMENT 

A. The Philippine Government should adopt a long-range economic­
adjustment program. This program should be formulated by 
a technical planning organization, semi-perma:nent in nature, 
non-administrative in character, and adequately sta1fed with 
competent technicians. 

B. The objectives of the economic-adjustment program should be 
not only to offset so far as possible the adverse effects of the 
discontinuance of existing trsde preferences but also to in­
crease the productivity, and thus·the standard of living, of the 
psople above the levels that would otherwise prevail 

C. The economic-adjustment program should include projects for the 
improvement of technical trsining, transportation facilities, 
agriculture, manufacturing, tariff schedules, public revenue 
systems, health conditions, and the conservation of natursl re­
sources. (The general criteria which should be observed in 
selecting projects for the program, and the Committee's 
various recommendations and suggestions concerning certain 
projects, are set forth in part IV of this Report.) ---

·48 Stat. 11lli. 
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RIGHTS AND INTERESTS 

A. The United States and the Philippines, in both legislative and ad­
Ininistrative action, should adhere, during the Commonwealth 
period, to the policy of not curtailing the rights and privileges 
which citizens of the United States enjoyed in the Philippines, 
and which citizens of tlie Philippines enjoyed in the United 
States, prior to the inauguration of the Commonwealth Gov­
ernment. 

B. Arrangements should be made prior to July 4, 1946, for the ad­
justment aDd settlement of the property rights of the United 
States and the Philippines, referred to in section 2 (0) (1) 
of the Independence Act. 

C. Arrangements should be made prior to July 4, 1946, under which 
title to snch properties as the United States may require for 
its official establishments in the Philippines after independence 
would either be retroceded to the United States without com­
pensation, or be acquired by the United States through an ex­
change of properties. 

EFFECTUATION OF RECOMMENDATIONS 

If the Committee's recommendations are accepted, it will be neces­
sary for both the United States' and the Philippines to enact legis­
lation to give effect to certain of the recommendations applicable to 
the Commonwealth period, and to conclude a treaty or treaties to 
give effect to certain other recommendations applicable to the inde­
pendence period beginning July 4, 1946. In addition to the need 
to negotiate a treaty or treaties for the aforementioned purpose, sec­
tion 2 (a) and (0) of the Independence Act specifies a number of 
proVisions which are to be embodied in a treaty. There are, more­
over, a number of other matters for which provision should be 
made by treaty. The great variety of subjects to be dealt with 
makes it appear advisable to conclude a. series of treaties covering 
separate subjects. (See appendix IX) 

The Committee recommends, therefore, that negotiations with 
a view to concluding the necessary treaty or treaties be entered into 
with the Commonwealth Government prior to July 4, 1946, on the 
understanding that the exchange of ratifications shall take place, 
and the treaties become effective, on the day of the inauguration of 
the independent government. The Committee further recommends 
that the treaty embodying its recommendations concerning trade 
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relations during the period beginning July 4, 1946, and ending with 
December 31, 1960, should be negotiated at the earliest practicable 
date, in order that the future trade relationship between the two 
countries may be definitely determined well in advance of inde­
pendence. Such action would tend to ensure an orderly transition 
and a better opportunity for the adjustment of the Philippine 
national economy. 
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APPENDIX I 

INDEPENDENCE ACT OF MARCH 24, 1934 

[PuBLIc-No. 127-73D CoNGRESS] 

[H. R. 8578] 

AN ACT 

To ~Vlde for the complete Independence ot the Philippine Islands, to provide 
for the adoption of a constitution and a form of government for the PhiliP'" 
pine Islands, and for other purpo ..... 

B~ it eNlCted by th6 SeMJe anuJ HO'UIJe of Repre8entatWu of ths 
United Statu of America in Oongress assembled, 

CONVENTION TO FRA1o[E CONSTITUTION FOn PlDLlPPINE ISLANDS 

• SEOTION L The Philippine Legislature is hereby authorized to pro­
vide for the election of delegates to " constitutional convention, which 
shall meet in the hall of the house of representatives in the capital 
of the Philippine Islands, at such time as the Philippine Legislature 
may fix, but not later than October 1, 1934, to formulate and draft 
a constitution for the government of the Comnionwealth of the 
Philippine Islands, subject to the conditions and qualifications pre­
scribed in this Act, which shall exercise jurisdiction over all the 
territory ceded to the United States by the treaty of peace concluded 
between the United States and Spttin on the 10th day of December 
1898, the boundaries of which are set forth in article m of said 
treaty, together with those islands embraced in the treaty between 
Spain and the United States concluded at Washington on the 7th 
day of November 1900. The Philippine Legislature shall provide 
for the necessary expenses of such convention. 

OHABACl"ER OF OONSIli U liON-MANDATORY PROVISIONS 

• SEQ. 2. (a) The constitution formulated and drafted shall be re­
publican in form, shall contain a bill of rights, and shall, either as a 
part thereof or in an ordinance appended thereto, contain provisions 
to the effect that, pending the final and complete withdrawal of the 
sovereignty of the United States over the Philippine Islands-

(1) All citizens of the Philippine Islands shall owe allegiance to 
the United States. 

177 
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(2) Every officer of the government of the Commonwealth of the 
Philippine Islands shall, before entering upon the discharge of his 
duties, take and subscribe an oath of office, declaring, among other 
things, that he recognizes and accepts the supreme authority of and 
will maintain true faith and allegiance to the United Ststes. 

(3) Absolute toleration of religious sentiment shaII be secured and 
no inhabitant or religious organization shall be molested. in person 
or property on account of religious belief or mode of worship. 

(4) Property owned by the United States, cemeteries;-churches, 
and parsonages or convents appurtenant thereto, and all lands, build­
iBgs, and improvements used exclusively for religious, charitable, or 
educational purposes shall be exempt from taxation. 

(5) Trade relations between the Philippine Islands and the United 
States shall be upon the basis prescribed in section 6. 

(6) The public debt of the Philippine Islands and its subordinats 
branches shaII not exceed limits now or hereafter fixed by the Con­
gress of the United States; and no loans shall be contracted in for­
eign countries without the approval of the President of the United 
States. 

(7) The debts, liabilities, and obligations of the present Philip' 
pine government, its Provinces, municipalities, and instrumentalities, 
valid and subsisting at the time of the aaoption of the constitution, 
shall be assumed and paid by the new government. . 

(8) Provision shaII be made for the establishment and maintenance 
of an adequate system of public schools, primarily conducted in the 
English language. 

(9) Acts affecting currency, ooinage, imports, exports, and immi­
gration shall not become law until approved by the President of the 
United States. 

(10) Foreign affairs shall be under the direct supervision and 
control of the United States. 

(11) All acts passed by the Legislature of the Commonwealth of 
the Philippine Islands shall be reported to the Congress of the 
United States. 

(12) The Philippine Islands recognizes the right of the United 
States to expropriats property for public uses, to maintain military 
and other reservations and armed forces in the Philippines, and, 
upon order of the President, to call into the service of such armect 
forces all military forces organized by the Philippine government. 

(13) The decisions of the courts of the Commonwealth of the 
Philippine Islands shall be subject to review by the Supreme Court 
of the United States as provided in paragraph (6) of section 7. 

(14) The United States may, by Presidential proclamation, exer­
cise the right to intervene for the preservation of the government of 
the Commonwealth of the Philippine Islands and for the maintenance 
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of the government as provided in the constitution thereof, and for 
the protection of life, property, and individual liberty and for the 
discharge of government obligations under and in accordance with 
the provisions of the constitution. 

(15) The authority of the United States High Commissioner t~ 
the government of the Commonwealth of the Philippine Islands, '14 
provided in this Act, shall be recognized. 

(16) Citizens and corporations of the United States shall enjoy in 
the Commonwealth of the Philippine Islands all the civil rights ot 
the citizens and corporations, respectively, thereof. 

(b) The constitution shall also contain the following provisil'DS. 
effective as of the date of the proclamation of the President recog­
nizing the independence of the Philippine Islands, as hereinafter 
provided: 
. (1) That the property rights of the United States and the Philip­
pine Islands shall be promptly adjusted and settled, and that ali 
existing property rights of citizens or corporations of the United 
States shall be acknowledged, respected, and safeguarded to the same 
\lxtent as property rights of citizens of the Philippine Islands. 
, (2) That the officials elected and serving under the constitution. 
adopted pursuant to the provisions of this Act shall be constitutional 
officers of the free and independent government of the Philippine 
Islands and qualified to function in all respects as if elected directly 
under such government, and shall serve their full terms of office aa 
prescribed in the constitution. 

(3) That the debts and liabilities of the Philippine Islands, its 
Provinces, cities, municipalities, and instrumentalities, which shall 
be valid and subsisting at the time of the final and complete with­
-drawal of the sovereignty of the United States, shall be assumed 
by the free and independent government of the Philippine Islands; 
and that where bonds have been issued under authority of an Act 
of Congress of the United States by the Philippine Islands, or any 
Province, city, or municipality therein, the Philippine government. 
will make adequate provision for the necessary funds for the pay­
ment of interest and principal, and such obligations shall be a first 
lien on the taxes collected in the Philippine Islands. 

