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STRATEGIC STOCKPILE POLICY

TUESDAY, NOVEMBER 14, 1978

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS

'TV ashington,D.0 D.C.

The committee met at 10:05 in room 5302 of the Dirksen Senate
Office Building, Senator William Proxmire (chairman of the com-
mittee) presiding.
Present: Senators Proxmire, Lugar, and Schmitt.
Also present: Senator Gary Hart.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

The CHAIRMAN. Please come to order.
Today's hearing on strategic stockpile policy is another in the series

of defense industrial base hearings initiated by the Joint Committee
on Defense Production in 1976. The 1976 hearings raised serious ques-
tions about the new Ford stockpile policy. Despite President Carter's
reaffirmation of this policy in 1977, serious questions still linger and
require further congressional scrutiny.
These questions do not concern the basic wisdom of maintaining

some stocks of strategic and critical materials. These stocks both in-
sure the integrity of our defense industrial base and deter the would-be
aggressor. Nevertheless, the size of the strategic stockpile is still subject
to question.
The current policy would cost nearly $12 billion and would prepare

us to fight World War II. It is astonishing that this enormous cost
has received so little attention. But, it is even more astonishing that
part of our national security establishment is still preparing for World
War IT.
Not surprisingly, our military capabilities, preparation, and plan-

ning have evolved considerably since the 1940's to the point  where
reliance on the World War II scenario borders on the absurd. Why are
we stockpiling for this age-worn contingency when logic points us in
another direction?

Today's hearings will focus on the three stockpile policy assump-
tions which reflect World War II-era thinking. First, the policy as-
sumes a major war of at least 3 years' duration. Second, it assumes a
protracted period of prewar industrial mobilization. And third, it
assumes some civilian austerity, but still provides for considerable
nonessential civilian consumption.
Each of these assumptions greatly inflates the overall cost of stock-

piling. The first roughly triples the cost of a stockpile based on a 1-year
war the second adds over $3 billion, and the third adds over $6 billion.

(1)
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During the 1976 hearing, I questioned General Bray of the Federal
Preparedness Agency about the 3-year major war assumption. General
Bray responded that we should keep our options open. He suggested
it would be extremely risky for us to enter a situation in which we do
not have the option to continue a large-scale non-nuclear conflict.
I agree that we should keep our options open, but within reason.

Preparation for a protracted major conflict of at least 3 years seems to
go beyond reason.
The strategic stockpile is the only component in our national secu-

rity structure geared to this extreme contingency. If this contingency
threatens, why is it virtually ignored by the rest of our national secu-
rity establishment?
To argue that this situation is possible though highly improbable,

does not offer sufficient justification for the expenditure of $12 billion.
One must argue instead that this is the best allocation of our limited
resources available for national security purposes. One must argue
that the increase in our level of national security justifies an added
$4- or $8-billion expenditure in the strategic stockpile. And, if one can
make these arguments, one must explain how we can afford, from a
national security standpoint, to delay fulfillment of the stockpile goals
for 15 to 20 years. To argue the national security need on the one hand,
and to delay the acquisition of materials on the other, strikes me as
highly inconsistent.
A second issue we will address today is the assumption about a pe-

riod of prewar industrial mobilization. I understand this assumption
to mean a period of mobilization such as that which preceded World
War IT.
During World War II we sat out the first 2 years and had an op-

portunity to prepare. Does this mean that stockpile planners assume
we could do the same today? If so, how? Our troops are already at
the front line in Europe.
If the stockpile planners envision alternative scenarios in which we

mobilize industry in a situation short of war or imminent war, it would
be interesting to hear these scenarios. I find it extremely difficult to
think of any, that are realistic, anyway. The political and economic
considerations surrounding a full-scale industrial mobilization would
be prohibitive.
But, for the sake of argument, let's assume such a scenario would

be probable. Why don't we have contingency plans to mobilize in-
dustry? And, why don't we have plans to expand our stockpiles of
strategic and critical materials during this period of mobilization?
These, too, are glaring inconsistencies.
The third issue we will consider concerns the level of civilian aus-

terity during a major conflict. The stockpile, planners assume some
shift from durables to nondurables and some reduction in overall
civilian consumption. And yet, nearly 55 percent of the stockpile cost
is geared toward nonessential civilian consumption.
How do we justify this? We have a stockpile for defense purposes,

but only 20 percent is intended for military needs and another 25 per-
cent for essential civilian needs. The other 55 percent is, in effect, an
economic stockpile—insurance that nonessential industries will stay
open and that civilians will maintain relatively high levels of non-
essential consumption.
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During the Ford administration's review of stockpile policy, the
Office of Management and Budget, the Treasury Department, and the
Council on International Economic Policy all recommended a policy
which omitted the provision for nonessential civilian consumption.
These agencies felt that inclusion of this nonessential tier did not

reflect sufficient belt-tightening efforts.
That point is particularly important. The agencies in the best posi-

tion to judge the needs of a wartime economy felt this economic tier
was unnecessary, so why was it included? It is not necessary for the
military effort, it is not necessary for essential civilian needs, and it is
not necessary for the economy. It is fluff—fluff which increases the
stockpile cost by $6.3 billion.
During today's hearing we will examine all of these issues concern-

ing the stockpile assumptions. We will also hear from Dr. Philip
Gramm and Dr. Charles Maurice, who have studied the opportunity
cost of conservation and stockpiling. Their work sheds new light on
the argument that the strategic stockpile benefits the American tax-
payer by appreciating in value over time.
But first, we will hear from Senator Gary Hart of Colorado. As

chairman of the Armed Services Committee, Subcommittee on Mili-
tary Construction and Stockpiles, the Senator has spent considerable
time studying stockpile issues, and is certainly one of the outstanding
experts in the Senate on the issue.
Before we turn to you, Senator Hart, I would like to ask Senator

Schmitt to speak.

OPENING STATEMENT OF SENATOR SCHMITT

Senator ScFarrrr. Thank you, Mr. Chairman.
I think it is extremely important that you have scheduled these

hearings in order to examine the issue of stockpiling.
I think in your opening statement, however, you have focused on

only one part of the question; that being the relation of stockpiles to
our national security—the direct relation of stockpiling to our national
security.
I do not believe that we will agree on all aspects of that.
I also, however, think that these hearings must focus on threats to

our national economy and to our foreign policy options that are repre-
sented by excessive dependence on foreign supplies of various
commodities.
If the oil embargo of 1973 and 1974 has taught us anything, it taught

us the dangers of being overly dependent on the import of any par-
ticular essential commodity. And our reaction to that has been to
begin to stockpile oil.
Now I support that action, although I do not think that in that time-

frame it was the best option. I believe very strongly that in general
where we have the natural reserves ourselves, the natural resources
ourselves, that it is much better to develop those natural resources
either for production or for standby rather than stockpile. Stockpiles
are used up very rapidly in a state of crisis, whereas natural reserves
can provide the same options as stockpiles over a longer period of
time.
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The United States began stockpiling in 1940 when legislation
authorized the Treasury Department to purchase modest quantities of
certain strategic materials for which this country is heavily dependent
on imports.
I would ask, Mr. Chairman, that the remainder of my statement

that discusses the history of stockpiling, be included in the record at
this point.
The CHAIRMAN. Without objection, it will be so included.
[The remainder of Senator Schmitt's statement follows:]
At the conclusion of World War II, the United States held consider-

able quantities of essential metals and minerals needed either in a war-
time or peacetime economy. Thus, when, in 1946, Congress enacted
basic stockpile legislation, large tonnages of essential metals and min-
erals were already on hand.
U.S. involvement in the Korean war in the early 1950's greatly

accelerated interest in stockpiling, and until 1957, there was a period
of active procurement by the Government.

Shortly after John F. Kennedy became President in early 1961, an
evaluation of the stockpile program was conducted, and in the mid-
1960's, many of the commodities in the stockpile were liquidated. Of
the six major nonferrous metals held in the Government stockpile—
aluminum, copper, lead, nickel, tin and zinc—the Government, since
1963, has greatly reduced its holdings of lead and zinc and has sub-
stantially reduced its holdings of tin, a commodity for which this
country is entirely dependent on imports, originating primarily from
countries of the Third World.
Unfortunately, the large budget deficits of the Kennedy, Johnson

and Nixon administrations made the liquidation of these inventories
for their cash value a temptation too great to pass up.
Following President Nixon's declaration that the national security

would be adequately met with stockpiles equivalent to only 1 year's
military requirements, Members of the Congress raised questions as to
the adequacy of such limited stockpile objectives. As a result of con-
gressional reluctance to authorize further disposals, the Ford adminis-
tration undertook a new stockpile study. The study restated the
objectives of the national stockpile in terms of a 3-year emergency,
including consideration of the needs of the civilian population as well
as security needs. Last fall, the Carter administration reaffirmed its
agreement with the general principles of the program as outlined by
the previous administration.
The stockpile goals, however

' 
remain largely unachieved. There have

been no major acquisitions for the national or supplemental stockpiles
since 1959 while disposals between 1959 and 1977 have totaled $7.2 bil-
lion. The United States thus remains vulnerable to critical shortages
of strategic materials. The oil embargo of 1973 should have demon-
strated the dangers of a short-sighted policy of not holding quantities
of critical commodities in reserve, and while we have made efforts to
increase our reserves of oil since then, we have made no progress in
regard to other critical commodities. It appears that we have not yet
learned our lesson.
I am particularly concerned about the shortfall in copper. Copper

has literally dozens of strategic uses. It is needed in the manufacture
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of motors, machinery, transmission lines, cartridges cases for small
arms, fuses, and time devices, and most of its military uses overlap
with applications in the private sector. But there are at present only
20,433 tons of copper in the stockpile against a goal of 1,300,000 tons.
On the other hand, there are over 200,000 tons of tin in the stockpile,
but the tin goal is only 32,500 tons. I was pleased to cosponsor legisla-
tion in the last Congress which would have authorized the sale of
45,000 tons of tin and simultaneous purchase of 225,000 tons of copper
in order to balance out this situation. I intend to work actively for the
passage of this legislation in the next Congress as a first step in meeting
stockpile goals.
There has been concern expressed with regard to the $7 billion acqui-

sition costs involved with achieving the objectives of the national
stockpile. However, in a $2 trillion economy, an investment in this
range, made over several years is not excessive. The United States
must remain prepared for whatever emergency may confront us and
must, to the greatest extent possible, maintain its self-sufficiency in
critical materials. I hope these hearings will provide an added impetus
to the fulfillment of the objectives of the strategic stockpile as soon as
possible.
I am particularly concerned, as many western Senators are, about

the shortfall of copper. Copper has literally dozens of strategic uses.
It is needed in the manufacture of electrical equipment, transmission
lines, a variety of materials for artillery and other armaments. And
its military uses clearly overlap with essential applications in the
private sector.
Again I would like to emphasize though, an issue that we have not

discussed adequately in the 95th Congress, which I hope will be dis-
cussed further there today, and that is the tradeoff between the pur-
chase of stockpile materials versus the encouragement in a variety of
ways of the development of natural resources of the same material.
Again, if we develop a major oil field that is capable of producing

1 million barrels a day for a period of 10 or 20 years, we have a much
better stockpile in quotes, than we do putting a year's supply of oil that
could be produced, one million barrels a day, in salt water.
The same kinds of arguments can be applied to the copper industry,

lead, zinc, silver or gold or any other strategic materials that one may
want to list.
Now there are some strategic materials that we literally do not have

a close approximation of economic reserve in this country. Tin at the
present time is one such reserve. So a tin stockpile is very important
for our national security and national ecomony. However, at the
present time it is clear that the tin stockpile is in excess and the copper
stockpile is not, and that some trade can be made there not only for
strategic purposes, but also for domestic economic purposes related
to a presently extremely depresed industry namely, the copper
industry.
Mr. Chairman, I look forward to the remainder of the hearings. I

thank you again for holding these hearings on this very important
issue.
The CHAIRMAN. Thank you, Senator Schmitt.
Senator Hart, glad to have you. Go right ahead, sir.
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STATEMENT OF GARY HART, U.S. SENATOR FROM THE STATE OF

COLORADO; ACCOMPANIED BY EM SMITH, PROFESSIONAL STAFF,

SENATE ARMED SERVICES COMMITTEE

Senator HART. Thank you, Mr. Chairman.
Mr. Chairman, I am appearing today at your request for the purpose

of presenting my views, and where appropriate, those of the Armed
Services Committee on strategic stockpile policy.
As you know, Senate Resolution 4, which set out jurisdictional re-

sponsibilities for the 95th Congress specifies that the Senate Commit-

tee on Armed Services shall have jurisdiction over "strategic and
critical materials necessary for the common defense."
That jurisdictional responsibility has been further delegated to the

Senate Armed Services Subcommittee on Military Construction and
Stockpiles of which Tam pleased to be chairman.
My appearance at this hearing today should in no way be construed

as agreement on my part that the Senate Banking Committee has
jurisdiction over strategic stockpile policy. In fact, I considered at
length whether my appearance before the committee would be ap-
propriate in that regard.
However. I feel that the strategic stockpile is of such importance

to our national defense, that it deserves discussion in any public
forum.
The committee is, I assume, aware of the history of the strategic

stockpiles and I shall not dwell on it. But it is important to note that
until last year, the strategic stockpiles had been in a state of legislative
limbo. Essentially, no acquisitions for the stockpile have been made
since 1959, no disposals have been authorized since 1973.

Needless to say the strategic stockpiles are badly out of date—the
wrong commodities are stored in the wrong places in the wrong form.
A complete overhaul of our strategic stockpiles is badly needed.
In late 1975 the Ford administration undertook an exhaustive study

of the strategic stockpiles and, in the fall of 1976, announced a new
stockpile policy.
Before the Ford administration could implement that policy, Presi-

dent Carter was elected and early in his tenure, he placed a moratorium
on all stockpile activity until stockpile policy could be reviewed.
About a year ago the Carter administration announced its endorse-

ment of the Ford stockpile policy with one important modification and
the fiscal 1979 budget submitted to Congress by the administration re-
flected that position.
The modification made by the Carter administration was to reorient

priorities to provide for the early acquisition of materials needed for
a NATO contingency.
My subcommittee held an oversight hearing on September 9, 1977,

to get a report on the evolving Carter stockpile policy, and then on
March 8 and 9, 1978, the subcommittee heard indepth testimony from
the. administration and industry to examine all pending stockpile legis-
lation including that requested by the administration in support of the
fiscal 1979 budget.
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During our review it became apparent that existing stockpile law,
the Strategic and Critical Materials Stock Piling Act of 1939 was, like
the stockpiles themselves, badly out of date and in need of substantial
revision.
The subcommittee completely rewrote stockpile law to bring it up

to date and to bring it into conformance with current stockpile policy.
That bill, which used the House-passed bill H.R. 4895, as a legisla-

tive vehicle, was unanimously ordered reported by the Senate Armed
Services Committee. This legislation was fully supported by the cur-
rent administration.
In that regard, Mr. Chairman, I would ask your consent and that

of the committee to introduce at this point in the record, letters from
the administration, particularly from the Office of Management and
Budget, indicating the administration's support for that legislation.
I consider the enactment of this legislation to be necessary before any
buying and selling of commodities is undertaken.
[The information follows:]
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGE
T

WASH I NGTON. D.C. 20503

Honorable Gary Hart
Chairman, Subcommittee on Military
Construction and Stockpile
Committee on Armed Services
United States Senate
Washington, D.C. 20515

Dear Mr. Chairman:

August 2, 1978

AFJ1ED SEP'.'iCES

rifT

Le. 1%41.17;

U
U. S. EENATE

I would like to state strong Administration support of National

Defense Stockpile legislation, H.R. 4895 and S. 2635, now under

consideration by the Senate. We have reviewed proposed Amendments

to these Bills put forward by Senator Proxmire (Amendments No. 3313

to S. 2635 and Nos. 3314-16 to H.R. 4895). We oppose these Amend-

ments for the reasons put forth in the letters to you dated 31 July

1978 from Joseph Mitchell of the Federal Preparedness Agency.

We also understand that an Amendment to H.R. 4895 may be

offered during Senate floor debate which would direct the
Administrator of General Services to sell tin and other excess

materials from the stockpile and to use the proceeds from such
sales for the purchase of 250,000 tons of copper. We are
strongly opposed to this Amendment. We endorse the letter
to you on this subject, again dated 31 July, from the Federal
Preparedness Agency.

Sincerely,

ward R. Jayne
Associate Director for
National Security and
International Affairs
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General Federal
Services Preparedness

\-.IPN)N Administration Agency Washington, DC 20405

Honorable Gary Hart
Chairman, Subcommittee on Military
Construction and Stockpiles
Committee on Armed Services
United States Senate
Washington, DC 20515

Dear Mr. Chairman:

It has come to my attention that Senator Proxmire has had Amendments
No. 3314, 3315, and 3316 printed with a view toward proposing their
addition to H. R. 4895.

