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Mr. WaLsH, from the Committee on Finance, submitted the following

REPORT

[To accompany H. R. 5850]

The Committee on Finance, to whom was referred the bill (H. R.
£856) to provide for trade relations between the United States and
the Philippines, and for other purposes, having considered the same,
report favorably thercon with amendments and recommend that
the bill as amended do pass.

The only substantive amendments recommended by the committee
relate to the quota on sugar.  Under the House bill the quotas were
based on short tons. ‘T'he committee recommends that they be based
on long tons.
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Quotas on imports of sugar from the Philippines have been in cffect
for several years under the Tydings-McDuflie Act of 1934 (the Philip-
pine Independence Act). These annual quotas have always been in
terms of long tons. The committee recommends a continuation of
the basis of quotas established under the Independence Act.  Upon
consideration of all the evidence presented the coinmittee concluded
that the preponderance thereaf clearly favors the use of long tons
rather than short tons.

The remaining amendments recommended by the committee are of
& purely clerical nature and do not make any change in the objectives
of the legislation, ~

There is appended the report of the Committee on Ways and Means,
which contains a full discussion of the matters dealt with in the bill,
and a detailed analysis of the bill, section by section.

|I1. Rept. No. 1821, 70th Cong., 2d sess.}

The Committee on Ways and Means, to whom was referred the bill
(IT R. 5%56) to provide for trade relations between the United States
and the Philippines, and for other purposes, having considered the
same, report favorably thercon without amendment and recommend
that the bill do pass.

Onircrive or THE Binn

The primary objective of this bill is the establishment of mutually
advantageous trade relations between the United States and the
Republic of the Philippines for a period of 28 years following the
latter’s independence on July 4, 1946. Tt is designed to provide
incentives for the rehabilitation and development of the productive
capacity of the war-ravaged islands and to provide stability to future
commerce between the two countries.  The principal matters dealt
with are:

1. Customs dufies on a reciprocal basis, preferential as against all
other countries.

2, Kstablishment of quotas on the imports of certain Philippine
products.

3. Reciprocal nondiscriminatory treatment in the field of taxes.

4. Adjustments in the immigration laws of both countries to meet
the pressing needs of the immediate future.

5. Protection of United States citizens and American business
enterprises, regardless of form, against diseriminatory treatment.

To accomplish the above objective, the bill (1) authorizes an
exccutive agreement. with the Philippines, whereby both countries
accept specific provisions set forth in the bill, and (2) provides a
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method under which the statutes necessary to put these specific
provisions into effect will be in force as of the time of the taking effect
of the agreement, and (3) provides statutes to govern the period
between the date of the enactment of the act and %uly 4, 1946.

The providing of statutes necessary to meet the objective of the
agreement is accomplished, on the part of the United States, by the
enactment in this bill of the provisions of title II, which thereupon
become immediately effective as statutes of the United States, with
suspension and termination clauses provided elsewhere in the bill.

An equally effective device (employed for the first time in this bill)
to insure prompt statutory compliance with the objectives of the
agreement on the part of the Philippines is found in the provisions of
section 401, which states that the executive agrecement must itself
provide that it shall not take effect until the Philippine Legislature
accepts it by law, and by law places in effect, as laws of the Philippines,
the provisions of title III of the bill, which set forth in precise statutory
form the obligations.of the Philippines, corresponding in most part to
the United States statutes enacted by title II. Under the bill the
provisions of title IT1 will for the period up to July 4, 1246, be effective
as statutes of the United States binding on one of our possessions. It
is believed that such Philippine legislation as is required by section 401
would be of a short, simple nature. All that would seem to be re-
quired is a resolution of the two Houses of the Philippine Congress,
gigned by the President of the Philippines, accepting the executive
agreement and providing that the provisions of parts 2, 3, 4, and 5 of
title ITI shall take effect as laws of the Philippines.

ImMrorTANCE OF DEFINITIONS

Before entering upon a discussion of the contents of the bill the
committee wishes to emphasize the importance of the definitions
contained in scction 2 of the bill. It is exceedingly difficult, if not
impossible, to understand the effect of the bill unless there is borne
in mind the fact that many of the key words in the bill are defined
terms, It is also important, in the reading of the following portions
of this report, to bear in mind these definitions, or at least to remem-
ber that the statements made can be applied with exactness only in
the light of the definitions.

Particular attention is called to the definition of “Philippine article”
found in section 2 (a) (4) of the bill, which confines a ‘“Philippine
article” to a product of the Philippines not more than 20-percent of
the value of which consists of the valuo of imported materials used
in its production. Another important definition is that of “United
States duty’” (sec. 2 (a) (6)) which means the rate of duty which
would be applicable to the article if imported from that country
which is entitled to the lowest rate of duty with respect to such article
when imported into the United States. Another important term
used is “‘ordinary customs duty’’ which is defined (sce. 2 (a) (3)) to
include duties usually thought of when the term “tariff’” or ‘“‘customs
duty” is used in ordinary conversation. The term is defined so as
not to include special duties, such as additional duties for under-
valuation, anti-dumping duties, countervailing duties, etc.

8. Repts,, 792, vol, 2----10
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PriNncirPAL PROVISIONS SUMMARIZED

Following is a brief summary of the principal provisions of the bill, a
detailed explanation of which will be found in this report under the
heading “Detailed Analysis of Bill, Section by Section’’:

1. Tariffs and quota restrictions

Duty-free trade. —All commodities qualifying as “Philippine articles”
are provided free entry under the pending bill in the period from the
day after enactment of this act to July 3, 1954. 'Trade in the principal
products impnorted from the Philippines during that period will be
limited by quotas. All commodities not “Philippine articles” as de-
fined are subject to the full world duty throughout the period of the
entire agreement.

Graduated duties.— Beginning July 4, 1954, all commodities imported
into the United States from the Philippines qualifying as “Philippine
articles,” with the exceptions noted below, will become subject to
rraduated duties.  In general, these duties are a percentage of the
owest United States duty accorded to any nation (now Cuba), in-
creasing by 5 percent annually until they have reached 100 percent.
After July 3, 1974, the duty on all imports from the Philippines will be
the regular world rate.

Quota restrictions on imports.—DBeginning with the calendar year
1946 and extending throughout the life of the agreement (July 3,
1974), the following absolute quotas are imposed on “Philippine
articles” which make up the bulk of Philippine exports to the United
States:

AT . e short tons__ 850, 000

Cordage e pounds.. 6,000, 000
RiCe . e icieeoo- do.__. 1,040, 000
GRS e 200, 000, 000
Serap and filler tobacco_ ... L. . __. pounds__ 6, 500, 000
Coconut oil . e long tons. . 200, 000
Pearl buttons_ . _ ... gross. . 850, 000

During the period from July 4, 1954, to July 3, 1974, imports of
sugar, cordage, and rice, if “Philippine articles,” will get the benefit
of the graduated duties.

Duty-free quotas.—In addition to the foregoing absolute quotas,
diminishing duty-free quotas are imposed by the bill on cigars, scrap
and filler tobacco, coconut oil, and pearl buttons. Irom the effective
date of the act through 1954, the quantities permitted entry, referred
to above, will be free of duty, if “Philippine articles.” Beginning
with the calendar year 1955 and extending to 1974, duty-free quotas
reduced 5 percent annually from the basic absolute quotas will be in
effect. During this period, imports in excess of the duty-free quotas
will be subject to the full United States duty, that is, the lowest duty
accorded to any foreign country (now Cuba), rather than upon a
graduated percentage thercof.

Additional quotas may be imposed.—In order. to insure against
substantial future competition, the pending bill provides that the
President may impose quotas on other “Philippine articles” if, after
investigation by the United States Tariff Commission, it is found that
such articles are coming or are likely to come into substantial com-
petition with like m'cicl[’és produced in the United States.
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2. Nondiscriminatory tax treatment by each country with respect
to imports received from the other.

3. Assurances by the Philippines that American citizens or business
enterprises, regardless of the form of such enterprise, operating in the
Philippines, shall not be discriminated against in the development
and utilization of natural resources and public utilities.

4. Authorization of an executive agreement to be entered into
between the Presidents, respectively, of the United States and the
Philippines to take effect upon its acceptance by the Congress of the
Philippines and upon enactment by the Congress of the Philippines
of legislation necessary to put into effect the provisions of parts 2, 3, 4,
and 5 of title III (Obligations of the Philippines) as laws of the
Philippines.

5. Termination of the agreement on July 3, 1974.

6. Termination of such agreement by the other country for any
reason on 5 years’ notice; or upon 6 months’ notice if either party
adopts or applies measures or practices which would operate to nullify
or.impairrany right or obligation provided for in such agreement.

7. Termination of the agreement by the President of the United
States if the President determines that a reasonable time has elapsed
for any necessary amendments to the Philippine Constitution to have
bheenmade but that such amendments have not been made.

8. Provisions iri the agreement under which, if the President finds
that the Philippines are in any manner discriminating against citizens
of the United States or any form of United States business enterprise,
the United States may suspend the agreement in whole or in part and,
if the discrimination does not cease, may terminate the agreement.

9. Termination of the authority of the President of the United
States to enter into the agreement when he has determined and pro-
claimed that a reasonable time has elapsed without action taken by
the Philippines to enter into, accept, and place such agreement in effect.

10. While sugar legislation by itself is not within the jurisdiction of
the Ways and Mecans Committee, the establishment in the bill of a
sugar quota of 850,000 short tons is recognition of the need to give
every possible encouragement to the expansion of domestic sugar pro-
duetion. In effect, the quota in the pending bill is a step in this
direction, reducing the quota under existing levels by about 11 percent

THE NEED FOR THIS LEGISLATION

Under the terms of existing law governing the termination of
political sovereignty of the United States in the Philippine Islands
(Tydings-McDuflie Act, as amended) the Philippines, on July 4, 1946,
will be a sovereign nation, and as such, in the absence of speciai legis-
lation, full tariff duties will be levied against Philippine products enter-
ing the United States after that date.

here i3 no question that application™of full forcign tariff duties
to the Philippines on July 4 of this year would effectively prevent
the importation of several Philippine commodities which have, in the
pust, occupied a place of importance in the Philippine-American
trade, particularly coconut oil and tobacco products. On Fobruary
11, the President of the United States, commenting on a bill then
pending to effect the general purposes of the bill now under considera-
tion, wrote the chairman of your committee as follows:
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We are in accord that assistance to the Philippine Islands is necessary and
must be provided promptly. All of us agree, at least in principle, with the
legislation and approve most, if not all, of the detail thereof,

I ask that your committee give early consideration to H. R. 5185, now pending
before you, as it is vital to the welfare of the Philippines and their economic
stability and such stability is most important from the United States point of
view. Time is of the essence,

The pending bill is the successor of H. R. 5185.

With the Philippines about to become a sovereign, independent
nation it is imperative that our trade relations with the islands be
defined at once and that the pattern of such relations be cut in such
manner that the Philippines will derive the greatest possible assistance
in the recestablishment and future development of their national
cconomy. The United States is deeply concerned in the welfare of
the Islands. It is to our advantage as well as to the advantage of the
Philippines that our trade relations be placed upon a sound basis ns
provided for in this bill.

In the course of hearings held by your committee, it was made
abundantly clear that the Philippines, in order to reestablish a norinal
economy and to develop resources for sustaining its independence,
will require the assurance of stability in its trade with the United
States. By the same token the United States, in order to render the

catest possible assistance to the Islands, will require equal assurances

rom the Philippines. These basic considerations weighed heavily
with the committee in approving this particular bill.

The committee recognizes that conditions may arise in the course
of the 28-year period covered by this bill which may reveal weaknesses
in some of its provisions, It 1s diflicult, if not impossible, to devise
legislation intended to opeorate so far in advance without running the
risk of error, but your committee believes that in view of the urgency
of the present situation in the Philippines and their immediate need
for the assistance which will follow enactment of this legislation that
whatever defects may be revealed with the passage of time are rela-
tively unimportant at the present time.

EXPLANATION OF FRAMEWORK OF BILL

The bill represents a now departure in the field of international
agreements, and their implementation and enforcement., Therefore
the committee feels that a statement as to the part which each of
titles 11, 11T, and IV performs in the framework of the bill and of the
yroposed executive agreement, will facilitate an understanding of the
{)ill and of the methods made use of to attain, in the most expeditious
and effective manner, the objectives sought. ‘

TITLE II

The provisions of this title constitute legislation by the Congress
like any other statute passed by it. The provisions of this title will
also be accepted by both the United States and the Philippines, if the
executive agreement contemplated by the bill (and provided for in
title IV) goes into cffect, as ginding upon them. Under section 403
the United States, in the agreement, will agree to continue the pro-
vigions of the title as United States law during the effectiveness of the
agreement.
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There is indicated below the length of time for which these statutes
of the United States will, under the terms of the bill, continue in effect.

(1) Period from date of enactment of act until July 4, 1946.—During
this period (the Philippines being still one of our possessions) the
provisions of title IT will remain in force, unless repealed by Congress.

(2) Period from July 3,X19/6, to taking effect of agreement.—The same
is true during this period (when the Philippines are an independent
nation), but by section 502 of the bill Congress vests in the President
power to suspend, in whole or in part, the provisions of title II if he
finds that the Philippines are not doing their utmost to grant us the
benefits which they will be bound by the executive agreement to grant
when that agreement takes eftect.

Provision is also made (sec. 407) that if the President finds that a
reasonable time for the making and taking effect of the agreement
has elapsed, but that the agreement has not taken effect, he shall-so
proclaim, and thereupon the provisions of title IT cease to have effect
as laws of the United States.

(3) Period during effectiveness of executive agreement.—During this
period the provisions of title II remain in effect in a dual roFe———us
statutes of the United States, and also as provigions by which, under
the terms of the agreement, the United States agrees to be bound.

During this period, also, under the terms of the agreement the
Philippines agree to accept all these provisions, not only the ones
conferring benefits on them, such as rights of free entry and preferen-
tial rates for “Philippine articles” as defined in section 2 (a) (4), but
also the provisions which impose limitations on them, such as part 2,
which places quotas on certain ‘“Philippine articles.”

It is of course true that any of these statutes can be repealed or
amended by the Congress like any other statutes, but, after the
agreement takes effect, such repeal or amendment would constitute
a violation of the agreement, if enacted during its effectiveness.

Amplo right (secs. 404 and 501) is given the United States to
terminate the agreement, and if it is terminated the provisions of
title IT cease to have effect as laws of the United States.

TITLE III

Title III is divided intoJive parts. Under the provisions of part 1
(sec. 301) the other four parts, under which the United States receives
certain benefits, are binding on the Philippines until July 4, 1946, when
they become an independent nation,

As to the period between July 4, 1946, and the taking effect of the
exccutive agreement provided forin title IV, Congress cannot, of course,
legislate for an independent nation, but in section 301 it is stated that
it is the expectation of Congress that the provisions of parts 2, 3, 4,
and 5 of this-title will be observed and executed by the Philippines to
the fullest extent possible under their constitution. '

After the taking effect of the agreement the provisions of parts 2, 3,
4, and 5 will (1) be binding on the Philippines, because accepted by
them as a part of the agreement, and (2) constitute laws of the Philip-
pines, because by section 401 of the bill the agrecement is not to take
effect until the Philippine Legislature has not only accepted the agree-
ment entered into by their President but has also enacted legislation
makin% the provisions of parts 2, 3, 4, and 6 of title IIT effective as
laws of the Philippines.
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TITLE 1V

Title IV of the bill authorizes, subject to certain limitations, the
making by the President of the United States of an executive agree-
ment with the President of the Philippines, providing for the accept-
ance on the part of each country of the provisions of title II and
title III (except part 1) of the act.

In the bill Congress, in advance, sets forth in detail its policy with
respect to matters of customs duties, quotas, taxes, and immigration,
with which Congress is so vitally concerned, and makes the changes in
our statutory dpmestic law necessary to give effect to the contem-
plated agreement with the Philippines relating to such subjects.
The provisions of the bill, so far as they operate as statutes of the
United States, constitute, under the contemplated agreement, the
identical provisions by which the United States and the Philippines
are to be bound after the making of the agreement.

If the agreement is entered into in accordance with the provisions
of title IV, the changes in our statutory domestic law made by the
bill will continue in effect during the effectiveness of the agreement.

Title IV of the bill in no way attempts to interfere with the powers
and the rights that the President may have, under our Constitution,
to enter into exccutive agreements with governments of foreign coun-
tries. Obviously, Congress cannot compel the President to enter
into an agreement with the Philippines, or restrain him from makin
a wholly different agreement from the one contemplated by the bill,
and the bill makes no attempt to impose upon him any compulsion
or restraint of this character.

If the President, however, should enter into an agreement with the
Philippines the terms of which do not conform with title IV of the
bill, there would be no obligation on the part of Congress to continue
in effect, for purposes of making that agreement effective, the changes
in our statutory domestic law made by the bill. Such an agreement
might grant to the Philippines either more or less benefits than those
contemplated by the bill, and the obligations to be assumed by the
Philippines under such an agreement might differ from those con-
templated by the bill. Under such circumstances, the making of
changes in our law necessary to make the agreement effective would
be a matter for future consideration by the Congress.

In brief, while Congress cannot force the President to enter into an
agreement of which he does not approve, neither can the President
compel the Congress to enact legislation necessary to give effect to
an executive agreement the policies of which it does not approve.

Title IV also (secs. 402 and 403) details cortain provisions which are
to be incorporated in the executive agreement as binding on the two
countries; provides that the agreement shall terminate on July 3,
1974, and methods for its earlier termination by either party (sec.
404), and provides (scc. 407) that the agreement must be entered into
and take effect within a reasonable time after July 3, 1946,

IMMIGRATION AND NATURALIZATION

The coinmi!;to.e decided to leave to future legislation formulated by
the immigration committees of the House and Senate the broad
question of immigration from and to the United States to and from
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the Philippines, and the naturalization of Kilipinos, incorporating in
this bill only provisions necessary to meet problems pressing for
immediate solution.

Immigration to United States.—On July 4, 1946, the Philippines will
be entitled to a quota of 100 under our laws, but Filipinos and persons
of Filipino descent will generally speaking be excluded (sec. 13 (c)
of Immigration Act of 1924) from entry under that quota on the ground

~of their ineligibility to citizenship (sec. 303 of Nationality Act of 1940).

Natives of the Philippines will (with the possible cxception of persons
there born but not of Filipino descent) be barred from entry by the
so-called “barred zone” clause of section 3 of the Immigration Act
of 1917. Unless excluded by such “barred zone’’ provision white
persons, persons of African nativity or descent, descendants of races
indigenous to the Western Hemisphere and Chinese persons and per-
sons of Chinese descent, will, if born in the Philippines, be entitled to
entry under the annual quota of 100.

It seems to the committee that the broad question here involved
should be taken up by the Committee on Immigration and Naturaliza-
tion of the House at an early date, if indeed it has not already been
taken up.

The committee has, however, retained in the bill section 231, under
which Philippine citizens who resided here for 3 years immediately
preceding November 30, 1941, may be admitted as nonquota immi-
grants during a 5-year periO(i starting in July 4, 1946. This pro-
vision (which is fully explained in the “Detailed Analysis of Bill,
Section by Section’ part of this report) will ensure the right to return
to this country for permanent residence of a number of Philippine
citizens who left this country after Pearl Harbor to fight against
Japan.

Naturalization of Filipinos.—The House last April passed H. R, 776,
making cligible to naturalization FKilipinos and persons of Iilipino
descent. While the Senate has not yet passed it, there is reason to
hope that it will soon be enacted into law. In any event this ques-
tion, with the technical details connected with it, the committee di(ll not
feel justified in attempting to solve.

Immigration into Philippines.—The problems involved in the entry
ot our citizens into the Philippines after independence, are quite
clearly to be met only by legislation by the Philippines, or by pro-
visions contained in the executive agreement authorized by the bill.
Two matters ave of immediate urgency:

The one, correlative to that discussed under & preceding paragraph,
relates to the need of our citizens who resided in the Philippines for
3 years prior to November 30, 1941, and were forced out by the war.
Section 331 of the bill, which on the taking effect of the executive
agreement will become a law of the Philippines, permits their reentry
into the Philippines, for permanent residence, if they enter during the
5 years beginning July 4, 1946, The section is fully explained in the
gortion of this report entitled “Detailed Analysis of Bill Section by

ection.”
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The other pressing need is for the entry into the Philippines, for a
more limited stay, of & number of our citizens, especially technicians
and specialists, in order to facilitate the rehabilitation of the industries
of the Philippines. Under the Philippine immigration laws, beginning
July 4, 1946, each country, including the United States, has an annual
quota of 500, a number inadequate for the needs of rehabilitation
work. Accordingly, the agreement when made, will contain & pro-
vision (sec. 402 (e)) under which during each of a period of years,
specified in the agreement (not less than five) an additional number,
specified in the agreement (not less than 1,000) of our citizens, will be
entitled to enter the Philippines, and to remain there for a length of
time specified in the agreement. Section 332 of the bill implements
this provision of the agreement and, as law of the Philippines when the
agreement takes effect, will permit the entry of our citizens in accord-
ance with the terms of the agreement.

Riecurs oF AMERICAN CiTizENs AND BusiNEss ENTERPRISES

The rehabilitation and development of the Philippine economy and
natural resources, and the establishment of a solid foundation for its
industries, call not only for new capital but for men experienced in
business management and technical skills, It is to the United States
primarily that the Philippines must look for this capital and these
men, bviously American capital and business enterprise cannot
be attracted to the islands without assurances that their rights will be
protected.

In order to furnish this assurance the bill contains two provisions,
the first calling for a necessary amendment to the Philippine Consti-
tution, and the second, a clause to be inserted in the proposed agree-
ment under which the United States reserves the right to suspend or
terminate the agreement if the President determines that our citizens
or business enterprises are being discriminated against,

Amendment to Constitution of Philippines.—Articles XII and XIII
of the Philippine Constitution contain clauses under which the dis-
position, exploitation, development, and utilization of the public
domain and natural resources of the Philippines and the operation of
public utilities, are confined to citizens of the Philippines and corpora-
tions at least 60 percent of the capital of which is owned by Philippine
citizens,

Section 341 of title I1I provides that the disposition, exploitation
development, and utilization of all agricultural, timber, and mineral
lands of the public domain, waters, minerals, coal, petroleum, and
other mineral oils, all forces and sources of potential energy, and other
natural resources of the Philippines, and the operation of public
utilities, shall, if open to any person, be open to citizens of the United
States and to all forms of business enterprise owned or controlled,
directly or indirectly, by United States citizens.

It is apparent that the terms of this seetion cannot be fully complied
with by the Philippines without a violation of their constitution.
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Accordingly it is provided in the bill (sec. 401 (b)) that the obligations
of the Philippines to observe and execute, as law of the Philippines, so
much of section 341 as is in conflict with their constitution, will not
arise until such time as the necessary constitutional amendment has
been made.

The bill also provides (sec. 404 (¢) (1)) that if the President finds
undue delay in the adoption of the constitutional amendment, he
s?fall so proclaim, and thereupon the agreement shall cease to be in
effect.

Discrimination against United States.—-The second safeguard above
adverted to is fqund in section 404 (c) (2) and (3), clauses of the
agreement under which the United States has the right, if the Presi-
dent, after consultation with the President of the Philippines, deter-
mines that there is any discrimination against United States citizens
or any form of United States business enterprise, to suspend the
whole or any part of the agreement. If the discrimination does not
cease within a reasonable time as determined by our President, the
United States has the right to terminate the agreement on not less
than 6 months’ notice.

Section 501 of the bill carries out this clause of the agreement.
By it, when the President makes the required determination of dis-
crimination, he shall so proclaim, and the agreement, or such part as
he specifies as necessary to protect our interest, is suspended until
he determines that the discrimination has ceased. If the President
determines that, after the lapse of a time determined by him to. be
reasonable, the discrimination has not ceased, he is to give to the
Philippines notice of our intention to terminate the agreement.