(4) That the government of the Philippine Islands, on becoming 
ibdependent of the United States, will assume all continuing obliga­
tions assumed by the United States under the treaty of peace with 
Spain ceding said Philippine Islands to the United States. 

(5) That by way of further assurance the government of the. 
Philippine Islands will embody the foregoing provisions (except. 
paragraph (2» in a treaty with the United States. 
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BUBHlSSION or CO.BTll U lION TO THB PBESJDENT 01' THB 'UNITED BrAT18 

SEC. 3. Upon the drafting and approval of the constitution by the 
constitutional convention in the Philippine Islands, the constitution 

. shall be submitted within two years after the enactment of this Act 
to. the President of the United States, who shall determine whether • 
or not it conforms with the provisions of this Act. If the President 
1jnds . that the proposed constitution conforms substantially with the ' 
provisions of this Act he shall so certify to the Governor General of • 
the Philippine Islands, who shall so advise the constitutional conven· 
tion. If the President finds that the constitution does not conform 
With the provisions of thie Act he shall so advise the Governor Gen- , 
era! of the Philippine Islands, stating wherein in hie judgment the 
constitution does not so conform and submitting provisions which . 
will in hie judgment lDake the constitution so conform. The Gover- . 
nor General shall in turn submit such message to the constitutional 
convention for further action by them pursuant to the same pro­
cedure hereinbefore defined, until the President and the constitutional 
convention are in agreement. 

SUBHlSBION OP OONSTliOllON TO FILIPINO PEOPLE 

SEC. 4. After the President of the United States has certified that 
the constitution conforms with the provisions of this Act, it shall be 
submitted to the people of the Philippine Islands for their ratifica­
tion or rejection at an election to be held within four months after ths 
date of such certification, ona date to be fixed by the Philippine 
Legislature, at which election the qualified voters of the Philippine 
Islands shall have an opportunity to vote directly for or against 
the proposed constitution and ordinances appended thereto. Such ' 
election shall be held in such manner as may be prescribed by the' ~ 
Philippine Legislature, to which the return of the election shall be 
made. The Philippine Legislature shall by law provide for the 
canvassing of the return and shall certify the result to the Governor 
General of the Philippine Islands, together with a statement of the 
"Votes cast, and a copy of said constitution and ordinances. If a 
majority of the votes cast shall be for the constitution, such vote 
shall be deemed an expression of the will of the people of ths 
Philippine Islands in favor of Philippine independence, and the 
Governor General shall, within thirty days after receipt of the 
certification from the Philippine Legislature, issue a proclamation 
for the election of officers of the government of the Commonwealth 
of the Philippine Islands provided for in the constitution. The elec­
tion shall take place not earlier than three months nor later than six 
months after the proclamation by the Governor General ordering 
such election. When the election of the officers provided for under 
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the constitution has been held and the results determined, the Gov­
ernor General of the Philippine Islands shall oertify the results of 
the election to the President· of the United States, who shall there­
upon issue a proclamation announcing the results of the election, 
and upon the issuance of such proclamstion by the President the 
existing Philippine government shall terminate and the new govern­
ment shall enter upon its rights, privileges, powers, and duties, as 
provided under the constitution. The present government of the 
Philippine Islands shall provide for the orderly transfer of the 
functions of government. 
If a majority of the votes cast are against the constitution, the 

existing government of the Philippine Islands shall continue with­
out regard to the provisions of this Act. 

'TllAN8I'l!Il 01' PROPERTY AND BIGHTS TO PHILIPl'lNlII COMl(ONWEALTEE 

Soo. 5. AU the pl'Operty and rights which may have been acquired 
in the Philippine Islands by the United States under the treatieS 
mentioned in the first section of this Act, except such land or other 
property as has hpl"etofore been designated by the President of the 

'"'United States for Militsry and other reservations of the Govern­
ment of the United States, and except such land or other property 
or rights or interests therein as may have been sold or otherwise 
disposed of in accordance with law, are hereby granted to the 
government of the Commonwealth of the Philippine Islands when 
constituted. 

IlELATION9 WlTlI THE UNITED STATES PENDING COMPLllTl!: INl>EPENDENCII 

. . Soo. 6. After the date of the inauguration of the government of 
• the Commonwealth of the Philippine Islands trade relations betwBPJl 

the United States and the Philippine Islands shall be as now pro­
vided by law, subject to the following exceptions: 

(a) There shall be levied, collected, and paid on all refined sugars 
in excess of fifty thousand long tons, and on. unrefined sugars in 
excess of eight hundred thousand long tons, coming into the United 
States from the Philippine Islands in any culendar year, the same 
rates of duty which are required by the laws of the United States 
to he levied, collected, and paid upon like articles imported from 
foreign countries. 

(b) There s.hall be levied, collected, and paid on all coconut oil 
coming into the United States from the Philippine Islands in any 
culendar year in excess of two hundred thousand long tons, the same 
rates of duty which are required by the laws of the United States to 
he levied, collected, and paid upon like articles imported from foreign 
eountries. 

80181-SB-TQL. 1-18 
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(c) There shall be levied, collected, and paid on all yarn, twine, 
Cord, cordage, rope and cable, tarred or untarred, wholly or in chief 
value of manila (abaca) or other hard fibers, coming into the United 
States from the Philippine Islands in any calendar year in excess 
of a collective total of three million pounds of all such articles herein­
before enumerated, the same rates of duty which are required by 
the laws of the United States to be levied, collected, and paid upon 
like articles imported from foreign countries. 

(d) In the event that in any year the limit in the case of any 
article which may be exported to the United States free of duty 
shall be reached by the Philippine Islands, the amount or quantity of 
such articles produced or manufactured in the Philippine Islands 
thereafter that may be 80 exported to the United States free of duty 
shall be allocated, under export permits issued by the government of 
the Commonwealth of the Philippine 'Islands, to the producers or 
manufacturers of such articles proportionately on the basis of their 
exportation to the United States in the preceding year; except that 
in the case of unrefined sugar the amount thereof to be exported 
annually to the United States free of duty shall be allocated to the 
sugar-producing mills of the islands proportionately on the basis" 
of their average annual production for the calendar years 1931, 1932, 
and 1933, and the amount of sugar from..each mill which may be 80 

exported shall be allocated in each year between the mill and the 
planters on the basis of the proportion of sugar to which the mill and 
the planters are respectively entitled. The government of the Philip­
pine Islands is authorized to adopt the necessary laws and regulations 
for putting into effect the allocation hereinbefore provided. 

(e) The government of the Commonwealth of the Philippine 
Islands shall impose and collect an export tax on all articles that may' 
be exported to the United States from the Philippine Islands free 
of duty under the provisions of existing law as modified by the fore­
going provisions of this section, including the articles enumerated 
in subdivisions (a), (b), and (c), within the limitations therein 
specified, as follows: 

(1) During the sixth year after the inauguration of the new gov­
ernment the export tax shall be 5 per centum of the rates of duty 
which are required by the laws of the United States to be levied, col­
lected, and paid on like articles imported from foreign countries; 

(2) During the seventh year after the inauguration of the new 
government the export tax shall be 10 per centum of the rates of 
duty which are required by the laws of the United States to be 
levied, collected, and paid on like articles imported from foreign 
countries; 

(8) During the eighth year after the insuguration of the new 
government the export tax shall be III per centum of the rates of 
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duty which are required by the lawB of the United States to be 
levied, collected, and paid on like articles imported ~m forei~ 
countries; 

( 4) During the ninth year after the inauguration of, the new 
government the export tax shall be 20 per centum of the rates of 
duty which are required by the laws of the United States to be 
levied, collected, and paid on like articles imported from foreign 
countries; 

(5) After the expiration of the ninth year after the inauguration 
of the new government the export tax shall be 25 per centum of 
the rates of duty which are required by the laws of the United States 
to be levied, collected, and paid on like articles imported from 
foreign countries. 

The government of the Commonwealth of the Philippine Islands 
shan place an funds received from, such export taxes in a sinking 
fund, and such funds shall, in addition to other moneys available 
for that purpose, be applied solely to the payment of the principal 
and interest on the bonded indebtedness of the Philippine Islands, 
its Provinces, municipalities, and instrumentalities, until such 
indebtedness has been fully discharged. 

When used in this section in a geographical sense, the term 
"United States" includes an Territories and possessions of the 
United States, except the Philippine Islands, the Virgin Islands, 
American Samoa, and the island of Guam. 

SEC. 7. Until the final and complete withdrawal of American 
sovereignty over the Philippine Islands-" . 

(1) Every duly adopted amendment to the constitution of the 
government of the Commonwealth of the Philippine Islands shan 
be submitted to the President of the United States for approval. 
If the President approves the amendment or if the President fails 
to disapprove such amendment within six months from the time of 
its submission, the amendment shall tske effect as a part of such 
constitution. ' 

(2) The President of the United States shan have authority to 
suspend the taking effect of or the operation of any law, contract, 
or executive order of the government of the Commonwealth of the 
Philippine Islands, which in his judgment will result in a failure 
of the government of the Commonwealth of the Philippine Islands 
to fulfill its contracts, or to meet its bonded indebtedness and interest 
thereon or to provide for its sinking funds, or which seems likely 
to impair the reserves for the protection of the currency of the 
Philippine Islands, or which in his' judgment will violate inter­
national obligations of the United States.. 