Amendment No. 3314

The apparent intent of Amendment No. 3314 is to limit the stockpile
in order not to provide for the general industrial needs for raw materials.
The Administration opposes this-amendment. In the past, the strength
of the United States industrial base has provided the critical difference
during national emergencies. It has been the clear intent of past
Congresses to provide for and maintain this industrial base. This
Administration also supports such an objective. In addition, the definition
of the term, "essential civilian" in this amendment seems inappropriate
in view of the fact that the other terms in the sentence (i. e. , "military,
industrial") are not defined.

Amendment No. 3315

Amendment No. 3315 proposes to change the period of stockpiling for
a national emergency from three years to one year. The Administration
opposes this amendment on the grounds that it could jeopardize national
security. Two Presidents, President Ford and President Carter, have
approved the stockpile planning process within the context of a three-year
conflict. It is the belief of the Administration that a reduction to one-year
planning will not provide sufficient protection for our Nation. Strategic
and critical materials are materials for which the United States is heavily
import-dependent. The Administration feels that providing such materials
for a one-year emergency only is not prudent.
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Amendment No. 3316 

Amendment No. 3316 would require that interest on the value of

the National Defense Stockpile be paid annually. The Administration

opposes this amendment as a useless bookkeeping transaction. It would

mean that the Executive Branch would have to seek an appropriation

which would be paid out of the Treasury and which would be repaid into

the Treasury. Such a requirement was placed on the Defense Production

Act Inventory in 1974. However, the Congress has consistently ignored the

requirement and has never voted any appropriations for such a payment.

The Office of Management and Budget has advised that, from the standpoint

of the Administration's program, there is no objection to the submission

of this letter.

We request your support and the support of the Congress in opposition

to these amendments.

Sincerely,

JOSEPH A. MITCHELL

Director
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Senator HART. Unfortunately, consideration of this legislation was
forestalled during the final weeks of the 95th Congress.
My current intentions are to reintroduce this legislation early in the

96th Congress and to get it considered and acted on at the earliest
possible time.
Let me say, Mr. Chairman, in this regard, that my intent and that

of the subcommittee and the full Armed Services Committee in sep-
arating policy from commodity, is to address one of the fundamental
issues that I think concerns the chairman of this committee.
It became apparent to me as a relative novice in this field, once I got

into it, that part of the reason that the policy of stockpiling is so
fouled up is that it has constantly been a vehicle for special interests.
We are not going to get a modern, updated stockpile policy for this

country and for our national security until we separate the two. So
long as we make every stockpile bill a vehicle for one interest or
another to add or subtract or manipulate the market, we are not going
to have the kind of stockpile that we need, and that was exactly the
intent of this Senator and the subcommittee which I have chaired and
the full committee.
So I think for those who are concerned about the integrity of the

stockpile—the integrity of the stockpile—we are going to have to have
a modern stockpile policy and a piece of legislation that reflects that
policy separate from individual commodity transactions.
If we let that policy bill become the vehicle for the purchase or sale

of any commodity, we are going to let every Senator or every member
in the Congress reflect his or her own individual preference, regional
interests, home town or home State political concerns, and genuine
concerns about the economy in one part of the country over another.
We will have a botched up; confused, complicated stockpile policy

that does not reflect the genuine total national interest.
To the degree that this committee or any other Members of the Con-

gress are concerned about the integrity of the stockpile and having it
separate from its impact on economic policy, I would invite their sup-
port for the policy bill or some variation of it, which I attempted to get
passed in the last Congress.
I know that the chairman is concerned about three aspects of this

legislation. I would like to discuss each briefly.
First, let me begin in an area where I think we are in agreement. The

purpose of the stockpiles is to provide "strategic and critical materials
necessary for the common defense." The buying and selling of mater-
ials will have an impact on the market however, the overriding con-
sideration in any transaction must be to satisfy the requirements for
national defense.
That is what the law says—not to stimulate the economy in one

industry or another, not to help out the unemployment picture, not to
salvage a failing or dying or crippled industry, not to impact inter-
national economics, but to provide for the national defense.
Therefore, in my view it's absolutely necessary to define a systemfor determining national defense stockpile requirements, and to followthat system exactly. This was done by the Ford-Carter policy. It wasreflected in the policy bill reported by the Armed Services Committee.
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Some of the most pervasive lobbying I have seen on Capitol Hill

occurred by special interest groups who were trying to control or at

least influence commodity prices on many stockpile materials.
The only way to fend off this lobby is to define and follow a system

for determining national defense stockpile requirements.
The Ford-Carter stockpile policy provides for sizing the stockpiles

to accommodate a 3-year war. While I do not feel that a long-term,

3-year conventional war is the most likely threat scenario faced by
the United States, it is the threat that dictates the ultimate stockpile
size. In this regard, let me make three points.

First, strategic planners in two administrations, two recent ad-
ministrations, have examined this question in depth and have con-
cluded that the 3-year, 11/2 war threat scenario should drive stockpile
sizing.
Now, Mr. Chairman, if we could count on a 1-year war, as the

chairman's opening statement indicated, we could make some other
substantial changes in addition to reductions in the stockpiling, and
they would be substantial. For example, we could reduce our mobili-
zation base, get rid of standby production facilities, and in addition
eliminate large segments of our reserve forces.
Now, all of those things and others might be desired by individual

Members of Congress. But they are there because of the strategic
planners' beliefs, and prudent beliefs I think, in what the world threat
represents to this Nation, I think it is prudent, and I for one have
not seen evidence sufficient to make that substantial risk worth taking.
My point here is that if one determines that a 3-year, 11/2 war

scenario is unrealistic, then an awful lot of consequences flow from
that, other than just reducing the size of the stockpile.
I think that if it should become the policy of the Congress and the

Government of the United States to reduce the stockpile, we might as
well take a hard look at those other substantial defense requirements
that are reckoned as part of our defense strategy and policy also,
because they are linked, I think, inextricably together.
Second, the Soviet Union's strategic planners consider a sustained,

conventional war as an option with a high chance of success.
That is borne out by a variety of kinds of literature by the Soviets

themselves. Numbers of people, natural resources, ever-increasing
naval power, and basic ideology would all favor a foe such as the
U.S.S.R. in a protracted, non-nuclear war that would tax the moral
courage and the industrial might of the free world.
A 3-year stockpile of vital raw materials should give the Soviet

Union considerable pause before undertaking such an option.
Let me point out also, Mr. Chairman and members of the committee,

that all out war with the Soviet Union isn't the only scenario. The
last two wars in which this country has been involved—and that point
has been made a variety of times—have been in Korea and in South-
east Asia.
In the Korean situation we're talking about a 3-year or more com-

mitment. And in Southeast Asia, anywhere from 5 to 8 years, depend-
ing on how one defines it.
In neither of those situations were our sea lines of communications

challenged because we weren't up against enemies with either the intent
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or the capability of doing that. But what we're trying to contemplate,
I think, and what the strategic planners are trying to contemplate,
is a situation somewhere between the Korean and Vietnam situation,
and perhaps short of all-out war with the Soviet Union or anyone else,
where sea lines of communications might be reduced or where the
supply of vital raw materials for our own economy was tied up in
Africa or Latin America or somewhere else such as, petroleum or
any one of a whole variety of other raw materials that are necessary to
keep the economy going for a long period- of time whether we are
in fact in all-out war with the Soviet Union or anybody else.

Finally, Mr. Chairman, the stockpile policy that has evolved will
not result in a 3-year stockpile overnight.
There is an orderly, systematic procedure to reshape the existing

stockpiles over time. In fact, for the next 3 to 5 years excess stockpile
materials can be sold to finance the highest priority requirements at
no net cost to the taxpayer. When we reach that point where the highest
priority requirements are filled and the stockpile excesses are gone,
then appropriations will be necessary to acquire additional materials,
if they can be justified at that time. We now have a step-by-step
procedure requiring annual authorization and appropriation by the
Congress which is a quantum increase in congressional oversight. If
the world changes, stockpile policy can be changed correspondingly.
As a part of this step by step process that I have mentioned, stock-

piles have been hierarchically categorized into three levels: defense,
essential civilian, and general civilian or industrial.
This is done to assist in the priority setting process as it relates to

acquisitions of needed materials. The chairman of this committee
has suggested that the third tier, general civilian needs or industrial
needs, could be eliminated. I do not want to substitute my judgment
for the executive branch in this regard.
I suggest to the committee that if we start that process that once

again we're opening up the door for every Member of Congress to
come in and say: "my reading of the national defense situation is that
we have got to beef up X industry or Y industry or Z industry, and
we're going to have 100 strategic planners or 535, as the case may be."
I think that is chaos. I think it is going to result in a stockpile that

responds more to the political and economic needs of individual
Members of Congress, whatever pork barreling and logrolling can
take place, and not national security interests as strictly defined.
I recognize that forecasting stockpile requirements is something of

an art, but I am convinced that the current stockpile sizing model is
as accurate as it could be.
Mr. Chairman, I hope this statement has been useful. I don't profess

to be an expert in every facet of stockpile policy, but I would be
pleased to answer questions if you or other members of the commit-
tee have any.
I just want to make one other final comment, Mr. Chairman. In

your opening remarks you and others talked about the cost to tax-
payers and the impact on the budget. I would call your attention to
transactions having to do with stockpiles, like investments in roads,
hospitals, schools, national parks and a variety of other things, are
capital investments in the future of this country.

36-791 0 - 79 - 2
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These are net budget outlays for which there is something in return..
We have commodities. We have raw materials in the stockpile in Fed-
eral control which can be utilized, if the situation requires it, so it's
not money down a rathole that has no return for the investment.
And I think anybody can look at the results of those investments

and see whether they are prudent or not.
Thank you very much.
The CHAIRMAN. Thank you very much Senator Hart for a very

interesting and helpful statement.
As you know, I agree wholeheartedly with your position on not

having this as an economic football. I put a hold on that copper
purchase last year. As you know, we were under lots of pressure to
let it go and go ahead and make a purchase.
And I did it for the very, reason that you specify. I thought it

would be a mistake to use this to help an industry under any circum-
stances. The purpose of stockpile is to defend our country by provid-
ing the resources we need in the event of an emergency.
There is a great deal that you say that I certainly wholeheartedly

agree with. There is much with which I have some basis, I think, for
disagreement. You seem to imply that this committee has no jurisdic-
tion in this area, or at least you can't find any. Or you don't want to
give the impression that your appearance here implies that we have
any jurisdiction.
You certainly have jurisdiction as far as the national stockpile is

concerned, but this committee has clear jurisdiction, according to the
Senate rules, over the Defense Production Act and the Defense Pro-
duction Act inventory.
The Defense Production Act inventory has been, as you know,

sharply reduced, but it's still over $100 million. There's no question
that your committee and you as subcommittee chairman, specifically,
have jurisdiction with respect to the national stockpile, and that is
certainly a major area where most of the commitment is at the present
time.
I think that the division of jurisdiction is 

sensible, 
in as much as

stockpile policy and military policy is not simply amatter of mobiliz-
ing troops and mobilizing the resources necessary to support those
troops. It's economic, and it's a matter of recognizing the economic
strength and what is necesary to sustain the economic strength in
wartime.
This, as you know, is an economic commitee, one of the two or three

principal economic committees in the Senate, and the Senate in its
wisdom or lack of wisdom has seen fit to give us jurisdiction with re-
spect to the policies necessary to encourage and sustain those industries
that are necessary to support a war effort.
And I think that that jurisdiction is clear. I can see your jurisdic-

tion, but I think that we have jurisdiction, too.
I would like to point out, too, that two witnesses that will follow you,

Dr. Gramm and Dr. Maurice
' 

will respond to part of the issues that
you raised this morning with respect to stockpiling policy.
And General Hollingsworth will also respond in part to the issues

that you so ably raised for us this morning.
But I do hope that you will recognize that this committee does have

a responsibility here in the Defense Production Act and that we will
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do our best to meet that responsibility. We concede that you have a
very clear and heavy responsibility with respect to the national
stockpile.
Senator HART. Mr. Chairman, I would only say that my purpose in

making that statement was to state once again my strong conviction
and I think that of the Armed Services Committee as a whole, that
the primary jurisdiction of stockpiles is in that committee, and I think
your remarks are in that direction.
What concerns me is when discussion moves into the arena of

whether we're talking about a 3-year, 1%-year war scenario, or a 1-
year war. That seems to me to be getting very close.
I think the chairman knows that I am low down on the ladder of

jurisdictional turf concerns. My own feeling is that many of them are
misplaced and unnecessary. I think we are all Senators, and we all
share many of the main concerns for orderly business transaction,
that it is advisable in an organization of human affairs and parliamen-
tary institutions to divide up responsibilities and try to keep those
divisions as clean and clear as possible.
It does concern me somewhat that this committee would begin to

look into areas of whether we're talking about 3-year wars or 1-year
war. That's getting very, very close to the heart of the Armed Services
Committee's responsibilities.
The CHAIRMAN. Before I yield to Senators Lugar and Schmitt, let

me just say that I think we absolutely have to get into that, Senator.
I don't know how we can avoid it. After all, if we are going to make
any judgments at all on the responsibility that we have with respect
to industry and having the American industry prepared and ready to
do the kind of job it should do in the event of war, we have to make
those assumptions as to whether it's realistic to expect a World War
II type of thing or something—as you say—something between the
Korean war-Vietnam, on the one hand, and World War II, on the
other.

After all, the modern war as we all know is likely to be waged pri-
marily—the victory determined primarily—on economic strength and
economic muscle. And we have to make assumptions as to whether
or not it is realistic to expect a war to last more than a few months.
That's why we have Dr. Gramm and Dr. Maurice testifying before

us on this. They have done a great deal of work and a great deal of
thinking in this area.

General Hollingsworth is a military expert. We all recognize he
has some very clear and emphatic thoughts on this matter. So I think it
is necessary to get into this.
Furthermore, 80 percent of the stockpile is geared to civilian needs,

not military, at the present time. And after all, that is a responsibility
of this committee as an economic committee, as an economic committee
responsible for the Defense Production Act.
Senator Lugar?
Senator LUGAR. Mr. Chairman, Senator Hart, I appreciate very

much bringing before this committee a situation that to say the least
is flexible in terms of interpretation of both policy and cost.
In your testimony you mention legislation that came before your

subcommittee, and I believe that I am correct in assuming that this
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legislation did not make it through Congress and that you would like to
see it reintroduced in the 96th Congress.
You mentioned that the subcommittee undertook to completely

rewrite the stockpile law, bringing it up to date and bringing it in
conformance with the current stockpile policy. In your opinion, you
see the reshaping of that legislation, essentially what would it
accomplish?
In other words, is it a formulation in your judgment of policy

judgments that have already been made or promulgated by previous
administrations? And if, in fact, that legislation passed, how much
purchasing would be required on the part of the Federal Govern-
ment to simply bring all of this into conformity?
Senator HART. Well, first of all, I would ask the chairman's indul-

gence in consenting to permit our committee report to be introduced
in the record. It responds directly to the questions, including a section-
by-section summary.
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REPORT

[To accompany H.R. 4895]

The Committee on Armed Services to which was referred the bill
(H.R. 4895) having considered the same, reports favorably thereon
with an amendment and recommends that the bill (as amended) do
pass.

PURPOSE OF THE BILL

The purpose of this bill is to revise and amend the Strategic and.
Critical Materials Stock Piling Act which provides for the acquisi-
tion and retention of stocks of certain strategic and critical materials
in order to preclude, whenever possible, a dangerous and costly de-
pendence by the United States upon foreign sources for supplies of
such materials in times of national emergency and to provide for the
timely disposal of such materials that are excess to the needs of the
act.