ANavLYsI8 OF QuoTas, TARIFFs, AND PRINCIPAL PHILIPPINE EXxPORTS
10 THE UNITED STATES

Although reciprocal free trade between the United States and the
Philippines was first instituted in 1909, the United States has imposed
restrictions from time to time on the importation of certain products
into the United States, The Philippine Independence Act of 1934
established duty-free quotas on sugar, coconut oil, and cordage, with
all shipments of these commodities in excess of the duty-free quotas
subject to full duty. In 1935 an absolute quota was imposed on
cordage. The 1939 amendmonts to the Independence Act, in addi-
tion to continuing the quotas on sugar and cordage, ostablished dimin-
ishing duty-free quotas on other products, namely, cigars, scrap and
filler tobacco, cotonut oil, and pearl or shell buttons,

The pending bill continues in effect quota provisions with certain
modifications. Specifically, absolute quotas are established in the
bill as shown in (;Ee following table. Also shown in the table are the
average annual shipments into the United States from the Philippines
in various periods of the articles subject to quotas.
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Absolule quolas provided in bill regulating United Slales-Philippine Islands trade
(H. R. 6866), and actual average shipments in specified periods

Average annual]Average annual
A ' ¢ shglpmglt{st Igto Shtl m&nt{st h{to
_ | Annual quotas 1e Unite e Unite
Commodity Unlt&{ auan- | " vided by | States from States from
y 1I. R. 5866 | Philippine Is- | Philippine Is-
lands, 1926-29, | lands, 1934-37,
inclusive Inclusive -
BIEAT . . oo oo e ceecmeccaamennne Short ton_____ 850, 000 549,173 079, 283
Cordage Pound. .. 6, 000, 000 5,108, 399 8, 393, 700
Rice e ceieaeeaa e do... 1, 040, 000 123,807 6, 689, 630
Coconnt oil. Long ton_. 200, 000 144, 195 149, 932
[ 017 .Y N Number.._... - 200, 000, 000 (O] 192, 549, 252
Scrap tobaceco and stemmed and un- | Pound. ... ... 16, 500, 000 2, 554, 380 3,452, 409
stornmed filler tobacco.
Buttons of pearlorshell.. ... ... .__.. Qaross......... 1850, 000 831, 755 716, 225

1The average annual imports from the Philippines during the perlod 193741,
Q’Quuntity of “Philippine articles' entitled to free entry is reduced by 5 percent each year beginning in

55.
1 Not reported in number prior to 1934,

Bource: U. 8, Tarift Commission, United States-Philippine Trade, Report No. 118; Joint Preparatory
Conmunittee on Philippine Affairs, May 20, 1938; Foreign Commerce and Navigation of the United States.

The quotas, except in the case of cordage, apply only to Philippine
articles. The cordage quota applies to Philippine products whether
or not they come under the definition of Philippine articles.!

Under the pending bill, the tariff status of imports of sugar, cordage,
and rice (an(ﬁ all other products except cigars, tobacco, coconut oil,
and pearl buttons), insofar as they are “Philippine articles,” will be as
follows: During the period beginning with the effective date of the
act and ending July 3, 1954, inclusive, imports will be free of ordi-
nary customs duty; from the period Jufy 4 to December 31, 1954, in-
clusive, imports will be dutiable at 5 percent of the lowest United
States duty accorded to any foreign country (now Cuba), and for the
calendar year 1955 at 10 percent of such duty; for the calendar years
1956 to 1972, inclusive, the duty will be increased annually by an
additional 5 percent of the United States duty until in the period Jan-
uary 1, 1973, to July 3, 1974, inclusive, imports will be dutiable at 100
percent of the lowest United States duty accorded to any foreign
country.

After July 3, 1974, these products will be dutiable at the same rates
of duty that would be applicable to the products of other foreign
countries. In other words the United States will not, after that date,
accord tarifl preferences to “Philippine articles’” unless further legisla-
tion is adopted.

QUOTAS AND TARIFFS IN GENERAL

Throughout the period covered by the bill, the absolute quotas
remain in effect on sugar, cordage, rice, cigars, scrap and filler tobacco,
coconut oil, and pearl buttons, but in addition to tﬁne absolute quotas,
diminishing duty-free quotas are also established on cigars, serap and
filler tobacco, coconut oil, and pearl buttons, providing for free entry
of an amount reduced by 5 percent annually starting in 1955 from the
base amount of the absolute quotas.

1 Bee detalled analysis of bill section by sccetlon, sce. 2 (a) (4) Infra,
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Beginning in 1955 imports of cigars, serap and filler tobacco, coconut
oil, and buttons over and above the duty-free quotas but within the
limits of the absolute quotas will be subject to the lowest United States
duty accorded to any foreign country (now Cuba) and these products
are, therefore, excluded from the graduated tariff increases applicable to
sugar, cordage, and rice, and other commodities not named specifically
in the bill. The amounts of the specified articles that may be entered
into the United States in each year free of ordinary customs duties
appear in the bill as follows:

Duly-free quotas on “Philippine articles” in specified years

Year Cigars Tohacco Cog?lnut bgftﬂorll‘s
) Number Pounds |Longtons| Gross

Fach year, 1946 to 1954, inclusive. . .o ooorooocaaeaaens , 000,000 | 6, 600, 000 , 000 850, 000
LK N 190, 000,000 | 6,175,000 | 190, 000 807, 500
160, 000, 000 | 5,850,000 | 180, 000 765, 000

170, 000, 000 | 5, 525, 000 170, 000 722, 500

160, 000, 000 | 5, 200, 000 160, 000 630, 000

150, 000, 000 | 4, 875, 000 1560, 000 637, 500

140, 000, 000 | 4, 550, 000 140, 000 595, 000

130,000, 000 | 4, 225, 000 130, 000 652, 500

120, 000, 000 | 3, 900, 000 1290, 000 510, 000

110,000,000 | 3, 575, 000 110, 000 467, 600

100,000, 000 | 3, 250, 000 100, 0600 425, 000

90, 000,000 | 2,925, 000 90, 000 382, 6500

80, 000, 000 | 2, 600, 000 80, 000 340, 000

70,000,000 { 2,275,000 70, 000 207, 500

60, 000, 000 1, 950, 000 60, 000 255, 000

50, 000, 000 1, 625, 000 50, 000 212, 600

40, 000, 000 1, 300, 000 40, 000 170, 000

30, 000, 000 074,070 30, 000 127, 500

20, 000, 000 650, 000 20, 000 85, 000

10, 000, 008 325, 008 10, 008 42, 608

The purpose of fixing absolute quotas in the bill is to restrict the
amount of the specified products that may enter the United States in
any calendar year. The products for which absolute quotas are fixed,
which are among the major Philippine export products, are generally
competitive with the products of United States industry,

While recognition is given to the necessity of giving special treat-
ment to imports from the Philippines for a specified period to enable
producers in the islands to make necessary adjustments in order to
compete in the United States on the same basis as other foreign
countries and in world markets, it is also logical and reasonable that
definite limits should be placed upon the amounts of such articles
that may enter the Unitc({ States. Quotas will also tend to prevent
an uneconomic expansion of Philippine industry dependent upon
preferences in the United States market.

The purpose of the duty-free quotas in the bill is to give Philippine
industries the opportunity, over a long period of time, to make gradual
adjustment in t{mir internal operations so that by the end of the period
they will be in a position to compete in world markets without tariff
weferences.  Heretofore, these products have found an exclusive mar-

et in the United States because of the preferential treatment given
to its products,
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ALLOCATION OF QUOTAS

In addition to fixing quotas, the method by which such quotas, other
than that on rice, must be allocated among the manufacturers 1s also
set forth in the bill. In general, quotas will be allocated to manufac-
turers exporting to the United States from the Philippines in the calen-
dar year 1940 upon the basis of their average annual production in
specified base periods. In the case of sugar allecations, the base
period is the annual average production of the producers in the years
1931, 1932, and 1933; for cordage it is the amount produced by each
manufacturer which was exported in the 12 months immediately
preceding the inauguration of the Commonwealth government
(November 1935); the allocation of the duty-free quota produets will
be upon the basis of products of each manufacturer exported to the
United States in the calendar year 1940.

PROCESSING AND OTHER TAXES

Provision is made in the proposed executive agreement with the
Philippines by which the United States promises to continue in force,
during the effectiveness of the agreement, the preferential processing
tax with respect to coconut oil. This tax preference of 2 cents per
pound has been in effect since the processing taxes were enacted in
1934 except that it has been temporarily suspended during the war
when adequate supplies of Philippine copra and coconut oil were not
available. Ixcept for periods in which supplies from the Philippines
are inadequate, the United States will impose a processing tax 2
cents per pound higher on coconut oil derived from copra produced in
third countries than on coconut oil derived from Philippine copra.
This tax preference has in the past resulted in the United States obtain-
ing practically all its supplies of coconut oil from the Philippines
cither in the form of oil or in the form of copra, which is crushed in the
United States, and it may be expected that during the effectiveness of
the agreement the Philippines will supply us with practically all of
our coconut oil. The bill authorizes the President to suspend the
2-cent preference when supplies from the Philippines are not adequate.

The bill also provides for nondiseriminatory internal tax treatment
on Philippine products in the United States.  In other words, having
provided for preferential tarifl treatment, the United States cannot
nullify such preferences by diseriminatory internal taxes. On the
other hand, the United States reserves full rights to impose compensat-
ing taxes on imports to offset internal taxes imposed with respect to
like domestic articles or with respect to the materials used in the
production of like domestic articles, For example, while the United
States will unqualifiedly admit sugar free of ordinary customs duty
in the period ending July 3, 1954, it has full rights to impose on imports
of manufactured sugar a tax equivalent to the tax imposed with respect
to like sugar produced in the United States.  However, such compen-
sating taxes cannot be substantially more than is necessary to offset
the internal taxes, -

Provision is also made that internal taxes on Philippine products
will be no higher than internal taxes on like products imported from
third countries,
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The bill leaves undisturbed the internal taxes on oleomargarine
adulterated butter, and filled cheese, imposed under sections 2306,
2327, and 2356 of the Internal Revenue Code.

These taxes are:

Internal
revente
Internal revenue tax on manu- { tax on im-
facture, per pound ported ar-
ticle, per
pound
Bees. 2300-2327, Internal Revenue Code:
OleoINATgATINe oo oo ccccecccreccmac—a———- 10 cents (colored), ¥{ cent (un-
colored) ... 15 cents.
Adulterated butter. ... .. ieaeaa- 10centS. oo
Secs, 2350-2362, Internal Revenue Code: Filled cheese......| Teentoo oo oo ... 8 conts.

TERMINATION OF PAYMENTS INTO PHILIPPINE TREASURY"

Under existing law the proceeds of duties and taxes collected in
the United States on Philippine goods, including especially the pro-
ceeds of the processing tax under section 2470 of the Internal Revenue
Code on coconut oil derived from Philippine copra, have been paid
either directly into the treasury of the Philippines or held as a separate
fund and then paid into the Philippine treasury. In effect this
arrangement constitutes a continuing appropriation of these funds
for the benefit of the Philippines.

It is clearly undesirable for the Congress to continue such an
arrangement of collecting taxes from the American people for the
direct account of a foreign government, and the payments to the
Philippines will cease with respect to taxes collected after July 3, 1946
(see see. 506 of the bill).

Existing law has provided for the payment (o the Philippines of
taxes “accrued’”’ up to July 3, 1946, The bill provides that the pay-
ment shall be terminated with respect to taxes “collected’” after
July 3, 1946. The shift from the acerual to a collection basis is made
largely for reasons of administrative convenience.  While on the face
of 1t, it may scem to deny the Philippines the proceeds of taxes
accrued before independence but not collected until thereafter, on
the other hand, the I’hilipi)ines will not be called on to make up the
money which will be paid by the United States after July 3, 1946, as
refunds to taxpayers because of incorrect collections prior to in-
dependence; such refunds have heretofore been charged against the
funds standing to the credit of the Philippine government.

The termination of these payments is a very important matter
innsmuch as for the past several years they have constituted one of
the principal sources of revenuo to the Philippine government, the
deposits into the fund and available for withdrawal by the Philippine
government, amounting in the period 1938-40 to an average of
$30,000,000 annually. .

The continuance of our historic policy of exempting manila (abaca)
fiber not dressed or manufactured in any manner from processing or
other internal taxes is provided for in the bill. This fiber is not
produced in the United States.
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PRINCIPAL PHILIPPINE EXPORTS

T'he products for which quotas are established in the bill comprise
the great bulk of Philippine exports to the United States. Beceause
of the importance of these products to Philippine economy as well
as to United States consumption, a brief analysis is given below of
cach of the products for which quotas are fixed.

SUGAR

Importance of sugar industry in Philippine economy.—-Sugar culture
was carried on in the Philippines before the Spanish came to the
islands in 1521 but modernization of the industry did not begin until
about 1910. It was not until 1923, however, that production of
centrifugal sugar exceeded that of the old-type muscovado sugar
which is extracted by -boiling cane juice in large open kettles over
fires.

The most rapid expansion in the industry in both acreage and pro-
duction occurred in the years 1929 to 1934 when the question of
Philippine independence was being debated by the United States
Congress.  Philippine centrifugal sugar production reached a peak
of 1,698,000 short tons in 1934. Since that time, it has declined
primarily because of the quota provisions of the Independence Act
and of our sugar legislation (the Jones-Costigan Acl and the Sugar
Act of 1937).

In 1939 there were 46 sugar centrals (mills) with an annual capacity
of about 1,500,000 short tons based upon a normal grinding period
annually of 150 days. In the carly 1930’s the Philippines supplied
something .ess than 5 percent of the world production of sugar. Be-
cause of its commanding position in Philippine export trade, sugar is of
great significance to Philippine economy.

Investments in the industry in 1935 were estimated at $265,000,000
of which $84,000,000 were invested in ceatrals (mills).  Of the mmi
capital invested in centrals, approximately 45 percent was owned by
Ifilipinos, 30 percent by Americans, and 25 percent by Spaniards,
Most of- the investments in cane lands and in improvements thereto
have been made by Filipinos.

Sugar product’on in the_ Philippines is organized on a different basis
from that found in many other cane sugar producing arcas. In
Philippine production, the two principal factors are the individual
lanters, who produce the cane, and the centrals, which mill it, very
ittle cane being produced by the centrals. Individual planters
operate under a milling contract with the central. Contracts were
usually drawn for a period of 30 years and provided that the planters
receive 50 to 60 pereent of the sugar extracted from their cane.

The Philippine sugar industry is located in three principal producing
regions: (1) The island of Negros; (2) the Provinces of Pampanga,
Bataan, and Tarlac (central Luzon); and (3) the Provinees of Batangas
and Laguna (southwestern Luzon).  These districts generally produce
nearly 90 percent of the total sugar, Negros alone accounting for
about 556 percent of the total.  According to estimmates made by the
Philippine Sugar Association in 1934, from 10 to 15 percent of the total
Philippine population is dependent entirely, or substantially, upon the
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sugar industry. The degree of dependence, however, varies markedly
from province to province,

Since 1923 the value of exports of sugar has been greater than that
of exports of any other Philippine product. Kxports of sugar exceeded
1,000,000 short tons in 1932, for the first time in Philippine history and
increased to a peak of 1,275,000 short tons in 1934. Practically all of
the sugar exported from the Philippines in recent years has been for
the United States market. The following table shows, for a series of
years, the quantity and value of the exports of sugar and the propor-
tion going to the United States:

Sugar: Quantilies and values exporled from the Philippines lo all countries and to
the United Stales, 1928-40

Exports to the United | Ratio of

Total exports Ratio of States quantity

a1 of exports

total value of sugar to

o[r : XBOTI‘S the United

Year ? t’?‘]“".‘,rl“o States to

o ‘(l)f “ﬁ ¢ total quan.

Quantity Value Sl Quantity Value tity of such

Philippine exports to

exports all coun-

tries
Short tons, Short tons,
*raw ralue Percent raw value . Percent

1928 . e ceeecmamne 625,863 | $47, 542,940 30.7 580, 565 | $45, 699, C06 93.75
|t 767, 500 53, 244, 149 32. 4 740, 2006 52, 161, 316 6. 43
1930 o e e eeeae 822, 201 52, 240, 220 30.2 814, 738 52, 039, 8%) 99.09
| 0 3 833, 080 49, 963, 105 48.1 832, 430 49, 950, 417 99,92
| £1 8 3 1, 124,071 59, 801, 884 62.7 1, 124, 601 59, 706, 369 | 09. U8
2 X N 1, 193, 260 64, 333, 126 60. 8 1, 1003, 244 04, 332, 002 09. 99
| 1 R 1,275,313 65, 454, 580 59.3 1, 275, 25) 65, 451, 621 09, 99
3 573, 510 32, 990, 680 35.0 872,724 32, 001, 593 09, 86
991, 802 61, 037, 322 411.9 991, 616 61,927, 184 09.97
061, 1563 57, 706, 1'H 38.1 056, 505 57, 610, 521 0. 65
057, 076 50, 022, 024 43.2 06, 728 50, 002, 650 99, 96
670, 804 34, 4060, 375 5.7 676, 615 34, 459, 146 09, 60
798, 695 39, 404, 605 34.8 708, 201 39, 466, 490 99.95

1 January to June 193% only. ’
t Fiscal year from July 1, 1939, to June 30, 1940,

Source: Annual reports, insular collector of customs,

Position of Philippine sugar in United States markets under existing
law.—Under the Jones-Costigan Act of May 9, 1934, quota limitations
were placed on imports into and on the marketing of domestic sugar
in continental United States. The quota system has been continued
siace that time,  The Sugar Act of 1937, which superseded the Jones-
Costigan Act, provides for a percentage distribution of United States
consumption requirements among domestic and foreign producing
areas. Domestic sugar-producing areas (including Hawaii and
Puerto Rico) are allotted 55.59 percent of estimated consumption
and the Philippines and foveign countries are allotted 44.41 percent.,
The Philippine quota is fixed at 34.70 percent of the share reserved
for other than domestic areas, or 15.41 percent of the total quota,
but may not be less than the duty-free quota established by the Inde-
pendence Act. .

The quota allocation to continental United States producing areas
furnishes about 30 percent of the consumption requirements and they
did not exceed this contribution before quotas became effective.  Con-
sequently, shipments from other sources have been an important factor
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supplying United States demand. During the past two decades,
offshore supplies have come almost entirely from the insular Terri-
tories and possessions of the United States and from Cuba. Prior
to the war, production in continental United States and in the insular
areas under the quota system, continued at approximately the level
attained in 1933, at or near their high points of production, while
the proportion permitted from Cuba was Ligher than the actual ship-
ments during the depression years but appreciably lower than during
the years 1927-30. The Philippine quota was lower than its high
level of shipments in 1933 but more than 40 percent higher than its
actual shipments during the years 1927--30.

The Tariff Act of 1922 fixed the general rate of duty on 96° sugar
entering 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 proclamation 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 provisions of the commercial treaty signed by Cuba
and the United States in 1902; the rate on Cuban sugar thus became
1.5 cents per pound by Presidential proclamation.

By the terms of the trade agreement between the United States and
Cuba, in 1934, following the enactment of quota legislation, the
United States granted a reduction in the rate of duty on Cuban sugar
from 1.5 cents to 0.9 cent per pound, effective September 3, 1934, and
in a subsequent agreement to 0.75 cent per pound, effective January
1942. These agreements with Cuba did not affect the rate of duty
on imports from other countries which remained at 1.875 cents per
pound. If the imports of sugar from the Philippines had been duti-
able, they would have been subject to this general rate. The Sugar
Act of 1937 accorded a quota for Philippine sugar usually somewhat
higher than the Independence Act quota, but this excess was never
entered as it would have been subject to the general rate of duty. In
the trade agreement with Peru, the general rate was reduced from
1.875 to 0.9375 cent per pound (96°), effective July 29, 1942,

For over 30 years prior to the inauguration of the quota system in
1934, sugar prices in the United States werg about the same as world
prices plus the United States duty on Cuban sugar. Since the
establishment of the quota system, the price of sugar in the United
States has ceased to be linked directly to the world price and the duty;
it has been the resultant of current domestic demand and the volume of
sales fixed in accordance with the provisions of the Sugar Act.  Until
the declaration of war this price generally exceeded the world price by
considerably more than the duty on Cuban sugar but only occasionally
more than the amount of the full duty.

COCONUT OIL AND COPRA

Importance of the coconut industry in the Philippine economy.—The
coconut industry is one of the oldest and most important in the Philip-
pine Islands. At the outbreak of World War 1 the Philippines were
supplying approximately one-fourth of all the copra entering world
trade.  The copra-crushing industry had not as yet developed in the
Islands, however, so that export of coconut products was almost en-
tirely in the form of copra.
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The demand for copra and coconut oil was greatly stimulated during
World War I period. Prices of all fats and oils arose to extremely
high levels, but the price of coconut oil exceeded that of most of the
other fats and oils. During this period the acreage devoted to the
coconut palm was greatly expanded and a coconut oil export industry

wasstarted. Because of the scarcity of shipping it was more economi-
cal to export the oil than the more bulky copra. Beginning with a
small number of mills, the number increased until at the end of the war
there were over 40 sizable establishments in operation.

The cessation of hostilities was followed shortly by a world-wide
depression, in consequence of which the demand tor coconut oil de-
clined sharply, and nearly all the mills in the Philippines were forced
to liquidate. Most of the mills closed down but a few modernized
their equipment and began operations again on a commercial scale.
The survival of the copra-crushing industry in the islands was made
possible largely because of the protection afforded by the United
States Tarifl Act of 1922 which imposed a duty of 2 cents per pound
on coconut oil from foreign countries. This duty has served prac-
tically to exclude imports of coconut oil from all sources other than
from the Philippines.

To illustrate the growth of the Philippine coconut industry the com-
bined tonnage of the major coconut products exported inereased over
fortyfold from 1899 to a period shortly before World War II. The
acreage devoted to coconut prod-ction advanced from less than one-
half million acres before 1910 to & million and a half or more after 1934,
Exports of coconut oil and copra in terms of oil increased from 193,000
metrie tons in 1925 to 363,000 metric tons in 1934 and in the latter
year they supplied 34 percent of the world trade in copra and coconut
oil combined. From 1925 to 1934, 54 percent of the exports of coco-
nut products was shipped in the f01 m of oil.

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. In point
of area under cultivation, coconut production ranks second in impor-
tance, being exceeded only by rice; it generally ranks third in value,
. bemg exceeded only by sugar and rice.

It is believed that over 30 percent of the total population of the
Philippines is directly dependent on the coconut industry for their
livelihood. Morcover, the insular government derives a considerable
portion of its total revenues from this industry.

An unofficial Philippine estimate indicates that the coconut indus-
try including all of 1ts branches, represented an investment of more
than $2‘20,()00,000 in 1935, Of this investment, Iilipinos were
reported to own or control about 90 pereent and Americans, Spaniards,
British, and others the remainder.

Coconut, oil is produced in the Philippines primarily for export and
nearly all of the coconut oil exported is shipped to the United States
markets. The remainder is consumed in the Philippines, chiefly in
the production of margarine, cooking fats, soap, and other manu-
factured products.

The quantity and value of coconut oil exported from the Philippines
to all countries and to the United States in recent years are shown in
the following table. Because of its importance to the Philippines

8. Repts,, 70-2, vol. 2———10
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and to the United States oil-crushing industry, a table is also given
showing exports of copra to the United States and to all countries.