(3) The Chief Executive of the Commonwealth of the Philippine 
Islands shall make an annual report to the President and Congress 
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of th'e. United Stateis of the proceedings and operations of the gov­
ernment of 'tlU! Commonwealth of the Philippine Islands and shall 
make such other' reports as the President or Congress may request. 

(4) The President shall appoint, by and with the advice and con­
sent of' the Senate, a United States High Commissioner to the 
governnient· of the Commonwealth of the Philippine Islands who shall 
hold office at the pleaeure of the President and until his successor 
is appointed and qualified. He shall be known as the United States 
High Commissioner to the Philippine Islands. He shall. be the 
representative of the President of the United States in the Philip­
pine Islands and shall be recognized. as such by the government of 
the Commonwealth of the Philippine Islands, by ,the commanding 
officers of the military forces of the United States, and by all civil 
officials of the United States in the Philippine Islands. He shall 
have access to all records of the government or any subdivision 
thereof, and shan be furnished by the Chief Executive of the Com. 
monwealth of the Philippine Islands with such information as he 
shan request. 
If the government of the Commonwealth of the Philippine Islands 

fails to pay any of its bonded or other indebtedness or the interest 
thereon when due or to fulfill any of its contracts, the United States 
High Commissioner shall immediately report the facts to the Presi­
dent, who may thereupon direct the High Commissioner to take over 
the customs offices and administration of the same, administer the 
same, and apply such part of the revenue received therefrom as may 
be necessary for the payment of such overdue indebtedness or for 
the fulfillment of such contracts. The United States High Com­
missioner shan annually, and at such other times as the President 
may require, render an official report to the President and Congress 
of the United States. He shall perform such additional duties and 
functions as may be delegated to him from time to time by the 
President under the provisions of this Act. 

The United States High Commissioner shall receive the same 
compensation as is now received by the Governor General of the 
Philippine Islands, and shan have such staff and assistants as the 
President may deem advisable and as may be appropriated for by 
Congress, including a financial expert, who shall receive for sub­
mission to the High Commissioner a duplicate copy of the reports 
of the insular auditor. Appeals from decisions of the insular audi­
tor may be taken to the President of the United States. The sala­
ries and expenses of the High Commissioner and his staff and assist­
ants shall be paid by the United States. 

The first United States High Commissioner appointed under this 
Act shall take office upon the inauguration of the new government 
of the Commonwealth of the Philippine Islands. 
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(5) The government of the Commonwealth of the Phiiippine 
Islands shall provide for the selection of a Resident Commissioner 
to the United States, and shall fix his term of office. He shall be 
the representative of the government of the Commonwealth of the 
Philippine Islands and shall be entitled to official recognition as 
such by all departments upon presentation to the President of cre­
dentials signed by the Chief Executive of said government. He 
shall have a seat in the House of Representatives of, ~e United 
States, with the right of debate, but without therigh~ of, voting. 
His salary and expenses shall be fixed and paid by the government 
of the Philippine Islands; Until a Resident Commissioner is selected 
and qualified under this section, existing law governing the appoint, 
ment of Resident Commissioners from the Philippine Islands shall 
continue in effect. ' 

(6) Review by the Supreme Court of the United States of cases 
from the Philippine Islands shall be as now provided by law; and 
such review shall also extend to all cases involVing the constitution 
of the Commonwsalth of the Philippine Islands. , 

Sm 8. (a) Effective upon the acceptance of this Act by concur­
rent resolution of the Philippine Legislature or by a convention 
called for that purpose, as provided in section 17-

(1) For the purposes of the Immigration Act of 1917, the Immi­
gration Act of 1924 (except section 13 (c));, this section, and ,all 
other laws of the United States relating to the immigration, exclu, 
sion, or expulsion of aliens, citizens of the Philippine Isl8Jlds who 
are not citizens of the United States shall be considered as if they 
were aliens. For such purposes the Philippine Islands shall be 
considered as a separate country and shall have for each fiscal year 
a quota of fifty. This paragraph shall not apply tOll. person com­
ing or seeking to come to the Territory of Hawaii who does not apply 
for and secure an immigration or passport visa, but such immigra­
tion shall be determined by the Department of the Interior, on the 
basis of the needs of industries in the Territory of Hawaii. 

(2) Citizens of the Philippine Islands who are not citizens of the 
United States shall not be admitted to the continental United States 
from the Territory of Hawaii (whether entering such Territory 
before or after the effective date of this section) unless they belong 
to a class declared to be nonimmigrants by section 3 of the Immi­
gration Act of 1924 or to' a class declared to be nonquota immigrants 
under the provisions of section 4 of such Act other than subdivision 
(c) thereof, or unless they were admitted to such Territory under an 
immigration visa. The Secretary of Labor shall by regulations pro­
vide a method for such exclusion and for the admission of such 
excepted classes. 
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(8) Any Foreign Service officer' may be assigned to duty in th« 
Philippine Islands, under a commission as a consular officer, for suel: 
period as may be necessary and under such regnlations as the Secr& 
tary of State may prescribe, during which assignment such officel 
shall be considered as stationed in a foreign country; but his powen 
and duties shall be confined to the performance af such of the official 
acts and notarial and other services, which such officer might properl, 
perform in respect of the administration of the immigration laws iJ 
assigned to a foreign country as a· consular officer, ail may hE 
authorized by the Secretary of State. 

(4) For the purposes of sections 18 and 20 of the Immigration Act 
of 1917, as amended, the Philippine Islands shall be considered til 
be a foreign country. 

(Ii) The provisions of this section are in addition to the provisiollJ! 
of the immigration laws how in force, and shall be enforced as a 
part of such laws, and all the penal or other provisions of such laws 
not inapplicable, shall apply to and be enforced in connection with 
the provisions of this section. An alien, although admissible under 
the provisions of this section, shall not be admitted to the United 
States if he is excluded by any provision of the immigration laws 
other than this section, and an alien, although admissible under the 
provisions of the immigration laws other than this section, shall 
not be admitted to the United States if he is excluded by any provision 
of this section. 

(c) Terms defined in the Immigration Act of 1924 shall, when 
used in this section,have the meaning assigned to such terms in that 
Act. 

SEC. 9. There shall be no obligation on the pari of the United 
States to meet the interest or principal of bonds and other obliga­
tions of the government of the Philippine Islands or of the Pro­
vincial and municipal governments thereof, hereafter issued during 
the continuance of United States sovereignty in the Philippine 
Islands: P'I'Omded, That such bonds and obligations hereafter issued 
shall not be exempt from taxation in the United States or by 
authority of the United States. 

RECOGNITION OF PHlLIPPINII: INDEPBNDBNCB AND! WITHDRAWAL OF 
AMER.lCAN SOVEREIGNTY 

SEC. 10. (a) On the 4th day of July immediately following the 
expiration of a period of ten years from the date of the inaugura­
tion of the new government under the constitution provided for in 
this Act the President of the United States shall by proclamation 
withdraw and surrender all right of possession, supervision, juris­
diction, control, or sovereignty then existing and exercised by the 
United States in and over the territory and people of the Philippine 
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Islands, including all military and other reservations of the Govern-_ 
ment of the United States in the Philippines (except such naval 
reservations and fueling stations as are reserved under section 5), 
and, on behalf of the United States, shall recognize the independence 
of the Philippine Islands as a separate and self-governing nation 
and acknowledge the authority and control over the same of the 
government instituted by the people thereof, under the constitution 
then in force. 

(b) The President of the United States is hereby authorized and 
empowered to enter into negotiations with the government of the 
Philippine Islands, not later than two years after his proclamation 
recognizing the independence of the Philippine Islands, for the 
adjustment and settlement of all questions relating to naval reserva­
tions and fueling stations of the United States in the Philippine 
Islands, and pending such adjustment and settlement the matter 
of naval reservations and fueling stations shall remain in its present 
status. 

NEtlTRALIZATION OF PHILIPPINE ISLANDS 

SEC. 11. The President is requested, at the earliest practicable date, 
to enter into negotiations with foreign powers with a view to the 
conclusion of a treaty for the perpetual neutralization of the Philip­
pine Islands, if and when Philippine independence shall have been 
IIchieved. -

NOTIFICATION TO FOREIGN GOVERNMENTS 

SEC. 12. Upon the proclamation and recognition of the independ­
ence of the Philippine Islands, the President shall notify the govern­
ments with which the United States is in diplomatic correspondence 
thereof and invite said governments to recognize the independence 
of the Philippine Islands. 