FORM OF 003/IMMIX ACTION

The committee held hearings on four different bills that provided
for changes to the Strategic and Critical Materials Stock Piling Act.
These bills were H.R. 4895 as passed by the House, S. 1198 which is
identical to H.R. 4895, S. 1810, and S. 2575. The committee consoli-
dated its consideration of all of these bills by striking all after the en-
acting clause of H.R. 4895 and inserting an amendment. The commit-
tee amendment is in the form of a complete revision to the existing
Stock Piling Act (50 U.S.C. 98-98h).
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BACKGROUND

The committee has been concerned for some time that the strategic
and critical materials stockpile program is in need of substantial up-
dating and revision. No significant additions to the stockpiles have
been made since 1959; the Congress has not authorized the release of
excess stockpiled materials since 1973. Stockpile policy has fluctuated
sharply in recent years as successive administrations have changed the
stockpile guidance frequently.
In the fall of 1976, President Ford announced a new stockpile policy,

basing goals for commodities to be stockpiled on a 3-year contingency
and providing for a method of computing stockpile requirements that
takes into account the many variables that affect commodity depend-
ence. Before this policy could be implemented, President Carter de-
clared a moratorium on all stockpile activity and directed a restudy
of stockpile policy. In September of 1977, President Carter reaffirmed
the Ford stockpile policy with a reordering of priorities to address
the NATO wartime contingency as the highest priority.
Under this new stockpile policy which the committee endorses, the

current stockpiles are badly out of balance. There are currently 93
different materials stockpiled with an estimated market value of $8.6
billion. Based on the current stockpile policy, 41 of the commodities
stockpiled are in quantities that exceed requirements; the estimated
market value of these excess commodities is $4 billion. Conversely, 53
commodities are short of estimated requirements;  to acquire these
necessary materials to bring the stockpiles into balance will require
many years and expenditures that are estimated to exceed the value
of materials that are currently excess.
The Strategic and Critical Materials Stock Piling Act of 1939 (50

U.S.C. 98-98h) , like the stockpiles themselves, is badly out of date. It
has been amended numerous times and many provisions are now con-
fusino• and conflicting. For this reason, the committee elected to com-
pletely revise and update the act to conform to current stockpile policy
and to strengthen the role of the Congress in stockpile matters.
The committee had under consideration four bills that dealt with

stockpile policy:
H.R. 4895, as passed by the House, revised existing stockpile law to

(1) require authorization of stockpile acquisitions, (2) encourage
barter as a means of acquiring and disposing of stockpile materials,
and (3) establish a fund for the accounting of receipts and expendi-
tures relating to stock pile transactions that would insure that receipts
would be made available only for the acquisition of needed stockpile
materials. The committee has used this bill as the vehicle to report its
recommendations and has embodied all of the concepts put forth in
H.R. 4895.
S. 1198, introduced by Senator Chiles, is identical to H.R. 4895,

as passed by the House.
S. 1810, introduced by Senator McClure, includes the same pro-

visions found in H.R. 4895, and in addition the bill specifies a formula
for determining the quantity of a material to be stockpiled (referred
to as the stockpile goal) as a function of the quantity of such material
that is imported. The intent of such a formula is to specify a simple
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procedure for determining stockpile goals that will also reduce in-
discriminate changes in stockpile requirements which have a signifi-
cant adverse impact on the commodity market. While attracted to
the simplicity of the goal-setting approach recommended by the bill,
the committee felt that the approach was too insensitive to actual war-
time requirements and to the wartime vulnerability of certain im-
ports. Therefore, the committee has not included such an approach
m its amendment; however, the committee was sympathetic to the
argument that constant stockpile goal changes are disruptive to the
market and a requirement has been included to limit stockpile goal
changes to those larger than 10 percent or those reported and justi-
fied to the Congress.
S. 2575, a bill jointly introduced by Senators Hart and Thurmond,

is a complete revision to the existing Stock Piling Act. This bill pro-
vided the basis for the committee amendment to H.R. 4895 and is dis-
cussed in more detail in this report. This bill, with some minor
revisions, was supported by the current administration during the
hearings of March 8, 1978.

SUMMARY OF COMM i IX ACTION

All of the aforementioned stockpile bills were referred to the Senate
Armed Services Subcommittee on Military Construction and Stock-
piles. The subcommittee held oversight hearings on September 9, 1977,
and then held more indepth hearings on March 8 and 9, 1978. Wit-
nesses from the administration—Departments of State and Defense
and the Federal Preparedness Agency of the General Service Admin-
istration—and from selected industries were heard. The subcommittee
met on March 23 1978, to develop markup recommendations for the
committee, and by unanimous vote agreed to recommend to the com-
mittee the amendment as contained in this report.
The Armed Services Committee met on May 11, 1978, to consider

the recommendation of the Subcommittee on Military Construction
and Stockpiles, and by a unanimous vote, agreed to report H.R. 4895,
as amended, and recommend that the Senate consider it favorably.

SECTION-BY-SECTION ANALYSIS OF THE COMMI1 ILE AMENDMENT

The committee amendment contains four sections. Section 1 con-
sists of the revisions to 50 U.S.C. 98-98h and is discussed in more de-
tail below. Section 2 sets an effective date of October 1, 1978, the
start of fiscal year 1979, for the changes made by the first section. Sec-
tion 3 "saves" acquisition and disposal authorities that may be con-
tained in Acts other than the Strategic and Critical Materials Stock
Piling Act. Section 4 changes any reference to the Strategic and.
Critical Materials Stock Piling Act to the National Defense Stock-
pile Act. The following paragraphs are a section-by-section analysis
of the changes to the Strategic and Critical Materials Stock Piling
Act (50 U.S.C. 98-98h) as contained in section 1 of the committee
amendment:
Section 1 provides a new title for the act—the National Defense

Stockpile Act—to emphasize that the stockpiles are for national de-



20

fense purposes only and are hot to be used during peacetime for eco-
nomic or budgetary purposes.
' Section 2 sets forth the policy and purposes of the act. The key
'words in this section are "in times of national emergency". Economic
stockpiles are not within the jurisdiction of the Armed Services Com-
mittee, and the National Defense Stockpile is designed only to protect
and preserve the common defense and to deter an enemy who might
otherwise be more inclined to provoke conflict if we could not demon-
strate a clear capability to sustain our militai y-industrial base dur-
ing a prolonged, general conflict.
- Section 3 provides two key definitions. "Strategic and critical ma-
terials" are defined broadly enough to give the President adequate
latitude in selecting commodities to be stockpiled so long as they are
required for a national emergency situation. The committee intends
for stockpiled materials to be essentially in the form that the 93 com-
modities exist today—raw and refined materials in a form best suited.
-for storage and best suited for use during a time of national emer-
gency. It is not intended that the stockpile include "end products",
since such items are likely to become obsolete before they are required.
The form of the material to be stored must also consider (1) the form.
capable of being handled and processed by current U.S. industry tech-
nology, (2) the form that minimizes energy demand consistent with.
,other variables, and (3) the form that anticipates defense require-
ments during a national emergency.
The term national emergency' is defined to be consistent with the

National Emergencies Act.
Section 4 gives authority to the President to determine stockpile re-

'quirements and provides, for the first time, congressional guidance as
to how these determinations are to be made. The committee expects
that these determinations will be changed from time to time as under-
lying assumptions change and as technology dictates the obsolescence
of some materials. The committee considers it very important, how-
ever, that three principles guide the President in making these
determinations.

First, as expressed previously, these stockpiles are for the purpose
of the common defense of the United States. They are not to be used
-as a means of controlling or influencing commodity prices and they
are not to be sold off indiscriminately to produce receipts that offset
other defense costs.
Second, the stockpiles are to be sized to meet a three year contin-

gency. While the committee does not necessarily feel that a 3-year war
is the most likely contingency that we may face, it is nevertheless a,
plausible scenario that must be addressed. Despite technological ad-
vances in weapons systems, the United States must be prepared for a,
protracted war, sustained at a high level that would stress our indus-
trial capability. The committee supports the current stockpile policy
that sets forth a priority system for reshaping the stockpiles in an
orderly manner with first emphasis on those materials needed in the
first year of a NATO contingency. However, the committee feels that
the stockpiles should continue to be reshaped over the next several
years to provide a tangible deterrent to any adversary who might
question the "staying power" of the United States.
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Third, the committee amendment includes a provision designed to
stockpile goals. The constant fluctuation of goals (formerly

referred to as objectives") in the past has been a constant source of
irritation to the materials industries, causing market prices to vary
speculatively. The committee feels that the stockpile goals are merely
estimates that cannot be precisely accurate. Therefore to make numer-
ous, small adjustments in the stockpile goals serves no purpose.
The committee has provided that goal revisions of less than 10 per-

cent may be made simply by notifying the Armed Services Commit-
tees, but the committee would expect that use of this exception provi-
sion would be rare.
Section 5 constitutes the National Defense Stockpile by combining

the three existing stockpiles into one for simplicity of management.
In addition, a provision in the existing Stock Piling Act, requiring
excess materials under the control of any Federal Department or
Agency to be transferred to the National Defense Stockpile

' 
is re-

tained. Such transfers are to be made without reimbursement to the
Department or Agency controlling the excess material, but all costs
incident to the transfer are to be borne by the stockpile manager.

Section 6 deals with the authorizing legislation required to support
stockpile operations. Basically the committee amendment retains the
provision in the existing Stock Piling Act that requires authorization
by commodity by quantity before any excess commodity is released
from the stockpile. In addition a requirement has been added that
acquisitions of required materials also be authorized, except that ac-
quisition authority will be by lump sum amount due to the market
sensitivity of the commodity-quantity information.

Subsection 6(a) concerns procurement and requires authorization
for appropriations for all procurements except those resulting from
the processing, refining, or upgrading of existing stocks or for the
rotation of stocks with a fixed "shelf life." The requirement for au-
thorization pertains to direct procurements as well as procurement by
the use of barter.
The committee will receive and examine the list of commodities that

aggregate to the authorization sum. The committee recognizes that
there will be some deviation from this list to accommodate market con-
siderations; however, the committee would expect to be notified in ad-
vance of any significant deviations from that list and in no event will
the total of acquisitions exceed the amount authorized.
Subsection 6(b) requires that all disposal, whether by direct sale

or by barter, be authorized to include the commodity and the quantity
of such commodity. Exceptions are granted for rotation sales, for
sales of excess materials with a limited shelf life that might deteriorate
if disposal were delayed seeking authorizing legislation, and for re-
leases ordered by the President in time of national emergency or for
the common defense.

Subsection 6(c) provides standing authority for routine stockpile
operations which would then be subject only to annual appropriations
requirements.
Section 7 concerns the management of the stockpile. It provides that

the President shall designate the appropriate department or agency to.
manage the National Defense Stockpile and outlines those manage-
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ment responsibilities, and it provides guidance on 
acquisitions, dis-

posals and barter.
The committee has left the appointment of the appropriate 

manage-

ment to the President because of the pending, publicly-ann
ounced re-

organization study of Federal agencies involved in disaster 
assistance

(the Federal Preparedness Agency, the Federal Disaster 
Assistance

Agency, and the Defense Civil Preparedness Agency). The commi
t-

tee has no prejudice against the use of the Administrator of Gene
ral

Services to manage the stockpiles; to the contrary, industry and ot
her

Federal agencies have applauded the GSA stockpile management in

the past and it may be entirely appropriate for the President to desig-

nate all or some part of the stockpile management effort to GSA in

the future. The committee would, however, expect to be consulted on

any new management arrangement. The stockpile manager's duties

include (1) acquisition of the necessary stockpile materials as may be

authorized by law, (2) provision of the proper storage, maintenance,

and security of stockpile materials, (3) accomplishing the necessary
refining or upgrading of stockpile materials in order to put them in
the form best suitable for stockpile purposes, (4) accomplishing the
necessary rotation of stockpile materials, and (5) disposing of excess
materials as may be authorized by law.
The committee has specified that procurements will be made in ac-

cordance with established Federal practice—as required by Federal
Procurement Regulations—both to protect the interests of the Gov-
ernment and industry. The committee has added two special guide-
lines. First, the use of competitive bidding is to be maximized. The
committee would expect only rare instances where advertised com-
petitive procedures are not appropriate and directs that all procure-
ments made by other than publicly-advertised, competitively bid \ pro-
cedures he summarized in the semi-annual report required by Section
12. Second, the committee has required that procurements not unduly
disrupt the usual commodity market. The committee recognizes that
every stockpile transaction affects the commodity market to some de-
gree • however, according to testimony, GSA has been extremely suc-
cessful in the past at minimizing market impacts and the committee
expects that record of performance to continue.
Likewise, the committee has specified guidance for disposals. Again,

the committee directs that all disposal efforts accomplished by other
than publicly-advertised, competitively bid procedures be included in
the semi-annual report. An additional guideline has been provided for
disposals, requiring that U.S. industry and consumers have first call
on excess stockpile materials. The committee recognizes that there will
have to be exceptions to this guideline as well—for instance some ex-
cess commodities may only have foreign markets—but these exceptions
should be relatively rare. The committee directs that any exceptions to
this guideline also be summarized in the semi-annual report required
by Section 12.

Subsection 7(d) requires and encourages the use of barter as a means
of accomplishing stockpile transactions. In addition to authorizing the
use of excess stockpile materials, the provision encourages the use of
other excess property owned by the United States as barter material.
No new barter authority is created. The committee is seeking to re-
vitalize the barter program which has in the past resulted in the
acquisition of stockpile materials in trade for surplus agricultural'
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commodities, excess defense supplies, etc., in accordance with other
provisions of law.
Finally, subsection 7(e) provides the President an escape clause if

he finds for some reason he cannot accomplish a stockpile transaction
in accordance with the previous three subsections. All such exceptions
require a report to the Armed Services Committees of Congress before
they are undertaken.

Section 8 provides the ituthority for the disposition of the stockpiles
for their intended purpose. First, the President may order the use of
the stockpiles when in his judgment such use is required for the pur-
poses of the common defense. Appropriately, releases have been au-
thorized by the President previously in response to situations short of
a national emergency. For example, in 1956 and again 1959, releases
of mercury from the stockpile were made to the Atomic Energy Com-
mission for the nuclear weapons production program when mercury
was not available through commercial sources, and in 1973, quinine
was sold to pharmaceutical manufacturers because the Vietnam war
had depleted the commercial supply. The committee approves of such
releases and has retained the language of the original Stock Piling Act
in that regard. Second, authority is granted for the release of stock-
piled materials during a period of national emergency that may be
declared by the President or the Congress. A new requirement has been
added to require the President to report in writing any release under
the authority of this section to the Armed Services Committees of
Congress. The committee does not want to slow down the release proc-
ess, but would expect notification as soon as possible after the decision
to release stockpile materials is made.
Section 9 is broad authority for the President to direct studies and

investigations directed toward improving the readiness and the re-
liability of the stockpile. Similar authority is contained in the existing
Stock Piling Act.

Section 10 specifies the establishment of a special account on the
books of the Treasury for recording and auditing receipts and ex-
penditures associated with stockpile transactions. The purpose of this
account is twofold—first, it earmarks receipts from stockpile sales for
use in purchasing other necessary stockpile materials, and second, it
provides a ready reference for analysis of the scope and status of
stockpile activity.
The committee desires that stockpile transactions be reasonably bal-

anced for the foreseeable future to minimize any impact on the tax-
payer—that is, the requirement for funds for stockpile acquisitions
should be approximately offset by receipts from the sale of excess
stockpile materials. With over $4 billion in excess materials now on
hand, this balanced transaction program should be possible for the
next 5 to 7 years at least. The committee recognizes that there are
many variables—for example, the commodity market—which make a
perfectly balanced transaction program unlikely, but the objective of a
balanced program should still be a constraint on the Annual Material
Plan.
The account will include receipts from the sale of excess materials

and from the sale of materials being rotated. Receipts from the sale
of excess materials remain in the account until appropriated for ac-
quisitions, or until the start of the third fiscal year following the fiscal
year in which the receipts were realized at which time they revert to
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the Treasury as miscellaneous receipts; once appropriated they remain
available until expended.
Receipts from the sale of rotated materials remain in the account

until appropriated for the acquisition of replacement materials, and
once appropriated they remain available for two years.
Section 11 provides for the establishment of advisory committees

under the provisions of the Federal Advisory Committee Act to assist
and advise on stockpile operations. The committee considers this pro-
vision necessary in order that industry representatives will be involved
in stockpile matters. Activities of advisory committees will be reported
in the periodic report required by Section 12.
Section 12 retains the existing requirement for a report to the Con-

gress on stockpile operations every 6 months. The committee com-
mends GSA on the quality and content of reports that have been sub-
mitted in the past. Reports under this bill are expected to contain the
same information as has been provided in the past, and in addition,
the following information will also be included:

(1) The reasons for any revised goal determinations made un-
der the provisions of Section 4,
(2) Departures from the preferred form of stockpile transac-

tions as provided for in Sections 7(b) and (c) as mentioned else-
where in this report,
(3) A summary of barter transactions as encouraged by Sec-

tion 7(d)
(4) A discussion of the status of the account as required by Sec-

tion 12 (b) , and
(5) A review of the activities of advisory committees appointed

pursuant to Section 11.
Section 13 retains the current provisions in the Stock Piling Act

that permits the importation of any needed stockpile material notwith-
standing any other provisions of law that may seek to limit such im-
ports. The provision specifically provides that the President may not
prohibit the import of any strategic material if (1) the country ex-
porting the material is not a Communist-dominated country as listed
in the general headnote 3(d) of the Tariff Schedules of the United
States (19 U.S.C. 1202) and if (2) the importation of that same ma-
terial is permitted from such Communist countries.