Coconul otl: Quanlities and values exported from Philippines to all countries and to
the Uniled Slales, 1928—40

Exports of coconut oil to all Exports of coconut oil to | Ratlo of
countries the United S‘tates quantity
Ratlo of of cacor
\ei:lue of exported
xports to the
nolgtc(())iclot.o United
Year total States to
uantit Value Value -} value of | o044 Value C utt(\)ltigllt
Q v per ton {all Philip- ¥ lantity
xp;lolfw nut ofl
cxports exported
to all
countrics
Short tons .- Percent | Short tons Percent
156,700 | $23,489,172 | $149.81 156. 1 155, 241 $23, 239, 520 00.0
210,011 20, 184, 042 138.97 17.7 207, 090 23, 800, 587 9.0
162, 442 19, 155, 382 117. 92 4.4 161, 051 18, 961, 820 99, 1
181, 848 15, 035, 322 82.68 14.5 163,948 | 13, 585, 654 90, 2
126, 405 7,651, 144 60. H3 8.0 121, 539 7,335,630 96,2
175, 951 0, 160, 823 52.12 8.7 173, 622 9,025,075 8.7
159, 654 6, 704, 871 42,50 6.2 149, 843 6, 306, 657 93. 9
182, (105 12, 254, 531 67.30 13.0 178, 781 12, 005, 098 08. 2
175,051 13,871,759 78.84 0.4 166, 365 13,137,171 04.6
180, 1102 20, 525, 537 114. 09 13.6 176, 700 20, 173,703 08,2
182, 567 10, 766, 455 5%, 07 0.3 175, 887 10, 353, 341 96,3
104), 200) 4,841,844 48,32 7.1 95, 208 4, 551, 264 5.0
102, 956 10, 342, 026 53.60 9.1 165, 706 8, 621, 650 85.9

tJanuary to June 1939 only.
1 Fiseal year, from July 1, 1939, to June 30, 1940,

Source: Annual reports, insular collector of customs,

Copra: Quantities and values exported from

Philippines to all countries and to the

Uniled Stales, 1928-40
' a . . . Exports of copra to the | Ratio of
Exports of copra to all countries United States quantity
Ratio of of copra
value of exported
exports to the
) of copray United
Year ) to total States
Value volue of . to total
Quantity Value sor ton | 8l Phil- | Quantity Value quantity
I {ppine ' of copra
exports exported
to all
countries
Short tons | Percent | Short tons Percent
268, 400 $22, 512, 341 $87. 24 1.5 201, 265 $17, 003, 832 77.9
BX 15, H135, 820 K1, 30 0.5 112, 878 11,410, 88 74.7
13, 433, 138 6. 92 10.1 155, 603 10, 654, 318 81.0
0, 150, 104 17. 64 88 133, 251 0,052, 423 69,4
&, 143, 227 43,03 b4 01, 522 3, 0486, 064 0.5
8, 0560, 028 26. 31 8.5 229,279 5,001, 226 67.4
8,605, 1’4 22.78 7.8 169, 180 3, U, 060 44. 8
10, 087,330 490. 41 1.7 220, 1482 0. 106, 010 82.3
320, 864 14, 099, 7814 6,75 10. 2 201, 103 0,772, 482 62.7
200, 742 15, 081, T(H) 61, 30 10. 6 209, 695 14, 121, 980 §7.7
377, 060 12, 256, 014 325 10. 6 250, 709 8, 104, 5%6 66. 5
200, 731 6, 214,020 20. 63 0.1 106, (560 3, 080, 348 60.0
4433, 430 13, 171,790 30,38 1.9 269, 190 7,097, 510 60,7

Janunry to June 1930 only,
1 Fiscul year, from July 1, 1039, to June 30, 1010,

Bource: Annual reports, insular collector of customs,
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Position of Philippine coconut oil in the United States market.—The
imposition of the 2 cents per pound duty on coconut oil in the Tariff
Act of 1922 resulted in practically the entire quantity of coconut oil
imported into the United States being of Philippine origin. After the
imposition in 1934 of the 5 cents per pound ptrocessing tax on coconut
oil produced from foreign copra, as compared with 3 cents per pound
on oil produced from copra of the United States possessions, imports
of copra were also mainly of Philippine origin. Conscquently, the
bulk of the supply of coconut oil consumed in the United States, and
especially after 1934, was mainly of Philippine origin.

Competitive situation.—Fats and oils of animal and vegetable origin
are used in the preparation of (1) food products; (2) soap; (3) paints,
varnish, linoleum, and printing inks; and (4) many miscellaneous
manufactures. Many fats and oils can be substituted for one another
either wholly or in substantial degree. Notwithstanding the wide
technical interchangeability, however, there are no satisfactory sub-
stitutes for some oils and fats in certain uses. For some uses sub-
stitution may occur, but certain fats are preferred because they pro-
duce a better product, or for other reasons.

In 1940, a year fairly typical of the prewar period, there was con-
sumed in the United States 9.3 billion pounds of fats and oils (includin
butter on a butterfat basis) for all purposes; 67 percent was consumeg
in food, 20 percent in soap, 8 percent in paint ant related products,
and 5 percent in miscellanecous manufactures. Of the total, 590 mil-
lion pounds, or 6 pereent, consisted of coconut oil.

Coconut oil is consumed chicefly in the manufacture of soap in the
United States and, to a lesser extent, in food products—margarine,
shortening, biscuit, and confectionery—and in miscellancous products.
In 1940 more than 70 percent was consumed in soap and most of the
remainder in food. During the war coconut oil was practically con-
fined to soap manufacture, largely on account of the relatively high
yield of glycerin, a critical war material.

Coconut oil is one of the so-called lauric acid oils, that is, it contains
a large percentage of a lauric-acid derivative. The two other prin-
cipal oils in this category are palm kernel and babassu. For all
important uses these oils are practically interchangeable. Palm-
kernel oil comes principally from countries in central west Africa and
from the Netherlands Indies and British Malaya (or from kernels
originating in those countries) and babassu oil from Brazil. Palm-
kernel oil, like Philippine coconut oil, is subject to a processing tax of
3 cents per pound; in addition, the imported edible palm-kernel oil is
dutiable at one-half cent per pound. DBabassu oil is free of duty and
excise tax. Coconut oil is by far the most important of this group of
oils consumed in the United States,

The lauric-acid oils are preferred for use in the soap industry pri-
marily because they produce soaps of easy solubility and high-
lathering properties.  On the average the lauric-acid oils are blended
with other fats and oils so as to constitute about 25 percent of the fat
charge to produce the best products, although this percentage may be
varied within limits, depending upon the type of soap being made
and upon other factors. In percentages beyond the minimum
requirements, the lauric-acid oils compete with tallows and greases,
and other fats in the manufacture of soap.
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Coconut oil was used to a considerable extent in margarine before
the war. In 1929, there were 186,000,000 pounds consumed in this
use and 174,000,000 pounds in 1935. Consumption thereafter
declined largely because of laws discriminating against use of foreign
oils in margarine and because technological improvements were made
in processing cottonseed and soybean oils to make them suitable for
usce in margarine, Coconut oil disappeared from margarine during
the war.

Coconut oil i8 not important for use in shortening but at times
substantial quantities have been so used. For instance, in 1935,
consumption of coconut oil in shortening amounted to 44,000,000
pounds, although it was considerably less in most other years.

Coconut oil has properties which make it especially desirable for
use in certain biscuits, crackers, and confectionery. For some of
these uses oils such as cottonseed and peanut have been developed
which are satisfactory substitutes. For other purposes in these in-
dustries no satisfactory substitute (aside from other lauric-acid oils)
has been found. F¥rom 50 to 90 million pounds annually have been
used for such uses in the aggregate in the past. In the postwar
period coconut oil will liker continue to be preferred for these
purposes,

enerally speaking, it may be stated that the soap industry and,
to a lesser degree, the biscuit and confectionery industries, will con-
tinue as the principal outlets for coconut oil. In these uses the min-
imum requirements for this oil, together with smaller quantities of
other lauric-acid oils, may aggregate 500 to 600 million pounds or
more annually, The quantities which may be consumed in excess of
these requirements and in other uses will have to compete directly
with tallows, greases, palm oil, marine-animal oils, and others,

ABACA FIBER AND CORDAGE

Significance of the cordage industry to the economy of the Philippine
Islands.—In the decade 1931-40 cordage accounted for about 1 per-
cent of the total value of all exports from the Philippine Islands and
abaca (manila) fiber accounted for about 9 percent,

Total production of cordage in the 5§ ycars 1934-38 averaged
23,000,000 pounds per year, but data as to the value of that produc-
tion are not available. In this 5-year period total exports of cordage
averaged 17,000,000 pounds per year, valued at 1.1 million dollars,

In the 5 years 1936-40 production of abaca fiber in the Philippine
Islands averaged about 400,000,000 pounds per year, but the value
of this production is not reported. Abaca fiber exports in this period
averaged about 365,000,000 pounds per year, valued at $15,000,000.
Thus, the value of abaca fiber exports in the 5 years 1936-40 ? was
almost $14,000,000 per year greater than the annual average value of
cordage exports in the b years 1934-38.2

The cordage mills employed about 1,000 persons, and between 2
and 2% million people were dependent directly or indirectly on abaca
production for all or part of their livelihood.

Before the war there were five cordage factories in the Philippine
Islands. On the basis of spindle capacity in 1935 American capital
controlled about 53 percent of the industry, Filipino capital 41 per-
cent, and Chinese capital about 6 percent.

§ Different periods compared for the reason thnt data as to cordage are not available beyond 1938,
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The quantity and value of abaca and cordage exported from the
Philippines to all countries and to the United States in recent years
are shown in the following tables:

Abaca: Quantities and values exporled from the Philippines to all countries and to

the United Stlales, 1928—40
Ratio of Ratlo of exports of
ot axports| Exports to the Unfted |  so Stares fo_to:
of exports| Expor 0 the Un te tates to to-
Total exports of abaca States tal exports of
Year to total abaca to all coun-
value of tries
all Philip-|_.
pine
Quantity Value exports | Quantity Value Quantity| Value
Short tons Percent | Short tons Percent | Percent

1928 e 192,677 | $26, 693, 608 17.2 , 340 | $9, 627, 045 20.2 36.8
1920 oo 208, 802 28, 240, 560 17.2 74,850 | 12,276, 363 35.8 43.5
1030 - ceecccceeens 186, 610 18, 426, 676 13.8 64,715 , 638, 029 34.7 41.5
145, 629 8, 942, 606 8.6 30,756 | 2,611,733 21.1 28.1
116, 607 5, 015, 602 5.3 27,709 1,481, 676 23.8 20.5
167, 622 6,873, 869 6.6 39, 891 2,012, 934 23.8 29.3
192, 352 8, 661, 668 7.8 46,386 | 2,695,895 24.1 311
207, 453 11, 473, 966 12.2 49,024 | 3,811,009 23.6 33.2
184, 221 17, 088, 598 1.6 41,713 | 5,336,710 22.6 31.2
182, 254 21, 639, 687 14.3 44,836 , 861, 043 24.6 31.7
155,771 10, 159, 174 8.8 , 607 | 2,431,614 19,6 23.9
04, 053 5, 251, 669 7.7 23,179 | 1,597,950 24.6 30.4
103, 830 12, 528, 378 1.0 62,603 | 5,033,663 32.3 40.2

1January to June 1939 only.
t Fiscal year from July 1, 1039, to June 30, 1940.

Source: Annual reports, insular collector of customs.

Cordage: Quantities and values exporled from the Philippines to all countries and
to the United Stales, 1928-40
: Exports to the United | Ratio of
Total exports Ratlo of States quantity
total of exports
valuo of of cord-
exports of age to the
cordage United
Year to total States
value to total
Quantity Value of all Quantity Value quantity
Philip- of such
pine exports
exports to all
countries
Pounds Percent Pounds Percent
14, 494, 706 $1,7165,430 1.1 5, 393, 029 $721,121 37.2
16, 0667, 010 , 904, 1.2 6,850,770 932, 731 43.7
13, 858, 457 1, 653, 227 1.2 | 6,709,412 841, 568 48.8
10, 224, 805 7, 9] 4,609,113 460, 001 45,0
8, 451, 224 859, 047 .7 4,447,882 411, 207 52,6
12, 007, 781 006, 768 .9 6,878,227 567, 340 53,3
18, 339, 701 1,334, 110 1.2 | 8,043,167 , 48.8
17, 651, 446 1,161,815 1.2 | 8,053,278 028, 959 45,6
14, 601, 103 1,108,870 .8 ] 8,018,022 449, 692 20.9
16, 449, 336 1,436, 461 9| 4,060,333 495, 967 28,3
16,316, 058 1,169,031 1.0} 3,230,607 333,468 21,1
10, 707, 751 764, 060 1.1 ] 3,003 449 320, 068 36.3
21,672,210 1,726,977 1.6 5, 348,004 ) M7

« January to June 19839 only.

1 Fiscal year from July 1, 1939, to June 30, 1940,

Bource: Annual reports, insular collector of ocustoms,
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Position of Philippine cordage in the United States market.——In the 5
years 1936-40, about 32 percent of the quantity and 39 percent of the
value of cordage exported from the Philippine Islands was sent to the
United States. In that same period 26 percent of the quantity and
33 percent of the value of abaca fiber exported from the Philippines
was sentb to the United States. The annual average value of the fiber
shipments to the United States was $4,834,000 and of cordage ship-
ments $549,000. _ ’

All but a small part of the United States imports of cordage products
- from the Philippine Islands has consisted of rope and all but a small
part of the rope has been made of abaca (manila) fiber. United States
imports of all kinds of hard-fiber rope averaged about 6,500,000 pounds
per year in the 5 years 1936-40, and all but about 1,000,000 pounds
per year of these imports originated in the Philippine Islands. Total
imports of all hard-fiber rope in these 5 years probably supplied some-
thing less than 10 percent of United States consumption.

Beginning May 1, 1935, hard-fiber cordage products coming into
the United States from the Philippine Islands have been subject
to an absolute quota limitation of 6,000,000 pounds per year,

Competitive aspects.—Production of hard-fiber rope in the United
States fluctuated rather widely in the period of 10 or 15 years before
the war, but these fluctuations were due more to changes in general
economic conditions than to increases or decreases in the quantity of
imports,

Although United States imports of hard-fiber cordage products from
the Philippine Islands before the war consisted almost entirely of
rope, the Philippines is a potential source of other products, such as
binding twine, wrapping twine, ete. This is evident from the fact
that a Ll’m'gc part of the United States production of binding twine and
almost all of the wrapping twine and other hard-fiber cordage products
is made in the same mills which produce rope. Equipment used in
spinning hard-fiber rope yarns is also suitable for use in spinning
hard-fiber yarns for other uses or purposes.

Before the 6,000,000-pound quota limitation United States im-
ports of hard-fiber cordage products from the Philippines had been
increasing.  They averaged 3,000,000 pounds per year in the § years
ended with 1924, 6,000,000 pounds per year in the 5 years ended with
1929, and 7,000,000 pounds per year in the 5 years ended with 1934,
In 1935 they were 11,000,000 pounds, but the impending quota limi-
tation probably accounts, in part at least, for the large 1935 imports.

CIGARS AND TOBACCO

Importance of tobacco in the Philippine economy.—Tobacco has been
an important crop in the Philippine Islands since the introduction of
its culture by the Spanish in the latter part of the sixteenth century.
In recent years the country has been among the 10 ranking producing
countries of the world., "T'obacco is grown throughout the islands, but
that produced in certain areas of Luzon, especially in the Cagayan
Valley, is the most important and has the highest quality.

About 90 percent of the tobaceo grown is cigar-filler type. Tt is
produced on about 75,000 small farms and 15 large plantations. 1In
prewar years it represented a total investinent of about $21,000,000,
of wllicﬁ, Filipinos owned about 97 pevcent. Tobacco growing ac-
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counted for about 1.5 percent of the cultivated land in the islands and
approximately 500,000 pcople were dependent on its production for
their livelihood. ‘

The manufacturing of tobacco products in the Philippine Islands
represented an investment of a little over $9,000,000 during the pre-
war period. In 1936 Spanish interests controlled 65 percent of the
capital invested, with Swiss, Americans, and Chinese controlling most,
of the remainder. The most important product is cigars, although
other products, principally cigarettes, are produced for domestic
consumption. It is estimated that the manufacturing industry
employed about 20,000 factory workers. Except in the production
of cigarettes, there is little mechanization in the industry.

The annual exports of tobacco and tobacco products in the period
1936-40 averaged 5.5 million dollars and represented about 4 percent
of the value of all Philippine exports. This compares to an average of
7.3 million dollars, or 6 percent of the value of the totul exports, for
the 10-year period 1926-35. Cigars have comprised the bulk of the
value of the tobacco exports. About 65 percent of the total number
of cigars produced on the island were exported.

The general character of the Philippine export trade in tobacco and
tobacco products is shown in the following table:

Tobacco and tobacco products: Exports from the Philippines to all countries 1926-40

Leaf tobacco Cigars Value of i ‘tt()ﬂllxl\(()‘c(:){
Tobncos | valo | exborts to
Year 8:{“{:‘%3 Value Quantity Value products | (in thou- l’llltl(;;t::}iuo
sands of (in thou- (in thou- (in thou- (in thou- sands) oXPOTLS
imun‘(lq) sands) sands) sands) sands) ! (p'crcout)
31, 602 $2,018 247,711 $5, 622 $280 $8, 632 6.3
51,990 3,010 207, 570 4, 652 338 8, 000 5.7
44, 571 3,029 220, 884 4,765 777 8, 671 5.7
60, 801 4,302 188, 333 3,825 573 8,700 5.3
45, 701 3,728 178, 561 3, 646 565 7,836 50
49, 041 3, 602 183, 874 3, 305 524 7,421 7.1
47, 664 2,822 182, 576 3, 231 347 8, 400 6.7
37,250 1,843 106, 141 3, 168 177 5,178 4.9
28, 043 1,301 222,820 3, 606 107 5, 194 4.7
49, 308 2,308 223, 117 3, 399 205 8, 002 6.4
31, 840 2,207 178, 334 2,740 232 5, 245 3.8
17, 804 1,243 204, 620 3,072 668 4, U083 3.3
21, 680 1,423 106, 694 3, 025 517 4, 965 4.3
23, 508 1,841 01, 452 1,389 404 3, 634 6,3
18, 969 1,387 217, 515 3,438 1,178 5,998 5.3

1Al other tobacco’ consists largely of stripped filler and scrap.
Y January to June 1039 only.
1 Fiscal year from July 1, 1039, to June 30, 1940.

Bource: Annual reports, insular collector of customs,

The United States and Spain have been the leading export markets
for Philippine tobacco and tobacco products. Spain has been the
most important buyer of leaf tobacco and the United States has
absorbed the bulk of the cigars exported. Of the total exports, those
to the United States accounted for about 50 percent of the value for
1926-35 and Spain for 26 percent.  During the 5-year period 1936-40,
the United States became relatively more important, accounting for 61
percent of the total value of exports; Spain accounted for a smaller
proportion than formerly--—l.’i percent.  Other foreign markets in-
cluded Belgium, China, France, Japan, and the Netherlands.
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Position ((){' Philippine tobacco and tobacco products in the United
States.—Under the ’?ariff Act of 1930, as in previous acts, unmanufac-
tured tobacco and tobacco products of the Philippine Islands were
admitted into the United States free of duty. By the terms of the
Philippine Independence Act, as amended, duty-free quotas beginning
in 1940 were established for both cigars and cigar filler and scrap
tobacco. The quota was 200,000,000 cigars in 1940 with provision
for successive reduction by 5 percent for each following year until 1946.
Similar provision was made for cigar filler and scrap -tobacco with a
duty-free quota of 4.5 million pounds in 1940. By amendatory legis-
lation, the quotas for 1940 remained applicable for 1941 and 1942.
The quotas have never been filled, and imports practically ceased at
the time of the Japanese invasion.

The tobacco and tobacco products exported to the United States
have consisted almost entirely of cigars and scrap tobacco. Cigars
during the prewar years accounted for nearly 85 percent of the total
value of such products. Most of them were low in unit value and
were sold in the United States in the lowest-price brackets retailing
for 2 for & cents, They usually accounted for between 3 and 4
percent of the total cigars consumed in the United States. The scrap
tobacco, also relatively low in price, was imported into the United
States for use in the domestic manufacture of short-filler cigars. -~

The quantities ©ad values of the cigars and serap tobacco (including
stripped filler and cigar ends) exported from the Philippine Islands to
the United States are shown in the following tables:

Cigars: Quantities and values exporled from the Philippines to all countries and to
the United Stales, calendar years 1928-40

f Exports to the United Ratlo of
Fatal exports States quantity
Ratio of of exports
total value of clgars
of exports to the
of cigars United
Yoear to total States
value of to total
Quantity Value all Philip- | Quantity Value quantity
pine ex- of such
ports exports to
all coun-
tries
Number Percent Number Percent
220, 884, 441 | $4,705, 140 3.1 179, 569, 767 | $3, 885, 672 81.
148, 333, 000 3, 824, 640 2.3 160, 915, 425 3,013, 365 80. 1
178, 500, 744 3, 545,223 2.7 144, 767, 6”0 2, 810, 279 8].1
183, 873, 661 3, 305,337 3.3 168, 620, 284 2, 885, 360 80.2
182, 574,853 | 3,231,218 3.4 164,015,720 | 2, 885, 524 90. 2
106, 141, 404 3, 157,933 3.0 180,714,163 | 2,823,117 92.1
222,820, 144 3, 605, 510 3.3 203, 895, 812 3,231,772 01.6
223,117,280 | 3,309, 380 3.6 | 204,013,226 | 3,030,218 01.4
178, 334, 078 2,746,327 1.9 158, 077, 240 2,372,181 80,1
204, 619, 002 3,072,360 2.0 181, 378, 340 2, 607, 600 18.6
190, 604, 4166 3,024,014 2.0 180, 237, 307 2, 095, 300 01.6
01, 451, 073 1, 389, 112 2.0 81, 085, 030 1,222,318 80.0
217, 614, 788 3,433,153 3.0 109, 189, 148 3,105,217 91.6

t January to Juno 1939 only,
! Fiscal year from July 1. 1930, to June 30, 1940.

Source: Annual reports, insular collector of customs,
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Scrap tobacco, stripped filler, and cigar ends: Quantities and values exported from
the Philippines to all countries and to the United Stales, calendar years 1928-40

Exports to the United | Ratioof
Total exports States uantity
Ratlo of of exports
total value of scrap
of exports tobacco,
of serap - ete,, to
Year tobacco, theStU{lited
Quantity Value to‘l)l;?.\"zt\?ue Quantity Value to i‘of‘:l
of all quantity
Philippine of such
exports exl)orts, to
all coun-
tries
Pounds Percent Pounds Percent
4, 799, 322 $538, 922 0.3 4,377,002 $504, 143 81.2
4,032, 524 412, 066 .3 3, 679, H92 382, 648 91.2
4,487,939 491, 674 4 4, 368, 530 482, 982 97.3
3, 760, 097 474, 648 .9 3,728,223 472,721 09, 4
2, 856, 227 309, 890 .3 2,848,753 309, 310 .7
1, 796, 899 143, 462 .1 1,750, 362 139, 966 .97.4
2,105, 201 157,311 .1 1,616, 089 122,324 76.8
3, 2067, 599 270, 124 .3 3,022,165 252, 003 92.5
2,365, 161 202, 403 .1 2, 159, 593 186, 644 91.7
7,224, 794 637, 243 .4 7,011,790 618, 382 97.0
4, 268, 818 431, 434 .4 4,099, 994 416, 220 90,0
3,874, 457 382, 992 .6 3, 835, 687 380, 104 9.0
12, 449, 325 1, 110, 507 1.0 12, 362, 228 1, 100, 888 90.3

1 January to June 1039 only.
1 Fiscal year from July 1, 1939, to June 30, 1940.

Source: Annual reports, insular collector of custorns

Competitive situation.—The cigars and scrap tobacco imported into
the United States in the past have largely been brought in because of
their relatively low prices. Although Philippine cigars have charac-
teristics that are highly esteemed by some smokers, in general the
demand for them is dependent on tgeir relatively low price. They
complete with the domestic machine-made product and have been
among the cheapest cigars obtainable in the United States. Philip-
pine scrap tobacco, a byproduct of the cigar industry, is used for
blending and competes chiefly with the lower grades of domestic filler
tobacco.