TARIFF DUTIES AFTER INDEPENDENCE 

SEC. 13. After the Philippine Islands have become B free and inde­
pendent nation there shall be levied, collected, and paid upon all 
articles coming into the United States from the Philippine Islands 
the rates of duty which are required to be levied, collected, and paid 
upon like articles imported from other foreign countries: Provided, 
That at least one year prior to the date fixed in this Act for the inde­
pendence of the Philippine Islands, there shall be held a conference 
of representatives of the Government of the United States and the 
government of the Commonwealth of the Philippine Islands, such 
representatives to be appointed by the President of the United States 
lind the Chief Executive of the Commonwealth of the Philippine 
Islands, respectively, for the purpose of formulating recommenda. 
tions as -to future trade relations between the Govertunent of the 
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United States' and the mdependent government of the, Philippme 
Islands, the time, place, and manner of holding such conference 
to be determined by the President of the United States; but nothing 
in this proviso shall be construed to modify or affect in any way any 
provision of this Act relsting to the procedure leading up to Philip­
pine independence or the date upon which the Philippine Islands 
sball become independent. 

DDlIGRATlON AI'l'EIl INDEPENDENOB 

SEC. 14. Upon the final and complete withdrawal of American 
sovereignty over the Philippine Islands the immigration laws of the 
United States (including all the provisions thereof relating to per­
sons ineligible to citizenship) shan apply to persons who were born 
in the Philippine Islands to the same extent as in the case of other 
foreign countries. 

CERTAIN STATUT1!8 CONTINlJED IN FORCE 

SED. 15. Except as in this Act otherwise provided, the Isws now 
or ;hereafter in force in the Philippine Islands shall continue in force 
in the Commonwealth of the Philippine Islands until altered, 
amended, or repealed by the Legislature of the Commonwealth of 
the Philippine Islands or by the Congress of the United States, and 
all references in such laws to the government or officials of the 
Philippines or. Philippine Islands shall be construed, insofar as 
applicable, to refer to the government and corresponding officials 
respectively of the Commonwealth of the Philippine Islands. The 
government of the Commonwealth of the Philippine Islands shall be 
deemed successor to the present government of the Philippine Islands 
and of all the rights and obligations thereof. Except as otherwise 
provided in this Act, all laws or parts of laws relating to the present 
government of the Philippine Islands and its administration are 
hereby repealed as of the date of the inauguration of the government 
of the Commonwealth of the Philippine Islands. 

SEC. 16. If any provision of this Act is declared unconstitutional 
or the applicability thereof to any person or circumstance is held 
invalid, the validity of the remainder of the Act and the applicability 
of such provisions to other persons and circumstances shall not be 
affected thereby. 

Ei'i'WiiYB DAD 

SEC. 17. The foregoing provisions of this Act shall not take effect 
until accepted by concurrent resolution of the Philippine Legislature. 
or by a convention called for the purpose of passing upon that quee­
tion as may be provided by the Philippine Legislature. 

Approved, March 24.1934. 
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LETTER TO THE HONORABLE MILLAltD E. TYD:iNGS 
FROM THE HONORABLE FRANCIS B. SAYRE 

DEPARTMENT OF STATE 

FOR TmI Puss MAy 24, 1937. 
The following is the text of a letter from Mr. Fr&ncis B. Sayre, 

Chairma.n of the Interdepartmental Committee on Philippine Af­
fairs, to Senator Tydings, Chairman of the Senate Committee on 
Territoriee and Insular Mairs. A similar letter was sent to Con­
gres;man Leo. Kocia.lkowski, Chairm&n of the,.House Committee on 
Insular Mairs. 

W A8BINM'Olf, D.a 
Mrsll !4. 1937. 

The Honorable 
Mvr ApD E. T"!mJ(OB, 

17A1led 81"' .. B_1 .. 
» ... DZAII 8JcNATOB TrDI"OS: 

As promised In the converSBtlon which the Secretary of War and I had 
With yon on February 28, 1937. With regard to the approaching visit ot Presi­
dent Quezon ot the Phlllppine Commonwealth and the OYpected discussions be­
tween him and the Interdepartmental Committee on PhIllpplne Mulrs. I now 
wish to acquaint you and the other members of the Senate Committee on 
Terrltorl .. and Insular Mairs With the progreaa and reanl(:8 of the discussions 
which ensued. In SO doing. I feel that It Is dealrable to review some of the 
eircumstances which led up to these discussions. . 

The T,ydlnge·McDn1IIe Independence Act, approved on March 24, 1934, pro­
"Ides the arrangements which control and guide, nntllJDlJ 4, 1946. the _" 
tlonshlp which exists between the Government of the United States and the 
CommonWelllth Government ot the PhIllpplnes set up on November 15, 1985. 
This act did not become effective, 88 you know, until its provisions were 
aocepted by concurrent reeolution ot the PhIllpplne Legislature on May 1. 1934. 
In this resolution It was etated that, In aoceptlug the T,ydlngs.McDuIDe act, the 
Legislature reHed upon a statement ot President Roosevelt "which gI"es to the 
FIllplno people reasonable assurances ot further hearing and due consideratioD 
ot their news"." 

The statement of President Roosevelt referred to was that contained In hItI 
mesaage to Congress on March 2. 1934. recommending the enactment ot the 
T,yd1ngs.McDuIDe act, as follows: 

• 

"I do not believe that other provisions of the original law need be 
changed at this time. Where Imperfections or inequalities exist, I am con­
fident that they can be corrected after proper hearing and in fairness to 
both peoplea. It. ' 

"B. Doc. 400. 74th Cong .• 2d ...... Po 1. 
• H. Doc. 272, 78d Cong., 2d BellI. 

18D 
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ProvlBions In the earlier Bare-Bawetl-Cuttlng act to which the PhWpplne 
LegIslature took ""ception. In rejecting that act, and which they hoped to 
have corrected In the Tydlng .. McDu1IIe act, -related "to immigration, military. 
and other reservations, powerl of the High Commlasloner, and trade relatione 
hetween the Islands and the United Iltatea".-

With regard to the Tyd\ngB-McDnlIIe act, the Honorable Manuel L. Queoon, 
then President of the Philippine Senate and Chalrmlln of the PhWpplne Ind .. 
pendence Delegation. In a letter to you. dated March 22. 1934, two days befo .. 
the passage of the act, stated as follows: 

''There are. of course, other proviBions of the bill to which we ob'ec~ 
but we are wlltIng to take It as It Is now. and we ltave given up any 
attempt at this time to have It In any way amended, because we are rely­
Ing upOn the statement made by the PresIdent In his message to COngr .... 
March 2. 1934 • • • - , 
. IIFurthermore. we have 'seen' the attitude of the ch'atrmen of both emu­

-mlttees of Congress .oward the FI11plno people's freedom and welfare, and 
we have no doubt that upon further investigation, when they shall bave 
found that Independence can he granted In a much shorter time and that 
other prov1s1ons of the bill need Improvement, they w11l so recommend to 
the Congress."· 

Moreover. Vice President John N. Gamer. In his speech at the Joint Session 
of the PhWpplne Legislature on Novemher 12, 1000 (three days before the 
inauguration of the Commonwealth Government). stated In regard to "lnequal1-
ties In our trade relatlonsll as follows: 

"Our great President, FraDktln D. Roosevelt, In sending the last independ­
ence bill to Congress. accompanied It with a recommendation that where 
there were Inequalltles In our trade relations. they should he adjusted by 
a CommlsBion representlog both peoples who ""nld arrive at an equitable 
decision which would prove adVBDtageons to _ our 120,000.000 people and to 
Jour 14,000,000 people."· 

The statementa quoted evidence a feeliog on the part of responsible persons In 
both ""untrl .. that certain "Imperfections or Inequalities" may he found, upon 
further study. to I!l[Ist In the Independence Act. These so-called Imperfections or 
inequalities In regard to fulnre relationships have been regarded as helog IIWI­

ceptlble of adjnotment through joint slndy and eonference. 
Contemporaneous1y with the reeognltion that imperfections and inequalities 

might I!l[Ist In the Independence Act, an lDterdepartmentai Commlttea on PhlUp­
pine Mairs was set up In December 1934. Acting upon a soggestion made by you 
and Senators McKe1Isr. McA.doo, and Gibson In a Joint telegram to PresIdent 
Roosevelt, this Committee hegan. In January 1996, a study of United States­
PhWpplne trade relatlon&" Since that time, this Interdepartmental Committee 
has been studying PhWpplne problems and eoordlnatlog the activities of the 
varIono administrative departments and agencies of the United States Govern­
ment ""ncemed with PhUlpplne affairs. In the recent dlsc1lllBlons with PresIdent 
Quesoo. the dellherations of the Ioterdepartmental Committee have been attended. 
by representatives of the Departments of State. War. Navy. Treasury. Agricul­
ture, Commerce, and the Tarllr CommlsBlon. It Is the opinion o~ this Committee, 

.. S. Doe. 51. 14th Cong •• 1st ...... pt, 1. II> 10 • 
.. COft/INl8I11Ot1Gl Record. vol. 78, no. 64. Mar. 22, 1934, II> 5281 • 
• H. Doc. 400, 14th Cong •• 2d ..... , II> 44-
.. Joint telegram, dated Dec. 81, 1934. from ManDa. 