BUDGET ESTIMATE

The Congressional Budget Office has advised that this legislation
has no direct budgetary impact. The report from the Congressional
Budget Office follows:

CONGRESSIONAL BUDGET OFFICE,
U.S. CONGRESS,

Wash,ington,D.0 ., April 11,1978.
Hon. GARY HART,
Chairman, Subcommittee an Military Construction and Stockpiles,

Comm/ittee on Armed Services, U.S. Senate, Washington, D.C.
DEAR MR. CHAIRMAN: In response to your request of March 29,

1978, the Congressional Budget Office has reviewed H.R. 4895, a bill
to amend and revise the Strategic and Critical Materials Stockpiling
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Act, as ordered reported by your Subcommittee. The bill would changethe budget presentation of certain stockpile transactions but wouldhave no net budget impact.
The bill provides that certain materials, the disposition of whichhas been authorized, may be used for barter to acquire stockpile ma-terials or services incident to maintenance of the stockpile. Bartertransactions are not recorded in the budget. This differs from thebudget presentation under current law, where budget authority andoutlays are associated with the acquisition of materials and servicesand offsetting receipts are associated with the disposition of materials.The bill also creates a special account, the National Defense Stock-pile Transaction Account, which would be designated to receive allproceeds from the disposition of stockpile materials. For a two yearperiod, moneys in the account would be available, upon authorizationand appropriation, for the acquisition of stockpile materials and themaintenance of the stockpile only. The special account has the effectof "earmarking" receipts from the disposition of materials for futurestockpile acquisition and maintenance. The creation of the special ac-count will not affect the total budget authority and outlays, or changeany budget function or subf unction totals.

Sincerely,
ALICE M. RIVLIN, Director.
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Senator HART. I will outline that for Senator Lugar's purposes.

Section 1 of the policy bill—first of all, I want to reemphasize some-

thing that I said fairly often in my statement. That is my own strong

feeling and that of the principal professional staff member of the

Armed Services Committee assigned in this area, Mr. Jim Smith, who

accompanies me here, that the only way we can modernize and reform

stockpiles and satisfy a lot of the concerns expressed by Senator

Proxmire and others was to separate commodity purchase from what

the policy regarding stockpiling should be.
And that was a very fundamental methodological step, I think, on

the part of us over the last 2 years. That met with a lot of grievance

from people who wanted to buy this or sell that. But nevertheless it

was done. It didn't work out for a variety of reasons. But it was an

important step.
The first section provides a new title for the act, called the National

Defense Stockpile Act, emphasizing once again that stockpiles are

for national defense only.
The second section did, in fact, set forth the policy and the pur-

poses of the act, and the key words were, in that section were "
in

times of national emergency."
The report also makes a point that economic stockpiles are not

within the jurisdiction of the Armed Services Committee, and the

national defense stockpile was designed only to protect and preserve

the common defense and to deter an enemy who might otherwise be

more inclined to provoke conflict.
Section 3 of the bill—and there are just a half dozen or so that I

would outline—provides key definitions of exactly what the strategic

critical materials are, a definition of a national emergency, and so on.

Section 4 gives authority to the President to determine stockpi
le

requirements and provides, for the first time, congressional guid
ance

as to how these determinations are to be made. And this is the are
na

in which Congress should exercise its appropriate oversight activitie
s

in looking at the policy, not specific commodities, not trying to aff
ect

the economies of various areas one way or the other by purch
ases or

sales. That can be done, if need be done at all, in separate legisl
ation

having to do with the quantities of materials to be bought or so
ld,

commodities legislation.
As I have already discussed with the chairman, the report on t

he

legislation goes into the theory and the threat scenarios that 
drive

the size of the stockpiles—the 3-year, 11/2-war scenario—and 
discusses

those at some length.
Section 5 constitutes the national defense stockpile by combi

ning

the three existing stockpiles into one for simplicity of manag
ement. I

think that's another major innovation, if you will, and moder
nization.

And section 6 deals with the authorizing legislation required 
to sup-

port stockpiling operations, and so on and so forth.

There are other sections, but I think you can get from t
he report

itself the fundamental provisions. Basically the bill offer
s standards

and guidelines for structuring and managing both the size
 and the

operations of the stockpile.
Senator LUGAR. As you understand the act, either present o

r the act

as it will be amended by legislation you mentioned, is i
t your intent

or those supporting such legislation to have almost a 
self-effecting
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mechanism? By that I mean, with the outlines of stockpiling known,commodities or items would be purchased at some point withoutactivity by the Congress or specific, affirmative action, in a legislativesense.
In other words, what I'm driving at, so that you might comment onthis, is if we get into this legislation, will we be locked into purchasingitems almost in a mandatory way so that this would be almost an en-titlements program of sorts, as opposed to things that might be tailoredand controlled?
Senator HART. On the contrary; first of all, the bill—the policy bill—proposes to completely substitute for what now is a fairly archaic 1939act, which is the original legislation and a whole hodgepodge of amend-ments which over the years has attempted to tinker with this or that.

So it's a complete reform, modernization, and replacement of existing
laws.
Second, we have attempted to strike—and I think we have hopefully

succeeded—to strike a balance between administrative prerogatives
and legitimate congressional oversight; balancing them, hopefully, in
such a way that we do not let the stockpile become a political football
or an economic tool of some kind or another—pork barrel, if you will.
And that's a tough act to achieve, and I think we have done it as well

as it can be done. We certainly took a lot of time in doing it. But it
does contemplate that first of all that there would be congressional
oversight of the policies by the administration. There would have to
be testimony by administration officials, what the President intended
to do; any acquisitions would be in the budget for whatever fiscal
year and would go through the normal authorization and appropriation
process.
Now, in the short or midterm, the bill contemplates that there will be

a variety of operations to rearrange the stockpile within its present
financial parameters. That is to say, there is sufficient material in the
stockpile now that needs to be sold off because of changed circum-
stances to provide funds to acquire other needed materials.
And we think that rearrangement of the stockpile would take some-

thing like 3 years, 3 to 5 years, after which time there would be
additional appropriations necessary to acquire new or additional com-
modities for the stockpile.
And during that 3- to 5-year interim period, the administration

would have to report to appropriate committees of Congress, identify
the quantities and commodities, and justify the decisions with regard
to them in the normal routine oversight process. And, of course, after
that, we would have the authorization and appropriation tools at our
disposal, to either ratify or deny them.
Senator LUGAR. Essentially, during this 3- to 5-year period of time,

do you see additional expenditures by the Federal Government? Do
you believe that the reshuffling of volumes within the stockpile will
finance the reshaping, essentially?
The reason I ask this question, is the thought that the stockpile

might have been depleted by as much as $7 billion, according to one
figure floating around. And clearly. if more money is to be expended,
this does become a critical factor, at least on two grounds within the
defense posture itself. First, a judgment would have to be made as to
what money ought to be spent for stockpiling, as opposed to weapons
system or other defense aspects.
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Second, at a time when the United States is selling gold, for ex-

ample; depleting a very valuable stockpile, the question will certainly

be raised with regard to the acquisition of other items. All of this 
dis-

cussion is taking place in a time of attrition for our economy in term
s

of our budget.
In your judgment, though, this doesn't have budgetary implications

over a 3- to a 5-year period. Is it merely a reshuffling situation?
Senator HART. Based upon 2 years of hearings which are, of course,

available, we would encourage the staff and members of the committee

to review. That is the judgment of the Armed Services Committee.

The CHAIRMAN. Would the Senator yield on this point?
The interesting thing is that, obviously, it could have favorable

budgetary implications. If we dispose of a part of the stockpile as

being unnecessary—if the Congress as a whole and the President de-

cide that the stockpile -is unnecessarily large because the scenarios are

totally unrealistic, then it would be possible to sell off part of the

stockpile with a favorable impact on the budget.
Senator HART. No question about it. We could dispose of the stock-

pile today and help our budgetary situation substantially.
The question is do you want to do that? And the further question,

two other issues I would mention, is whether you want 535 people

managing the stockpile? Obviously, we've got to oversee it. Obviously,

our view should be made known.
But there comes a point when, if you have 535 hands in there saying

"no I think we ought to sell this much gold, no, we ought to bu.y this

much cadmium," or something else, I think we all know what kind of

broth we are going to get.
I would also point out that as of yesterday, the administration an-

nounced plans to implement a substantially beefed up civil defense

program, to contemplate some sort of improved suvivability of the

civilian population and other infrastructure during, presumably, a

nuclear exchange.
If we are going to be in the business of the Congress reducing the

size of the stockpile, we're going to be doing it in the heat of another

policy issue- that tends exactly the other way.
Senator Scrnvirrr. Thank you, Mr. Chairman, and thank you, Sen-

ator Hart, for your testimony. I agree completely that you must sepa-

rate policy from purchases. However, I'm very disappointed in the

implications of some of your remarks and the Chairman's—that those
of us, and not just myself, but many others from copper-producing

States are acting completely with parochial interests in mind.
Senator HART. I'm sorry, Senator. No, I didn't say that.
Senator Scinfrrr. Well, it may have been implied. And I must admit

to a great deal of concern about my interest in the local economy of

New Mexico and my home county, Grant County.
I am sure other Senators from copper-producing States are similarly

concerned.
However, we also, it turns out, are maybe more knowledgeable about

the role that copper plays in our overall strategic situation, not just de-
fense, but economic as well, and also aware that you can't start and
stop a copper production capacity. And there is a price that we some-
times may have to pay for that in a very artificial economic situation
that we have allowed to develop in the world with respect to copper.

And it is not only artificial; it's extraordinarily unstable as we are



29

becoming more and more dependent on the imports of cheap copper
from nations abroad which may or may not be able to continue to export
that material to us, depending on various situations in Africa and
South America, how they develop.
So our concern, really, is not only for the parochial interests, which

I think are very appropriately motivated, the welfare, at least over
the short term of the economy of local areas, and also, a very deep con-
cern about what are we going to do for copper in the long term.
And trading stockpile items is only a short term mitigation of that

problem. We can't forever trade tin for copper and solve the present
adverse situation that exists within the copper economy.
That is something that's going to be determined by other policy

considerations, having little or nothing to do with the development of
our stockpile.
The short term desire to purchase copper by selling tin is only to

buy some time in order to see if there is some way that we can protect
an industry that is vital not only to our economies, but vital to our
national economy.
We can't afford not to have a copper production industry in this

country. We just literally can't.
It's not only a defense question; it's a question of foreign policy

and our total economy, and that goes to other portions of the stock-
piling issue.
Now I agree and I think we must define what our stockpile policy is,

but for the Congress to say it has no expertise in this area and defer
completely to the executive branch in decisions on what is to be pur-
chased and what is to be traded, I think would be a terrible mistake.
We are elected in order to represent these local areas, as well as the

national interest, and they are not necessarily incompatible. I don't
think they ever can be incompatible.
I believe that very strongly.
Senator HART. Let me respond to what the Senator said. First of

all, I did not say, and I certainly did not intend to say that those who
represent the copper-producing States were totally and exclusively
motivated by parochial concerns.
That wasn't the thrust of my remarks.
Second, I am from a mining State. I think over the last century, at

least as big a mining State as any other. We have had copper produc-
tion in the State of Colorado. We've had just as difficult a time there
as anyone else.
I personally am mindful of those problems and not unconcerned.
Third, we had a vehicle, an appropriate vehicle in dealing with the

problem. It was not a policy bill. It was a commodities bill, and that
commodities bill had a copper purchase in it. And it was because of the
parliamentary situation on the Senate floor and in the House that
pressure was brought to bear to put the copper purchase on the policy
bill. It was an accident of time and place having to do with the parli-
amentary situation. I resisted it, and I said, "let's fight the copper pur-
chase question and tin exchange and all the rest of it out on the com-
modity bill." I couldn't get that kind of agreement.
The administration agreed to a copper buy, and the commodity was

in accordance with the administration's policies and priorities and
was endorsed by the administration.

36-791 0 - 79 - 3
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I'm here to testify on the policy bill this morning, and I'm going to
continue to resist the use of that bill, the reform modernization piece
of legislation, to adjust or accommodate any particular industry.
We had copper, we had tin, we had diamonds we had silver, we

had zinc, we had cobalt, we had a raft of commodities in a separate
bill. And all I'm saying is if you open that door, you're in a lot of
trouble. And you don't just say, I'm going to open it for the copper
people and for no one else. It doesn't work that way.
Senator ScH3Irrr. Senator, you are correct, and my concerns are

very similar to yours about policy and purchase. However, we are in a
very critical situation, and sometimes, we need to take extraordinary
steps in order to solve the problems.
The copper situation is becoming critical in this country. There may

be other stockpile situations that are becoming critical and we are
going to have to learn to be flexible in order to solve these particular
problems.
I would prefer not to have copper or any other commodity on our

policy bill. That may or may not be possible to do depending on how
parliamentary and other situations develop, and I understand what
you're saying.

Finally, Mr. Chairman, I really think that we have essentially
dropped our soul on the question of continually going back to the
defense policy relative to stockpiling.

Clearly, stockpiles are important to our national defense and the
various acts tend to focus on that. But from the standpoint of this
committees activities dealing with the economy of this country, I
think we must realize that commonly, the thoug,h of a short-war
scenario is probably the most unlikely scenario for a future conflict,
and that the aims of foreign policy, the aims of other nations as
potential adversaries, are going to be achieved, if they're ever achieved
by nonwar-like acts.
They will try to beat us by economic and foreign policy activities,

initially, and not by war if they can possibly avoid it.
Now I don't think we ought to get into a discussion of the various

war scenarios. All we have to do is look at Africa and what the Soviet
Union is doing with respect to attempts to deny the Western world—
the United States, in particular—of a variety of strategic commodities.
And they are so far being extraordinarily successful on that. At

least their steps forward have been far more numerous than ours.
And I think that's what we have to be concerned about.
With respect to stockpile discussions, with respect to development

of our own natural resources, is that we may reach a point where these
resources can be denied to us, not through war-like acts, but through
just basic political acts, foreign policy acts. And that's where I think
this committee really has to be concerned, because that's a threat to
our overall economy, which, in the long term, is a threat to our national
security.
The CHAIRMAN. That's an excellent point.
We do have a witness coming up to testify on that precise point.
Senator Hart, I want to thank you very, very much for your excel-

lent testimony.
Senator HART. Thank you. Mr. Chairman.
The CHAIRMAN. Incidentally, we'd be delighted to have you stay here

and question the witnesses.
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Senator HART. Thank you very much. I will try to return.
The CHAIRMAN. It would probably improve the quality of our

Itearings.
The CHAIRMAN. Our next witnesses are Dr. Charles Maurice and

Dr. Philip Gramm, Dr. Maurice is professor of economics and head of
the department of economics at Texas A. & M. University. He joined
the University in 1967 and has been a consultant to the U.S. Govern-
ment in energy matters and resource conservation. He is involved in
consultation with the Ontario Ministry of Natural Resources. He has
written on minerals, economics, industrial organizations, and micro-
economic theory.
Dr. Philip Gramm is professor of economics at Texas A. & M. Uni-

versity. He joined the faculty there in 1967. He's been a consultant to
the U.S. Department of HEW, and Texas Hospital Association. He is
a consultant to the Ontario Ministry of Natural Resources and has
written on environment, energy, and macroeconomics. And I'm happy
to announce he is currently the Congressman-elect from the 6th district
of Texas. So, he is especially welcomed to those of us here who are
Members of Congress. too.
We understand you took Tiger Teague's place?
Dr. GRAMM. I'm going to try to fill that position. I won't say 1 took

his place.
The CHAIRMAN. You have big shoes to fill, but from all indications,

you're extremely well qualified.