PEARIL BUTTONS

Buttons of pearl or shell are a minor export of the Philippines,
accounting in prewar years usually for less than one-half of 1 percent
of total Philippine exports. Inasmuch as they are directly com--
petitive with comparable buttons produced in the United States, a
quota is provided in the bill limiting the amount that can be imported.
In the prewar period, United States imports of pearl buttons from all
sources amounted to about 5 percent of domestic production. The
following table shows the quantity and value of pearl buttons exported
from the Philippines in recent years.
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Pearl buttons: Exporls from the Philippines, 192840

Value Value
Year Quantity] Value per Year Quantity| Value per

gross gross
@Gross Cenls Groas Cents
R13, 231 | $385, 867 45.8 . 604, 161 | $237,397 34.2
750, 098 382, 898 51.0 6580, 820 218, 516 32.1
R50, 074 380, 140 44.7 776,024 | 274,510 35. 4
841,082 | 3C0, 783 43.6 578,254 | 212,018 36.8
739, 821 243, 667 32.9 338,916 118, 565 35.0
836,237 | 270, 758 32.4 816, 568 | 205,001 32.56
713, 886 242, 8338 34.0

1 January to June 1939 only.
1 Fiscal year from July 1, 1039, to June 30, 1940.

8ource: Annual reports, insular collector of customs.
UnNiteEDp Stares-PHILiPPINE TRADE

General character of trade.—Although the trade of the Philippines
prior to 1898 was retarded as a result of Spanish restrictions, it de-
veloped rapidly after American occupation and particularly with the
United States, as is shown in the following table. Of the total value
of the combined import and export trade of the Philippines, the
United States accounted far 11 percent in 1900, 41 percent in 1910,
65 pereent in 1920, 72 percent in 1935, and 73 percent in 1939.°

Iixports from the Philippines to the United States have advanced
more rapidly than bhave imports from the United States into the
islands.  The Philippines purchased annually from the United States
on the average 9 percent of their total imports in the period 1899-1901,
42 percent in 1909-14, and 64 percent in 1930-33.  Since 1927 they
have never purchased from the United States less than 68 pereent of
their total annual imports, ranging in most years from 62 to 68 percent.
They sold to the United States on an average 18 percent of their
mm{ annual exports in the years 1899-1901, 35 percent in 1905-9,
73 percent in 1923-28, 82 percent in 1930-32, 83 percent during
1933-35, and 78 percent in 1939,

Sules by the Philippines to the United States have generally been
greater in value than their purchases from the United States. This
condition was reversed for only a few years following the estublish-
ment of United States-Philippine free trade in 1909, for 2 ycars
during World War I, and in 1938 and 1940, Iven prior to American
occupation in 1898, the Philippines maintained a credit trade balance
with the United States.

i The rolmmrllvi;mtlnn of the United States in the iinport trade of the Philippinesfor the perfod prior

to July 1, 1010, 13 not strietly comparable with that for the peviod following,  hnportations for the account
of the U, 8, Government servicex were first included fn statisties of Philippine finports on that date.
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Trade of the Philippine Islands with all countries and with conlinenial United

States, 1899-1940

[General exports and imports, excluding gold and sllver ore, bullion, and cofn)
[Values in thousands of dollars; i, e., 000 omitted]

Philippine exports Philippine Imports
Year or average To conti- Pereent From con- | Percent
To all coun-] nental to United From all tinental from
tries United States countries United United
States - States States
Avcrage 1890-1901 (3 years)..... ... 20, 780 3,814 18 24,740 2,347 ]
Average 1002-June 30, 1909 (7%

VOAIS) o .oeeooo i .. 31, 598 11, 883 38 30, 279 4,759 16
Average July 1809-14 (534 years)!l.. 46, 653 20, 030 43 49, 892 20, 834 42
Avernge 1915-18 (4 years) . ........ 88, 637 52,921 60 64, 801 36,422 56
Average 1919-22 (4 years) . ........ 111,985 69, 084 62 116, 028 72,412 62

23 120, 753 85, 047 70 87, 500 60, 353 58

135, 345 07,314 72 108, 011 60, 399 56
148, 877 109, 045 73 119, 733 69, 208 58
136, 884 100, 003 73 119, 299 71, 576 60
155, 574 116,038 75 115, 851 71,478 62
155, 055 115, 686 78 134, 657 83, 858 62
164, 447 124, 465 76 147, 160 92, 593 63
133, 167 105, 342 79 123, 093 78,183 64
103, 972 83, 422 80 09,179 62, 140 63

95, 338 82, 648 87 79, 395 51, 208 65
105,771 01, 313 86 67,361 43, 540 65
110, 404 01, 844 83 83, 607 54,370 65

04, 240 74, 936 80 85, 524 54, 367 61
136, 445 107, 525 79 101, 126 61, 497 61
151, 206 120, 743 80 109, 026 63, 302 88
115, 795 89, 445 7 132, 608 90, 357 68

08, 015 53, 203 78 49,973 32,386 65
113,412 84, 825 75 144, 586 107, 501 74

! Beginning July 1, 1910, figures include importations into the Philippines for account of U, 8, Govern-
ment serviees.

1 January to June 1939 only.

1 Fiscal year, from July 1, 1939, to June 30, 1040.

Source: Annual reports, insular collector of customs. Peso values have been converted into dollar values
at the ratio—1 peso=U. 8. $0.50.

The United States as a market for Philippine products.—During
1935, Philippine exports to the United States were valued at
$74,935,537. 'This constituted 80 percent of the value of their aggre-
gate exports to all countries. In the preceding year their exports to
the United States amounted to $91,843,594 or 83 percent of the
total to all countries, and in the fiscal year ending June 30, 1940, their
exports to the United States amounted to $84,825,000 or 75 percent
of the total to'all countries,

Sugar has been much the most important export in terms of value
to the United States for a number of years, It accounted for almost
$33,000,000 or 44 percent of the total exports from the islands to the
United States in 1935, Because of shipments made in 1934 in excess
of the quantities which could be entered under the quota, the sugar
shipments from the Philippines to the United States were considerably
smaller in 1935 than in the immediately preceding years,  Shipments
to the United States in 1934, for example, amounted to approxi-
mately $65,000,000 or over 71 percent of the total exports from the
Philippines to the United States; in the fiscal year 1939-40 they
amounted to $39,466,000, or about 47 percent of the total exports
from the Philippines to the United States. Practically all 0} the
Philippine exports of sugar products, with the exception of small
(S]uantit.ies of molasses, sirup, and alcohol, are sold in the United
States, :

The United States provides both absolutely and relatively a smaller
market for Philippine coconut products than for sugar products.
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Nevertheless, practically all of the coconut oil and desiccated coconut
and about two-thirds of the copra shipped from the islands are gen-
erally sold in the United States. And about 50 percent of the total
copra cake and meal exported was sold in this market in 1939 and
1940,

The islands in recent years have e-ported a somewhat smaller share
of their total exports of abaca (manila) and of cordage to the United
States than was generally the case in the years prior to 1931. In
1935-39, they shipped to the United States about 30 percent of their
total abaca fiber exports and 40 percent of their total cordage exports.

The annual values of Philippine exports of tobacco products to the
United States fluctuated only within small limits between 1929 and
1935. These exports, however, constituted an increasing share of the
total exports of tobacco products from the Philippines to all countries,
inasmuch as these latter fell steadily during this period until 1935,
when they rose again, In that year, 55 percent of the total exports
of tobacco products from the islands went to the United States.
Between 1935 and 1940 the share of the United States was, in most
years, larger than in 1935.

Other important Philippine exports for which the United States
rovides a relatively large market are embroideries, timber and lum-
Lcr, hats, cutch, pearl buttons, and canned pincapple. With the
exceptions of hats, and timber and lumber, practically all of the
exports of these commodities from the Philippines are regularly
shipped to the United States.  Generally 50 percent or more of the
hats are shipped to the United States, and 10 to 20 percent or more
of the timber and lumber, .

The above-mentioned Philippine products in 1935 accounted for
98 percent, of the total exports {from the islands to the United States,
and for 95 percent of their total exports to all countries.  The remain-
ing exports consisted of a wide variety of miscellaneous products,

United States imports from the Philippines amounted to $96,973,000
in 1935 and $90,000,000 in the fiscal year ending June 30, 1940; these
purchases accounted for 4.8 and 3.5 percent, rvespectively, of the
United States total imports,* The Philippines ranked seventh in
importance in 1935 and ninth in 1940 among United States suppliers,
Of the United States total imports in 1935 of the following specified
commodities from all countries, the Philippines supplied approxi-
mately 95 percent of the coconut produets, 85 percent of the tobaceo
manufactures, 39 percent of the sugar (Hawailan and Puerto Rican
production being mncluded with that of continental United States),
75 percent of the sawed cabinet woods, 16 percent of the straw hats,
and 77 percent of the cotton embroideries.

The following trends are discernible from-an examination of Philip-
pine export statistics:

(1) From the beginning of American occupation until 1929, the
Philippines steadily inereased the value of their exports to the United
States. The exports then declined until 1932, rose for the next 2
years, and declined sharply again in 1935, Both the relative and
absolute declines in exports to the United States for 1935 were due
largely to the sharply curtailed sugar shipments for that year, In
1936-37 exports to the United States increased sharply, reaching the
mmcrcu and Navigation of the United States. ‘This tigure does not correspond with that
given elsewhere for Philippine exports to the United States, inasmuch ag this latter was obtained from
Philippine stotistics.
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1929-30 level. Thereafter they declined somewhat. In terms of
their exports to all markets, the Philippines steadily iacrcased the
annual share sold to the United States from the beginning of American
occupation until 1932, when 87 percent of their total exports went to
the United States. In the period 1935-40 the share has ranged be-
tween 75 and 80 percent,

(2) Sugar has increased both absolutely and relatively among the
Philippine exports to the United States. As late as 1928, it con-
stituted only 40 percent, of the total exports from the Philippines to
the United States, wheveas in 1934 it accounted for 71 percent of the
total and in 1939-40 it amounted to 47 percent.

(3) Besides sugar, several other important Philippine exports
which receive substantial protection in the United States markets
have increased in relative importance among the shipments from the
islands to the United States in recent years. Among these are
desiccated coconut, coconut oil, and cordage. :

The following table shows exports to the United States, by principal
commodities, in 1934, 1935, and 1939-40, ‘

Values of principal Philippine exports to lthe world and amounts thereof exported to
the Unated States, 1934, 1936, and 1939~40 (fiscal year ending June 30, 1940)

1034 1035 1039-40

Commodity ) To the To the To the

Total United Total United Total United

States States States
BUgAr. e il $05, 454, 580 1565, 444, 003 32, 000, 630 [$32, 040, 717 [$30, 495,000 | %39, 466, 000
Coconut ofl. .. 6,791,871 | 6,306, 557 | 12,164,003 | 12,004,053 | 10, 342,000 8, 622, 000
Abaca............. .| 8,661,568 2,695890 [ 11,473,907 | 3,811,010 | 12, 628, 000 6,034, 000
COPIf. e aeaeeneananana.| 8,605,125 | 3,000,060 | 10,087,330 | 9,106,010 | 13, 472,000 7, 908, 0600
Tobaceo and products. aecaa.. 4,006,556 | 3,363,850 | 0,001,829 | 3,288,605 1 8,008,000 4, 426, 000
Embrolderles. .. ... cocucaaaa..] 2,666,421 2,059, 122 4,000,280 | 4,989,318 4,605, 000 4, 001, 000
Desiceated coconut. ... do2.254,640 1 2,253,230 | 3,062,316 | 3,041,038 | 4,306,000 4, 357, 000
Timber or lumber. .. 2,171,400 774,941 | 2,611,760 072,487 | 3,324,000 946, 000
Copra cake and meal 1,051, 120 447,310 | 1,039, 424 617, 680 , 095, 000 1, 167,000
Cordage. canoennn... 1, 335,047 785,328 | 1,161,815 628,050 | 1,726,000 809, 000
Hats. ... o ooeaaan .- 1,141,872 697, 634 474,821 240, 125 23, 000 16, 000
Buntal Aber. oo ... 302, 334 400 218,337 |............ 160, 000 100, 000
[O2017) { PP 252, 841 262, 841 267,375 207,315 [eeeereeneii)emannniaans
Pearl buttons. .. _............. 242, 818 212,774 237,307 237,307 205, 000 205, 000
Canned plneapplo. _....... ... 100, 244 400, 244 157, 308 157,308 | 2,363, 000 2, 363, 000
All other commodities........] 4,003,278 | 1,610,302 | +, 050,049 | 1,724,051 | 12, 660, 000 4, 756, 000
Total. oo 110, 403, 035 | 01, 843, 604 | 04, 245,680 | 74, 035, 637 113,412,000 | 84,825,000

Source: Annunal reports, insular collector of eustoms,

!

The Philippines as a market for United States products.—Imports
into the Philippines from the United States in 1935 amounted to
$54,366,500. 'T'his constituted nearly 64 percent of the value of the
total purchases by the islands from all countries. In the fiscal year
1939-40, the imports from the United States amounted to $107,601,000
or 74 percent of the total imports into the islands,

The chief import from the United States in 1935 consisted of iron
and steel products,  Their value amounted to $8,516,040 or about 16
percent of the total imports from the United States. These imports
also represented about 77 percent of the avi.ggregnte imports of iron
and steel products into the islands from all countrics. The second
most important import from the United States consisted of cotton
goods. Their value totaled $6,767,471 during 1935, or 44 percent
of the imports of such materials from all countrics. Mineral oil
(petroleum) ranked third in importance, and the United States sup-
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plied 87 percent of the total imported from all countries; tobacco
products ranked fourth, with the United States supplying almost 99
percent of the total. Automobiles and parts (exclusive of rubber
tires) were next, the imports from the United States accounting for
over 99 percent of the total from all countries. Electrical machinery
and apparatus, chemicals and drugs, dairy products, rubber and
manufactures thereof, and unprinted paper ranked next, the United
States supplying 86, 67, 63, 88, and 66 percent, respectively, of the
totals of these imports from all countries.

Other important Philippine imports of which the United States
was a major supplier in 1935 were wheat flour, fertilizer, leather and
its manufactures, fruits and nuts, silk manufactures, meat products,
fish products, and vegetables. The United States supplied in cach
casc 40 percent or more of the total imports of these goods from all
countries,

The chief imports from the United States in 1939-40 consisted of
about the same commodities in about the same order of importance
as in 1935. Tor most of these products imports from the United
States accounted for somewhat larger percentages of the total imports
from all countries than in 1935. Cotton goods showed a much
greater increase than other commodities, accounting for 73 percent
of the total Philippine imports of cotton goods from all countries in
1939-40 compared with only 44 percent in 1935,

The above-mentioned articles, in 1935, accounted for 83 percent
of the total imports into the Philippines from the United States and
for 78 percent of their total imports from all countries, In 1939-40
they accounted for 85 percent of the total from the United States
and 63 percent of total Philippine imports from all countries.

The following table shows imports into the Philippines from the
United States by principal commodities in 1934, 1935, and 1939-40,

Values of principal Philippine imports to the world and amounts thereof impozted from
the Uniled States, 1984, 1936, and 193940 (fiscal year ending June 30)

1034 1935 1030- 40
Sonmodity From the From the From the
Total United Total Unite, T'otal United
Stutes States States
Cottongonds. ..., $15,021, 460 | $7, 822, 554 [$15, 209, 421 | $6, 767, 471 [$20, 562, 000 | $14, 027, 000

Iron and steel and manufue-

LUreS. e ceeenanns
Mineralofl. .. ...
T'obneeo products

14,410,004 | 8,887,434 1 11,068,410 [ 8§, 516,040 | 23, 516,000 1 20, 835, 000
6,223,722 | 5,500,058 | 7,442, 504 | 6, 456, 532 | 11, 54K, 000 0, 314, 000
2,020,001 | Q887,320 1 3,700,280 | 3,696,087 | 0, 343,000 9, 260, 010

Automobiles and part 3,077,085 | 3,880,770 1 3,600,224 | 3 55,000 5,677,000 5, 575, 000
Duiry products........ 02,001,844 | 2,083,200 | 3,076,362 | 1,625,200 | 4, 522,000 1,322,000
Wheat flonr......oo.o.ool... 2, 623, 604 1,816,010 | 2,85, 627 1,222,345 | 4, 456, 000 2,015,000
Chemilenls, drugs, dyes, nand

medlelnes....o.o...o.... S..l 2,417,182 1,605,221 1 2,677,318 | 1,724,789 | 4,671,000 3, 408, 000
8ilk, rayon, and manufactures.| 2,301,825 | 1,170,220 | 2,425, 7100 070, 566 | 5, 085, 000 4, 208, 000
Electrical machinery, appa-

ratus, and appliances. .. ....] 2,170,009 1,877,930 2,153,608 | 1,857,808 | 4,642,000 4, 210, 000
Paper, unprinted. ... 2,102,210 1, 543, 760 2,122,078 1, 395, 877 4, 812, (0 4, 088, (4X)
Fertiflzers. ... ooooiioiallL 2,254, 191 7106, 421 1, 810, 0U8 1, 1443, 399 2, 366, 000 1, 262, 000
India rubber and manufnc.

QUTCS, ccmeeecaaane L L720,4410 1 1,000,083 | 1,664,242 ) 1,464,762 | 3, 242,000 2, 5068, 000
Vogetablea. . . 1, 405, 149 720,873 | 1,639, 230 h7,822 1 2 181,000 1, 300, GO0
Meat products.... . 1, 204, 357 640, 911 1, b7, HH) 0140, 432 1, 485, 000 T30, 000
Fish and flsh produ 1, 351, 423 510, 609 1, 360, 835 704, 552 1, 608, (00 1, 16Y, (XX)
Frultsand nuts.... .. .| 1,156,078 R8K, 604 | 1,322,508 000, 050 1 1, 521, (00 1, 180, 000
j.eather and manufactures....§ 1, 200, 083 1, 134,027 1, 034, GO 1,011, 501 1, 544, GOO 1, 164, (XX)
Allother ... .oooooooiean. 18, 526,602 | 8,616, 111 | 18,604,578 | 0,406, 142 { 31,352,000 | 17,081, 000

Total. e eeeecaceees 83,007,110 | 564,375,078 | 85, 523,850 { 54, 360, H00 {144, 588,000 | 107, 601, 000

Source: Annual reports, insular colleotor of customs,
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The Philippines ranked twelfth among the principal export markets
for United States goods in 1935, exports to the islands in that year
being valued at $52,560,041,® or 2.3 percent of the total exported to
all countries. In 1940 the Philippines ranked ninth, United States
exports to that market being valued at $93,176,443,5 or 2.4 percent
of the total exports to all markets. ,

In 1935, the Philippines ranked first among the export markets
of the United States for galvanized iron and steel sheets, cigarettes,
canned milk and cream, ready-mixed paints, and soap; and they
ranked second for cotton cloth (colored, bleached, and unbleached),
wheat {flour, and canned fish,

The Philippines annually increased the value of their purchases from
the United States from the beginning of American occupation until
the end of 1929. Their purchases then declined until 1933, rose again
in 1934, and receded slightly in 1935, Between 1935 and 1940 Phil-
ippine imports from this country increased substantially, In terms
of their total purchases from all countries, the Philippines steadily
increased the share obtained from the United States from the begin-
ning of American occupation through 1934, the share declining slightly
for 1935, then increasing in the latter part of the period 1935-40,

Japanese competition.—The increase in sales of Japanese goods in
the Philippines, though substantial, has not been as large as is some-
times represented,. nor has it been accompanied by a corresponding
decline in the total sales of American goods. The general misconcep-
tions concerning these matters have their bases largely in the use of
Philippine statistics compiled in terms of “dutiable values,” and in
the making of misleading coniparisons. TFor instance, imports from
Japan in 1933, officially reported at the equivalent of $9,500,000, or 13
percent of total imports into the Philippines for the year, were found
to {mve been only $5,682,000 when statistics were caleulated on market
values.

In most years from 1920 to 1935 the imports into the Philippines
from Japan amounted to from 8 to 15 percent of the total imports.
In 1928 the islands imported 9% percent of the total from Japan, but
in the following year only 8 percent. Japan did not share in tho
increase in the total import trade of the Philippines for 1929, In
1930, however, Japanese goods accounted for 10% percent of the total
imports into the Philippines and in 1931, for 11 pereent of tho total.
In 1932, when the Chinese boycott of Japanese goods was at its height,
:It{,pmll supplied slightly less than 8 percent of the imports into tho
islands.

In 1932 Japanese firms commenced to expand their retail outlets in
the Philippines. 'T'his, in conjunction with the marked depreciation
of the yen and waning of the boycott, greatly assisted in inereasing
Japanese sales in the islands. In 1933 Japanese goods accounted for
812 percent of the total imports into the Philippines; in 1934 they
anccounted for 12} percent; in 1935-37, for over 14 percent; in 1938,
10 percent; in 1939, 8 percent; and in 1940, 5 percent.

The increase in the value of the sales of Japanese goods in the
Philippines during the period 1930-35 was accompanied by a decrease
in the sales of & number of individual American products, but not by

i $T'his figure Is taken from United States statisties of exports to the Philippines and therefore does not
correspond with the 4)mvlously cited value of Philippine Imports from the United States taken from
Philippine statistles,
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an appreciable decrease in the relative value of United States aggregato
sales in the islands. Japan supplied a larger percentage of the total
imports into the Philippines in 1935 than in any preceding year, but
the United States also supplied a larger percentage in 1935 than it
had on the average for the preceding decade (1925-34), when its
relative participation in the Philippine import trade was higher than
in any previous period. In terms of value, the rising importance of
Japan as a supplier of Philippine imports prior to 1938 was accom-
anied by the declining importance of countries other than the
nited States,

Philippine balance of trade with United States and with world.—
Both before and since the American occupation, the Philippines have
almost invariably sold goods to the United States to a value in excess
of their purchases from the United States. For only a few years fol-
lowing the inauguration of duty-free trade in 1909 and for a few scat-
vered years during and after World War I and in 1938 and 1940 were
Philippine imports from the United States in excess of Philippine
exports to the United States. Accompanying the customary credit
I aﬁ)ance of trade with the United States, the Philippines have also had
a credit balance of trade with the other countries of the world con-
sidered collectively,

The status of the balance of trade between the United States and
the Philippines has frequently been regarded as an index of the profit-
ableness of the trade to the one country or the other. The country
having the credit balance has been considered the'gainer, and the other
country the.loser. This inference, however, is not warranted. In the
trade of the United States with the Philippines the customary excess
of imports over oxports has simply given rige to a triangular (or a poly-
angular) trade in which the Unitoﬁ States has paid for this excess of
imports largely by exporting goods to other countries in greater value
than it has imported from them. These countries in turn, either di-
rectly or through still other countries, have exportod greater values of
goods to the Philippines than they have imported from them, The
status of the merchandise balance of trade between the Philippines
and the United States, therefore, is not of controlling significance in
respect of the gains or losses, accruing to either country, Morcover,
the trade balance of the Philippines with the United States not only
affects and is affected by the trade balances with all other countries
but it is influenced also by the extent to which gold shipments, servico
items, capital movements, and other factors enter into the trade of
the islan(‘s with the United States and with all other countries. 1In
consequence, the Philippine balance of merchandise trade with the
United States must be considered not only in its rolation to the balance
of merchandise trade with the world as a whole but in its relation to
the }llmllnnce of payments with th-- UInited States and with the world as
a whole,

The Philippines balance of merchandise trade from 1909 to 1940 is
shown in the following table.



PHILIPPINE TRADE ACT OF 1946 35

Balance of merchandise trade between the Philippines and all countries and between
the Philippines and the United Stales, 1909-40

[Values fn thousands of dollars; i. e., 000 omitted|

Excess of exports Excess of exports
(-+), excess of (-+), excess of
imports (—) imports (=)

Year or average Trade Year or average Trade
Trade | with con- Trade | with con-

with all | tinental with all | tinental

countries| United countrles| United

States States
Average 1899-1001 (3 years)...| —$3,960 -+$1, 467 4-$17, 287 | 831,872
Average 1902-June 30, 1009 410,074 | 427,159
(756 years) oo cmceee e +1,319 +7,124 o4 T03 F 421,282
Average July 1009-14 (5% 15,043 | 431,350
years) 1o oiiiaenn —3, 230 —804 431,000 { 447,773
Average 1015-18 (4 years)..... 423,830 | 416,400 -+26, 707 37, 468
Average 1919-22 (4 years).....| —4,043 -3, 328 -}-8, 722 20, 569
1923 33, 253 4, 694 435, 319 -40, 028
1024 27,334 6,015 +42, 240 57, 441
1025 420,144 | 439, 747 —16, 813 —-012
1026 -+17,585 | -}-28, 427 4-18,042 [ 420,007
1997 {-39, 723 44, 560 —31,174 —22,676

1928 +-20, 308 31, 728

1 Beginning July 1, 1010, figures include importations into the Philippines for account of U. 8. Govern-
ment services.

Source: Annual reports, insular collector of customs. Peso values have been converted into dollar
values at the ratio, 1 peso equals U, S, $0.50.

Hisrory orF PHILiPPINE-UNITED STATES TARIFF RELATIONS

After the Philippine Islands came under the military control of the
United States, the President, on July 12, 1898, issued an order pro-
viding for the enforcement by the military power of a system of
tarifl duties. The order did not go into effect until November 1898.
The duties imposed by this tariff were levied on goods coming into
the Philippine Islands, whether from the United States or other coun-
tries. This tariff was continued in force after the ratification of the
peace treaty on April 11, 1899, hut was held to be without effect by
the Supreme Court of the United States so far as shipments from the
United States were concerned, after the ratification of the treaty of
peace. (CI. Undted States v. Heinszen (1907) 200 U. S, 370.)°  Con-
versely, post-treaty Philippine shipments to the United States were
held to be duty free (ibid.). The tariff promulgated by the military
government was adopted and continued by the Philippine commission
appointed by the President, in an cnactment dated September 17,
1901, and this enactment was adopted by the United States Congress
in the act of March 8, 1902 (32 Stat, 54; ch. 140). The act of March
8, 1902, also imposed the United States tarifl upon goods coming
from the Philippines, except that Philippine products were granted a
reduction of 25 pereent from the rates specified in the United States
tariff. Products of the United States entering the Philippines were
not accorded any preferential tariff treatment at that time.