• 
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as well as of President QueJlOll, that, In Justice to the United States and to the 
Pblllpplnea, uncertainties and mIsconceptlona In regard to the future political 
and economic relations between the two countrIes should be removed as soon as 
practlcable. Until these uncertainties are removed, necessary economic adjust­
ments In the Islanda will be delayed. 

The Interdepartmental Committee Is also of the opinion, on the baaIs of 
evidence now available, thnt certain modifications In existing legislation may 
be n ...... 1'1 to facilitate the adjustment of Philippine1!C!Onomy to a position 
Independent of prefereneea In the Unlted States market. However, the Com­
mittee cannot, untll further study has been given the subject, recommend the 
speci1lc adjustments which should be undertaken, Dor can it estimate the perIod 
of time which will be required for making such adjustments. Much study haa 
been devoted to a consideration ot these matters by both the United States and 
the Philippine Governments. but no Joint progrsm has been formulated. 

In addition to the problems .lnvolved In the adjustment of the national 
econolUJ' ot the Philippines, there are comparable problems involved in providing 
an adjusbnent of AmerIcan export trade to a non~preterentlal, oompetltlve 
position In the Philippine market. According to the terms of the Independence 
Act, American producers and export Interests will be faced with an abrupt 
transition, on July 4, 1946, from a condition of free access to th., Philippine 
market to one In which full Philippine tarllf duties apply. The problems Involved 
In this adjustment should likewise be studied. 

A recognltion of these problema led the Interc\epartmental Committee to 
the conclusion that It was desirable that a Joint committee of American and 
Pblllpplne experts be eet up to study the problems and to formulate recom­
mendations looking toward the correction of any IlJmperfectloDS or inequalities" 
which might be found to exist In the present arrangements. Presld.nt Roosevelt 
concurred In the proposal that the committee be created. and he approved 
the appointment of the American members of the Committee. This JOint 
Committee held Ita iIrat meeting on AprD 19, 1931, and -Is now carrying on 
Its studies. 

The Joint Committee will conduct Its studies with the general understanding 
(agreed upon between the Interdepartmental Committee and Presld.nt Quezon) 
that preferential trade relatlous between the United States and the Philippines 
wiD be terminated at the earliest practicable date co_nt with alfording the 
Philippines a reasonable opportunity to adjust their national economy. This 
does not mean that preferential tar11r rates or preferential excise rates will 
be withdrawn prior to July 4, 1946, the date for complete Independence fixed 
by the terms of the Independence Act. The studies of the Joint Committee will 
be baaed on the a .. umptlon that trade preferences will be terminated on that 
date or aa soon aa practicable thereafter, having In mind the dlfBcult task of 

, economic adJustment with Which the lsianda appear to be faced as trade 
prefereneea are withdrawn. 

President Quezon, as you doubtl ... know, bas soggeated advancement of the 
date of Independence to December, 1938, or July 4, 1939. With reference to this 
euggestlon, the Interdepartmental Committee and President Quezon have agreed 

-that, Insofar .. they are authorized to apeak, complete political Independence of 
the Philippines shaD become elfoctlve not later than July 4, 1946, the date fixed 
under the terms of the Independence Act. The Joint Committee, however. 
Is Instructed, In making Its recommendations, to consider the bearing an 
advancement In the date of political Independence to 1939 or 1939 would have 
on determining the date of termination of trade prefereneea between the Uulted 
States and tbe PhilippIne Islanda and On facilitating or retarding tbe e:locution 
of a program of economic adjustment In the Philippines. Legislation by Con-
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greas' would, of course, be required to elfect ILIIl" cbaDge \II the date of 
Independence. 

The toDetions of. the Joint CoDimittee, In general, are to consider proposala 
which have been made tor chaDglng the political and economic relations ot the 
United States with the Philippines; to bold public hearings for Interested parties 
both In the United States and In the PhilipplDee; to study the problem of ronkIug 
adjustments In Philippine national economy; to prepare the WIlJ' for a tracIE 
conference; and to make recommendation&. Among the problems which wW 
be given consideration by the Joint CommIttee are the following: 

'" 
The character of the trade preferenc:eo which should exist for a specIIIed, 

limited period. 
The precise arrangement. for governing the trade relations between tho 

United Stat.. and the PhWpplne IslandS after the termination 01 
preferential trade relations. 

Economic adjustments that could be nndertaken In the l'hilipplnes and 
methods of execntlng and linancing such adjnstmenta. 

The need or appropriateness of changes In the Phlllpplne ('Ul'reDCY and 
banking S1stem, and In the provisions for se"lclng Philippine bonded 
Indebtedne88, that may be required to Implement the plan for economic 
adjustment recommended by the Joint Committee. 

Adequate protection of the r!gbta and Interests of the United States 
and Ita citizens In the Philippines and of the Philippln.. and Its citizens 
In the United States after the attainment of Independence. 

The bearing which the poaslble negotiation of the neutralization agree. 
ment provided for In section 11 of the TydIDga..JI4cDu1lle Independence Act 
would have on the problema studied by the Joint CoDimittee. 

It Is anticipated that the report and recommendations ot the Joint Committee 
will be submitted sometime betore the close of 1987 to the PresIdent of the 
United Stat .. through the Interdepartmental Committee on Philippine Mairs 
and to the President. of the Commonwealth Government. It Is hoped that this 
report may be available In ample lime for consideration by the Congreaa and by 
the Philippine Assembly this coming autumn and winter. 

For over a Quarter of a century auccessive admlnlstratloDS ot our Govern­
ment have besedthelr policy with reference to the Philipplnee upon an abiding 
conJIdence In the ability of the PhWppIne people ultimately to govem them­
selv.. as a free and Independent nation. The teak Is one which Involves 
problems of great magnitude. These problema are not merely those relating to 
trade between the two peoples but political and economic COnsiderations of far.. 
reaching slgnlllcance to the United States, to tbe Philippines, and to all na­
tions having Interests In the Far East. The attainment of the objectives which 
both peoples have had In mind will require patience, a sense of fair play, 
and cooperation. It Is believed that the leaderB of both peoples, Imbued with 
the highest ideals, will be able to surmount the dI1IIculties tbet yet lie ahead 
of them. I can assure you that, with BUch Ideals In mind, the Joint Committee 
will endeavor to make some contribution toward the successful conclusion of. 
this great nndertaklng. . 

In view of the pubUc Interest In the problem, especIaIly at this time, :ran 
may care to make this letter and Its enclosures a matter of record for the 
Information of Congress and the public. 

Sincerely yours, 
FlwrCIB B. SAm 

O"olnnoft, 1l1lercl.,orlflleR'CII C"",,,,"''' 
.... Philippine Attalr. 
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RECOMMENDATIONS FOR INCREASES IN pmuPPINE 
IMPORT DUTIES 

• 

I'mLIPPINB 
T .... U'rACII 

PBBBlDH'l' 

RAft 

lb:cou­
JlENDBD 

RATII 

-""" 267 Evaporated miIk ___________________ 10 percent 

ad valorem 
25 percent 
ad valorem 

212 Fish, in cans, g1asa, or jars-
(G) Cod, herring, mullet, haddock, 

sa1mon, mackerel, sardines ___ 15 percent 
ad valorem 

(b) Other eommon pre.ened ~h, 

25 percent 
ad valorem 

meU-lish, and seafood _______ 20 percent 25 percent 
ad valorem ad valorem 

97,98, 99,100 Cotton textiles, as mown below. 

P ABAGItAPB 117 

SCJDDULII 

REcou:­
IlENDED 

RATIII 
(G) Up to 10 threado ____________________________ so. 10 so. 14 

(b) Over 10 to 15_______________________________ .10 .16 
(0) Over 15 to 20_______________________________ • 10-. 14 • 19 
(d) Over 20 to 24_______________________________ .14 .22 
(.) Over 24 to 28 ___________________________ :___ .14 .26 

Ul Over 28 to 32_______________________________ .14-.20 .30 
(g) Over 32 to 36_______________________________ .20 .35 
(A) Over 36 to 40_______________________________ .20-.26 .40 
(0) Over 40 to 44..______________________________ .26 .45 
(J) Over 44 to 48_______________________________ .32 .50 

(k) Over 48 to 52_______________________________ .32 .55 
(I) Over 52 to 56_______________________________ .32 .60 

(m) Over 66 to 60_______________________________ .32 .65 
(ft) Over 60____________________________________ .32 .70 

-wheal tbe lDcnued 4utlea benlD provided beoome e1l'ectlve. thelapaDellfl pntlemant
• qreeDlcmt Umlt.o 

IDa the ablpmmt or 00U0Il &aWeI &0 &be PbWppiDea wW, 811 pro'ttded. &hereta. DO loD&er be operative. 

• 193 
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PARAGRAPH. 