STATEMENTS OF DR. S. CHARLES MAURICE, PROFESSOR OF ECO-
NOMICS AND HEAD OF THE DEPARTMENT OF ECONOMICS, TEXAS
A. & M. UNIVERSITY, AND DR. W. PHILIP GRAMM, PROFESSOR
OF ECONOMICS, TEXAS A. & M. UNIVERSITY

The CHAIRMAN. We're delighted to have you, gentlemen.
Dr. Gramm, will you start off, and then we will go to Dr. Maurice.
Dr. GRAMM. Mr. Chairman, we're delighted to have an opportunity

to be here today because I think the research that we have done over
the last 4 years is very relevant to the matter being discussed here.
It has to do with the cost of stockpiling, the economic feasibility of

the process of providing resources for future use, no matter whether
they are used for economic purposes or for the military.
It has to do with an assessment of an actual stockpiling policy under-

taken by our country at the beginning of the century.
I think the work we have done produces some points that are rele-

vant to the discussion here. No. 1, it points out very clearly that the
historic stockpiling policy has been very expensive to the American
economy. It also points out that the option of simply holding back
production of resources in hopes of economic gains, by and large, has
not historically existed. And I think it also points out that there are
very real costs involved in engaging in stockpiling.
We heard a comment made by Senator Hart today that we are not

just pouring resources down a rathole, but after all, we have got oil
down that rathole. The idea being that somehow perhaps these re-
sources are going to appreciate. I think we have actual data in the
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American experience showing that, in fact, historically, stockpile of
resources have not appreciated commensurate with the opportunity for
holding those resources.
What I would like to do very briefly before I turn over our discus-

sion to Dr. Maurice is to present a thumbnail sketch of our study and
the methodology of his findings. I would like to give a very brief
history of what we have done and a summary of what those conclusions
have been.
We were asked by the National Science Foundation to assess the

feasibility back during the Arab embargo period of the Arabs and
other major producing states of simply exercising the option of leav-
ing the petroleum in the ground.
That was very hotly discussed and debated during those days of the

Arab embargo as being a realistic economic option.
So what we did, basically, was to go out and collect data on re-

sources, depletable resources in the 20th century, and we assessed the
feasibility of the short-term and the long-term stockpiling of resources
for economic gain.
We asked could a nation or a firm or an individual have made money

during any period in the 20th century by holding back production of
resources for the hope of gaining by the appreciation of those
resources?
And I think our results are rather startling to those who basically

don't appreciate the opportunity costs of investing in one resource
rather than another.
I think they are rather startling to those who don't understand com-

pound interest, for example. And just to throw out one example which,
I think, makes the point very clearly.
In 1900 gold was a bargain, $20.67 an ounce. If you had bought an

ounce of gold for $20.67 an ounce in 1900, that gold today would be
worth almost $250. And one who simply looked at those figures could
have said one could have gotten rich by buying gold in 1900.
But the point that is missed in that discussion is that 78 years have

elapsed and if one had bought a triple A corporate bond in 1900 for
$20.67, that bond would have been worth $593.73.
If one had invested that $20.67 in American industry and obtained

the average rate of return before taxes in manufacturing, that invest-
ment would have been worth $1,025,600 today.
The CHAIRMAN. Say that again. [Laughter.] If one had invested

$20?
Dr. GRAMM. $20.67 at the before-tax rate of return in manufacturing.

Now we've got a problem here in that we have to take the data that
exist for the last 25 years on that rate of return and project it back-
wards because we cannot calculate the figure prior to the Second World
War.
But the point is that for private industry to have made money by

stockpiling resources would have required that those resources yield
rates of returns commensurate to what was being made in ongoing
businesses. And the before-tax rate of return of manufacturing in the
last quarter century has ranged around 18 percent.
And 18 percent compounded annually is an extremely powerful

figure.
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You may have seen references to suits filed about a fence being torn
down during the Revolutionary War and a church, possibly for pub-
licity purposes, suing the British Government to replace the fence
and to pay them the lost opportunity cost in the interim.
The suit was for over $1 billion, whereas, the fence was worth only

$2.50.
The point is that interest is a very powerful thing. That's why our

society is so blessed by having economic growth.
In any case, I think that makes the point that there is a very real

cost involved in resource stockpiling. We looked at the principal
American experience with resource stockpiling, and that principal
experience had to do with the Teapot Dome scandal.
We found that no matter what his motives may have been, Secre-

tary Fall claimed that his motives were that resources were being
wasted by impounding them, and that the public would be better
served by selling those resources. This was Secretary Fall's principal
defense in court, when he had charges brought against him for
bribery.
Writers of the day scoffed at that argument. He may have been

guilty of bribery, but his idea was one of a public benefactor because
the American people, if one takes a reasonable discount rate to deter-
mine the alternative costs that were available, had better options
available for investing the public's money rather than in the Teapot
Dome oil reserves. We found, using an 8-percent interest rate, that
despite the massive increase in the cost of petroleum during the Arab
embargo period when this study was done in 1975, that the American
people lost almost $12 billion in terms of a simple alternative of
investing those funds and possibly buying back public debt by hold-
ing crude petroleum reserves.
So in summary, before I turn the discussion over to Dr. Maurice,

who will go through our methodology and the definition that we are
using of alternative costs, we know a lot about resource conservation.
You listen to folks talk about it, you think that we're the first genera-
tion that's ever thought about it. That's not true.
At the turn of the century, it was the big vogue in America of

conserving our resources for the future.
We have looked at this conservation simply from the point of view

of costs and benefits in terms of appreciation. What we say here
today and what Dr. Maurice will present is not an argument that we
shouldn't have military stockpiles of resources, but it is an argument
that we need to take the cost of that stockpiling into account.
In general, we have found that stockpiling of resources has been

a very poor policy economically. It has been a very expensive policy
economically. And certainly, it has not paid its way. But there would
have to be very strong justification for resource stockpiling that go
beyond the simple argument that we're not pouring resources down
a rathole because the resources are still in that rathole.
The problem is there are alternative things that can be done with

the public's money. High on the list would be giving the public back
its money.
So with that, let me let Dr. Maurice go through a very short sum-

mary of our work and his conclusion and his methodology. Then we
would be very happy to answer questions.
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The CHAIRMAN. Dr. Maurice, go ahead.
Dr. MAurrucE. Mr. Chairman, I will expound on the theory and

evidence of stockpiling in my summary.
I will begin with a brief oral summary of our prepared statement,

and I will begin with the theory explaining why a firm would hold
back extraction or stockpile, or reduce the rate of extraction
substantially.
This will apply to Government, as you will see.
If someone owns a sterile asset worth $1 and the relevant rate of

interest is 10 percent, that person would hold the asset until the next
period, if the price of the asset is expected to be above $1.10. If the
price expected in the next period is less than $1.10, the asset should
be sold because the value of the dollar invested now at the market
rate of interest will be $1.10 in that next period.
In general, a business would withhold the sale of an asset, includ-

ing a mineral, if it expected the value of the asset to increase at a
rate greater than the relevant rate of discount. Otherwise business
would maximize wealth by selling the asset and investing the return.
This analysis holds whether we are discussing the decision to with-

hold an entire deposit or to increase or reduce the rate of extraction.
Now, the above theory, as I mentioned, applies not only to busi-

nesses which are interested in profits, but to the Government as well.
I would like to explain this. In the first place, whatever Govern-

ment wishes to do and whatever the motivation, the cost to society
of carrying out the decision must be considered or taken into account
in making these decisions.
For example, increasing welfare benefits has a cost to society even

though the increase in benefits is not motivated purely on economic
grounds.
The same thing applies to increases in the military budget or those

of any other Government agencies. Even though increases in the
military budget may be carried out for other than purely economic
reasons, the total cost must be considered.
This cost is the opportunity cost of the project. The same type of

cost consideration has to apply to natural resource stockpiling or
conservation, even though holding these resources in the ground,
rather than extracting them involves no out-of-pocket cost to the
Government treasury.
And even though the delayed extraction or stockpiling is ordered

from purely noneconomic motivations, no matter what the motivation,
economic or otherwise, the decision to hold resources involves opportu-
nity cost and these costs may be considerable.
In fact, we show that they would have been considerable in the past.
If the value of the resources increases less rapidly than the rate at

which the investment of the value of the resource increases, society
loses economically by withholding extraction or stockpiling.
That is, the value of the resource must increase at a rate greater than

the relevant rate of interest.
The difference between the rate of increase of the value of the reserve

and the interest rate is the cost to society of withholding the extraction
or stockpiling.
Of course, if the value of the resource stockpiled grows at a more

rapid rate than the rate of interest over the time period, society is, in
fact, better off.
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If these circumstances occur, society benefits economically; it is an
empirical question as to which is the case.
In conservation decisions or stockpiling decisions, Government must

recognize that the true cost of withholding extraction of resources is
as real a cost as the price of goods purchased, even when the motivation
for conservation is noneconomic. This real cost is all too frequently
neglected in the conservation literature and in discussions of the desir-
ability of resource stockpiling.
The key variable in the process of analyzing the decision to delay

extraction is the break-even price, which is the value in some future
year that could be obtained from investing the price of a unit of the
resource in the present year at the relevant rate of interest.
Even though the motive for stockpiling is for reasons entirely

divorced from economic interest, the break-even price gives a good
indication of the cost of stockpiling.
In any year, the ratio of the break-even price to the actual price in-

dicates whether or not society does, or does not, benefit economically
from the stockpiling.
I present some results of our study in my prepared testimony and

Dr. Gramm has mentioned some of them. I will simply summarize the
short- and long-term results.
The results point out some deficiency of long-term resource stock-

piling for economic purposes. Clearly, during the 20th century, re-
source stockpiling over a long period of time has not been a viable
alternative to investment at the AAA corporate bond rate.
When higher effective rates are employed, the results are even more

overwhelming than those that were obtained with AAA corporate
bond rates.
This is not to say that resource stockpiling with other economic mo-

tives may not have been desirable during the 20th century. It does,
however, indicate, the extremely high economic costs that were
incurred by the action.

Clearly, such costs must be weighed against noneconomic advantages
in order to determine the optimality of the decision.
The historical feasibility of short-term production holdbacks or

stockpiling over periods from 1 to 5 years have also been calculated.
Using all of the 14 resources and the AAA bond rate, only 34 percent

of the time during the 20th century would firms have gained by holding
back production from 1 year to the next. That would have meant an
economic loss to society of stockpiling 66 percent of the time. The re-
sults are similar for the two other interest rates used.
When the before-tax rate of return in manufacturing is employed as

a discount rate, in only 11 percent of the time would production hold-
backs or stockpiling from 1 year to the next have resulted in an
economic advantage for the decisionmaker.
That is, in 89 percent of the time during the years under considera-

tion, there would have been losses or additional costs of stockpiling.
I would like to reemphasize in closing that governmental holdbacks,

both longterm and short term, can certainly be ordered for reasons
other than economic.
All we wish to show here is a method for estimating the social costs

of such activity and some historical evidence of such costs.
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These costs should be taken into consideration in making stockpiling
decisions. Just judging by historical evidence, stockpiling has been
costly in terms of lost opportunities.
I would like in closing to summarize two paragraphs in the preface

to a monograph we did on the subject for the International Institute
of Economic Research based in the University of California at Los
Angeles.
This preface, or introduction, was by Prof. Hendrik Houthakker of

Harvard University.
Professor Houthakker says, after summarizing the study:

The burden is now on those who consider government action in stockpiling in-
dispensible. They will have to show how laws and regulations administered and
enforced by a largely unaccountable bureaucracy can do a better job than the
market. Since most members of the latter group have only the vaguest notion of
the specifics of optimum allocation over time, they may find it difficult to make
the ease.

And more germane to this committee, "a second implication is that
government actions, such as the establishment of a naval petroleum re-
serve many years ago need be reviewed from time to time."
Only thus will we be able to learn from past errors and to minimize

Government waste.
That concludes my statement, sir.
The CHAIRMAN. Gentlemen, thank you very, very much. This is ex-

traordinarily useful information.
I can't tell you how grateful I am for your testimony, being it is so

timely. As you said, Mr. Gramm, you pointed out, Congressman
Gramm, that the preceding witness, Mr. Hart, indicated that after all,
when you're putting this money into a stockpile, it's not as if you're
just throwing it down a rathole. You are putting it into something that
is capable of being sold at a later time, has economic value as well as
a strategic value, and you point out, if you are realistic about it, and
recognize the opportunity costs, you are a loser about 89 percent of the
time.
Dr. MAURICE. Using the return on manufacturing, yes.
Dr. GRAMM. That's a loser in just simply holding it 1 year in the 76

years we studied. When you move beyond 1 year, the probability of
losing gets higher and higher, and once you have passed, I think it
was the 3-year period, using the before-tax rate of return on manufac-
turing, there were no winners.
The CHAIRMAN. NO winners.
Dr. MAURICE. After 3 years, yes, sir.
The CHAIRMAN. Well, now, you gave a dramatic demonstration on

gold. We welcome that because we're all aware of the skyrocketing
price of gold. If you had put money into gold in 1900, you'd be a big
loser.
Gold, however, is not a strategic material. How about aluminum?

Can you summarize the finding in that case? That is a strategic
material.
Dr. GRAMM. We basically have the following results: You could

have bought aluminum at $32.72 in 1900. You could have sold it in 1975
when this study was completed at $39.80.
If you had invested the 32.72 in AAA corporate bonds, it would have

been worth $933.90. If you had invested it at the Consumer Price Index
plus 2 percent, it would have been $950.
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The CPI plus 3 percent, it would have been $1,941. If you could have

obtained the before-tax rate of return on manufacturing, it would have

been worth over $1,600,000.
The CHAIRMAN. Now, your section on short-run conservation has

particular relevance to arguments we heard on several occasions during

the last session. Proponents of a proposal to purchase a large amount

of copper for the stockpiling argue now is the best time to purchase

because the price is depressed. How would you respond to that

argument?
Dr. GRAMM. Well, I think it's important to recognize that what we

are saying really has more relevance in the long term, and basically

says that holding sterile assets in the long term is a costly matter.
In the short term, if one believed that there was going to be a dra-

matic upturn in the cost of copper, one might argue, even using his-

torical data that for 1, 2, or possibly 3 years, if one possessed a
conviction that price was going to rise substantially, it might be a good
move economically.
The CHAIRMAN. Isn't it also true that there's no way you can have

that conviction but on the basis of all economic experience? There's no
way you can predict it? If you could, you could get awfully rich.
Dr. GRAMM. I guess one of the things 
The CHAIRMAN. Especially in the short run.
Dr. GRAMM. What Dr. Maurice and I have been struggling with is

that despite all the discussion here in Washington about resource de-
pletion
' 

despite all the books that are being written about limited
Planet Earth and our consulting with the Canadian Government, their
big problem is they have the most mammoth stockpile of resources,
unsold, unmarketable, in the history of mankind. And these are prin-
cipally resources like zinc and copper.
And that's just primarily why the market is so depressed. So the

burden of proof would certainly have to be on one who would argue
that buying it now would be a good investment.
And I point out, Mr. Chairman, that private industry has people

who are experts in the buying and selling of resources. And I'm not
trying to zero in on copper, I don't know that there is any copper pro-
duced in Texas, but my point is this: If copper is really underpriced,
why aren't private speculators buying copper long, which would be a
process whereby price would be driven up?
I think that's a question we have always got to remember when gov-

ernment is going to get into the speculation business. I just don't be-
lieve that we can outguess the marketplace.
The CHAIRMAN. Let me ask you just one more question and then I

will yield to the other members of the committee.
The Defense Production Act currently has a provision requiring

interest payments from the stockpile agency to the U.S. Treasury
based on the current market value of the materials in the DPA inven-
tory. The purpose of this provision is to highlight the cost of holding
this inventory and to speed the disposal of unnecessary materials. I
proposed a similar provision to cover the rest of the strategic stockpile.
What do you think of that idea? At 8 percent, this payment would
have amounted to nearly $700 million in this last fiscal year.
In other words, this provision would require that we make an ap-

propriation to cover it, recognizing, of course, that we still might very
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well do what we should do in some cases where we obviously have the
material that is strategic, and is of great defense importance so we are
reminded of the fact that this is a real cost.
Dr. GRAMM. I think it's a good idea and I think anything we can

do to focus public attention on the fact that opportunity costs exist,
are good, and I think it gives the public a good Indication as to what
the actual cost of these policies are.
The CHAIRMAN. Isn't it also realistic to recognize that when we

invest several billion dollars in a sterile asset, sterilized in the process
to keep it idle, that we are, because of our fiscal situation in this coun-
try, we are, in effect, imposing a cost on the American people of the
interest on that amount of asset we just keep idle? isn't that right?
Dr. GRAMM. Not only is that the case, but all of these schemes to

transfer resources to the future at least, if history is any guide to the
future—and I believe it's the only guide we have—all of these schemes
are primarily schemes that transfer from people who are poor to peo-
ple who are relatively richer.
When we tied up petroleum reserves at the turn of the century, the

per capita income of the United States was substantially lower than
it is today.
So we imposed a burden on those people to transfer—assuming that

we exploit the resources—to transfer to us when our per capita income
is over a dozen times higher than theirs. So any time you get to these
intertemporal transfers in a growing society, you run into those prob-
lems of equity.
The CHAIRMAN. Senator Lugar.
Senator LUGAR. Mr. Chairman, Dr. Gramm, Dr. Maurice, I am in-

trigued by the fact that it seems to me you make a case that is over-
whelming against having any reserves at all on economic grounds.
It seems to be the problem that we have in these hearings, although

the definition of turf as to who has responsibility, is divided simply
from a strategic and military standpoint or a national defense stand-
point, what resources might not be available and over what period of
time?
In other words, it seems to me to come back to a question which is

not purely an economic one although it always is in a sense, as opposed
to opportunity, calls for defense expenditures of other types, if one
were to look at it in strictly a different situation.
If you could, either or both of you, focus on that problem for a

moment, what are the opportunity costs if we were to take a look at
strategic stockpiles as opposed to, for instance, development of addi-
tional weapons systems?
Dr. GRAMM. I guess it would probably be best for both of us to re-

spond to that question. I think what we are saying is basically this:
It's important in setting our policy of stockpiling that we not deceive
ourselves concerning the actual cost of that policy.
We do a lot of things in Government that don't pay. Some of them

are good; some of them probably bad. The point that we're trying to
make here today is that if we are going to make rational decisions,
we need to know what the cost of the programs are in order to assess
our alternatives.
And I think that what you are saying, Senator, is that we should

consider our alternatives. If it's going to cost us x amount to hold
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resources in the ground, then whether or not we should do that de-
pends on whether or not that w amount can be spent more efficiently
to achieve the same goal or other alternative goals with the same cost
incurred in resource stockpiling.
We are certainly not trying here today as economists to say that

there are no legitimate reasons to stockpile a resource. That's a deci-
sion that you as individuals who are working in the public trust have
got to make, and you have got to take not only economic but military
factors into account.
What we are saying is that there is very real cost involved. If you

were to make the right decisions that need to be taken into account,
that's the point.
I think what our results show is that the costs are high, and there-

fore, the returns have got to be pretty big if you are going to justify
this process.
Dr. MATTRICE. Senator, may I address that? I have tried to make it

clear in my statement that I wasn't talking about anything other than
the cost. It seems to me that something like Senator Proxmire's adding
on this interest to the payment can make comparison between, say,
stockpiling or withholding resources comparable to building an air-
craft carrier or something on that order, and it would make comparing
these costs of withholding resources with other alternatives easier,
because it brings out the true cost.
We weren't trying to say that some of these things were not good,

and I tried to get that across in the testimony.
Senator LUGAR. Well, allow me to follow up on that, for a moment

because I think the chairman's idea is intriguing. Suppose that the
lost opportunity costs amount to $700 million, which was suggested,
or maybe some other substantial figure. At least it occurs to me just
applying commonsense at the moment, that the initial reaction, I think,
of the press, the public, everybody else, looking at this would be a
sense of, at least surprise and possibly one of outrage.
In other words, I would guess that you're right. If your theoretical

premises prove to be accurate, this would seem to be a fair estimate of
cost to our Nation.
What do you gentlemen think when you look at this as economists

and as people involved in public policy? What is likely to be the re-
action if, in fact, Senator Proxmire's idea sails through both Houses
and we begin to apply $700 or $800 million cost annually to withhold-
ing all these stockpiles?