Reciprocal free trade, subject to certain restrictions, was first
instituted between the United States and the Philippines by the
provisions of the United States Tariff Act (36 Stat. 11; ch. 6) and the
Philippine Tariff Act (36 Stat. 130; ch. 8), both dated August 5, 1009.
K Dutﬁ collections made prior to March 8, 1002, by the anthorltles of the military government in the

Philippines were “legalized, ratified. and confirmed'” by the appropriation act of June 30, 1006 (34 Btat,
636; ch, 3012).

S. Repts,, 70 2, vol, 2-~--17
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The former imposed restrictions upon the annual quantities of Philip-
pine sugar and tobacco products which might enter the United States
duty-free; and it limited the maximum content of non-Philippine or
non-Americen materials which might be embodied in Philippine
manufactures if they were to be admissible duty-free into the United
States to 20 percent of their total value, but no equivalent limitation
was imposed on United States {)roducts shipped to the Philippines.
Both the United States and Philippine Tariff Acts specifically ex-
empted rice from duty-free treatment in either country; and they
conditioned duty-free trade in other commodities to those receiving
no draw-back of customs duty upon leaving the Philippines or the
United States. The Philippine Tariff Act further provided that
eSxporb duties would be abolished on shipments made to the United
tates. '

The United States Tariff Act of October 3, 1913 (38 Stat. 114; ch,
18), strengthened the reciprocal free-trade relations between the
islands and the United States. The quantity limitations upon duty-
free sugar and tobacco products specified in the previous act were
removed, inasmuch as they had never been even closely approximated.
The provision that rice should not move duty-free between the islands
and the United States was also eliminated; and all Philippine exports,
irrespective of destination, were exempt from export duties. Congress
did not pass a new Philippine tariff act at this time, but amended the
Philippine Act of 1909 by provisions contained in the United States
Tariff Act of 1913. The significant amendments were those men-
tioned above,

Until 1934, trade relations between the United States and the islands
continued on substantially the same tariff basis as they were when
the Tnited States Tariffi Act of 1913 first became effective. The
United States Tariff Acts of September 21, 1922 (42 Stat. 858; ch.
356), and June 17, 1930 (46-Stat. 590; ch. 497), introduced no modifi-
cations of importance. The Philippine Tarift Act of 1909 has never
been superseded, and it has been modified only slightlgr by subsequent
United States legislation and by several acts of the Philippine Legis-
lature. With few exceptions, present Philippine tariff schedules and
rates are the same &s those which were in force in 1909. Since many
of the Philippine duties aro sFecilic, their ad valorem cquivalents
have changed considerably with the marked prico shifts wixich have
occurred since 1909,

The act of March 24, 1934 (48 Stat, 456; ch, 84), provided for a

artial elimination by July 4, 1946, of the preference enjoyed by
{;hilippino products in the United States (1) by limiting to fixed
quotas the duty-fres shipments of Philippine sugar, coconut oil, and
cordage to the United States; and (2? by gradually eliminating during
the period November 16, 1940, to July 4, 1946, 25 percent of the tari
Preforencm which Philippine products enjoy in the United States.
I'his elimination was to be achieved by means of progressively in-
creasing OXf)OI‘b taxes to be imposed on shipments to the United
States of all Philippine products of the kinds on which dutics are
imposed by the United States, beginning with a rate equal to 5 per-
cont of the United States import duty on November 15, 1940, and
increasing by an additional § percent each year. Commencing July
4, 19486, all products from the Philippines entering the United States,
in the absence of further legislation, were to be subject to the same
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tariff treatment applying to similar goods originating in other foreign
countries,

Before the Independence Act of March 24, 1934, became effective,
the Jones-Costigan Act (48 Stat. 670; ch. 263), the Revenue Act of
1934 (48 Stat. 680; ch. 277), and the Cordage Act of 1935 (49 Stat.
340; ch. 240) were enacted. The Jones-Costigan Act, passed May 9,
1934, authorized the imposition of ‘“‘absolute’” quotas on Philippine
sugar entering the United States. This act was superseded by the
Sugar Act of 1937, which continued the provisions for the imposition
of an absolute quota on Philippine sugar and is still in effect. The
Revenue Act of 1934, effective May 10, 1934, provided for a processing
tax of 3 cents per pound on coconut oil expressed from Philippine
copra either in the islands or in the United States with provision for
the remission of the taxes to the Philippine Treasury. (A tax of
5 cents per pound applied to the oil expressed from foreign copra,
thus granting the Philippiries & substantial and effective preferential
rate.) This legislation is also still in effect. The Cordage Act of
June 14, 1935, doubled the cordage quota provided for in the Inde-
pendence Act, but changed it from a duty-free quota to an absolute
quota. The Cordage Act remained in effect until May 1, 1941, after
extension of its original term of 3 years by Presidential proclamation,
as authorized in the act.

The Independence Act of 1934 was amended by the act of August 7,
1939 (63 Stat. 1226; ch. 502), and under the provisions of the amend-
atory act additional duty-free quotas were imposed on cigars, serap
and filler tebacco, and pearl or shell buttons. The duty-free quota on
sugar was slightly modified with respect to the portion of the quota
which may be shipped in the form of raw sugar, and provision was
made for the continuation of the absolute quota on cordage after the
expiration of the Cordage Act up to the date of independence. Sugar
entered in excess of tho duty-free quota as well as all other commodities
of the kind subjected to duty-free quotas were exempted from the
Philippine export taxes, and in licu thereof the duty-free quotas
(except the quota on sugar) were to be reduced by 5 percent beginning
January 1, 1941, and by an additional 5 percent on each January 1
thereafter until 1946, so that by July 4, 1946, these quotas would have
been reduced by 25 percent,

The act of December 22, 1941 (55 Stat. 852; ch, 617) suspended the
export tax and the quota-reduction provisions of tho Independenco
Act, as amended, during the period December 23, 1941, to December
31, 1942, and during the period of suspension the original quotas were
restored. Ixport taxes and quota reductions resumed operation
January 1, 1943, so that for the year 1945 Philippine products to
which export taxes applied were su{;jcct to an oxport tax equal to 156
percent of the United States duties, and duty-free quotas (except
sugar) were reduced by 15 percent. For the period January 1 to J u‘y
3, 1946, quotas were reduced to one-half the quotas for 1945.



DETAILED ANALYSIS OF BILL SECTION BY SECTION
Trmue I
SECTION 1. SHORT TITLE

This section provides that the act may be cited as the “Philippire
Trade Act of 1946.”

SECTION 2. DEFINITIONS

This section contains definitions which are to apply wherever the
terms defined are used in the act. By virtue of section 406 these
definitions and provisions in the nature of a definition (e. g., subsecs.
(b), (¢), and (d) of sec. 2) will apply to the provisions of titles IT and 111
for the purpose of the agreement, which (under see. 401) accepts all
the provisions of these titles as the law of the United States and of
the Philippines. Therefore, it will not be possible for the agreement
to change the interpretation of these defined terms, which perform so
important a function in the carrying out of the program of reciprocal
trade relations hetween the (wo countries,

Person (sec. 2 (a) (1)): The term “person” is defined to include

artnerships, corporations, and associations, and, of course, includes
individuals,

United States (sec. 2 (¢) (2)): The term “United States,” when
used in a geographical sense, 13 defined to mean the 48 States, the
District of Columbia, the Territories of Alaska and Hawaii, and
Puerto Rico. This definition is the same in legal effect as that used
in the Tariff Act of 1930, as amended, in fixing the customs arca of
the United States,

Ordinary customs duty (see. 2 (¢) (3)): The term “ordinary customs
duty” is defined to mean a customs duty based on the article as such
(whether or not the duty is also based on the use, value, or method of
the production of the avticle, or on the amount of like articles imported,
or on any other factor); but it is expressly provided that it does not
include—

(1) A duty bagsed on an act or omission of any person with
respeet to the importation, such as additional duties for under-
valuation or for failure to mark to show the country of ovigin or a
duty based on an act or omission of the country from which the
arvticle was exported, or from which it comes, such as a duty
imposed because of discrimination; or

(2) A countervailing duty imposed to offset a subsidy, bounty,
or grant; or

(3) An antidumping duty imposed to offset the selling of
merchandise for exportation-at a price less than the prevailing
price in the country of export.

The term does not include any tax imposed on or in connection
with importation unless bhe}aw of the United States or the Philippines,

38
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as the case may be, designates it or imposes it as a ‘customs duty or
contains a provision to the effect that it shall be treated as a duty
imposed under the customs laws; and taxes imposed on or in connec-
tion with importations which are not included as ordinary customs
dutics under this test are expressly (subsee. (a) (8) of this section)
included as “internal taxes.”

Two taxes on or in connection with importation which under this
paragraph and such paragraph (8) would, unless specifically excepted,
be “ordinary customs duties” and not “internal taxes,” are expressly
declared to be “internal taxes.” These taxes are (1) section 3500 of
the Internal Revenue Code relating to manufactured sugar and sugar
products, and (2) so much of section 2491 (c) of the Internal Revenue
Code as relates to products, 10 percent or more of which consists of
or is derived from any of the oils (coconut, palm, and palm-kernel),
féxtgy acids, or salts specified in section 2470 of the Internal Revenue

ode.

These two taxes, although the law imposing them directs that they
be treated as duties, are in fact compensatory for other internal taxes
and are therefore not within the economic concept of “ordinary
customs duties.” The bill specifically excludes them from the scope
of “ordinary customs duties”’ and such taxes will, therefore, apply in
full to “Philippine articles’” notwithstanding the provisions of sections
201 and 202. Philippine products will be protected against discrim-
ination under such internal taxes to the extent provided by section 221,
which is discussed later in this report,

Philippine article (sec. 2 (a) (4)): The term “Philippine article” is
defined to mean a product of the Philippines; that is, an article which
originated in the Philippines by growth or derivation from nature, as
well as an article which has been fabricated or manufactured in the
Philippines to such an extent that the finished produect is identifiable
as of Philippinoe origin even though some imported materials may have
been used in the operation. This concept of “product’’ is similar to
that which has been evolved over a long period of years under our
draw-back laws (sec. 313 of the 1930 'l‘m'il]f Act, as amended) under
which refund of customs duties is made on the exportation of articles
manufactured or produced in the United States with the use of
imported duty paid materials,

Jnder the definition, an article produced with the use of materials
imported into the Philippines from any foreign country other than the
United States is nevertheless not a ‘“ Philippine article” if the aggre-
gate value of such imported materials at tfle time of importation into
the Philippines was moro than 20 percent of the value of the article
imported into the United States.

The imported materials used in the production of the article, whose
value is to be included in determining whether or not their aggregate
value was more than 20 percent of the value of the imported article,
include materials used at any stage of the chain of production whereby
raw materials are through successive stages of manufacture converted
into an article imported into the United States,

The last sentence of the definition of ‘“Philippine article’” assures
that raw materials which have been brought into the Philippines and
processed through two or more stages of manufacture shall be consid-
ered as having been used in the production of the article ultimately
produced. For example, if silk cocoons are imported into the Philip-
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pines from Japan and are progressively processed in the Philippines
into raw silk, into silk yarns, into silk cloth, which in turn is made
in the Philippines into a dress, the dress is considered as having been
made with tge use of imported materials. If the value of the silk
cocoons, plus any other imported constituents of the dress, such as
buttons, was in the aggregate more than 20 percent of the value of
the finished dress which is subsequently imported into the United
States, such dress is not a ‘“Philippine article.” Under the illustra-
tion, the silk dress was a product of the Philippines, and was made
from a product of the Philippines (silk cloth) which in turn was made
from a product of the Phiﬁppines (silk yarn), but it is nevertheless
not within the definition of ‘“Philippine article.”

This definition makes use of and 18 in effect a statutory endorsement
of the concept of Philippine products which have heretofore been
granted free entry into the United States under section 301 of the
Tariff Act of 1930, as amended, and precedent statutes. The lan-
guage used in the course of the definition “produced with the use of
materials imported” is substantially the language used in section 313
of the Tariff Act of 1030, as amended, granting, on the exportation of
articles manufactured or produced in the United States “with tho use
of imported merchandise” a draw-back of the duties paid on such
imported merchandise, That section of the Tariff Act has been
applied in & similar manner to that above described in the case of the
silk dress and the Japanese cocoons,

Unated States article (sec. 2 (@) (6)): The definition of “ United States
article’” is identical with the definition of “Philippine article,” except
for the substitution of “United States” for “Philippines” and of
“Philippines” for “United States,”

United States duty (sec. 2 (a) (6)): The term “United States duty”
is defined to mean tho rate of ordinary customs duty (as defined in
par. (3) above) which would be applicable to a like article if imported
from that foreign country whicIn is entitled to the lowest rate of
ordinary customs duty. At the present time and until our tariff
Inws are changed that country is Cuba in the case of all dutinble
articles, It will be noted that under subsection (¢) (1) of this section,
for the purpose of the definition of “United States duty,” a country
entitled to free entry with respect to an article is considered to ho tho
country having the lowest rate of ordinary customs duty with respect
to such article; thus, in the case of manganese ore, a product which
is ordinarily subject to duty hut which 18 admitted free from Cuba
Cuba is the country entitled to the lowest rate of duty and the United
States duty for the purpose of this not is zero,

Fears have heen expressed by some Inwyers that the Cuban prefer-
ence is not a reduction in the rate of duty but a reduction in the
duty --in other words, that the reduction is in dollars and cents of the
duty 1o be collected rather than in the rate of duty to be applied;
therefore, it was thought advisable to insert, the provisions 0’ para-
graph (¢) (2) of this section under which it is required that a redue-
tion in ordinary customs duty shall he converted into the equivalent
reduction in the rate of ordinary customs duty: for example, in the
case of hand-embroidered cotton nightgowns, the world rate on which
i 90 percent ad valorem, the duty collected on a nightgown valued at
$10 would he %9, If, nccording to the fears expressed, the Cuban
preference is s reduction of duty from %9 to $7.20, the provisions
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of subsection (¢) (2) above referred to would convert this reduction
of $1.80 into a reduction of 18 percent ad valorem, making the rate
of duty on the Cuban product 72 percent, which would be the “United
States duty.” It wih be noted that the phrase in the definition
“applicable to a like article if imported from the country having the
lowest rato’” means the rate that would be applicable to a like article
if imported from the country which would {:e ontitled to the lowest
rate 1f the like article were imported from that country, even though
the records of the Customs Bureau fail to disclose that any such
article was ever imported from that country; thus even though, in
the illustration above given, no hand-embroidered cotton night-
rowns over were imported from Cuba, nevertheless, Philippine
wnd-embroidered cotton nightgowns (if a Philippine article) would
be entitled to duty computed on the basis of the 72-percent rate of
duty; it being borne in mind, however, that the percentage of United
States duty to be applied is determined under section 202, ranging
from 5 to 100 percent. It should also be borne in mind that in the case
of the above examplo the rates spoken of are the rate of world duty and
of Cuban proference now in existence, which at any time may be
subject to change by the United States, and if changed the rato in
effect at the time of entry of the Philippine article is the one on which
the computation is based,

Philippine duty (sec. 2 (a) (7)): The term “Philippine duty” is
defined oxactly the same as the term “United States duty,” with the
gubstitution of “Philippines” for “United States” and of “United
States’” for “Philippines’’; but it should be noted, howover, that in the
cnso of the Philippines undor existing law there is no third country
entitled to a preferential rate, so that in the ense of “United States
articles” imported into the Philippines tho proferences under section
312 of the bill will bo based on the world rate unless the Philippines
grant o special tariff proference to a third country,

Internal taz (sec. 2 (¢) (8)): The term “internal tax” is dofined to
includo an internal feo, charge, or exaction, and includes a tax, fee,
charge, or oxaction, imposed on or in connection with importation,
unless the law of the country imposing it designates or imposes it as o
customs duty or containg a provision to the effect that it should be
trented as o duty imposed under the customs laws, The paragraph
oxprossly provides that it shall include tho following taxes although the
Inw imposing them oxpressly provides that they shall be treated as
dutios imposoed undor tho customs Inws--tho tax imposed by section
36500 of the Internal Rovenue Code, relating to manufactured sugar
and sugnr produets, and so much of tho tax imposed by section 2401 (¢)
of the Internal Revenue Codo as relates to ])l'O(Llllcl-H, 10 pevcont or more
of which consists of or is dovived from any of the oils (coconut, palm,
and palm-kornel) fatty acids, or salts spocified in soction 2470 of the
Intornal Rovonuoe Codo.  Ior discussion as to roasons for the troat-
mont of theso two purticular taxes, soo diseussion under the definition
of “ordinary customs dutios” a fow pagos abovo in this roport.

Subsection Sb): Section 221, prohibiting the imposition of taxes on
products of tho Philippines in the United States of intornal taxoes
rrontor than those imposed on like domestie articles or imposed on
iko foroign articles, whichovoer is tho lower, excopts from the pro-
hibition intornal taxes imposed on foreign articles to compoensato for
an intornal tax imposed in respoct to materials used in the production
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of a like article which is the product of the United States. Section 321
imposes a like prohibition and like exception in the case of Philippine
legislation with respect to the products of the United States. Sub-
section (b) of section 2 makes applicable to those two sections the
concept of the chain of production discussed previously in this report
in connection with the definition of “Philippine article.” '

Subsection (¢): The provisions of this subsection, which have been
discussed previously in this report in connection with the definition
?lf “U’x’litcd States duty,” apply equally in the case of the “Philippine

uty.

Subsection (d): This subsection is the common provision in acts of
Congress that the term “includes’” when used in a definition shall not
be deemed to exclude other things otherwise within the meaning o
the term defined. -

TrrLe 11

SECTION 201. FREE ENTRY OF PHILIPPINE ARTICLES

This section provides that after the date of enactment of this aet
up to and including July 3, 1954, Philippine articles (as defined in
sec., 2 (a) (4)) shall be entitled to entry into the United States free
of ordinary customs duty, as defined in sec. 2 (a) (3). This section
does not exempt Philippie articles from antidumping duties or other
duties which are excluded from the definition of “‘ordinary customs
duty” (such duties being covered by sce. 204).

The section, contrary to existing law, permits, in the interest of
simplicity of administration, free entry of Philippine articles, oven
though the Philippines has granted to the exporter a draw-back of
customs duties paid on materials used in their production. Iixisting
lnw also confines free entry to Philippine articles coming by direct
shipment under through bill of lading. This limitation has also been
omitted on the recommendation of the T'reasury Departmeont based on
the difliculties of administration,

SECTION 202. ORDINARY CUSTOMS DUTIES ON PHILIPPINE ARTICLES

Subsection (a) of this scction provides preferential rates on Philip-
pine articles brought in during the period beginning July 4, 1954, and
ending with July 3, 1974, The preference is accomplished by nppiying
to these Philippine articles a sfiding scale of percentages of “United
States duty” starting off with 5 percent of that duty for the period
July 4, 1954-December 31, 1954, increasing to 10 percent of the
United States duty for the calendar year 1955, and being for each
calendar year thereafter until and including the calendar year 1972,
the percentage equal to the percontage of the preceding calendar year
increased by 5 percent of the United States duty.  Under this system
in tho year 1963 the percentage will be 50 percont of the United States
duty and in the year 1972 the percentage will be 95 percent of the
United States duty, For the {)eriod January 1, 1973-July 3, 1974,
the porcentage is 100 percont of the United States duty.

Attention is directed to the fact that the above statement should
be read in the light of the definition of “Philippine article” found in
section 2 (a) (4) and of “United States duty”’ found in section 2 (a) (6).



PHILIPPINE TRADE ACT OF 19040 43

In other words, the class of articles to which the preference applies is
substantially narrower than “products” of the Philippines; and the
“United States duty’’ to which the percentage is applied is, under the
existing state of our tariff laws, the rate applicable to products of Cuba.
If the product is admitted free of duty from Cuba, under the definition
the United States duty is zero and the application of the percentages
to the rate of zero will result in free entry for the Philippine articles.

Under subscction (b) of this section the duty assessed by the United
States on Philippine articles brought in after July 3, 1974, will, unless
otherwise provided by statute or treaty, be 100 percent of the world
rate,

SECTION 208. CUSTOMS DUTIES OTHER THAN.ORDINARY

This section states what would undoubtedly be the law without
it—that customs duties on Philippine articles, other than ordinary
customs duties, shall be determined without regard to the provisions
of sections 201 and 202 (a) but shall be subject to the provisions of
section 204,

SECTION 204. EQUALITY IN SPECIAL IMPORT DUTIES, ETC,

This section gives to Philippine articles imported into the United
States protection in the case of duties on or in connection with im-
portation (other than “ordinary customs duties” and “internal taxes’)
against discrimination, by providing that these duties shall not be
collected or paid in an amount in excess of the duties imposed with
respect to liko articles which are the product of any foreign country,
This in effect grants most-favored-nation treatment with respect to
such matters as countervailing duties, antidumping duties, additional
duties for undervaluation, ete. Of course, this does not mean that
the Philippines, if alone in granting an export subsidy on a particular
article, could claim that this section exempts them from courntervail-
ing duties on such articlo based on such subsidy., 'l‘hot\} could prop-
erly claim, howover, that the section does preclude the United States
from imposing countervailing duties on Philippine articles on a basis
more unfavorable than that employed in the case of a like article
produced in other countries and similarly subsidized.

The term “duty’” is defined to include taxes, fees, charges, ov
exactions, imposed on or in connection with importation, but as not
including internal taxes or ordinary customs duties.

SECTION 206. EQUALITY IN DUTIES ON PRODUCTS OF PHILIPPINES

This section provides for products of the Philippines which do not
qualify as “Philippine articles” protection, in the case of duties on or
in connection with importation (including ordinary customs duties) -
against discrimination. It provides that no duty on or in connection
with importation shall be collected or paid in an amount in excess of
the duty imposed with respect to like articles which are the product
of any foreign country (except Cuba). This protection in the case
of customs duties not “ordinary customs duties” is, under existing
tariff laws, the same protection as.is given under scction 204 to
Philivpine articles.
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The section in effect gives to Philippine products which are not
Philippine articles the most-favored-nation treatment, except for the
greferential treatment given to Cuba with respect to ordinary customs

uties.

The term ‘‘duty’” is defined to include taxes, fees, charges, or
exactions imposed on or in connection with importation, but as not
including internal taxes.

BECTION 211. ABBOLUTE QUOTA ON S8UGARS

This section establishes for such Philippine sugars as come under the
definition of ‘Philippine article’’ a quota for each calendar year in
the period from January 1, 1946, to July 3, 1974. The quota for each
calendar year is fixed at 850,000 short tons. For the period January
1, 1974, to July 3, 1974, the quota shall be one-half of the above quota.

Of the quota for each calendar year not to exceed 50,000 short tons
may be refined sugars, and ‘“refined sugars’’ is to have the same
meaning as the term ‘‘direct-consumption sugar’ as defined in section
101 of the Sugar Act of 1937.

Subsection (d) of the section provides for the allocation of the quotas
for unrefined sugars. The allocation provided is to be made by the Phil-
ippine government and not by any agency of the United States, but
must be on the basis provided in the bill,  The quotais to be allocated
annually to the sugar-producing mills and plantation owners in the
Philippines in the calendar year 1940 whose sugars were exported to
the United States during such calendar year, or their successors in
interest, proportionately on the basis of their average annual produc-
tion (or in the case of such a successor in interest, the average annual
production of his predecessor in interest) for the calendar years 1931,
1932, and 1933, and the amount of sugars which may be so exported
shall be allocated in each year between each mill and the plantation
owners on the basis of the proportion of sugars to which each mill
and the plantation owners are respectively entitled, in accordance
with any milling agreements between them.

Subsection (e§ provides for the allocation of quotas for refined sugars,
tho allocation also to be made in this case by the Philippine govern-
ment. The quota is to be allocated annually to manufacturers of
refined sugars in the Philippines in the calendar year 1940 whose re-
fined sugars were exported to the United States (Ku'ing such calendar
year, or their successors in interest, proportionately on the basis of
the amount of refined sugars produced by each such manufacturer
(or in the cage of such successor in interest, produced by his predecessor
in interest) which wis exported to the United States during the calen-
dar year 1940,

YECTION 212. ABSOLUTE QUOTA ON CORDAGE

This section establishes for Philippine cordage (which is defined to
bo a product of the Philippines whethoer or not qualifying as a
“Philippine article”) a quota for each calendar year in the period
from January 1, 1946, to July 3, 1974. Tho quota in each calendar
year in this period is 6,000,000 pounds, except that during the period
January 1, 1974, to July 3, 1974, the quota is 3,000,000 pounds,
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The term ‘‘cordage’is defined in the same terms as under the exist-
ing law relating to the Philippines, and includes ‘‘yarns, twines (in-
cluding binding twine described in paragraph 1622 of the Tariff Act
of 1930, as amended), cords, cordage, rope, and cable, tarred or un-
},‘zi.)rred, wholly or in chief value of manila (abaca) or other hard
iber.”