Puuh 
SCBIDVL! RA~ 

(a) Up to 10threada ___________________ -. _______ $0.18 

(b) Over 10 to 15_______________________________ .18 
(0) Over. 15 to 20 ______________________________ .. • Is.... 27 
(d) Over 20 to 24_______________________________ .27" 
(.) Over 24 to 28_______________________________ .27 
(J) Over 28 to 32_______________________________ .27-.84 
(Ill Over 32 to 36_______________________________ .34 
(h) Over 36 to 40 ______ · _________ !_______________ .34-.40 
(.) Over 40 to 44 ___ 

0
___________________________ .40 

{J1 Over 44 to 48 __________ : ___ ·_________________ .50 
'(10) Over 48 to 52 ______ ~ ___________ , _______ ~____ .50 

(I) ever 52 to 56_______________________________ .50 
(m) Over 56 to .60 _____________ ~~______ __________ .50 
(n) Over 60 ___________________ '_________________ .50 

PARAGRAPH. 

Pmos ..... 
SCHEDULE RATB 

(a) Up to 10 tllreadB _______ · _____________________ $0. 14 
(b) Over 10 to 15 ______________________________ _ 

-(c) I)ver 15 to 20 ______________________________ _ 
(<I) Over 20 to 24 _______________________ , ______ _ 
(0) Over 24 to 28 ______________________________ _ 
(J) Over 28 to 320 ______________________________ _ 
(g) 0_ 32 to 36 ______________________________ _ 
(h) Over 36 to 40 ______________________________ _ 
(.) Over 40 to 44 ______________________________ _ 
{J1 Over 44 to 48 ______________________________ _ 
(10) Over 48 to 52 ______________________________ _ 
(I) Over 52 to 56 ______________________________ _ 

(m) Over 56 to 60 ______________________________ _ 
(n) Over 60 __________ ! ________________ ~ _______ _ 

PARAGRAPH 100 

.14 • 

.14-.18 

.18 
: 18 
• Is.... 24 
.24 
.24-.30 
.30 
.34 
.114 
.34 
.34 
.84 

PUUNT 
SOBBBULB RATa 

. (a) Up to 10 threads ____________________________ $0. 24 
>(b) Over 10 to 15_______________________________ _24 

(0) Over 15 to 20_______________________________ .24-.32 
(<I) Over 20 to 24_______________________________ .32 
(.) Over 24 to 28_______________________________ .32 
(f) Over 28 to 32 ______________________ ~________ .42 
(g) Over 32 to 36_______________________________ .42 
(h). Oyer 36 to 40_______________________________ • 4~. 52 
(i) Over 40 to 44 ___________________ ~___________ .52 
(;) Over 44 to 48 _________________ ~_____________ .60 

(k)Over 48 to 52_______________________________ .60 
(I) Over 52 to 56_______________________________ .60 
(m) O'ler 66 to 60 _______________ ._______________ .60 

(n) O'ler 60____________________________________ .60 

Rscox .. 
IIJDlfDIlD 

RATIO 
$0.27 

.31 

.35 

.40 

.45 

.50 

.55 

.61 

.67 

.73 

.79' 

.85 

.91 

.97 

beoK­
MENDIID 
RA'l'II 

$0. 21 
.24 
.28 
.32 
.37 
.43 
.49 
.55 
.61 

_.67 
.73 
.711> 
.85 
.91 

beo ... 
UNDBD 

RA ... 
$0.36 

_ 41 
_46 
.52 
.58 
.64 
.70 
_76 
.sa o 

.90 
_97 

L04 
1.11 
L 18 



APPENDIXES. 

8l1BTAXBII ON COTTON TKl1'r1LU • 

P &IlAOBAPll& 97 AND 99 
• PuUN'I' 

RAn 
Bleached and dyed in the pioce __ ~ ________ c____ None 
Manufactured with dyed yarn _____ •• , ____ • ___ 30 pereent -
Stomped ar printed!. ______ ". _______ ~--.--.--- 30 pereent 

P &IlAOllUBB 98 AND 100 . 
Bleached and dyed in the piece..._______________ None 
Manufactured with dyed yarn... __ • _________ • __ 40 percent. . ' . Stomped or printed ______ ,._.-------.-•••• --- .40 pereent 

195 

It.t:OIl­
)ONDD 

RAn 
20 percent 
30 percent 
40pereent 

30 percent 
40 percent 
50 percent 



APPENDIX IV, TABLE 1 
P"JiILIFPlNE UiSUI..t.R itEn2.1.IES 

CODlIOl14atod lNdpt Statea:ont. of the Central QonTlDent for rheal Years 1W. 1930 ' 19,J . 1936 

1927 19J!l 193' 19\6 
: Ratto to t otal 

Jaount InCOuie 

•• UQWIi J1\otr tW1'lOll'~_Df 'Il1lIIl1IIr f:S!I: H!I.il l',~ , ""2 6o ,21Q , ~j j 1 ,124. :E:2 Z2 Z24 , ~Z IO.} -, 
1. Impol't .4111. 1 •• 15.952,850 17,s41,}86 15.262 ,666 22,~.295 21 .7 
2. hciaetax 18.096,551 19.594.278 1,.283,161 22 , 151 ,018 21 . 4 

t Licen •• &:101 bulln ... t~ 22. .311 ,156 21 ,179".206 1 , 937 , 2~H 20 .069.718 ,~ . 4 
Il!.o~ tu J. n2,l98 4.31io,917 3,089.535 4.~ . 607 .4 

5. 1harface f.o, 2,474,960 3 , 050 . 63~ 3.780,627 3. 4,088 3.4 
6. OultomS d.oCUlDentGrl . tMlp tax 6~.83' 737 ,73 605 ,962 632 .527 .6 
7· Intllr'n&l rel'ellUe d.cC\lm8ntar)' atamp t ax 7 ,S89 838, 601 6,5. 019 S}O,8l+1 ., 
•• TonNIC." due. 315 ,006 456 .~21 " 7.736 504 .5)4 · 5 
9. l:llI:rlgration tax 355 ,024 401. 158 269,716 350.650 . ) 

10. Inher 1 tallce tu 5)S.n6 1,011,717 423,104 613.719 .6 
11. :h-B.nob ile h.x 157.522 183.203 153.382 126.021 .1 
12. Whoelli:noOllI taxI, ll.85~ ll4 812. .1 

QrOGG reeei pt.s fTom taut lOll 65 .656.6)1 69 ,635,489 51j.,S59 ,oo6 75 .86'.950 73·3 
De(!:uet - apporUOtlmeIlt of iIlter~ r evenue to . , 

'local Goverrcenh 3,l64 ,O8~) 3;164 ,084) 3. 164,084 3,164,054 3·1 
Dei!uet - apporUotl:ilont of liIoior ,"Mcle , ma=!actuTod 

011 t ax, a.-IIi ilich'"31IJ IJpecuLl. fundi 3,926,098) 5,900 ,SSI) 

•• lllo"ClDEN'l'AL REnHUE 4 I l~~ l l!U 2,22Z.652 4.222.5:l9 2 EI ]&:5 [1:.1 

1. Revomll tr co publiC forlllh 1,}37,S25 1,762 ,40£1 1 . J2' .9~' 2 ,~ ,lOJ 2.2 
2 . Unitell Statlll Internal l' IITe'Jl\l.8 736 .909 643,584 766 , 1 2. I, ,890 l.J 

~ : 
FlnelJ illl4 fortej,\ur.G 727.569 715,083 5Jl ,~ 92 ,701 . 7 
Sale. fit publ1e 40ctain Jl ,4J2 107 ,606 90,394 153,364 .2 

5· Interest on bank: depodh 1,1i6o.991(1) 1,7lic..609 331,614 1161,334 .4 

•• Intere.t ou iuve,ttllelli" (1) (1) 1 1 218 ,99~ 1,285.689 1 .2 
7. Other i ncidental reTe:rlue ; .. ,"67 5u,l66 375.969 151,081 .2 

C. JJJUlDJG§ .um MEER CUDI'I'S 15 , lil6 ,e02 lI , Z~l .~ 12 ,164,424 l:h :2l5: 2~ 1].1 

1. Operatil\f: il'lci):Be of collll:let'cia.l and indulltrial witt ~ . 362.257 9,2J4,974 6,656 .5U G.051 ,~ 7.' 
2. Incom. t.nc1dental to !Wl.ction.al activitin .g7G.207 5,020,153 4.""7.557 5 .4~ .290 5·) 
J. Othu 1, 1G , 336 3,4::;5 ,920 1.D60.J56 7.535 

t ll;t .. ~ U !lDYlI I!.IIoII. 51lo[ lI i IiiIII 83 .503.1.88 £13 .359,233 6£1 ,544,885 92,567,261j. 39.4 

D. R!:PJ.nmlr QP LO£llS .MID .4DVJli'CES l , E l 5:24 4,~DI5:15: l, 2Sl~04~ 4 . 884 ,~I 4 4·1 

1. lIy Ph1 1.1PPlno Net lonaI :sallk 2,637 ,12.0 1,000 ,000 4.679 .249 4. 5 
2. Other 1.30',524 1.736 ,395 2~l j04S 205.725 

E. 1m AOIl;!l:IJ.All INCOIlE 

1. saJ.e of bonds },S17 ,223 7,221 ,680 ~~OOO(2):: 6 ,~~OOOO}~ 2. fren8tlJ'B 5.' 