It appears to me that the public is going to want to see the stockpiles
decreased and the opportunity costs change rather dramatically in this
respect.
Dr. GRAMM. Well, I think your question really goes out of the sphere

of discussion that we as economists would be competent to comment on.
I think the fact that the press and the people in general would

find this a peculiar idea is to some extent an indication of the fact that
the Government has done historically a very poor job in taking these
things into account in the past.
We have taken actions that, unless they incur direct cost outlays

have from the point of view of the man in the street been free, so maybe
it's late to try to educate the fellow in the street, but I think it would be
good policy.
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Senator LtrGAR. I don't disagree. I'm raising these questions almost
rhetorically to obtain some of the answers that you are providing be-
cause it appears to me that clearly the idea of opportunity costs weren't
altogether foreign. The budget Congress now promulgates each year
without the slightest evidence that the opportunity costs of this pro-
gram, or many others for that matter-
Let me ask the question from another standpoint. We were over in

the Agriculture Committee recently and we were talking about the
stockpiling of various commodities. The groups there are still fairly
even in terms of how they approach the problem.
For example, there would be some agricultural groups in our society

that would suggest to the Agriculture Committee that it would be
helpful in terms of staving off famine in this country, indeed, famine
throughout the world, if we had stockpiling of many goods.
They would also indicate that that would enhance farm income

temporarily, and take some 'commodities off the market when prices
became depressed.
An equally sophisticated group of people would say, however, that

whenever the Federal Government has gotten involved in stockpiling
of agricultural resources, it has, as a rule, depressed the prices for
farmers, in the short run, and immediate run, even long run if it per-
sisted, and it might even do that abroad, likewise.
So, as a result, there has been a great deal of tension. What comments

do you have about the types of things that presently are in the military
stockpile? Why haven't the same tensions been there in those sorts of
markets among people who have resisted stockpiling as opposed to
those that appear to want to stockpile more?
Mr. GRAMNI. I'M just speculating on the answer to that, because that's
not really an economic question. I think the reason there's been less
tension and less controversy is that the American people historically
have tended to be more willing to spend money for defense purposes,
no matter how vaguely that was defined, than for the purposes of
price supports or social programs.
And I think that's why the tensions have not occurred.
Senator LUGAR. So, essentially, you are saying that, by and large,

farm people and farm commodities have suffered in comparison be-
cause the rest of these commodities have been under the umbrella of
defense.
Mr. GRAMM. Of course, agriculture has used the defense argument,

I believe. It's been a long time since I have looked into existing tariff
policy, but we have protected agricultural products under the national
defense argument, and getting under that umbrella obviously has some
tremendous advantages.
Senator LUGAR. I appreciate your testimony very much.
The CHAIRMAN. Thank you.
Mr. Schmitt?
Senator Sciimrrr. Thank you.
Senator Lugar, I think your questions are to the point. I think it's

also very important that we have an economist now of your stature
and obvious background and experience in the Congress. It will be
very useful. I think you will find, however, that you are going to have
broaden now and try to look at the other aspects of public policy
rather than just pure economic analysis, which I think is extremely
valuable.

•
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It's one of the variables that we have to look at, and for many
commodities it is probably the essential area. But I would like to draw
your attention to a method of analysis that we used in order to evaluate
factors other than costs in the space program with which I was associ-
ated with for some time.
And that is so-called single point failure analysis, where you try to

see whether there is a particular failure in your system that will kill
you, applying that, and if there is, you try to get rid of it. And you
pay a considerable amount of money to get rid of that single point
failure.
I think the same thing can be looked at in terms of various commodi-

ties and particularly strategic mineral resources, which ones, if the
supply disappeared, would be of critical, damaging impact to the
economy, to our manufacturing capability, to our defense capability,
whatever capabilities you care to define.
There probably are few such commodities that we presently use in

this country that are imported, for the most part, where if that supply
suddenly was withdrawn, we would be in very, very serious trouble in
a relatively short period of time, a timeframe that is small compared
to the time in order to come in with production domestically or to find
an alternative material, alternative technology, or alternative source
from some other part of the world.
So I think that has to now be applied to what you have done by com-

paring those commodities that are single point failures with those
with which your analysis is clearly the dominant factor. Then maybe
we can come to the right decision of what our strategic stockpile policy
should be.
I will point out as a case an immediate point, and that is over oil.

We are importing 50 percent of our petroleum, and significant per-
centages of that, like 20 or 30 percent, come from single points in this
world which are extraordinarily vulnerable to political, military, or
economic disaster. Then we have a single point failure and pure eco-
nomic analysis relative to stockpile investment in our own productive
capacity can't be the sole determining factor.
In fact, it becomes a minor factor in that kind of situation over a

short-term period.
Copper is another potentially similar example because, as I am sure

you are aware, there is not a natural marketplace for copper. Zaire,
particularly, is selling copper for low cost. It is a way in which they
enhance their cash flow as a nation. Without that, Zaire would be in
worse economic trouble than they are today. We hopefully understand
that, but it still makes it extraordinarily difficult to maintain a pro-
ductive capacity for copper in this country..
Over the short term one solution has been to balance, for instance,

copper against the sales of tin. I don't think that's a long-term solu-
tion, but I think we do have to realize that occasionally the market-
place gets distorted. So, again, the kind of analysis that you have
given us is not the sole determining, or cannot be the sole determining,
factor.

It's more of a comment than a question, but I would appreciate your
comment on my comment.
Mr. GRAMM. First of all, I was asked, along with Dr. Maurice, to

come in and present the economics. And that's what we have done.
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I think each of us as a citizen has a more general viewpoint than just
the economics, but I think first of all we tried to do what I perceived
Senator Proxmire, as chairman of the committee, had asked us to do,
and that is to present an analysis of those things which we possess some
expertise in.
And so I suspect that when one is siting on the other side of the table

that there are broader interests, but I don't think 
Senator ScHmirr. We're just trying to make sure that Senator

Proxmire doesn't use your analysis in areas where we might not agree
with his use. [Laughter.]
Mr. GRAMM. My response to that would be that the analysis is valid.

I think what it does is puts the burden on you and on others who
want stockpile policy, who want stockpile resources. I think what
it says is—not that you're not correct—but it just says that you have
got to justify a cost that is substantially higher than just the acquisi-
tion costs.

That's not to say that we throw out national defense. That's not to
say that we don't or that we're not willing to pay substantial amounts
for assistance in the space program which means life or death to the
people that we are paying to be astronauts.
But what it does say is that we need to be aware of these costs and

the burden of spending the public's money; the burden of justifying
it needs to be on those who want to spend it.
In the case of stockpiling, we need to take into account the full cost

of that policy. A perfect example, in terms of oil where we are very
vulnerable, is that 50 percent of our production now is imported,
much of it coming from highly unstable sources.
But I think taking into account the cost of stockpiling might induce

us to have some stockpiles, but also to spend resources on our alterna-
tives, such as expanding the degree to which we drill off the east
and west coasts of the United States, amending the strip mining law,
deregulating the price of new natural gas.
I think that an accounting of the full cost is the only method by

which we are ever going to have a chance to let logic and analysis
displace just strictly political rhetoric.

Senator Scamrrr. I hope you're correct, and I hope we can add your
voice to that kind of analogy.
Mr. GRAMM. I was just following up on your comment about how

my expertise is welcomed here. I would welcome your help on com-
mittee. [Laughter.]
The CHATRMAN. Unfortunately, we can't help you much here in the

Senate. I wish we could. I wish you were over here. We could cer-
tainly use you.

Senator SCHMITT. I think it is very important that all witnesses,
they are asked to comment in their area of expertise, and they realize,
though, as we start out questioning, we come from different points.
And we're trying to adjust that testimony to fit generally a broader
picture based on our own prejudices or biases or what we think is an
objective view of the problem. And that's all these questions—particu-
lar those of Senator Lugar and myself--are designed to do, to make
sure that to the extent we can, that this very persuasive economic
argument on a theoretical basis is not taken completely out of context
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in every area, and I don't think it will be. It is, as I say, the critical
factor in areas where there is not a single point commodity problem
where withdrawal of a commodity can, in fact, cause serious
obstruction.
In other areas, however, it will be subordinate to other factors, some

of them political, some of the facts that we've been unable to get the
Congress to do the things, for example.
All the administration that you suggested probably should be done

with respect to mitigating our dependency on foreign imports of
oil. As long as we don't do the right things we may have to pay another
price, and that price may be the kind of price that you have described,
is inherent in stockpiling.
Mr. MAURICE. Senator, may I just add this. I do have a bit of

expertise in economic history, and I think we can go back and show
many, many instances when a really crucial material that was so
critical militarily and otherwise was made obsolete in times of emer-
gency. Several cases just come to mind, but I can just mention rubber.
When we were about to enter World War IT. not being able to get
raw rubber, an eminent chemist presented a paper proving beyond a
doubt that it was impossible to make synthetic rubber at any reasonable
price. And du Pont was doing it within 1 year and selling it for less
than regular rubber.

Technology does have a way of making some of these resources
obsolete.

Senator Sciimirr. No question about it, particularly in times of
obvious and visible crisis. But as I indicated earlier, our crises are
not so obvious and visible today. At times such as--it certainly is not
an obvious and visible shortage of petroleum to anybody in this coun-
try that drives an automobile or otherwise.
But it is clear there is a potential crisis, and it's in that kind of

situation we have to view the questions of stockpiling or which I prefer
also the development of our own resources in this area and most other
areas.
Thank you, Mr. Chairman. And thank you, gentlemen, for your very,

very enlightened talk.
The CHAIRMAN. Thank you. We're very much in your debt for ex-

cellent testimony. And congratulations on your election to the House.
I think it's a good thing for the country.
Now, we have some questions for you, Dr. Gramm and Dr. Maurice,

for the record. We hope you will get a chance to answer them in
writing.
Mr. TUATTRICE. Yes.
[The following was ordered inserted in the record:]



44

Dr. Chas. Maurice
Dr. Philip Gramm
Defense Production
PW/jr

Noveeber 17, 1978

Dr. S. Charles Maurice and
Dr. W. Philip Gramm
Economics Departnent
Texas A & M Univessity
College Station, Texas 77E43

Dear Dr. f.aurice and Dr. Granm:

Thank you for your excellent testimony on the oppor-
tunity costs of stockpiling. As an addition to the hearing
record, the Committee would appreciate written responses to
two additional questions:

(1) In your monograph, you mention the possibility
that unforeseen technological change will male the
conserved resource obsolete. Ylur example of whale
oil is particularly interesting since at one point
the U. S. government stockpiled over 23 million pounds
of sperm oil. More to the immediate point, the risk
of obsolescence threatens the value of stockpiled
materials. Would you address this point?

Doesn't the potential cost of obsolescence increase
with the size of a stockpile?

(2) There is another hidden cost of stockpiling
which is generally ignored. The mere existence of
a large stockpile often effects the economic deci-
sions of materials producers and consumers. For
instance, consumers may hold suboptimal levels of
materials inventories or producers may limit produc-
tion capacity in anticipation of stockpile releases.
This effect seems to have contributdd to the current
tin shortage. Conversely, stockpile acquisitions ray
cauae over-expansion of production capacity and lead
to an over-supply when acquisitions are curtailed.-
Have you given any consideration to this sort of
hidden cost?

'Your response should be directed to the attention
of Paul Winslow of the Committee staff. If you have any
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Dr. S. Charles Maurice and
Dr. W. Philip Gramm
Page 2

questions about this request, please contact Mr. Winslow at

.(202) 224-2337.

Again, thank you for your extremely helpful contribu-

tion.

Sincerely,

William Proxmire
Chairman

hrPiir

36-791 0 - 79 - 4
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TEXAS A&M UNIVERSITY

DEPARTMENT OF ECONOMICS

COLLEGE OF LIBERAL ARTS

COLLEGE STATION, TEXAS 77843

TELEPHONE
713 845-7351

December 7, 1978

Mr. Paul Winslow
United States Senate
Committee on Banking, Housing

and Urban Affairs
Washington, D.C. 20510

Dear Mr. Winslow:

I enclose my comments on Senator Proxmire's questions about stockpiling

of natural resources set forth in his letter of November 17 to me and

Dr. Gramm. I apologize for the delay, but I have not seen Dr. Gramm
since receiving the letter. I think he has been in Washington. I,
therefore, decided to comment by myself. Thus the answers reflect only
my analysis and opinions and should not be taken as his position,
although, having worked with him for 12 years, I believe that Dr. Gramm
would agree with most of the points.

In my comments on the questions I tried to be brief but thorough. One
could, of course, write a full article on each question, but I did not
think that is what is desired. If Senator Proxmire wishes further
information or analysis please feel free to call on me. Also, please
express to the Senator my pleasure in testifying before his committee
and my appreciation of his interest and understanding of this very
important, but extremely complex,economic issue. Again, if I can be of
further help you may call on me.

Sincerely,

L11 ;,;-121-4‘4,
S. Charles Maurice, Head
Department of Economics

SCM/br

Enclosure
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COMMENTS ON SENATOR PROXMIRE'S QUESTIONS ON MINERAL STOCKPILING

1. I will first address the last point in Senator Proxmire's first
question:

Doesn't the potential cost of obsolescence increase with the size of the

stockpile? The answer is an unqualified yes. If the stockpiled resource

becomes obsolete or even declines significantly in value because of

technological change, the more of the resource that is stockpiled, the

greater the opportunity cost to the economy of having forgone the use of a

resource that becomes less valuable, or at the limit even worthless. The

risk of obsolescence certainly does threaten the value of stockpiled

material.

There is a more subtle point to be made in regard to this question, however.

It may well be the case that the larger the stockpile, the greater the

probability that the resource will, in fact, become obsolete, or possibly

far less valuable, because of technological change in the private sector.

Let me explain. To the extent that increasing the size of the government

stockpile of a mineral increases the total demand for that mineral (the

demand by government plus private demand), its price will be driven up.

As the price of the mineral increases, firms in the private sector of the

economy will be increasingly motivated to undertake research and develop-

ment designed to search for substitute minerals in production processes.

That is, the higher price will, to some extent, induce firms to spend money

in order to find ways to use other resources or less of the stockpiled

resource. Historically, much technological change that has made certain

production processes obsolescent has been induced by an increase in the

price of one or more of the important inputs used in the production

process. One extraordinary example that comes immediately to mind is the

change in England from charcoal to coke in steel production as wood
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became more and more expensive during the early part of the industrial

revolution. To summarize, increases in the size of the stockpile not

only increase the potential cost of obsolescence but also increase the

probability of obsolescence if stockpiling increases the price of the

mineral.