Subsection (d) of the section provides for the allocation of the
quotas for cordage. The allocation provided is to be made by the
Philippine Government and not by any agency of the United States,
but must be on the basis provided by the bill. The quota is to be
allocated annually to manufacturers of cordage in the Philippines in
the calendar year 1940 whose cordage was exported to the United
States during such calendar year, or their successors in interest, pro-
portionately on the basis of the amount of cordage produced by each
such manufacturer (or in the case of such successor in interest, the
amount of the cordage produced by his predecessor in interest) which
was exported to the United States during the 12 months immediately
preceding the inauguration of the Commonwealth of the Philippines.

SECTION 213: ABSOLUTE QUOTA ON RICE

This section establishes for such Philippine rice as comes under the
definition of “Philippine article’” a quota for cach calendar year in
the period January 1, 1946, to July 3, 1974. The quota in each cal-
endar year in this period is 1,040,000 pounds, except that during the
period from January 1, 1974, to July 3, 1974, the quota is 520,000
pounds. The term ‘“rice’” is defined to include rice meal, flour,
polish, and bran,

The section makes no provision for the allocation of this quota.

SICTION 214: ABSOLUTE AND DUTY-FREE QUOTAS ON CERTAIN ARTICLES

Subsection (a) of this section establishes for the Philippine articles
(as defined in section 2 (a) (4)) named below an absolute quota for
cach calendar year in the period from January 1, 1946, to July 3, 1974:

(1) Cigars (exclusive of cigarettes, cheroots of all kinds, and
paper cigars and cigarettes, including wrappers), 200,000,000
cigars;

g(2) Serap tobacco, and stemmed and unstemmed filler tobacco
described in paragraph 602 of the Tarill Act of 1930, as amended,
6,500,000 pounds;

(3) Coconut oil, 200,000 long tons; and

(4) Buttons of pearl or shell, 850,000 gross.
IFor tho period January 1, 1974, to July 3, 1974, the quota shall be
onc-half of the amount so specified with respect to each class of
articles, respectively.

Subsecction (b) of this saction establishes duty-free quotas for the
articles enumerated in subsection (a). In each of the calendar years
1946-54, the total amount of the absolute quota can be entered duty-
free.  In each calendar year thercafter the amount to be admitted
duty-free is reduced by 6 percent of the absolute quota as shown in the
table included in section 212 (b) (1) of the bill, so that from January 1
1974, to July 3, 1974, tho duty-free quota will be zero as to each clags of
these articles,
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A

Subsection (b) (2) provides that any of these articles entered in
excess of the duty-free quota thus provided shall be subject to 100
percent of the “United States duty’” (as defined in scction 2 (a) (6))
and will not be entitled to any of the preferential rates provided in
gection 202, but it is made clear that the absolute quota cannot be
exceeded. For example, in 1955, the duty-free quota on cigars above
referred to is 190,000,000. The absolute quots is 200,000,000, Ten
million cigars represents the difference between the duty-free quota
and the absolute quota, and on the difference a duty will be paid
based on 100 percent of the “United States duty.” (After the duty-
free quota has been filled not more than 10,000,000 cigars which are
Philippine articles can be brought in in 1955 no matter what duty the
importer might be willing to pay.)

Subsection (¢) of the section provides for the allocation of the
quotas, both absolute and duty-free. The allocation is to be made
by the Philippine Government and not by any agency of the United
States, but must be on the basis provided by the bill. The quota is
to be allocated annually to the manufacturers in the Philippines in
the calendar year 1940 of products of the class for which such quota
is established and whose products of such class were exported to the
United States during such year, or their successors in intervest, pro-
portionately on the basis of the amount of the products of such class
produced by cach manufacturer (or in the case of such successor in
interest, the amount of the products of such class produced by his
successor in interest) which was exported to the United States in 1940.

SECTION 215! LAWS PUTTING INTO EFFECT ALLOCATIONS OF QUOTAS

This section provides that the necessary laws and regulations for
putting into effect the allocation of quotas on the basis provided for
in gections 211, 212, and 214, respectively, shall not be enacted by the
United States, it being the purpose of the act that such laws and
regulations shall be enacted by the Philippines.

S8ECTION 216, TRANSFERS AND ASSIGNMENTS O/ QUOTA ALLOTMENTS

This section provides for the transfer and assignment of allotments
of the quotas on terms agreed to by the parties in intervest, It also
provides that after the first 9 months of any calendar year if the holder
of any allotment is unable to export to the United States all of his
allotment in time to (i1l the quota, such amount of the allotment as
cannot 80 be exported during the remainder of the year may be ap-
portioned by the Philippine Governmeit to other holders of allot-
ments under the same quotas or in such other manner as will insure
the filling of the quota for that year, - It is provided, however, that
no transfer, assignment, or reallocation shall diminish the allotment
to which the holder may be entitled for any subsequent calendar year

B8JCTION 221! LQUALITY IN INTERNAL TAXES

Section 221 (a) provides that products of the Philippines coming
into the United States, or articles manufactured in the United States
wholly or partly from such produets, shall not he subject to internal
tax in excess of the internal tax imposed with respect to like articles
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which are the product of the United States, or in excess of the internal
tax imposed with respect to like articles which are the product of any
foreign country. If no internal tax is imposed with respect to like
articles produced in the United States, no internal tax in any amount
is to be collected with respect to the Philippine products. Similarly
if no internal tax is imposed with respect to like articles which are the
product of any other foreign country no internal tax may be collected
with respect to the Philippine article.

These limitations with respect to equality of internal taxes do not
apply in the alternative. Both limitations are applicable. For
example, assume there is no internal-revenue tax imposed in the
United States with respect to the manufacture or sale of product X
but there is an internal-revenue tax imposed with respect to product X
when imported from any foreign country. Under the provisions of
section 221, the internal-revenue tax with respect to imports of prod-
uct X may not be collected with respect to imports of product X
which are the product of the Philippines. Similarly, assume there is
an internal-revenue tax imposed in the United States with respect to
the manufacture or sale of product X at the rate of 5 cents per unit
and an internal-revenue tax with respect to the importation of product
X from any foreign country at the rate of 10 cents per unit. Under
section 221 (a) the only amount that could be collected with respect
to imports of product X coming from the Philippines is 5 cents per
unit. 'This normally under United States law would be collected on
importation. If the situation were reversed and the internal-revenue
tax on product X when manufactured or sold in the United States
were 10 cents per unit and the internal-revenue tax with respeet to
product X when imported from any foreign country were 5 cents per
unit, no more than 5 cents per unit could be collected with respect to
product X when imported from the Philippines. In this latter con-
nection, the effect of section 221 (a) in a situation where there are two
internal-revenue taxes with respect to the same article, one with
respect to the article produced in the United States and the other with
respect to importation, is that such an article when coming from the
Philippines is subject to only one tax at a rate not to exceed the lower
of the two rates.

Subscetions (b) and (¢) of section 221 contains certain exceptions
to subscction (a).

Beeti o 221 (b) provides that where an internal tax is imposed
with syespect to an article which is the product of a forcign country
Lo corapensate for an internal tax imposed with respect to a like
artivie which is the product of the United States, or with respect to
materials used in the production of a like article which is the product
of the United States, if the amount of the internal tax which is collected
and paid with respect to the article which is a product of the Philip-
vines is not in excess of that permitted to be imposoed with respect to
}ikc articles which are the product of any other foreign country, such
collection and payment is not to be regarded as a violation of section
221 (a). Scection 221 (a) does not prohibit the collection of an internal-
revenue tax imposed by the United States with respect to imported
articles which is designed to compensate for an intornal tax affecting
United States products or material used in the manufacture of such
products, thus permitting articles of United States production to
enter United States commerce with an internal-revenue-tax burden
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no greater than that borne by like articles imported from foreign
countries., For example: Under section 2800 (a) (3) of the Internal
Revenue Code a tax of $9 per wine gallon is imposed with respect to
all perfumes imported into the United States containing distilled
spirits. The United States tax .-with respect to distilled spirits
imposed by section 2800 (a) (1) of the Internal Revenue Code is not
imposed with respect to perfume as such. Domestic perfume, how-
ever, made with the use of taxable distilled spirits contains as an
element of cost the tax paid with respect to such distilled spirits.
The tax imposed by section 2800 (a) (3) of the Internal Revenue
Code with respect to imported perfumes containing distilled spirits
therefore serves to compensate for the internal tax paid in this country
with respect to distilled spirits which may be used in the manufacture
of perfume in this country. Collection of such tax would, therefore,
not be contrary to the intent of section 221 (a) of the bill. Another
example is the compensating tax imposed by section 3500 of the
Internal Revenue Code with respect to manufactured sugar imported
or brought into the United States.

"~ For the purposes of section 221 (b) there is made applicable the
definition of section 2 (b) of the bill of what is meant by the phrase
“materials used in the production of an article.”

Section 221 (c) provides that section 221 does not apply to the taxes
imposed under section 2306, 2327, or 2356 of the Internal Revenue
Code. These provisions of law relate to internal-revenue taxes
imposed with respect to imports of olecomargarine, adulterated butter,
and filled cheese. These taxes are of many years’ standing and unless
expressly excepted from the scope of seetion 221 would 1n each case
be materially reduced in respect to articles imported from the Philip-
pines, although the full rate would be applicable to such article when
imported from other foreign countries, In the case of the liquor ex-
cise taxes imposed under chapter 26 of the Internal Revenue Code,
section 221 of the bill will effect no change in the existing tax treatment
of Philippine products under chapter 26; it was, accordingly, un-
necessary to include any reference to these taxes in section 221 (c).

It is to be noted that articles within the scope of section 221 of the
bill are not restricted to articles coming within tho definition of
“Philippine article’” contained in section 2 (a) (4) of the bill; all
products of the Philippines coming into the United States come
within the scopo of scction 221, without regard to the limitations of
section 2 (a) (4) respecting percentage of Philippine material used in
their production, Ior a (%iscussion of the term ‘“Philippine produet”
reforonce is made to the comment in this report in section 2 (a) (4).

The torm “internal tax’ as used in scction 221 is defined in section

2 (a) (8).
B8ECTION 222, EXEMPTION FROM TAX OF MANILA FIBER

This section provides that no processing tax or other internal tax
shall be imposed or collected in the United States with respeet to
manila (abaca) fiber not dressed or manufactured in any manner,

SB8ECTION 223, PROHIBITION OF EXPORT TAXES

This section provides that no export tax is to be imposed or collocted
by the United States on articles exported te the Philippines.
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SECTION 224. EXEMPTION FROM TAXES OF ARTICLES FOR OFFICIAL USE

This section provides that no processing tax or other internal tax
is to be imposed or collected in the United States with respect to
articles brought in for the official use of the Philippine Government
or its agencies,

SECTION 226. APPLICATION TO PUERTO RICO

Section 9 of the act of March 2, 1917, an act to provide a civil-
government for Puerto Rico and for other purposes, states that all
statutory laws of the United States not locally inapplicable to Puerto
Rico unless otherwise provided for in the act shall have the same force
and effect in Puerto Rico as in the United States. Aa exception is
made, however, with respect to the internal-revenue laws. This
section amends the act of March 2, 1917, so that the exception with
respect to the application of internal-revenue laws will not apply to
those contained in this bill.

SECTION 231! IMMIGRATION

This section grants to a Philippine citizen who actually resided in
the United States for a continuous period of 3 years immediately prior
to November 30, 1941, the right to enter the United States as a non-
quota immigrant during a 5-year period July 4, 1946, to July 3, 1951,
if he comes to resume residence in the United States. In order to
secure him this right the scction provides that if he so comes he will
not be excluded on the ground of his ineligibility to citizenship (which
the bill does not remove), nor by the so-called “barred zone” provi-
sion of the Immigration Act of 1917, which will be applicable to natives
of the Philippines after independence.

Subsection (b) provides that after admission as a nonquota immi-
grant he shall be considered as lawfully admitted for permanent resi-
dence, for purposes of the immigration and naturalization laws. This
will not permit his naturalization, unless he belongs to a class of
Filipinos permitted to bo naturalized, such as those who have served
in our armed forces, but it does insure his right to stay here, and to
go and come at his pleasuro,

Subsection (¢) extends the benefits of the scction to his wifo, if a
Philippine citizen or eligible to citizenship, and his unmarried children
under 18, if such wifo or children, during such 5-year period, come with
or follow to join him,

Subsection (d) excludes from the benefits of the section laborers
admitted to Hawaii without immigration visa or passport, under sec-
Xon) (8) (a) (1) of tho Philippine Independence Act (T'ydings-McDuflio

ct). :

Under section 331 of title III the Philippines will grant the same
Brivileges to our citizens who resided in the Philippines before Novem-

or 30, 1041,
TirLe ITI
SECTION 801 STATEMENT OF PURPOSES OF THEH TITLE

This section, which constitutes Part 1 of title III, states the funciion
which the remaining four parts of the title perform in the framework
of the bill and proposed executive agresment,
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Subsection (a) states that parts 2, 3, 4, and 5, insofar as applicable
up to the date of independence, are intended to, and shall, operate
as statutes of the United States, the Philippines being still one of our
possessions during this period,

Subsection (b) of the section states that after independence and
during the effectiveness of the agreement, parts 2, 3, 4, and 5, although
expressed in statutory form, are not intended, as to the period after
independence, as an attempt on the part of Congress to legislate for
the sovereign Philippine nation, but that they constitute a statement
in precise terms of provisions which the Government of the Philip-
pines, upon the taking effect of the executive agreement, will be
obligated to observe and execute as the law of the Philippines during
the effectiveness of the agreement. In paragraph (2) of this subsec-
tion Congress also states its policy and expectation that the provisions
of parts 2, 3, 4, and 5, will be observed and executed by the Govern-
ment of the Philippines even before the date of the taking effect of
the executive agreement.

SECTION 311, FRFF ENTRY OF UNITED STATFS ARTICLES

This section provides that after the date of enactment of this act
up to and including July 3, 1954, United States articles (as defined in
see. 2 (a) (5)) shall be entitled to entry into the Philippines free of
ordinary customs duty (as defined in sec., 2 () (3)). This section does
not exempt United States articles from antidumping duties which are
excluded from the definition of “ordinary customs duty’’ (such duties
being covered by sec. 314).

The section, contrary to existing law, permits, in the interests of
simplicity of administration, free entry of United States erticles even
though the United States has granted to the exporter a draw-back of
customs duties paid on materials used in their production. Existing
law also confines free entry to United States articles coming by direct
shipment under through bill of lading. This limitation has also been
omitted. One further change is made in that under existing law prod-
ucts of the United States are entitled to free entry into the Philippines
even though they do not qualify as “United States articles,” but under
the bill free entry is confined to United States articles, thus making it
exactly reciprocal with the free entry granted to the Philippines by
section 201,

SECTION 312! ORDINARY CUSTOMS DUTIES ON UNITED STATES ARVICLES

Subsection (a) of -this section provides preferential rates on United
States articles brought into the Philippines beginning with July 4
1954, and ending with July 3, 1974, The preference is accomplishec
by applying to these United States articles a sliding scale of percent~
ages of “‘Philippine duty” (as defined in sec. 2 (a) (7)) starting off
with § percent of that duty for the period July 4 to December 381,
1054, increasing Lo 10 percent of the Philippine duty for the calendar
year 1955, and being for each calendar year thereafter until and in-
cluding the calendar year 1972 the percentage equal to the percentage
of the preceding calendar year increased by 5 percent of the Philippine
duty. Under this system in the year 1963 the percentage will be
50 percent of the Philippine duty, and in the year 1972 the percontago
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will be 95 percent of the Philippine duty. Ifor the period January 1,
1973, to July 3, 1974, the percentage is 100 percent of the Philippine
duty.

A);;tention is directed to the fact that the above statement should
be read in the light of the definition of ““United States article’’ found
in section 2 (a) (5), and of *Philippine duty’’ found in section 2 (a) (7).
In other words, the class of articles to which the preference applies is
substantially narrower than ‘“products’’ of the United States.

Under subsection (b) of this section the duty assessed by the Philip-
pines on United States articles brought in after July 3, 1974, will,
unless otherwise provided by statute or treaty, be 100 percent of the
world rate.

SECTION 813! CUSTOMS DUTIES OTHER THAN ORDINARY

This section states what would undoubtedly be the law without
it—that customs duties on United States articles, other than ordinary
customs duties, shall be determined without regard to the provisions
of sections 311 and 312 (a) but shall be subject to the provisions of
section 314,

SECTION 814: EQUALITY IN SPECIAL IMPORT DUTIES, ETC.

This section, which is.correlative to section 204, gives to United
States articles imported into the Philippines protection, in the case
of duties on or in connection with importation (other than “ordinary
customs duties” and ‘“internal taxes’’), against discrimination to the
same extent and subject to the same provisions as in the case of
Philippine articles imported into the United States.

SBECTION 816 EQUALITY IN DUTIES ON PRODUCTS OF UNITED STATES

This section provides for products of the United States which do
not qualify as “United States articles” protection, in the case of
duties on or in connection with importation (including “ordinary
customs duties’’), against discrimination. It provides that no duty
on, or in connection with, importation shall be collected or paid in
an amount in excess of the duty imposed with respect to like articles
which are the product of any foreign country. 'T'his protection in the
case of customs duties not “ordinary customs duties” is, under
existing tariff laws, the same protection as is given under section 314
to United States articles. The section in ceffect gives to United
States products which are not United States articles the most favored
nation treatment,

The term “duty” is defined to include taxes, fees, charges, or
exactions, imposed on or in connection with importation, but as not
including internal taxes.

SECTION 821: EQUALITY IN INTERNAL TAXES

Section 321 contains provisions respecting cquality of treatment
in the Philippine Islands, for internal tax purposes, of products of
the United States and of articles manufactured in the Philippines
wholly or partly from products of the United States, similar in over
way to the treabment accorded under section 221 (a) and (b) with

S. Repts,, 70--2, vol, 2----—18
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respect to products of the Philippines coming to the United States.
Reference accordingly is made to the statement in this report respect-
ing section 221, There are no exceptions in section 321 similar to
those contained in scction 221 (c¢).

SECTION 322! PROHIBITION OF EXPORT TAXES

This section provides that no export tax is to be imposed or col-
lected by the Philippines on articles exported to the United States.

BECTION 323: EXEMPTION FROM TAXES OF ARTICLES FOR OFFICIAL USE

This section provides that no processing tax or other internal tax
is to be imposed or collected in the Philippines with respect to
articles brought into the Philippines for the official use of the United
States or its agencies.

BECTION 331! CERTAIN UNITED STATES CITIZENS GIVEN NONQUOTA
STATUS

This section, which is the converse of section 231, entitles a citizen
of the United States, who actually resided in the Philippines for a
continuous period of 3 years.immediately prior to November 30, 1941,
the right to enter the Philippines as a nonquota immigrant during a
5-year period July 4, 1946, to July 3, 1951, if he comes to resume resi-
dence in the Philippines.

The section also provides that after admission as a nonquota immi-
grant he shall be considered as lawfully admitted for permanent resi-
dence, for purposes of the immigration and naturalization laws,

The scction also provides that its benefits shall be extended to the
wife of the United States citizen, if she is a United States citizen, and
to his unmarried children under 18, if such wife or children, during
such 5-year period, come with or follow to join him,

SECTION 882! IMMIGRATION OF UNITED 8TATES CITIZENS INTO
PHILIPPINEB

This section, which is to be the law carrying out the provisions re-
quired by section 402 (e) to be included in the agreement, is discussed
in connection with that section,

SECIION 841 RIGHTS O UNITED STATES CITIZENS AND BUSINESS
ENTERPRISES IN NATURAL RESOURCES

This section provides that the disposition, exploitation, develop-
ment, and utilization of all agricultural, timber, and mineral lands
of the public domain, waters, minerals, coal, petroleum and other
mineral oils, all forces and sources of potential energy, and other
natural resources of the Philippines, and the operation of public
utilities shall, if open to any person, be open to citizens of the United
States and to all forms of business enterprise owned or controlled,
dircetly or indirectly, by United States citizens,

Upon the taking effect of the executive agreement provided ior in
title IV, this section will hecome a law of thoe Philippines except such
part as is in conflict with the constitution of the Philippines. In
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order to insure the giving of the protection to our citizens and businecss
enterprises, some substantial changes will have to be made in the
Philippine Constitution, and title IV is careful to grant relief from the
necessity of executing as law of the Philippines the parts so in conflict
with the constitution, until the necessary amendments to the con-
stitution have been made. Section 404 (¢) (1), however, provides
that if our President deems that such constitutional amendments
have not been effected within a reasonable time, he shall so proclaim
and the executive agreement shall cease to be in effect.

In connection with this section, attention is directed to the provi-
sions of section 404 (c) (2) and (3), and to the provisions of section 501,
which are discussed later in this detailed analysis.

SECTION 842. CURRENCY SBTABILIZATION

This section provides that the value of DThilippine currency in
relation to the United States dollar shall not be changed, the con-
vertibility of pesos into dollars shall not be suspended, and no restric-
tions shall be imposed on the transfer of funds from the Philippines
to the United States, except by agreement with the President of the
United States.

Attention is directed to the provisions of section 402 (f) referred to
later in this detailed analysis.

SECTION 848. ALLOCATION OF QUOTAS

This scction provides that the allocation, reallocation, transfer, and
sssignment of quotas established b?’ sections 211, 212, and 214,
respoctively, of part 2 of titlo II, shall be on the basis provided for in

such part.
TirLe IV

SECTION 401, AUTHORIZATION OF AGREEMENT

This section authorizes the President to enter into an executive
agreomont with the President of the Philippines providing for the
accoptance on the part of each country of the provisions of title I and
of parts 2, 3, 4, and 6 of title III. The authority of our President to
enter into the agreoment under this act is conditioned upon the inclu-
sion in the agreement of provisions that the agreement shail not take
cffoct-— .

(1) Unless and until the agreement is accopted by law by the
Congress of tho Philippines; and

(2) Unless and until the Congress of the Philippines has
onacted such legislation as may be necessary to mako uh the pro-
visions of parts 2, 3, 4, and 5 of title ITI take effect as law of the
Philippines; oxcopt that compliance with so much of scetion 341
a8 is in conflict with the Philippine Constitution is not required
until the constitution is amended to remove such conflict.

SHCTION 402, OBLIGATIONS OF PHILIPPINES

This section enumerates certain obligations on the part of the
l’llilm?incs that must be incorporated in the agreement if it is to be
made by the President under authority of section 401,
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Laws continued in effect.—Under subsection (a) the Philippines will
be obligated to continue in effect as laws of the Philippines, during
the effectiveness of the agreement, the provisions of parts 2, 3, 4, and
5 of title TI1 which, under the provisions of section 401, must have
been made the laws of the Philippines by the Philippine Congress
before the agreement can take effect. KException is made (for the
period prior to the amendment of the Constitution of the Philippines
referred to in subsection (b) of this section) of such provisions of section
341 as conflict with such constitution.

Constitutional amendment.—Under subsection (b) of this section the
Government of the Philippines will be obligated promptly to take
such steps as are necessary to secure an amendment to the Constitution
of the Philippines so as to permit the taking ecffect as laws of the
Philippines such part of the provisions of section 341 as is in conflict
with such constitution before such amendment. '

Supplementary Legislation.—Under subsection (¢) of this section
the Philippines will be obligated to promptly enact and keep in effect
during the effectivencss of the agreement such legislation as may be
necessary—- .

(1) To supplement the legislation the enactment of which,
under section 401, is necessary to the effectiveness of the agree-
ment; and to implement the provisions of parts 2, 3, 4, and 5 of
title I11; and

(2) To put and keep in effect, during the effectiveness of the
agrecement, the allocation, reallocation, transfer, and assignment
of quotas on the basis provided for in part 2 of title II.

Bases for allocation of quotas.—Under subsection (d) the Philippines
agree that the United States shall have the right to provide the basis
for the allocation of any quotas established under the portion of the
agreement setting forth the provisions of section 403 (¢) (see discussion
of that section later in this report) and that if the United States ex-
ereises such right then the Philippines shall promptly enact and kee
in force legislation necessary to put and keep in effect, on the basis
provided by the United States, the allocation of such quotas,

Immigration.—Under subsection (e) there must be included in the
agreement a provision under which there will be admitted to the
Philippines (without regard to the annual quota of 500 permanent
immigrants which will be applied to us beginning July 4, 1946) during
cach of the years of a specified period of years (not ﬁzss than 5), of a
specified number (not less than 1,000) of United States citizens,
The length of time each shall be entitled to remain in the Philippines
is to be specified in_the agreement. .