::r:Q:~.l [~lhlll I.'" ~ng.'K' J3 ,503.191 94.904.426 10 ,025 .931j. lO3.;02 ,2}8 100. 

F. KJ:'I' REVDUKS UULA3LE r<m ..m:-rlOO awuuay ZJPIND.i'lUUS 61, 341 ,549 10.618, 339 60. S21:l .0lZ G4, 1I61S.325 
( .l~II~C-2) 

•• PEil ClPI'U IlrVEIlUZS 

1. hom tuation (.l) 4,64 4.63 p3 4.94 
2. )ld r e •• ttUet (1) 5.57 5·39 .JIl 5.ll 

(1) Not slIparately reported. 

(2) J'r0lll Depository Fund, JAanila Harbor Board.. 

(3) !'rOIlt Ex~ Standaxd l'und. . 
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APPENDIX IV, TABLE 2 

Cp% plldAte!l Bpmt Sta\mMt pC tho Q'Ptnl GoY,.._at tor lIftSN I_,IST 19T{} IS" lS3fi 

J9?? ]93D I'm 

GJ:i:&t.L UlJ'JU SllYICIS ~l 1.[:9 j~ 51 ~l 366 !±9 133 133 ,. Ool>Val a4Ia1ll.htrat1OIl 6,077.1115 1, 211 ,902 6.650.199 

" :EDCIlotl .... oUr.eUon and. cOlltrol 1,630,543 2,056,1516 2,2}2,85O 
>. Lech16Uoft 1,11)4,0)6 2 ,o1.2,J}4 1,~.Z72 ,. .ld,ju.di .... UOD 2,612,566 J ,lll9,752 2.125.017 

'. ProhctiTe . ....... 1c88 HI l~l 15:5 11 11& 12) l!ll~ !!H 
'. !Tatio"tl61 Ufen, .. 
>. Laor aDd order 5 .271,391 5,504,392 4.m .551 , . Public baalth 4, 379.J9"I 5,Ol1l,052 }, 975,593 .. !'roheUoll .1n.' ferce IJI/ijeure 223.533 213.696 180,027 
'. ReculaUoll of pUb!>c utilitiu 

~~a:~~ 122,150 75.415 ,. other prot .. ctlTe ~ ........ I.c" 257 ,1335 1.530.90<' 

j. 5111:;iAl i;m:IIl:_Q~ 101 ~1~ 1lIOZ~1411 , - 11, 6Z0 , ~~7 

" Public edt>eatl0l\ S,662,5!7 9 ,O~,459 .. 6,bIJ2.1~ 
>. :ru:t>l1c carr.cUon 'J55, 153 927 ,293 - ~~t!:~~ ' . Public cl!,oq-ity Gs6,550 l,06},659 
4. Othon- aoc .&1 impro .. ...,.nt 

4. ltcoDOCllic dnal.opment 1 ,,}41, 7n S: ,$()7 I Bj.6 14.650. 510 

' . Conur_U"n of _tW&1 r e.QUl"ce. 6h56S 7S6.a:S6 700,150 
>. DeYelopr:e.nt of c..."erc. 2,,}IKl.l Li11 } .1l.t!,401 6,255.190 , . DeYelOJD01l~ d ,,«!":cro.ltllr e 3,~~:~t~ J , 7it1,565 6, 622.132 .. l}e1'elOl"""'t Qf ln40Urlal .... t. and. Icience • 'm ,2}7 41;6 , 621 

' . DeTelopDllnt of II1neral ruourcn 
r • Other economi c dftTelopMnh 5}3, 660 "':.0)9 "".»6 ,. Philipp ..... publicity lZ9, 949 I} ,72~ 1]1, 511 ,. .I.¥ to local 521'11rnm"nh 16,6~},~ 1~ ,!& On 'I} 

DDT SD.TJ:CES 10,0l!'~,616 12 ."~.I41 9 2!1 .lg~ 

,. lnkrut and. u "cllall£e on !n.lllar bor.!. 6 ,959,6lW 6 .139,S99 5,}1},l17 

'. Contr1butioo to sinkJ.n,:: !undl; of 'n...u..az. bond. 3,12j, S72 10 ,001,885 3, '}6S, 209 

j. .ld.4ed .iDld.:oc fund Manila port .orb b onds 9 ,m,957(2) 

liETDtIE SERVICZ '~..1lL-' 9 F-Z 2~1 S o~, 2!ifi 

'. E.pen • • of ....... uwo co11.o~lon 1,768,704 1.1190,~~ 2,06&,361 

'. Oper .. tinc u:p.nse of = __ c1&1 and lctaatnaJ. =.It. 7.31},074 1,&:;6,3011 5,966,m 

INlI'oSTIaIII'fS .u'D ML.LlS IMII,~ I I! ,m,.2~ 2,2it4I E:2 

,. IDterelt I_lor &o11'.....,e. to Railroad COllj>li>nie~ GS7 ,239 6157,2U 2,2}2 ,2')3 

,. Rsal. e.t .. te IIIOrt&l'C' IG&:O . 2,067.9J6 457 ,680 

j. ,. .... obase oflletrcpolit&lO _ter d1dr ,c:t bond. 3.612,6W 3,015,363 

4. "oll'll:lII.Qe lID! cangtruction or pulll1.c ... 3I'klI 5,92fj,:K:I& 8,266,831 (~) 

5. 1fi.",,1l.e.n.cr.l8 10 .... and. i""'.tll.nt. 1,252,276 1. 946,070 12 ,6J(l 

ilIsa!.l.UI5OUS .&JII I:I!R.I.OaDDWtf CIWlGm ]16,1~ 261211 Slio,442 

,. .s .. tiremeAt .... tut.t1.5 lUll!. pendon. , 205,O}2 "'.", ""."" 
'. Oth .... 111, 695 5,slj6 

'1'0'1'.110 J'tII'C'UOUL DPDDl'1'tm:s (Vou ~~ chN'&e') 14,190.298 101 . 151,%1 6905:!i,OJO 

lII'I' JlECUlRING EXrDlIl~S (~. 3, C-l, D-l, and ~-1 ) 
ci._geabl. eca1n.t <r4.1 ..... 1' r .... nue . 6} ,575, 713 19.&23 .463 6M56.214 

.lID 'to LOO.I.L oon:RIImITS 16,653,1+57 12.125,013 16, 7t;2,02b 

PIR C&l>1!.l En'DllI'NlES (nn 0 ) 5.25 6 .0g(6) '.,. 

( ' ) Inc1~d. 1n othflr F'''':''''' 
('I Of .hieh '/j,270.7'54l'epre.enh addl tiOllal oontrlbutioo ~o I h,ld,,!: fund 0. -'lil. port yorka banda. 

(3) Of .Mel: fI.~o,ooo 1' .... nh po,n"cllaae of . tock. 01: ;.IMU. ll.aHroad C~. 

(4) tS48,241 pt cutl..,... ( 0:: co»strucHon f.nQ .'l.,,1p..ont inc11lOled In other g""'P. , 

(5 ) r.;,3)2, 14} of O1.1tl..,... fIr oon5truc: tion and .~pI.nt 1ncludad 1n oth..,. cro~~, 

(6) L ... :8-3 _nld be 5.)6. 

II.......,., lIued 0. Jtaport. 01 the 841\or hDeral ot ~ Philippi""., 
GPO-O"Ol'. 
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APPENDIX V 
DtTAIUO 8TAfD!!.HT or ALL THE OUTSTAlfDIHG BONDS ISSUED BY THE VARIOUS BRA..IrtCH!:8 .un !:N!'ITtKS or THE P"riILIPPINE GOY'JllNW£N'r". 8HalI~ THE HISTORY J...ND THE PRESENT 8'1'A.'!'US OF EACH .A.S o r DECDBER 31, 1 936 
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-.----- .. -------------_. ---------------_._-- --_ .... -. __ ... -----.-. ---- -. ----- --- ---_.----._. ----_._------ 8, .,,, ,goo .00 _~.~, .~,~,~, OOO""~l oo", ._~l~12...,ooo"",,,,oo,,-

Souroet Rsport of the Auditor Genoral of tho Phillprinel for the fi. ed ;year encled o.cermber :51. 19S6. (Continu.d 0):) (Ollerin&: pq;e , ) 

0,.0 - 0,,01., 

'12'.000.00 831,000.00 1 , !58'1. 2"". 36 '1.039 'IO!5.64 

201 



APPENDIX V-Continued 
DEUlt.ED StA.fEWEK'I' OF ALL 'rilE OI1'l'S'l'ANOING BOND!'. ISSUED BY 'rHE VARIOUS BRA.HCKES AND ENTITIES OF 'I'HE · PHILtPPINK OOVERHWEHT, SHOWING fifE HIstORY A.. .. D THE PRESENf STArt1S OF EACH AS or DEChBER 31, 1936 _ ConUnue4 
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APPENDIX VIII 

LIQUIDATION OF PHILIPPINE INDEBTEDNESS 
INCURRED PRIOR TO MAY 1,1934 

In connection with the preparation of & plan for the liquidation 
by July 4, 1946, of Philippine indebtedness in~urred prior to May 1, 
19M (the date on which the Illdependence Act W'as accepted by the 
Philippine 'Legislature), under authority of acts. of Congress, the 
Committee ~as made two sets of calculations, which are set forth 
below. In making these calculations it was assumed that the pro­
ceedS of the export taxes provided for 'in· section 6 (e) r4 the Inde­
pendence Act (after taking into account the changes recommended 
by_the Committee in ~nnection with certain commodities which 
would\otherwise pay ,the export tax) would total $35,326,<100, distrib­
uted as follows: 1941--$2,019,000; 1942-$4,037,000; 1943--$6,056,000; 
1944-$8,074,000; 1945-$10,093,000; and 1946 (January to July)-, 
$5,047,000, The debt and ~inking-fqnd totals have been taken from 
the schedules found in appendixes VI and vn. 
GENERAL AsSUMPTIONS ON WmeR BOTH CAL<iut.ATlON8 AIm BASED 

1. Bonds are valued as of July 1, 1946, rather than as of July 4, 
1946, the date of independence. 

2. All bonds are assumed to bear semiannual coupons. (There are 
a few issues on which interest is payable quarterly, but the results 
taking these' into account would be only slightly different.) 