I think I have at least partially addressed the first point in question

one. But, let me elaborate a bit further. Unless government stockpiles

a resource on purely political grounds (induced possibly by special

interests), the probability that the resoUrce will become obsolescent

would generally exceed the probability that a non-stockpiled resource

will become obsolescent. To explain, consider why government would even

wish to stockpile a resource unless it felt that (1) the resource is

necessary for military use or some other important purpose and (2) the

resource is expected to be in short supply in the future. But if govern-

ment officials feel that the resource will become increasingly scarce,

would not firms in the private sector feel the same way? Thus private

firms would be more induced to carry out research and development to find

substitutes or alternatives for a mineral they felt would become more and

more scarce. There is little inducement to search for substitutes for a

mineral when there exists a 100 year known reserve of the mineral.

Neither would there be much incentive for the government to stockpile much

of the mineral. Thus there would seem to be some correlation between the

amount of private research to find alternativesto a mineral stockpiled

and the amount stockpiled. I hope this material answers the Senator's

first question.
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2. Next I shall turn to the second question, the answer to which is not so

clear cut. To answer the last part of the question, "Have you given any

consideration to this sort of hidden cost?", no, not until now.

To generalize, I would certainly agree that unquestionably the mere

existence of a large stockpile of a mineral would affect the economic

decisions of both producers and consumers of the mineral. To generalize

even more, it is a generally accepted economic theory that anything

that increases uncertainty in a particular area - and certainly a large

stockpile would increase uncertainty - investment and hence long-term

production would be reduced. To this extent an increase in the stockpiled

resource would have a hidden cost and affect relative prices.

To be more specific, however, I would say that the effect on private

production and consumption decisions, and hence on social cost, depends

in large measure on expectations - that is, on what consumers and producers

expect government to do with the stockpile. If they expect portions of the

stockpile to be dumped on the market, investment and production and

consumption would tend,to some extent, to be postponed in anticipation of

a price decrease. The cost would depend on the correctness of the assump-

tion; i.e., what government actually does. In any case production would

be lower than it would have been, and would cause the mineral to be

scarcer in the interim. This action would be costly.

Again, in the latter part of the question the Senator is correct in

stating that if producers expect government to increase its stockpile of

a mineral, they would tend to produce more than they would have otherwise.

If government ceases stockpiling or decreases its rate of stockpiling, the

increased production will increase supply and cause a lower price over some

•
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period, the length of which depends upon the amount of oversupply.

To summarize; it is much more difficult to calculate the type of hidden

cost of stockpiling mentioned in the letter than it is to calculate the

lost opportunity cost to society discussed in our monograph and in our

testimony. The question lends itself primarily to an ad hoc or case-by-

case analysis. I can only say that certainly if producers and consumers

expect government to act in a certain way and government does something

else, e.g., increases its stockpile when producers expect it to decrease,

production and consumption will be distorted as will relative prices.

Expectations about the future frequently depend on what government has

done in the past. That is, has government been consistent or inconsistent

in its activities in this area. If government has been inconsistent, there

is more uncertainty, and investment and production will decrease.

Furthermore, I think that I can make one additional general statement

concerning the second question. If producers know that government possesses,

or will possess, a large stockpile of some mineral, they also must know from

past experience there is some probability that government will reduce the

stockpile by selling it on the market. They also know that this activity

tends to reduce the future price of the mineral. Thus they would be more

cautious in their production,and particularly their exploration,decisions.

Producers must know that there is some probability of stockpile reductions.

The extent that production and exploration are reduced is a true opportunity

cost to society -- the reduction of mineral production and consumption along

with the higher price of the mineral. But, since the cost depends on the

expectations of producers, and these are not always quantifiable, these

hidden costs, which are very nebulous, must be estimated on a mineral-by-

mineral basis. This task could be done but it would involve a rather

extensive amount of research.
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SUMMARY OF MONOGRAPH

Does Resource Conservation Pay? 

by

Gerhard Anders

W. Philip Gramm

S. Charles Maurice
I. INTRODUCTION

Conservation of natural resources and re-
source stockpiling have recently become extremely
important issues. All aspects of the resource
conservation question are being hotly debated not
only in academic circles but also in the popular
media. Of course, the topic of natural resource
conservation is not new. Conservation has re-
ceived a certain amount of attention throughout
history. At the end of the nineteenth century
ardent conservationists were extremely vocal and
had a significant impact on public policy in the
United States. Many writers thereafter, both in
the popular and in the academic press, have pub-
lished extensively in the area of conservation.
The emphasis in most cases throughout the period
has been that natural resources were being
exploited far too rapidly and government must
intervene in order to save resources for future
generations.

Within the past few years the interest in
the conservation and exploitation of natural
resources has increased astonishingly. The
recently renewed interest is due to several fac-
tors: Doomsday theories, recent oil embargos,
the drive for self sufficiency in certain re-
sources and so on. Many conservationists empha-
size that there must be control of resource
extraction or future generations, lacking natural
resources, will be impoverished. They argue that
government should consider delaying extraction in
order to make future generations better off.

Seldom is anything learned from history
because people tend to view each problem as being
unique and without precedent. In the cases of
production holdbacks, stockpiling and resource
conservation we have an exceLlent historical case
study in the conservation movement in the United
States during the early part of the twentieth
century. The study of the conservation era can
shed considerable light on the public policy
debate regarding stockpiling and resource hold-
backs as well as long-term conservation. Specifi-
cally we can analyze empirically the costs of
holding back resources from production during the
twentieth century. In this paper we shall attempt
to measure whether or not long-term resource con-
servation has, in fact, made future generations
better off economically. In such a framework the
historical benefits and costs of resource conser-
vation can be assessed.

The conclusions of this study, which follow
directly from simple economic analysis and from
the existing data on resource prices in the
twentieth century, are largely in contradiction
with the general opinion concerning conservatinn
of depletable resources. Our conclusions are,
first, that at any time during the twentieth

tury en for •d connervation or pro-
iwt:am hold........'c..,.,urc,s would

a pu . • 41, i •n, not only for
the generation giving up the consumption of the

conserved resources but also for the later gener-

ation that did obtain the use of the resource.
Secondly, we conclude that whatever justifica-
tions may be used for stockpiling, such as
military or political considerations, the exhaus-
tion of resources has historically not been a
valid justification.

II. THEORY OF EXTRACTION HOLDBACKS & STOCKPILING

In order to examine the costs and benefits
of government short-term or long-term resource
holdbacks, we will begin our analysis with a
study of why private firms might follow such a
policy. We can then easily adapt the theory to
fit governmental decision making.

Private owners or leasors of a non-renewable
resource deposit would have two economic reasons
to postpone exploitation of the deposit or to
curtail extraction significantly. The first
reason is if the firm has significant monopoly
power in the relevant mineral; that is, if the
firm's rate of output has a substantial effect on
the world price of the resource, it may withhold
extraction to increase the market price. While
exploitation of monopoly is a reason why a firm
might hold back output, this type of inducement
is not the argument generally given in recent
discussions of stockpiling and is certainly not
an argument for long-term conservation. Neither
is it the point in which we are interested here.

The theory explaining why a firm would with-
hold extraction or reduce the rate substantially
is really quite simple. If someone owns a
sterile asset worth one dollar and the relevant
rate of interest is ten percent, that person
should hold the asset until the next period if
the price of the asset is expected to rise above
$1.10. If the price expected in the next period
is less than $1.10, the asset should be sold,
because the value of a dollar invested now at the
market rate of interest will be $1.10 in the next
period. To generalize, a business would withhold
the sale of a sterile asset, including a mineral,
if it expected the value of the asset to increase
at a rate greater than the relevant rate of dis-
count. Otherwise, the business would maximize
wealth by selling the asset and investing the
returns. ?his analysis holds whetber we are dis-
cussing the decision to withhold an entire
deposit or to increase or reduce the rate of
extraction.

Let us emphasize in the case of minerals
that this analysis applies to the price of the
resource less the cost of bringing the resource
to market, rather than to the market price of
the resource alone. A firm may well postpone
profitable oxtractiou even thau0 the marl:et
price of the resource is exnectod to r.,,ain con-
,tont, if the co,t of extractin3 and !,
expected to decrease sufficiently - a "sufficient"
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decrease being defined as a decrease at a rate

absolutely greater than the rate of interest. Of

course, when cost generally varies in about the

same way as price, one can concentrate exclusive-

ly upon price variations when analyzing stock-

piling decisions. For example, if price is

expected to increase by ten percent, so long as

cost increases by ten percent also, profit will

increase by ten percent. Therefore, when

analyzing the economics of selling now or post-

poning sales, one is justified in looking at the

variation in selling price when price and cost

generally vary together.

Thus the most relevant test of the economic
feasibility of resource stockpiling is a compari-

son of the discounted (at the relevant interest
rate) difference between price and cost in some
future period with the same difference in the
present period. If the discounted future diffe-
rence exceeds the present difference, production
of the resource should be withheld. If the oppo-
site is the case production should occur in the
present. The generalized test would be

(Pt - C)/(l + r)t < I sell

(Po - Co) >1 hold

where
Po and Pt are respectively the price in the

present period and the price expected in the
target sale year t.
C and C

t 
are respectively the cost in the

present period and the cost expected in the
tth period;

r is the relevant rate of discount.

The above theory applies not only to busi-
nesses, which are interested in profits, but to
government as well.

In the first place, whatever a government
wishes to do and whatever the motivation, the
cost to society of carrying out the decision must
be considered or taken into account when making
decisions. For example, increasing welfare
benefits has costs to society, even though the
increase in benefits is not motivated purely on
economic grounds. The same thing applies to
increases in the military budget or other pro-
grams carried out by governmental agencies. Even
though increasing the military budget may be
carried out for other than purely economic
reasons, the cost of the increased budget must be
considered and compared with alternative uses of
the funds. Thus any project of government
involves a cost, which is the loss of the
resources in alternative uses. This cost is the
opportunity cost of the project.

The same type of cost consideration most also
apply to natural resource stockpiling or conserva-
tion, even though holding resources in the ground
rather than extracting them involves no out-of-
pocket costs to the government treasury and even
though th delayed extraction is ordered from
purely nol-.-onomic motivations. No matter what
the motivation, economic or otherwise, the deci-
sion to hold resources involves opportunity costs
and these costs may not be inconsiderable.

If the value of the resource increases less

rapidly than the rate at which the investment of

the value of the resource increases, society

loses economically by withholding extraction.

That is, the value of the resource must increase

at a rate greater than the relevant rate of

interest or there is a social cost involved. The

difference between the rate of increase in the

value of the resource and the interest rate is

the cost to society of withholding the extrac-

tion. On the other hand, if the value of the

resource conserved grows at a more rapid rate

than the relevant rate of interest over the time

period of conservation, society is in fact better

off economically for having postponed exploita-

tion of the resource. If these circumstances

occur, society benefits economically from a with-

holding action, which may have been motivated by

non-economic considerations.

In conservation decisions, government should

recognize that the true cost of withholding

extraction of resources is as real a cost as the

price of a good purchased, even when the motiva-

tion for conservation is non-economic. This real

cost is all too frequently neglected in the con-

servation literature and in discussions of the

desirability of resource stockpiling.

The key variable in the process of analyzing

the decision to delay extraction is the break-

even price, which is the value in some future

year that could be obtained from investing the

price of a unit of the resource in the present

year at the relevant rate of interest. Even

though the motive for stockpiling is for reasons

entirely divorced from economic interests, the

break-even price gives a good indication of the

cost of stockpiling. In any year the ratio of

the break-even price to the actual price indi-

cates whether or not society does or does not

benefit economically from the stockpiling.

The second reason feir applying economic

analysis to the governmental decision to withhold

extraction of resources concerns long-term re-

source conservation in order to make future

generations better off than they would be other-

wise. If the real value of the resource appre-

ciates less rapidly over time than the relevant

rate of interest, the future generation would be

made better off economically if the philanthropic

generation exploits the resources and invests the

return at the market rate of interest. On the

other hand, if increasing scarcity causes the
value of the natural resource to appreciate more

rapidly than the interest rate, the later genera-

tions benefit more by having inherited the

resource sin the ground. Again when a society

considers conservation as a method of enoowing

future generations, it cannot neglect the cost of

the endowment; that cost is the lost opportunity

of investing the return from the resources at

the going rate of interest. The endowing gene-

ration bears the cost of foregoing income from

using the resources. The endowed generation
bears a cost when it could have been made better

off if the previous generation had exploited the
resource and invested the returns in capital for
the later era. Which program would leave future
generations better off--leaving resources or
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exploiting the resources and investing--is an
economic question that can be answered
empirically.

To summarize, the value of a natural re-
source in the ground in any period is the price
at which the resource would sell minus the cost
of extraction. If the decision criterion for
conservation is to make some future generation
better off than it would otherwise be, the
decision to force production holdbacks would be
uneconomical when the value of the conserved
resources increases at a rate less rapid than
the relevant rate of discount. Otherwise, as
noted, exploitation and investment of the re-
turns would maximize the wealth of the future
generation. We will concern ourselves here only
with the economic feasibility of conservation or
stockpiling decisions regardless of motivation,
in order to isolate the social costs of such
decisions.

III. STATISTICAL ANALYSIS

Let us examine the historical facts concern-
ing resource prices, using 14 depletable re-
sources for which price data were available
throughout most of the 20th century. These
resources are listed in Column 1 of Table 1. The
purchase price of 11 of the resources in the U.S.
in 1900 is shown in Column 2. In the case of
three resources, crude petroleum, lime, and
magnesium, price data were not available until
later years, noted at the bottom of the table.
In these cases the prices in Column 2 are prices
in the first year in which consistent data were
available. Column 3 lists the average price of
each resource in 1975.

The following types of tests are carried out.
Using four rates of interest or rates of dis-
count, (1) the rate of return on AAA bonds, (2)
the average yearly rate of return in manufac-
turing before taxation, and (3) two measures of
a pure interest rate (% of change in CPI plus 2
and plus 3 percent), we calculate the value in
1975 that could have been realized by investing
the value of a unit of the resource in 1900 (or
in the first year for which data are available).
The costs or benefits of conservation or produc-
tion holdbacks can be measured by subtracting
the value of the investment from the price of
the resource in 1975. If the 1975 price of the
resource exceeds the value of the alternative
investment that could have been made by selling
the resource in 1900 and investing the proceeds
of the sale at the going interest rate, then
society clearly benefits from conservation as a
method of transferring wealth from one generation
to another. If on the other hand the value of
the alternative investment that could have been
made by producing and selling the resource ex-
ceeds the 1975 market price, conservation of the
resource in question was not the most efficient
method of wealth transfer and cost was imposed on
society by the conservation decision.

Table 1 shows the bre. -even price for the
14 resources for the 4 interc, rat,. The
hr,ah-even prices indicate the ,clue is 1975
that would have been obtained by selling the

3

resource in 1900 and investing the proceeds at
the given interest rate. (We used price rather
than price less extraction cost because our

data, not included here, indicate these varied in

the same way.)

The relevant question is whether resource
prices increased between 1900 and 1975 more or

less than the value that could have been obtained

by investing the proceeds from the sale of the
resource.

Columns 4a, 5a, 6a, and 7a show the values
that would have been obtained by investing the

sales price of the resource in question in 1900
at the AAA corporate bond rate, the percentage
change in the consumer price index plus two per-

cent, the percentage change in the consumer
price index plus three percent, and the before-

tax rate of return in manufacturing, respective-
ly. Columns 4b, 5b, 6b, and 7b show the percent-

age of respective yields on investment at the
various interest rates relative to the purchase
price in 1975.

In no case for any of the 14 depletable
resources would stockpiling from 1900 through
1975 have been a viable economic alternative to
simply investing the proceeds of the sale of the
exploited resources in 1900 at the AAA corporate
bond rate. The average value of the investment
obtained by exploiting the 14 resources in 1900
and investing the proceeds of their sale in AAA
corporate bonds was 733 percent of the sales
price of the same resources in 1975. Of the 14
resources, in only two cases did the value of the
investment fail to exceed 200 percent of the
value of the resource in terms of its 1975 sale
price. These two resources were coal and crude
petroleum, both of which experienced a rapid
acceleration in price between 1973 and 1975.
Even so, the value of a AAA corporate bond in-

vestment of the proceeds of selling coal in 1900

was 159 percent of the sales price of coal in

1975. The value of the investment that could
have been obtained in AAA corporate bonds by

selling crude petroleum in 1905, the first year
for which price data are available on a consis-
tent basis, was $14.30 a barrel which was 191%
of the average market price of crude petroleum

in 1975. The results shown in Columns 5a, 5b,
6a, and 6b, using "pure" interest rates, are
quite similar.