Scetion 332 of title TII implements this agreemont and, as law of
the Philippines when the agreement takes effect, will permit entry of
our citizens in accordance with the terms of the agreement,

Currency stabilization.—Under subsecction (f) of this section the
Philippines agrees that the value of Philippine currency in relation
to the United States dollar shall not be changed, the convertibilit,
of pesos into dollars shall not be suspended, and no restrictions shall
be imposed on the transfer of funds from the Philippines to the United
States, except by agreement with the President of the United States.
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SECTION 408. OBLIGATIONS OF UNITED STATES

This section enumerates certain obligations on the part of the
United States that must be incorporatef in the agreement if it is to
be made by the President under authority of section 401. :

Laws continued in effect.—Under subsection (a) the United States .
will be obligated to continue in effect during the effectiveness of the
agreement the provisions of title II as laws of the United States.
If, however, such provisions are not in effect at the time the agree-
ment takes effect (because suspended under section 502) the agree-
ment is that they shall be made to take effect and continue in effect
as laws of the United States during the effectiveness of the agreement.

Supplementary legislation.—Under subsection (b) of section 403
the United States will be obligated promptly to enact and keep in
offect during the effectiveness of the agreement such legislation as
mziy Ilie necessary to supplement and implement the provisions of
title I1. :

Quotas.—Subsection (c¢) provides that with respect to quotas on
Philippine articles (other than the quotas established in part 2 of title
11, and other than quotas established in conjunction with quantitative
limitations, applicable to products of all foreign countries, on im-
ports of like articles) the United States will not establish any such
quota for any period before January 1, 1948, and for any part of the .
period January 1, 1948—July 3, 1974, it will (with the above exceptions)
establish a quota with respect to Philippine articles only if the Presi-
dent of the United States, after investigation, finds that such Philip-
- pine articles ure coming, or are likely to come, into substantial com-
petition with like domestic articles. The quota established for any
Philippine article for any 12-month period is not to be less than the
amount determined by the President as the total amount of the Philip-
pine articles of such class which entered the United States during the
12-month period preceding the start of the investigation. Attention
is directed to the provisions of section 504 authorizing the President
to establish such quotas after findings made after investigation by the
Tarifl Commission, and the discussion of the section in a later portion
of this detailed analysis.

Coconut oil processing taz.—Subscction (d) of section 403, provides
that during the effectiveness of the agreement the United States will
not reduce the preference of 2 cents per pound provided in section 2470
of the Internal Revenue Code (relating to processing taxes on coconut
oil, ete.) with respect to coconut oil derived from Philippine copra;
except that it may suspend the 2 cents tax imposed by section 2470
(a) (2) during any period as to which the President of the United
States, after consultation with the President of the Philippines, (inds
that adequate supplies of neither copra nor coconut oil, the product
of the Philippines, are readily available for processing in the United:
States,

Attention is called to the provisions of section 505 (b) which
authorizes the President to suspend the 2-cent tax upon such finding,
and to the discussion in a later part of this detailed analysis. ‘

BECTION 404, TERMINATION OF AGREEMENT

This seclion enumerates certain provisions as to termination and
suspension of the agreement that must be incorporated in the agree-
ment, if it is to bo made by the President under authority of section 401,
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Termination in general.—Under subsection (a), the agreement is to
have no effect after July 3, 1974.

Termination by either garty.-——Under subsection (b) (1) of section
404 the agreement may be terminated by either party at any time,
upon not less than 5 years’ notice.

Under subsection (b) (2) of section 404, if the President of the
United States or the President of the Philippines determines and
proclaims that the other country has adopted or applied measures or
practices which would operate to nullify or impair any right or
obligation provided for in such agreement, then the agreement may
be terminated upon not less than 6 months’ notice.

Termination by United States for failure to amend Constitution.—
Under subsection (c¢) (1) of section 404, if the President of the United
States determines that a reasonable time for the making of the
amendment to the Constitution of the Philippines referred to in sec-
tion 402 (b) has elapsed, but that such amendment has not been made,
he shall so proclaim and the executive agreement shall have no effect
after the date of such proclamation,

Suspension or termination for discrimination.—Subsection (¢) (2)
of section 404 provides that if the President of the United States
determines and proclaims, after consultation with the President of the
Philippines, that the Philippines are in any manner discriminating
against citizens of the United States or any form of United States
business enterprise, then the United States shall have the right to
suspend the effectiveness of the whole or any portion of the agreement.

Subsection (¢) (3) of section 404 provides that if the President,
after such corsultation, finds that the discrimination has ceased, then -
the suspension shall end, but if he finds that the discrimination has
not ceased after a time determined by him to be reasonable then the
United States shall have the right to terminate the agreement upon
not less than 6 months’ notice.

Attention is directed to section 501, authorizing the President to
provide for the suspensions and terminations authorized by these

rovisions of the agreement, and to the discussion of that section in a
ater portion of this detailed analysis.

BECTION 405, EFFECT OF TERMINATION OF AGREEMENT

This section provides that upon the termination of the agreement
as provided in scction 404, the provisions of title II shall coase to
have effect as laws of the United States, Ior oxample, upon the
termination of the agreement the United States laws providing for
preferentinl treatment will be definitely terminated.

SECTION 406, INTERPRETATION OF AGREEMENT

This section provides that the President of the United States is not
authorized by section 401 to enter into such executive agreement
unless it provides that the acceptance of the provisions of titles I1
and IIT is on the understanding that the definitions, and provisiona
in the nature of definitions, contained in section 2 of title I, shall apply
in the interpretation of the provisions so accopted.
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SBECTION 407. TERMINATION OF AUTHORITY TO MAKE AGREEMENT

This section provides that whenever the President of the United
States determines that a reasonable time for the entering into, accept-
ance, and taking effect of the executive agreement has elapsed, but
that such agreement has not taken effect, he shall so proclaim, and
thereupon his authority to enter into such executive agreement shall
terminate, and the provisions of title II shall cease to have effect
as laws of the United States.

SECTION 408, EFFECTIVE DATE OF AGREEMENT

. This section provides that when the President of the United States
determines that the executive agreement entered into under section
401 has been accepted by the Congress of the Philippines by law and
that the Congress of the Philippines has enacted the legislation the
enactment of which is, under section 401, a condition precedent to the
taking effect of the agreement, he shall so proclaim, and in his
proclamation specify the effective date of the agreement.

TirLe V

SECTION 501. SUSPENSION AND TERMINATION OF AGREEMENT IN CASE OF
. DISCRIMINATION

This section i8 enacted under the reservation of the right of the
United States which will be incorporated in the executive agreement
under section 4C4 (¢) (2) and (3).

Subsection (a) provides that if the President of the United States
~determines, after consultation with the President of the Philippines,
that the Philippines are in any manner discriminating against citizens
of the United States or any form of United States business enterprise,
he shall so proclaim, and thercupon the effectiveness of the agreement
or such part thereof as he may in the proclamation specify as necessary
in order adequately to protect the interests of the United States, shall
be suspended.

Subsection (b) provides that if the President, after such consultation,
determines that, t;l])o discrimination has ceased, he shall so proclaim, and
thereupon the suspension shall end.

Subsection (c¢) provides that if the President, after such consultation,
determines that the discrimination has not ceased after the lapse of a
time determined by him to be reasonable, he shall so proclaim and
give to the Philippines notice of the intention of the United States to
terminate the agreement.  (Notice of not less than 6 months required
by sec. 404 (c).)

Subsection (d) provides for the suspension or termination of the
provisions of title IT as laws of the United States to the extent neces-
sary to give effect to the suspension or termination of the agreement
effected under subsections (a), (b), or (¢).

SECTION 602, SUSPENSION OF TITLE II

Thig section Hn'ovido.s that if the President finds that, durinfi the
interim period between independence and the taking effect of the
exccutive agreement, the Philippines are not putting into offect, or
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making cvery cffort to put into effeet, to the {ullest extent possible
under its constitution, the provisions of title 111, or is not providing
for the allocation of quotas on the basis provided for in scction 211,
212, or 214, respectively, he shall so proclaim. On the day following
the date of the proclamation, such provisions of title IT shall be sus-
pended as he may in the proclamation specify as necessary in order
adequately to protect the interests of the United States., The sus-
pension is to continue until the taking effect of the exccutive agree-
ment.

SECTION 503, CUSTOMS DUTIES ON IMPORTATIONS FROM PHILIPPINES

This section provides that the classes of articles enumerated below
shall, from the day after the dete of the enactment of this act, be
subject to the same duties as Jike articles coming or imported into
the United States from foreigi countries, except Cuba—

(1) articles coming or imported into the United States from the
Philippines, other than Philippine products;

(2) Philippine products eoming or imported into the United States,
other than Philippine articles; and

(3) with respect to the period after the effectiveness of the agree-
ment has ceased, Philippine articles coming or imported into the
United States.

The bill makes no change in the law with respect to the dutiable
status of articles coming into the United States from Araerican pos-
sessions other than the Philippines, e. g., Guam and American Samoa,

SECTION 604, QUOTAS ON PHILIPPINE ARTICLES

This section implements the portions of the executive agreement
referred to in seetions 402 (d) and 403 (¢) discussed previously in this
detailed analysis.,  Under the executive agreement incorporating the
wovisions of section 403 (¢), the United States agrees not to establish
before 1948 new quotas, except quolas established in conjunction
with quantitative limitations, applicable to products of all foreign
countries, on imports of like articles, and that the United States will
not establish new quotas (with the same exception) after 1947 and
during the effectiveness of the agreement unless the President, after
investigation, {inds that the I’hi%ippine article is coming or is likely
to come into substantial competition with like articles of the United
States.  The amount of any such new quotas shall not be less than
the amount determined by the President as the total amount imported
into the United States during the 12-month period preeeding the start
of the investigation. ,

Subsection (a) of section 504 provides that whenever the President,
after the investigation by the Tariff Commission provided for in sub-
section (d) of this section, finds with respeet to any Philippine articles
(other than the ones for which gnotas are established by part 2 of title
IT) that they are coming or are Jikely to come into substantial compe-
tition with like domestic articles, he shall so proclaim and in the proc-
lnmation fix the quotas, If he finds that the allocation of the quota
is necessary he shall by proclamation provide the basis of the nflocw
tion, which under the provisions of the executive agreement referred
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to in section 402 (d) the United States reserves the right to provide
for in the case of these new quotas.

Subsection (b) of section 504 provides that the President cannot
establish a quota larger than the smallest amount which he determines
may be entered without coming into substantial competition with like
domestic articles; but in no case shall the quota be less than the
minimum amount above referred to in the discussion of this section.

Subsection (¢) provides that any new quota thus established shall
become effective at the time designated by the President (but not
before January 1, 1948) and shall continue in effect until the Presi-
dent, after investigation, finds and proclaims that there is no further
need for the quota; but no quota established under this section shall
continue in effect after the termination of the exdeutive agreement.

Subsection (d) provides for investigations by the Tariff Commission
to aid the President in making the findings required by this section
and by the executive agreement. The investigations on the subject
of new quotas are to be made by the Commission at the request of
the President, or of either House of Congress, or upon its own motion,
or when in its judgment there is good reason therefor upon applica-
tion by any interested party. The investigation shall be to ascertain
(1) whether the Philippine articles are coming or are likely to come
into substantial competition with like domestic articles; (2) what is
the maximum quota which would prevent substantial competition;
and (3) the amount imported into the United States during the 12
months preceding the start of the investigation.

The Commission is to give opportunity to interested parties for a
public hearing and shall give precedence to the investigation. The
Commission is to report the results of its investigations to the Presi-
dent, and shall send copies of such report to each House of Congress,

HICTION 506, PROCESSING TAX ON COCONUT OIL

T'his section is to implement the provisions of section 403 (d) under
which the United States in the executive agreement undertakes that
it will not reduce the preference of 2 cents per pound provided in
section 2470 of the Internal Revenue Code (relating to tax on process-
ing of coconut oil) with respect to coconut oil derived from Philippine
copra, The United States resorves the right to suspend the provi-
siong of scction 2470 (a) (2) of the Internal Revenue Code (which
imposes an additional processing tax of 2 cents per pound on the
processing of coconut oil derived from copra pm(ﬂuced in countries
other than the Philippines) if he finds, ahcr consultation with the
President of the Philippines, that adequate supplies of neither copra
nor coconut oil from the Philippines are roadily available for processing
in the United States. '

Subsection (a) of section 505 makes the necessary amendments to
section 2470 (a) (2) of the Internal Revenue Code to carry out the
promise of the United States.

Subsection (b) of section 505 provides that whenever the President,
after consultation with the President of the Phuippines, finds that
adequate supplies of neither copra nor coconut oil from the Philip-
pines are readily available for processing in the United States he shall
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go proclaim, and thercafter the additional tax of 2 cents per pound,
imposed by section 2470 (a) (2) of the Internal Revenue Code on tha
processing of coconut oil derived from copra produced in countries
other than the Philippines, shall be suspended until the expiration of
30 days after he proclaims that, after consultation with the President
of the Philippines, he has found that such adequate supplies are so
readily nvuiluble.

SECTION (06, TERMINATION OF PAYMENTS INTO PHILIPPINE TREASURY

Under existing law the proceeds of certain duties and taxes, aceruing
and collected with respect to articles coming from the Philippines
(including the processing tax under sec. 2470 of the Internal
Revenue Code on coconut oil derived from Philippine copra, whether
imported as oil or copra), are required to be paid into the general
funds of the Treasury of the Philippines or to be held first as a separato
fund and then paid mto the Treasury of the Philippine Islands, to be
used for the benefit of the people and government of the islands. In
order to terminate this arrangement upon the independence of the
Philippines, this section repedls the provisions of the Internal Revenue
Code providing for coverage of such collections into the Philippine
Treasury and requires that all the proceeds of such duties and taxes
collected after July 38,1946, shall be covered into the general fund of the
Treasury of the United States. Under the act of November 8, 1945,
and scetion 19 (a) of the act of March 24, 1934, as added to such act
by section 6 of the act of August 7, 1939, the ‘n'oceeds of the taxes
imposed by sections 2470, 2490, and 2491 of the Internal Revenue
Code, accruing prior to July 4, 1946, are to be paid into the general
funds of the Treasury of the Philippines, Pursuant to the act of
November 8, 1945, and computed in accordance with section 503 of
the Sugar Act of 1937, as amended, the proceeds of taxes collected or
acerued under sections 3490 and 3500 on sugars produced from sugar-
cane’ grown in the Philippines, manufactured in or brought into the
United States on or prior to June 30, 1947, are to be paid into the
general fund of the Treasury of the Philippines.  This seetion provides
that the proceeds of any such taxes actually collected after July 3, 1946
although accruing on or prior thereto, shall be paid into the guncmi
fund of the Treasury of the United States.

SECTION b507. SPECIAL EXCIS8E PROVISIONS RELATING TO PHILIPPINES
REPEALXD

Chapter 28, subchapter B, of the Internal Revenue Code contains
provisions with rvespeet to the application of excise taxes in the
United States and L{m Philippines on shipments between the United
States and the islands and on imports into the Philippines from
countries other than the United States, These provisions are similar
to others in that part of the Code with respect to other possessions of
the United States. As soon as the Philippines are independent, these
provisions will no longer be necessary or consistent with such status,
and, therefore, are repealed as of July 4, 1946, This section also makes
clerieal changes in the Code to adjust it to these repeals,
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S8XCTION 608. TRADFE AGREEMENTS WITH THY. PHILIPPYINES

This section prohibits the making of trade agreoments with the
Philippines under section 350 of the Tariff Act of 1930 during the
effectiveness of the agreement authorized by section 401 of this act,
and between the time of the enactment of this act and the taking effect
of the agreement, unless the President has found that a reasonable
time has clapsed without the agreement taking effect, and has made
the proclamation provided for in section 407,

SECTION 609, RIGHTS OF THIRD COUNTRIES

This scetion providas that the benefits granted by this act, and by
the executive agreernent provided for in title 1V, to the Philippines,
Philippine articles or products, and Philippine citizens, shall not, by
reason of any provision of any existing treaty or agrecment with any
third country, be extended to such country or its products, citizens,
or subjects. This section makes clear that the benefits to the Philip-
sines under this act shall be exclusive and shall not be extended to any
}oreign country, :

SECTION 510. ADMINISTRATION OF TITLE II

Subsection (2) of this section provides that the provisions of title
IT relating to customs duties, quotas, and internal taxes shall be
administered as parts of the customs and internal revenue laws of the
United States.

4 N : : : : fal :

‘Subsection (b) of this section provides that the provisions of title
IT granting certain Philippine citizens nonquota status shall bo
administored ag part of the immigration laws,

BECTION 0511, REPEALS

T'hig section repeals, offective the day after the date of enactment
of the act, the provisions of existing law dealing with the tariff status
of Philippine goods brought into the United States, which subject
matter is fully covered by the provisions of the bill,

SKCTION 512, EFFECTIVE DATE

This section provides that this act shall tako effect tho day afier
the date of cnactment, except the provisions of part 2 of title II
relnting to certein quotas, which will take effect as of January 1, 1946,



CHANGES IN EXISTING LAW

In compliance with paragraph 2a of rule XIII of the Rules of the
House of Representatives, changes in existing law made by the bill, as
introduced, are shown as follows (existing law proposed to be omitted
is enclosed in black brackets, new matter is printed in italic, existing
law in which no change is proposed is shown in roman):

Acr or Marcn 2, 1917

Sec. 9. That the statutory Iaws of the United States not locally inapplicable,
except as hercinbefore or hereinafter otherwise provided, shall have the same force
and effect in Puerto Rico as in the United States, except the internal revenue
[laws} laws, olher than those contlained in the Philippine Trade Act of 1946:
Provided, however, That hereafter all taxes collected under the internal revenue
laws of the United States on articles produced in Puerto Rico and transported to
the United States, or consumed in the island shall be covered into the Treasury of
Puerto Rico,

INtErNAL ReEveNus Cobpr
SEC. 2470, 'TAX.

() Rare.—

* x * * * * *

(2) ADPITIONAL RATE ON cocoNuT o1n~—There shall be imposed (in
addition to the tax imposed by the preceding paragraph) a tax of 2 cents
per pound, to be paid by the processor, upon the first domestic processing of
coconut oil or of any combination or mixture containing a substantial
quantity of coconut 0il with respect to which oil there has been no previous
first domestic processing, except that the tax imposed by this sentence shall
not apply when it is established, in accordance with regulations preseribed
by the Commissioner with the approval of the Seeretary, that such coconut
oil (whether or not contained in such a combination or mixture), (A) is
wholly the production of the Philippine Islands or any LotherJ possession
of the United States, or (I3) was produced wholly from materials the growth
or production of the Philippine Islands or any Lotherd possession of the
Um’te(l States, or (C) was brought into the United States on or before June 9,
1934, or produced from materials brought into the United States on or hefore
June 9, 1934, or (D) was purchased under & bona fide contract entered into
prior to April 26, 1034, or produced from materials purchased under a bona
fide contract entered into prior to April 26, 1934,  The tax imposed by this
peragraph shall nol apply to any domestic processing after July 8, 1974,

* * * * * * *

[SII}II().\%?& COLLECTIONS COVERED INTO THE PHILIPPINTE TRISAS-
tY. ‘

All taxes colleeted under this chapter with respect to coconut oil wholly of
Philippine production or produced from materials wholly of l’hili'i)pinc growth or
[ln'uduction, shall bo held as a separate fund and paid to the Treasury of the
’hilippine Tslands, but if at any time the Philippine Government provides by
any law for any subsidy to be paid to the producers of copra, coconut oil, or allied
products, no further payments to the Phillipine I'reasury shall be made under
this section.}

* * * * * * *
SKC. 2800, TAX.

(8) RaTg,—

* * * » * *. *
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(4) Anconornic comrounps rrOM [Puerro Rico, ViraiN IsLAnDps, AND
Purierings} Purerro Rico aNp VirRery ISLANDS,—

(A) Purrro Rico.—Except as provided in section 3123, upon bay rum,
or any article containing alcohol, brought from Puerto Rico into the United
States for consumption or sale there shall be paid a tax on the spirits contained
therein at the rate imposed on distilled spirits produced in the United Stales,
to be collected at the port of entry by the collector of internal revenue of the
district in which the port is located. The Commissioner, with the approval
of the Secretary, is authorized to make such rules and regulations as may be
necessary to carry this puragrn?h into effect,

(B) Virain Isnanps [AND Pumipeinis].—For provisions relating to tax
on aleoholic compounds from the Virgin [Islands and Philippines, see sections
3350 and 33407 Islands, sce section 3360,

# * * * * * *

CHAPTER 28— * * *

SUBCHAPTER B—PROVISIONS OF SPECIAL APPLICATION TO THE
CPHILIPPINES, VIRGIN ISLANDS,} VIRGIN ISLANDS AND PUERTO

RICO
[PART Y—PHILIPPINE I3LANDS

[SEC. 3340. SHIPMENTS TO THE UNITED STATES,

[(a) Tax Tmrosep IN UNITED STATRS.—

[(1) Amount.—There shall be levied, collected, and paid, in the United
States, upon articles, goods, wares, or merchandise coming into the United
States from the Philippine Islands a tax equal to the internal-revenue tax
imposed in the United States upon the like articles, goods, wares, or mer-
chandisc of domestic manufacture.

L(2) Paymenr.—Such tax shall be paid by internal rovenue stamp or
stamps, to be provided by the Commissioner, and to be aflixed in sich
manner and under such regulations as he, with the approval of the Seeretary,
shall prescribe.

E(b) Lxwumrrion From Tax Tmrosep 1IN 2ue Puiniering Isnanps.—Such
articles, goods, wares, or merchandise shipped from said islands to the United
States shall be exompt from the payment of any tax imposed by the internal
roveuue laws of the Philippine Tslands.

[SIC. 3341, SHIPMENTS T'ROM THE UNITED STATES,

L) T'ax Imrosen 1N PuiniepiNg IsSLANDS. —

(1) Amount.-—There shall be levied, collected, and paid in the Philippine
Islands, upon articles, goods, wares, or merchandize going into the Philipping
Islands from the United States, a tax ¢qual to the intornal revenue tax im-
posed in the Philippine Islands upon the like articles, goods, wares, or mer-
chandise of Philippine Islands manufacture.

L(2) Paymenr.~Such tax shall be paid by internal revenuo stamps or
otherwise, as provided by the laws of the Philippine Islands.

L) Exwsmerion ¥Yrom Tax Iamrosen i Uniren Srares.-—Suech articles,
goods, wares, or merchandiso going into the Philippine Islands from the United
States shall bo exempt from the paymoent of any tax imposed by the internal
revenie laws of the United States,

L(c) Drawpack or 1'ax Pam v rni UnNirenp Stares.—All provisions of law
for the allowanco of drawback of internal revenue tax on articles exported from
the United States are, so far as applicable, extended to like articlos upon which
an internal rovenue tax has been paid when shipped from the United States to
the Philippine Islands, .

[SIEC, 3342, IMPORTS FROM COUNTRIES OTHER THAN THE UNITED
STATES. ‘

[In addition to the customs taxes imposed in the Philippine Islands, thore
shall bo levied, colleetod, and paid theroin upon artieles, goods, wares, or mer-
chandiso imported into tho P[\ilippino Islands from countries other than the
United States the intornal rovenue tax imposed by the Philippine Govornmoent
on like articles manufactured and consumed in the Philippine Islands or shipped
thereto for consumption thorein from the United States.
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[SEC. 3343, DEPOSIT OF INTERNAL REVENUE COLLECTIONS,

L(a) PaymeNT INTO tHE PiiniveINe TREAsURY ~--All internal ravenues collected
in or for account of the Philippine Islands shall acerue intaci to the general gov-
ernment, thereof and bo paid into the insular treasury,

L) Prrinrering Trust Funp,—The duties and taxes collected in the Philip-
pine Archipelago in pursuance of the act of March 8, 1902, ¢, 140, 32 Stat, 54,
and all duties and taxes collected in the United States upon articles coming from
the Philippine Archipelago and upon foreign vessels coming therefrom, shall
not be covered into the general fund of the I'reasury of the United States, but
shall be held as a separate fund and paid into the treasury of the Philippine Islands,
to be used and expended for the government gnd benefit of said islands.