3. Bonds held in sinking-funds, either as investments or as can­
celed bonds, are considered canceled as of July 1, 1946, and no further 
interest or sinking-fund provisionS are made. 

4. Bonds held in sinking-funds are shown at par; rather than at 
book value based on the yield rate at which they were acquired. 

5. Bonds may be acquired by sinking-funds at prices representing 
a yield rate of 3lh percent, compounded semiannually. 

6. Short-term deposits of the Philippines with the United States 
Treasury earn 2 percent, compounded semiaIinually. 

7. Deposits such as export-tax collections, which are to be devoted 
to meeting obligations spread over a long period of time with. a 
schedule of disbursements determined in advance, would earn'2¥.! 
percent, compounded semianilUally. 

209 
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8. Purchases of bonds for sinking-funds are spread proportionately 
over all outstanding issues, rather than in a flxed order according to 
maturity dates. 

GENERAL DATA ON WHICH BOTH CALCULATIONS ARE BASFJ) 

1. The par value on July 4, 1946, of the bonded indebtedness of the 
Government of the Philippine Islands incurred prior to May 1, 1934, 
under authority of acts of Congress (subject to the fiscal arrange­
ments under consideration), is $61,057,350_ This figure includes both 
canceled and uncanceled bonds in the sinking-funds. 

2. Sinking-funds for these issues amounted to $20,063,488.33 on 
December 31, 1936, of which $43,238.38 was in cash and $20,020,250.00 
in bonds, either canceled or held as investments. Under present 
financing arrangements, sinking-funds for these issues will amount 
to $40,959,551.47 on July 4, 1946. 

3. Sinking-funds for issues maturing prior to July 4, 1946, 
amounted to $11,310,647.20 on December 31, 1936, composed of $916,-
660.95 in cash and $10,393,986.25 in canceled bonds and investments. 

FIRST CALCULATION 

The first calculation, which would require the larger lump-sum 
payment, is based on the following special assumptions: 

1. No bonds would be purchased out of funds created by export 
taxes. Interest at 2 percent will be earned by these funds. 

2. TIle increase from December 31, 1936, to July 4, 1946, in 
sinking-funds for issues maturing after July 4, 1946, would be 
invested in bonds or placed on deposit in cash in the ratio of 
three to one. 

Under these assumptions, the export tax fund on July 1, 1946, 
would exceed by about $13,000,000 the value of outstanding Philip­
pine bonded indebtedness incurred prior to May 1, 1934, under au­
thority of acts of Congress. 

These estimates have been computed as follows: 

Value on July 1. 1946. of: 

Total unmatured Government issues, including canceled 
bonds In sinking-funds. at 2lh percenL ______________ $69,590,906 

Bonds of par value $35,692,250 held in slnk1ng·funds, at 
2~ percent _______________________________________ _ 

Bonds not held in sinkIng-funds, at 21h perceDt ____ ~ ___ ---
'Cash In slnking-tunds _________________________________ _ 
Amount required at 2Jh percent to meet future tnterest and 

principal payments ________________________________ _ 
Export-tax proceeds at 2 percenL ______________________ _ 
Excess of export-tax proceeds over requirement.s ____ _____ _ 

40,680,704 
28.910.202 
5.267.302 

23, 642,{l()() 
36.617.860 
12, 974. 000 
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SECOND CALCULATION 

The second calculation, which would require the smaller lump-sum 
payment, is based on the following special assumptions: 

1. Bonds would be purchased currently at a yield of 3% per­
cent out of funds created by export taxes; any funds remaining 
after all outstanding bonds had been acquired would earn 2 
percent. 

2. The sinking-funds on July 4, 1946, would consist entirely of 
bonds, and would have priority over the tax fund in purchasing 
bonds from 1941 to 1946. 

Under these assumptions, the export-tax fund on July 1, 1946, 
would be sufficient to aequire between 1941 and 1946 the entire out­
standing Philippine bonded indebtedness incurred prior to May 1, 
1934, under authority of acts of Congress, and would show a surplus 
of about $16,800,000. 

These estimates have been computed as follows: 
Value on July 1, 1946, of : 

Total unmatured Government 18I1Ues, Ineludlng canceled 
bondo In olnklng-fundo; at S',I, percenL __________ $611. 7M, IH2 

Bonda of par value $4O,9lm,15ll2 held In oInkInc-funds, at 
8',1, percenL-_________________________________ 44, 110, 872 

Bonda not held In BInItIng-funds, at 8',1, percenL________ 21,644,070 
Export·tax proceeds at 2 percent, in excess of taxes equal 

to $21,644,070 at 8',1, pereent, or In other words, a ourplnaof ________________________ ____ ______________ 1~,856,400 
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TENTATIVE LIST OF PROPOSED TREATIES AND THEIR 
SUBJECT·MATI'ER 

I. Special commercial treaty, to be negotiated as soon as practi­
cable, containing: 

1. Provisions for effectuating the Committee's recommenda­
tions concerning trade relations during the period begin­
ning July 4, 1946, and ending with December 31, 1960; 
and 

2. Provision for termination, on December 31, 1960, subject to 
denunciation upon two years' notice at any time .. ftGr 
July 4, 1953. 

II. Permanent treaty of general relations, containing provisions 
for: 

1. Recognition of the independence of the Philippines ; 
2. Establishment of diplomatic representation; 
3. Recognition of the rights reserved to the United States in 

section 10 (b) of the Independence Act, if all questions 
relating thereto shall not have been previously adjusted; 

4. Continued review by United States Supreme Court of cases 
pending on July 4, 1946; 

5. Settlement of claims; and 
6. Matters covered in section 2 (b) of the Independence Act. 

III. Treaty of establishment, commerce and navigation, containing 
provisions in regard to: 

1. Entry, travel, and residence for purposes of carrying on 
international trade, and for other purposes so far as 
permitted hy local law; 

2. Freedom of conscience and worship; 
3. Freedom of professional and commercial activities; 
4. National treatment in ownership of personal property; 
5. Ownership of real property; 
6. National treatment as to internal taxation; 
7. Freedom of access to courts; 
8. Security of persons and property; 
9. Freedom from domiciliary search; 

10. Succession to property; 
212 
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11. Freedom of commerce and navig~ti!>nr- ~~~W!,! 
12. Customs treatment of goods, of a ge,ne"::Ji\",~pro­
. vided for in the special commerciaT""treat menfloned 

above; 
13. National treatment of shipping; recognition of flags; 
14. Recognition of juridical status of corporations, and right, 

of nationals in organization of corporations; 
15. Mineral resources on the public domain; 
16. Commercial travelers; 
17. Freedom of transit; 
18. Sanitary regulations; and 
19. Customary term and denunciation provisions. 

IV. Consular convention, containing standard provisions. 
V. Extradition treaty, containing standard provisions. 

VI. Military service treaty, containing standard provisions. 
VII. Arbitration treaty, containing standard provisions. 

VIII. Conciliation treaty, containing standard provisions. 
IX. Exchanges of notes on (a) "ir navigation, (b) pilots' licenses, 

and (c) certificates of airworthiness. 
X. Adherences, after the inauguration of the independent gov­

ernment, to various international conventions of a tech­
nical or humanitarian character, such as 

1. The International Telecommunication Convention, Ma­
drid, 1932 (convention on general radio regulations); 

2. The International Convention for the Protection of Indus­
trial Property, signed at The Hague, November 6, 1925, 
and the International Convention for the Protection of 
Industrial Property, signed at London, June 2,1934; 

3. Such other radio and industrial property conventions as 
may be in force on July 4, 1946; 

4. The International Copyright Convention, signed at Rome, 
June 2, 1928; and 

5. Protocol concerning military obligations in certain cases of 
double nationality, signed at The Hague, April 12, 1930. 
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