[(c) Cross REFERENCE.—

[ For speclal provisions relating to taxes collected in the case of coconus; oll, seo section 2476.7

[PART 11] PART I—VIRGIN ISLANDS

SEC, 3350, SHIPMENTS TO THE UNITED STATES, )

(a) Taxks Imroskp IN THE UNITED StaTES.—Iixcept as providcd in seection
3123, there shall be levied, collected, and paid in the United States, upon articles
coming into the United States from the Virgin Islands, a tnx equal to the internal
revenue tax imposed in the United States upon like articles of domestic manu-
facture,

(b) ExemrrioNn From Tax Imrosep N Tie VIRGIN YsLAnNDs,—Such articles
shipped from such islands to the United States shall be exempt from the payment
of any tax imposed by the internal revenue laws of such islands,

SEC, 3351, SHIPMENTS FROM THE UNITED STATES.

(n) Tax Imrosep IN ViraiN Isnanps—There shall be levied, collected, and
paid in the Virgin Islands upon articles imported from the United States, a tax
equal to the internal revenue tax imposed in such islands upon like articles there
manufactured.

(H) Exarrion From Tax Imrosep v e Unrrep Sraces.—Such articles
going into such islands from the United States shall be e.\:empt from. payment of
any tax imposed by the internal revenue laws of the United States,

(¢) Draw-Back or 'Tax Pamn iy Ture Unirep Srares.—All provisions of law
for the allowance of draw-back of internal revenue tax on articles exported from
the United States are, so far as applicable, extended to like artieles upon which an
internal revenue tax has been paid when shipped from the United States to the
Virgin Islands,

Lranr 1] PART H—-PUERTO RICO
SIEC. 3360, SHIPMENTS TO THE UNITED STATES,

(n) Rarw or Tax.—Ixecept as provided in section 3123, articles of merchandise
of Puerto Rican manufacture coming into the United States and withdrawn for
consumption or sale shall be subjeet to a tax equal to the internal revenue tax
imposccl in the United States upon the like articles of merchandise of domestic
manufacture,

(b) Payment oF Tax,—

(1) Uron enrry iNTo UNITED STATES,~—Such tax shall be paid by internal
revenue stamp or stamps to be purehased and provided by the Commissioner
and to be procured from the collecter of internal revenue at or most convenient
to the port of entry of said merchandise in the United States, and to be
aflixed under such regulations as the Commissioner, with the approval of the
HBeeretary, shall preseribe,

(2) Brrouk smipMENT FROM Puenrro Rico.—All United States internal
revenue taxes imposed by law on articles of Puerto Rican manufacture
coming into the {Jnited States for consumption or sale may be Pﬂid by
aflixing to such articles before shipment thercof a proper {Jnitu( States
internal revenue stamp denoting such payment,

(A) APPOINTMENT OF DEPUTY COLLECTOR AT SAN JuaN.—For the
purpose of earrying into effeet the ‘)rovlsions of pnmgra{uh (2) of this
subscetion, the Seeretary is authorized to grant to such collector of
internal revenue as may be recommended by the Commissioner, and
approved by the Sceretary, an allowance for the salary and expenses of
a deputy collector to he stationed at San Juan, Puerto Rico, the appoint-
ment of this deputy to be approved by the Secretary,
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(B) BOND OF DEPUTY COLLECTOR AT SAN JuAN.—Before entering upon
the duties of his office such deputy collector shall execute a bond, payable
to the collector appointing him, in such amount and with such sureties
as he may determine,

(C) Dumieg oF DEPUTY COLLECTOR AT SAN Juan,—The collector
will place in the hands of such deputy all stamps necessary for the
payment of the proper tax on articles produced in PPuerto Rico and
shipped to the United States, and the said deputy, upon proper payment
made for said stamps, shall issue them to manufacturers in i’uerto Rico,
All such stamps so issuced or transferred to said deputy shall be charged
to the collector and he accounted for by him as in the case of other tax-
paid stamps, The deputy collector assigned to this duty shall perform
such other work in connection with the inspection and stamping of such
articles, and shall make such returns as the Commissioner may, by
regulations approved by the Secretary, direct.

(D) GENERAL LAWS APPLICABLE.—-All provisions of law relative to
the appointment, duties, and compensation of deputy collectors, inelud-
ing office rent and other necessary expenses, shall, so far as applicable,
apply to the deputy assigned to duty under the provisions of paragraph
(2) of this subsection,

(¢) Derosiv or INTERNAL REVENUE CoLLEcTioNs,—All taxes colleéted under
the internal rovenue laws of the United States on articles produced in Puerto
Rico and transported to the United States, or consumed in the island, shall be
covered into the treasury of Puerto Rico.

SEC, 3361, SHIPMENTS FROM THE UNITED STATES,

(a) Tax Imrosep IN Pukrro Rico.—All articles of merchandise of United
States manufacture coming into Puerto Rico shall be entered at the port of entry
upon psyment of a tax equal in rate and amount to the internal revenue tax
imposed in Pucrto Rico upon the like articles of Puerto Riecen manufacture,

(b) LxemrrioN Froam Tax Imrosep v vue UNrrep Srares.—Articles, goods,
wares, or merchandise going into Puerto Rico, Guam, and American Samoa from
the United States shall be exempted from the payment of any tax imposed by
the internal revenue laws of the United States,

(¢) Drawnack or Tax Pam iy rae Unrrep Srares.—All provisions of law
for the allowance of drawback of internal revenue tax on articles exported from
the United States are, so far as applieable, extended to like artieles upon which
an internal revenue tax has been paid when shipped from the United States to
Puerto Rico, Guam, or Amncrican Samoa, '

Tarirr Acr or 1930

LSEC. 301, PHILIPPINE ISLANDS,

L'There shall be levied, collected, and paid upon all articles coming into the
United States from the I’hilippino Islands the rates of duty which are required to
be levied, collected, and paid upon like articles imported from foreign countries:
DProvided, That all articles, the growth or product of or manufactured in the
Philippine Islands from materials the growth or product of the Philippine Islands
or of the United States, or of both, or which do not contain foriegn materinls to
the value of moro than 20 per centum of their total value, upon which no drawback
of customs duties has been allowed therein, coming into the United States from
the Philippine Islands shall hereafter be admitted free of duty: Provided, however,
That in consideration of the exemptions aforesaid, all articles, the growth, prod-
uet, or manufacture of the United States, upon which no drawback of customs
duties has been allowed therein, shall be admitted to the Philippine Islands from
the United States free of duty: And provided further, 'That the free admission,
herein provided, of such articles, the growth, product, or manufacture of the
United States, into the Philippine Islands, or of the growth, product, or manufac.
ture, as hereinbefore defined, of the Philippine Islands into the Uhited States
shall be conditioned nupon the direct shipment thercof, under a through bill of
Inding, from the country of origin to the country of destination: Provided, That
direet shipments shall inelude shipments in bond through foreign territory con-
tiguous to the United States: Provided, however, That if such articles become
unpacked while en route by accident, wreek, or other casualty, or so damaged as
to necessitante their repacking, the same shall bo admitted free of duty upon
satisfactory proof that the unpacking occurred through accident or necessity and
that the merchandise involved js the rdcnt,ical merchandise originally shipped from
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the United Stetes or the Philippine Islands, as the ease may be, and that its con-
dition haz not heen changed except for such damage as may have been sustained:
And provided, 'That there shall be levied, collected, and paid, in the United States,
upon articles, goods, wares, or merchandise coming into the United States from
the Philippine Islands a tax equal to the internal-revenue tax imposed in the
United States upon the like articles, goods, wares, or merchandise of domestic
manufacture; such tax to be paid by mternal-revenue stamp or stamps, to be pro-
vided by the Commissioner of Internal Revenue, and to be affixed in such manner
and under such regulations as he, with the approval of the Secretary of the Lreas-
ury, shall preseribe; and such articles, goods, wares, or merchandise shipped from
said islandg to the United States shall be exempt from the payment of any tax
imposed by the internal revenue laws of the Philippine Islands: And provided fur-
ther, That there shall be levied, collected, and paid in the Philippine Islands, upon
articles, goods, wares, or merchandise going into the Philippine Islands from the
United States, a tax equal to the internal-revenue tax imposed in the Philippine
Islands upon the like articles, goods, wares, or merchandise of Philippine Islands
manufacture; such tax to be paid by internal-revenue stamps or otherwise, as
provided by the laws of the Philippine Islands; and such articles, goods, wares,
or merchandise going into the Plli‘ippine Islands from the United States shall be
exempt from the pavment of any tax imposed by the internal revenue laws of the
United States: And provided further, "That in addition to the customs taxes imposed
in the Philippine Islands, there shall be levied, collected, and paid therein upon
articles, goods, wares, or merchandise imported into the Philippine Islands from
countries other than the United Htates the internal-revenue tax imposed by the
Philippine Government on like articles manufactured and consumed in the Phil-
ippine Islands or shipped thereto for consumption therein from the United States:
And provided further, That from and after the passage of this Act all internal reve
enues collected in or for account of the Philippine Islands shall acerue intact to
the general government thercof and be paidfinto the insular treasury.]

Acr or Mancn 24, 1934, as AMENDED

Sre, 6. EDuring the period beginning January 1, 1940, and ending July 3, 1946,
trade relations between the United States and the i’hilippines shall be as now pro-
vided by law, subjeet to the following exeeptions:

L(®) On and after January 1, 1941, the Philippine Government shall impose
and colleet nn export tax on every Philippine article shipped from the Philippines
to the United States, except as otherwise specifieally provided in this section,
Said tax shall be computed in the manner hereinafter set forth in this subsection
and in subsection (e) of this scetion,  During the period January 1, 1941, through
Deecember 31, 1941, the export tax on every such article shall be § per eentum of
the United States duty; on each succeeding January 1 thereafter the export tax
shall be inereased progressively by an additional § per eentum of the Uniteld States
duty, exeept that doring the period January 1, 1946, through July 3, 1946, the
export tax shall remain at 25 per centum of the United States duty.

Il',(l)) (1) No export tax deseribaed in subseotion (a) of this seetion shall be im-
posed or eollected upon any Philippine article of a class or kind in respecet of which
a quota is established by subdivision (3) of this subseetion, nor upon copra or
manila (abaca) fiber not dressed or manufactured in any manner,

L£(2) The United States duty shall be levied, enllected, and paid in the United
States upon every article which is of a class or k' < in respect of which a quota iy
established by subdivision (3) of this subsection and which is entered, or with-
drawn from warchouse, for consumption aftér December 31, 1939, in exeess of ity
respeetive quotar Provided, however, That nothing in this section or any subsection
thereof shall he construed to exempt the quota of coconut ofl therein provided for
from the execiso taxes provided for in seetion 2470 of the Internal Revenue Code
(1. R, C,, ch, 21, see, 2470),

E£(3) Tor the purposes indicated in subdivisions (1) and (2) of this subscection,
there are hereby established the following guotas of the designated Philippine
artieles: For the calendar year 1940, the quotas, hereafter ealled original quotas,
shall be as follows:

|'[n. cigars (exclusive of cigarettes, eheroots of all kinds, and paper cigars
and eigarettes ineluding wrappers), two hundred million cigars;

[b. serap tobacco, and stemmed and unstemmed filler tobacco deseribed
in pnrlngmph 6802 of the Tariff Act of 1030, four million five hundred thousand
pounds;

[c. coconut oil, two hundred thousand long tons;
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[ld. buttons of pearl or shell, eight hundred and fifty thousand gross.
For each calendar year thereafter through the calendar year 1045, each of the
said quotas shall be the same as the corresponding quota for the immediately
preceding calendar year, less 6 per centum of the corresponding original quota,

[For the period January 1, 1946, through J ul(ir 3, 1946, each of said quotas shall
be one-half of the corres )onéing quota specified for the calendar year 1945,

f(c) The Philippine Government, in imposing and collecting export taxes on
Philippine embroideries, shall comptte the tax in accordance with the formulas
specified in subsection (a) of this secetion, except that in determining the taxable
value of any such article, an allowance shall be made equal to the cost—cost, in-
surance, and freight the i’hilippines——of any cloth of United States origin used in
the production thereof.

[81) The United States duty shall be levied, collected, and paid, in the United
States, upon all Philippine sugars, which are entered, or withdrawn from ware-
house, for consumption in any oalendar year after 1939, in excess of eight hundred
and fifty thousand long tons, of which not more than fifty thousand long tons
may be refined sugars: Provided, however, That for the period Jnmmr{ 1, 1946
through July 3, 1946, the quota of Philippine sugars, not subject to the United
States duty, shall bé.four hundred and twenty-five thousand long tc.:s, of which
not more than twenty-five thousand long tons may be refined sugars, Any export
tax imposed and collected on Philippine sugars entered or withdrawn from ware-
house for consumption in excess of the quotas established by this subscetion shall
be refunded by the Philii)pinc Government,

L(e) Upon the expiration of the Act of June 14, 1935 (49 Stat. 340), as extended
to May 1, 1941, by proclamation of the President, dated January 26, 1938, the
total amount of all Philippine cordage coming into the United States which may
be entered or withdrawn from warehouse, for consumption during the remainder
of the calendar year. 1941, shall not exceed four million };ounds and in any calendar
vear after 1941 shall not exceed six million pounds: Provided, however, That for
the period January 1, 1946, through July 3, 1946, the total amount of Philippine
cordage which may be entered, or withdrawn from warchouse, for consumption
shall not exceed three million pounds.

L(f) (1) The quotas for sugars established by subsection (d) of this section shall
be allocated annually as preseribed in section 6 (d) of the Act of March 24, 1934
5\48 Stat. 456), which section in this respect is not repealed by this amendatory

ct. ‘

L£(2) The quotas for cordage, established by subsection (e) of this section, and
by the Act of June 14, 1035, shall be allocated by authorities of the Philippine
Government among the manufacturers of such commodities proportionately upon
the basis of the shipment of cach such manufacturer to the United States during
the twelve months immediately preceding the inauguration of the Commonwealth
of the Philippines. ’

L£(3) The quotas for all articles for which quotas are established by this sec-
tion, except sugars and cordage, shall in each instance be allocated by authoritics
of the Philippine Government among the manufacturers whose products were
shipped to LSm United States during the calendar year 1937, on the basis of the
{)ropor(;lon which each manufacturer’s maximum production shipped to the

Inited States, directly or through other persons, in angr calendar year during the
five-year period, 1933 through 1937, bears to the total o
of all such manufacturers,

L(4) If, aftor the first nine months of any quota year, the holder of any allot-
ment under any of the quotas established by this Act or by the Act of June 14,
1935, is or will be unable for any reason to ship to the United States by the end of
the quota year the total amount of his allocation for that year, the Philippine
Government shall apportion that amount of such allocation which it iy estah-
lished by sufficient evidence cannot be shipped to the United States during the
romainder of the quota year in such manner and in accordance with such rules
and regulations as it may prescribe.’]

(g) (1) The Philippino Government, shall pay to the Secretary of the Treasury
of the United States, at the end of each calendar (‘!nartor, all of the moneys received
during such quarter from export taxes (less refunds), imposed and colleeted in
accordance with the provisions of this section, and said mone?'s shall be deposited
in an account with the Treasurer of the United States and shall constitute a supple-
mntary sinking fund for the payment of bonds of the Philippines, its Provinces,
cities, and municipalities, issued prior to May 1, 1934, under authority of Acts of
Congress: Provided, however, ''hat moneys received from any export tax imposed
on any article which is shipped from the Philippines to the United States prior to

such maximum shipments

S. Repts,, 70 2, vol, 2--—19 .
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July 4, 1946, and which is entered, or withdrawn from warehouses for consump-
tion, on or after July 4, 1946, shall be refunded by the independent Government
of the Philippines.

(2) The said Scecretary of the Treasury is authorized to accept the deposits of
the proceeds of the export taxes referred to in subdivision (1) of this subsection
in accordance with the Act of June 11, 1934 (48 Stat. 929). .

(3) The Secretary of the Treasury of the United States, with the approval of
the Philippine Government, is authorized to purchase with such supplementary
ginking-fund bonds of the Philippines, its Provinces, cities, and municipalities,
issued prior to May 1, 1934, under authority of Acts of Congress and to invest
such fund in interest-bearing obligations of the United States or in obligations
guaranteed as to hoth principal and interest by the United States, Whenever
the Secretary of the 1'reasurer finds that such fund is in excess of an amount
adequate to meet future interest and principal payments on all such bonds, he
may, with the approval of the Philippine Government, purchase with such excess
any other bonds of the Philippines, ita Provinces, cities, municipalities, and instru-
mentalities. For the purpose of this subscction obligations may be acquired on
original issue at par, or by purchase of outstanding obligations at the market

rice, Any obligations acquired by the fund may, with the approval of the
Philippine Government, be sold bf' the Secretary of the Treasury at the market
price and the proceeds of such sale and the proceeds of the payment upon ma.
turity or redemption of any obligations held in the supplementary sinking fund,
as well as all moneys in any manner earned by such fund or on any obligations
acquired by said fund, shall be paid into the said fund. .

24) During the three months preceding July 4, 1946, the Philippine Govern-
ment and the Secretary of the Treasury of the United States shall confer to
ascertain that portion of the bonds of the Philippines, its Provinces, citics, and
municipalities, issued prior to May 1, 1934, under authority of Acts of Congress,
which will remain outstanding on July 4, 1046; and the Philippine Government
shall turn over to the Secretary of the T'reasury of the United States for destruc-
tion all such honds that are then held, canceled, or uncanceled, in any of the
sinking funds maintained for the payment of such bonds. After such outstanding
portion of this indebtedness is thus deteriined, and before July 4, 1946, (i) there
shall be set up with the Treasurer of the United States a special trust account in
the name of the Secretary of the Treasury of the United States to pay future
interest and principal payments on such bonds; (ii) the Philippine Government
shall pay to the Sceretary of the T'reasury of the United States éor deposit in this
special trust account all of the sinking funds maintained for the payment of such
bonds; and (iii) the Seeretary of the T'reasury of the United States shall transfor
into this special trust account all of the procceds of the supplementary sinking
fund referred to in subdivision (1) of this subsection, Any portion of such special
trust. account found by the Sceretary of the T'reasury of the United States on
July 4, 1946, to be in excess of an amount adequate to meet future interest and
yrincipal payments on all such outstanding bonds shall bo turned over to the
I'reasury of the independent Government of the Philippines to be set up as an
additional sinking fund to be used for the purpose of liquidating and paying
nll other obligations of the Philippines, its Provinces, cities, municipalities, and
ingtrumentalities,  To the extent that such special trust account is determined
by the Secretary of the Treasury of the United States to be insufficient to pay
interest and principal on the outstanding honds of the Philippines, its Provinces,
citieg, and municipalities, issued prior to May 1, 1034, under authority of Acts of
C‘ongress, the Philippine Government shall, on or hefore July 3, 1946, pay to the
Secretary of the Treasury of tho United States for deposit in such speeial trust
account an amount which said Secretary of the Treasury determines is required
to assure payment of princilpnl and interest on such bhonds: Provided, however,
‘T'hat if the Sceretary of the 'reusurly of the United States finds that this require-
ment would impose an undue hardship upon the Philippines, then the Philippine
Government, shall continue to provide annually the necessary funds for the
payment of interest and prineipal on such bonds until such time as the Scerctary
of the Treasury of the United States determines that the amount in the special
trust account is adequate to meot interest and principal payments on such bonds,

(5) On and after July 4, 1946, the Sceretary of the I'reasury of the United
States 18 authorized, with the approval of the independent Government of the
Phililll)pines, to purchase at the market price for the speeial trust account bonds of
the hilis)pines, its Provinces, cities, and munici )al’ties, issued prior to May 1,
1934, under authority of Acts of Congress, The Seeretary of the Treasury of the
United States is also authorized, with the approval of the independent Govern-
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ment of the Philippines, to invest all or any part of such special trust account in
any interest-bearing obligations of the United States or in any obligations guaran-
teed as to both principal and interest by the United States. Such obligations
may be acquired on original issue at par or by purchase of outstanding obligations
at the market price, and any obligations acquired by the special trust account may,
with the approval of the independent Government of the Philippines, be sold by
the Secretary of the Treasury at the market price and the proceeds of the payment
upon maturity or redcm?[tion of such obligations shall be held as a part of such
special trust account. Whenever the special trust account is determined by the
Secretary of the Treasury of the United States to be adequate to meet interest
and principal payments on all outstanding bonds of the Philippines, its Provinces,
cities, and municipalities, issned prior to May 1, 1934, under authority of Acts of
Congress, the Secretary of the Treasury is authorized to pay from such trust
account the principal of such outstanding bonds and to pay all interest due and
owing on such bonds, All such bonds and interest coupons paid or purchased
by the speecial trust account shall be canceled and destroyed by the Sceretary of
the Treasury of the United States, From time to time after July 4, 1940, any
moneys in such special trust account found by the Sceretary of the Treasury of the
United States to be in excess of an amount adequate to meet interest and principal
payments on all such bonds shall be turned over to the treasurer of the inde-
pendent Government of the Philippines. .

[(h) No article shipped from the Philippines to the United States on or after
January 1, 1941, subject to an export tax provided for in this section, shall be
admitted to entry in the Unmited States until the importer of such article shall
present to the United States collector of customs a certificate, signed by a com-
petent authority of the Philippine Government, setting forth the value and
quantity of the article and the rate and amount of the export tax paid, or shall
give a b()ild for the pioduction of such certificate within six months from the date
of entry.

* * * * * * *
TARIFF DUTIES AFTER INDEPENDENCE

Ske, 13, FAfter the Philippine Islands have become a free and independent
nation there shall be levied, collected, and paid upon all articles coming into tho
United States from the Philippine Islands the rates of duty which are required to
he le\:']ic(l, collected, and paid upon like articles imported from other foreign coun-
tries: ,

There shall promptly be held a conference of representatives of the Govern-
ment of the United States and the Government of the Commonwealth of the
Philippines, such representatives on the part of the Government of the United
States to consist of three United. States Senators appointed by the President of
the Senate, three Members of the House of Representatives appointed by the
Speaker of the House, and three persons appointed by the President of the United
States, and on the part of the Philippines to consist of nine representatives to be
uppointed by the President of the Commonwealth of the Philippines; each
appointee shall serve at the pleasure of his ap{)roprluto appointing authority; the
suid Comimission to be known as the Filipino Rehabilitation Commission, subject
to the following conditions and with the following powers and duties:

(1) The members: of the Commission shall be appointed not later than fifteen
days after the passage of this Act. Within ten days thereafter the ranking
member of the Senate appointees and the ranking member of the Filipino
nppointees shall jointly call a meeting of the Commission to be held in the Capitol
of the United States for the purpose of organization, In case of death or resigna-
tion of a member, such vacancy shall be filled by the original appointing power,

(b) The Commission shall investigate all matters affecting Postwar economy,
trade, finance, cconomic stability, and rchabilitation of the Philippine Islands,
including the matter of damages to public and private property and to persons
oceasioned by enemy attack and occupation,

{(¢) To formulate rocommendations based upon such investigations and for
future trade rolations botween the Unitod States and the indopendent Philippine
Yepublic when ‘established and to consider the extension of the present or hereto-
fore agreed upon trade relations or othorwiso for a period of years to make adjust-
wents for the period of occupancy by tho Japancse in order to reestablish trade
relations as provided for in the original Independounce Act.



70 PHILIPPINE TRADE ACT OF 1946

(d) The Commission is authorized to employ expert legal and clerieal assistance
to establish offices in the Philippine Islands and in the United States, and tomake
rules and regulations for the transaction of its business pertinent to the pro-
visions of this Act.

(¢) The Commission shall make annual reports to the President of the United
States and to the Congress, and to the President and the Congress of the Philip-
pines, and more frequently if so desired, and make such recommendations from
21110 to time as it deems necessary to carry out the purpoves and intents of this

ct.

(f) The Commission is authorized to fix the salary of all necessary expert and
clerical assistance, to provide for travel and other expenses incident to its labor,
and to do all other things pertinent to this Aet. The annual compensation of the
United States members of this Commission, other than those holding official posi-
tions under the United States Government, shall be on a per diem basis at the
rate of $10,000 per annum, The compensation of the Philippine members of the
Commission shall be determined by the Government of the Philippine Common-
wealth, The United States, as hercin provided, shall compensate the members
of the Commission who represent it, and the Commonwealth of the Philippines,
or the Filipino Republie, as the case may be, shall compensate the members of the
Commission appointed by it or them, Otherwise, the expenses of the Commission
shall be cqually borne by the United States and the Commonwealth of the Philip-

.

pines, or the Yilipino Republie, as the case may be.

O