The largest discount rate employed was the
before tax rate of return in manufacturing,

which to some extent represents the investment
opportunity cost of American business. This
extremely high discount rate produced such large
numbers that it was necessary to drop the last

three zeros in Columns 7a and 7b. For stockpil-

ing of crude petroleum between 1900 and 1975 to
have been a viable alternative to investment at

the before-tax rate of return on manufacturing,

the price of crude petroleum in 1975 would have
had to exceed $12,900 a barrel. The break-even
price of gold would have been over $1 million an
ounce. On ,Iverage, the break-even price for the
14 depletoble resources exceeded the market price
in 1975 by 929,000 percent. Obviously, long-term
stockpiling of depletable resources has not been
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TABLE 1. Purchase Price in .1900, Sale Price in 1975, and Break-Even Prices in 1975 Employing Four Interest

Rates and Percent of Break-Even Prices to 1975 Sale Prices for 14 Depletable Resources.

Rh 6a 6b 70 7b

Resource

Purchase
Price
1900

Purchase
Price
1975

Reil-break-fven Prices

II=AAA CP1472-% 17I+35 R=8TM

$ or d % $ or C % $ or 4 1 S or C (x 1,170773) 1 (x 1,01.71

4079Aluminum 32.72 39.80 939.90 2361 950.20 2387 1941.40 4878 1623.40

Bauxite 3.87 15.00 111.20 741 112:40 749 230.60 1531 192.00 1280

Coal 1.04 18.75 29.90 159 30.20 161 61.70 329 51.60 275

•

cr'uT
0.17 0.64 4.60 745 4.80 753 9.80 1539 8.20 1287

Petroleum 0.62+ 7.52 14.30 191 15.00 200 29.30 389 12.90 172

Gold 20.67 162.25 593.70 366 600.20 370 1226.40 756 1025.60 632

Iron Ore 4.00 18.62 114.90 617 116.20 624 237.30 1275 198.50 1066

Lead 4.41 21.60 126.70 587 128.10 593 261.70 1211 218.80 1013

Lire 3.68/ 22.18 89.00 401 91.00 410 179.00 807 91.20 411

Magnesium 1.819 0.82 22.60 2758 19.50 2374 33.60 4093 3.90 481

Nickel 27.00 210.50 775.60 360 784.10 373 1602.00 761 1339.60 636

Silver 61.33 443.00 1761.70 398 1781.00 402 3638.90 821 3042.90 687

Tin 30.00 346.00 861.70 249 871.20 252 1780.00 514 1488.50 430

Zinc 4.40 39.10 126.40 323 127.80 327 261.10 668 218.30 558

I Series begins in 1904, +1905, 91918.

Sources, Moody's, Bureau of Labor Statistics, Quarterly Financial Le...pal for Manufacturing, Commodity Data Summaries,
1974, Appendix 1, Federal Reserve Bulletin, Minerals Yearbook, Statistical Abstract of the U.S., Trends in
Natural Resource Commodities. (Complete references available from authors.)

a viable alternative to investment in American
manufacturing during the 20th century.

The results of Table I cast grave doubts on

the efficiency of long-term resource stockpiling
for economic purposes. Clearly, during the 20th
century, resource stockpiling over long periods
of time has not been a viable alternative to in-
vestment at the AAA corporate bond rate if the
objective of stockpiling was to increase economic
welfare. When highor effective interest rates
are employed, the results are even more over-
whelming than those obtained with AAA corporate
bond rates. This is not to say, however, that
resource stockpiling with other economic motives
may not have been efficient during the 20th
century. It does, however, indicate the extremely
high economic costs that were incurred by such
action. Clearly, such costs must be weighed
against non-economic advantages in order to de-
termine the optimality of the decision.

The historical feasibility of short-term
production holdbacks--periods of from 1 to 5
years--have also been calculated. Using all of
the resources and the AAA bond rate, only 34 per-
cent of the time during the 20th century would
firr, have gained by holding back production from
one .... • a...xt. The results are similar
for C • ,•. -7.:re" interest rates. When the
before-tax rate of return in manufacturing is

employed as a discount rate, in only 11 percent
of the time would production holdbacks from one
year to the next have resulted in an economic .
advantage for the decision maker.

Under uncertainty with randomly distributed
expectations one might expect profits from short-
term holdbacks about half the time and losses

about half of the time, with the average returns
from holdbacks being about zero. If firms would
have gained from additional stockpiling or pro-
duction holdbacks a very large percent of the
time, one might deduce that private firms exploit-
ed the resources too rapidly from a social point

of view. If, on the other hand, short-term hold-
backs would have occasioned losses in a large
majority of the periods, it would appear that the
resources may have been extracted too slowly.

Those who assert that a system that relies pri-
marily on private firms uses up natural resources
at a wasteful rate must defend the assertion on
grounds other than historical data and economic
analysis.

Let us re-emphasize in closing that govern-
mental holdbacks,both )ong-term and short-term,
can certainly be ordered for reasons other than
economic. All we wish to show here is a method
for e,tin.ating the social cost ef such activities
and ni,torical evidence of such cost.
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The CHAIRMAN. I'd like to ask our final three witnesses to come
together. We have General Hollingsworth, Mr. Joseph Mitchell, the
Director of the Federal Preparedness Agency, and Mr. Dale Church,
who is the Deputy Undersecretary of Defense for Research and
Engineering.
Mr. Church has to leave early and rather than bring him in this

afternoon, we are going to try to wind up now.

STATEMENT OF LT. GEN. JAMES F. HOLLINGSWORTH, U.S. ARMY
(RETIRED) ; AND JOSEPH A. MITCHELL, DIRECTOR, FEDERAL
PREPAREDNESS AGENCY, ACCOMPANIED BY EDWARD K.
ZABROWSKI, ACTING ASSISTANT DIRECTOR FOR CIVIL CRISIS
PREPAREDNESS; AND DALE W. CHURCH, DEPUTY UNDERSECRE-
TARY OF DEFENSE FOR RESEARCH AND ENGINEERING, ACCOM-
PANIED BY RICHARD E. DONNELLY, STAFF DIRECTOR FOR RE-
SOURCES POLICY AND PROGRAMS

The CHAIRMAN. Our first witness will be General Hollingsworth.
General Hollingsworth, in 21/2 years as commander of I Corps group
in Korea, completely changed the strategy of defense and developed
a short-war concept which has become the example of the U.S. Army's
forward defense strategies. Prior to retirement in 1976, he also served
as special assistant of the Army Chief of Staff where he offered an
assessment of the U.S. Army's war-fighting capabilities in Europe.
Mr. Mitchell was appointed Director of the Federal Preparedness

Agency in November last year, assuming the post after serving in the
White House as President Carter's Deputy Assistant for congressional
liaison.
Mr. Church is the Deputy Undersecretary of Defense for Research

and Engineering, as I indicated.
General Hollingsworth, I would like you to answer a question first,

then I'm going to ask Mr. Mitchell, who I understand has a statement,
to give us his statement, and then we'll question all of you.
As you're aware, General Hollingsworth, the current stockpile is

based largely on a World War II scenario: A major war lasting at
least 3 years preceded by a lengthy period of industrial preparation.
That scenario appears out of step with the current defense planning
and preparedness. What changes in warfare over the past 30 to 40
years have had the greatest effect on the duration of future conflict?
And also, I would like you to comment in the course of your answer
on changes of Soviet naval and military planning preparedness.
General HOLLINGSWORTH. Thank you, Mr. Chairman.
As you know, I got involved in designing a new strategy in North-

east Asia, which I labeled at the time short war forward strategy.
This whole business of duration of war is one of judgment, Mr.

Chairman. It's one of looking at the capabilities of the enemy and
looking at your own capabilities to respond. It's a matter of looking
at the will of the people. It's a matter of putting important things in
perspective.
In this regard, to me, people are important. We find over on our

adversary side, on the Communist side, people don't seem to be very
important, which is directly opposed to our way of life.
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So I think that the real key to the duration of war, of course, cer-
tainly has to do with our national interests in the area. But a dramatic
change has occurred over the last 30 to 40 years. It's a matter of time
and space. Time to mobilize, time to start a draft in this country,
which means you will produce a soldier after about 8 months, time to
mobilize the industry and to build equipment in 2 to 3 years. We
know that from experience.
Space and time is no longer available to us in this regard. Three

years' conventional war, as we have heard people say, and we plan a
stockpile for, I just can't believe that the will of the people will permit
that.
I can't believe that our economic base, as we stretch out throughout

the world today to look for strategic materials, ones that we don't
produce. I don't think that the economics will support that.
As Senator Nunn said to me, and I hold very high regard for that

great gentleman, he visited me in Korea and he said to the Ambassador
there and to my boss:
Your short war strategy is the only type of war the Congress or the people of

the United States will ever support again. And I want you, when you finish here,
to go to Europe and design the same strategy in Europe.

Now we had good reason to say that because he understands the
Soviet doctrine and philosophy. He understands what they are doing.
They are mobilizing now while we sit.
We look at the Warsaw Pact capabilities, what they're going to do,

that's something else, we don't know, Mr. Chairman. I don't know what
they're going to do, and I don't think anybody in our country knows
what the intentions of the high moguls in the Presidium want to do.
But we look at their capabilities, and their capabilities are such to-
day that they can strike with little or no warning in Central Europe.
Well, little or no warning is very significant. Surprise is the key

to their tactics and doctrines to gain that element of surprise.
You see their theory working along the DMZ, separating North and

South Korea. Those tunnels they are building there are to gain the
element of surprise.
I was deeply concerned about them there, the capability to move

thousands of soldiers in a matter of a few hours in behind at that par-
ticular time in 1973 and 1976, in behind South Korean frontlines.
So the element of surprise is very important to the Communist

doctrine and tactics in warfare.
Warning time, you can look throughout history and, of course, you

can go back to 1905, the Japanese in Port Arthur. You can bring that
on up to date with the October war of 1973, and you see surprise acting
again.
Mr. Kissinger sent one of his people over to see me in Korea and I

briefed him on the DMZ. He said, how much warning are you going to
have? I said, I'll probably have 18-hour warning. But I said, Mr. X,
you and Mr. Kissinger won't have any warning. And he asked why is
that? I said, you never pay any attention to the man out here that
holds the responsibility. And I said, the precedent has been set for this
over many, many years.
So warning time, will of the people, the readiness of our forces, time

and space factors, and the preparedness of our country are important



57

elements, contributing to the duration of war. In my view, a long,
drawn out war is an economic disaster. Destroying the best part of our
Nation, our youth.
I went through this drawn out process in Vietnam. This has had

a serious impact, I think, on the duration of wars in the minds of our
people.
We owe it to our people to get the wars over with in a hurry if our

national interest is at stake and if we have to participate to get it over
quickly.
We should take steps to see that we do get it over quickly.
The Soviets have the same philosophy. Today, in central Europe,

in the Warsaw Pact, the Soviet Union is ready to go now. Mobilized
strength in the Warsaw Pact is at 100 percent, the very latest equip-
ment, ready to move. And for the United States to mobilize, to take
2 years, sir, to mobilize this country to fight a 3-year war, it just doesn't
make any sense to me whatsoever.
Where do we go after mobilization? The Soviet capability of all out

mobilization is estimated to be 500 to 600 divisions. The U.S. could
mobilize some 12 to 15 million people, because people are important,
because some 40 to 50 percent of our people under our standards are
physically unfit to participate in warfare, because half of our popula-
tion are women, who are doing a wonderful job in our services. How-
ever sir, as a soldier and in what I've gone through on the battlefield,
I don't want my 18-year-old daughter, or yours, out there on that
battlefield.

I've got too much respect for those youngsters.
So when you take away 50 percent, and then slice off another 40

percent of people overage, because of our high standards, we get down
to 12 to 15 million people, maximum of 20 million people, to mobilize
against people that have no standards whatsoever for service in the
military.
I'm talking about the Soviet Union.
And then to have a long, drawn out war. In Europe there's no place

to go after they overrun. And God help us if they do, and I hope it
never occurs.
But if they overrun Europe in 14 or 15 days, and we take 2 years to

mobilize, where do we go? Space is no longer available to trade for
time to mobilize.
You talk to some people in central Europe today, and some of them

will tell you that it's better to be red than dead.
So these are things that bother me tremendously. The mobilization,

the trading of space for time to mobilize, that bothers me about the
3-year long drawn out affair.
Economics, the energy problem—the energy expenditures in a long,

drawn out war, I believe that we do have an energy problem and we've
got to get on with it, what a long drawn out war is going to do to
our country?
I think that we must have a strategic stockpile. I think that we have

got to take a hard look at technology and see what technology is driv-
ing and see what materials it is that we need in the technology area,
and keep the stockpile up to date in those particular critical areas.
People—for example, today our guard and reserve strengths are

down. There's no manpower pool to support a long, drawn out war.
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I think all of these points are important, we must take a hard look
at the real world and what warfare is going to be like in the future.
There was no need for a long, drawn out war in Vietnam which

poisoned our society. It destroyed our young men. It took my eyes
after 24 months of it.
I don't want war. War is a disaster. Nobody wins, sir. It's a loss for

everybody. It's a loss in economics, it's a loss of the important part of
our society: People.
And that's about where I stand, sir.
The CHAIRMAN. Thank you very much for a most impressive

response.

STATEMENT OF JOSEPH A. MITCHELL, DIRECTOR, FEDERAL
PREPAREDNESS AGENCY

Mr. Mitchell?
Mr. MITCHELL. Thank you, Mr. Chairman.
Mr. Chairman, I would like to thank you for the opportunity to

testify before this committee this morning. This is my first year as the
director of FPA. I have talked to previous directors in the last several
years about the stockpile.
In the last year, I've given a lot of thought to the general structure

and mission of the Federal Preparedness Agency as a way of prepar-
ing for the reorganization that will make this agency part of a new
consolidated Federal Emergency Management Agency.
That, I know, is also your desire, Mr. Chairman.
I also believe that this is a good time, because of this particular re-

organization, to have us look and review the stockpile program and
the policies which President Carter has recently approved.
I would like to give you, if I could, first, a very brief summary of our

current stockpile policies several of which have been discussed this
morning. Then I would like to turn to the four topics in which you
have expressed particular interest.
Those topics are: Prewar industrial mobilization; the duration of a

future war; provision for civilian goods and services in wartime; and
manipulation of the stockpile for economic and budgetary purposes.
To begin with, I would like to say that the national stockpile is de-

signed for national defense purposes and I believe it should stay that
way.
Our need for a strategic stockpile has intensified in recent years

because we've become more dependent on foreign supplies of mate-
rials. The national stockpiles gives us great flexibility for fighting
different types of wars requiring diverse military and industrial
technologies. Using it for other purposes could limit this very valu-
able flexibility.
To learn whether the stockpile meets our current national needs,

the Federal Preparedness Agency and seven other agencies reviewed
stockpile policy assumptions in 1975 and 1976.
This review resulted in an updating and refinement of policy,

which was approved by President Ford and later by President
Carter. The Armed Services Committees of both the House and Sen-
ate have reviewed and accepted the policy.
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A principal finding of this study of the stockpile program was that
our inventories need to be dramatically restructured to meet the needs
of American industry and technology as it is today.
Senator Hart discussed that this morning in his testimony. Many

changes have occurred since the 1950's, when most stockpile materials
were purchased, and so our inventories levels are, in many cases, seri-
ously out of date.
We are now trying to restructure the stockpile through the develop-

ment of annual materials plans. Each plan is an incremental manage-
ment tool designed to achieve a complete restructuring over time,
taking into account national defense priorities, market conditions,
budgetary considerations, and technology.
Each annual materials plan is the result of many Federal agencies

working together.
The policy approved by President Carter provides a very high

assurance that defense requirements will be met in time of war. It
provides a lower level of assurance for industrial requirements. It
means that: Only materials available from North America are
counted against direct and indirect requirements supporting the
Department of Defense; we apply stringent discounts against mate-
rials coming from expected war zones and uncertain suppliers; we
assume that industrial capacity will grow during wartime, and that
it will be utilized more fully than in peacetime; we take into account,
the possibility that substitutes and conservation will exist for strate-
gic and critical materials in some uses; and we assume that civilian
consumption requirements can be reduced and restructured in wartime.
Now, Mr. Chairman, turning to the four topics in which you

expressed personal interest, I'd first like to discuss the warning period
before war, in which industry would begin to adapt to meet wartime
needs.
If we had a warning period before a war such as we've had before

all our major conventional wars, we would need a larger stockpile
than if there were little or no warning period.
This is because the military and industrial base has a headstart

and can grow in advance of actual conflict. For example, as a crisis
developed, we could invoke the Defense Production Act and expand
production of military equipment. To be sure that we would be able
to meet our national defense needs in this situation, our stockpile goals
reflect the assumption that there would be a warning period before
a war broke out.
The recent policy approved by President Carter instructs the Fed-

eral Preparedness Agency to stockpile for the first 3 years of a con-
ventional war of indefinite duration. In selecting this period, the
President reviewed information on Department of Defense planning
as well as the results of our own study.
The stockpile is insurance that will pay off if we must fight a con-

ventional war. In fact, the stockpile may actually contribute to deter-
ring such an event.
In deciding how much insurance we need, the President had to

consider our other national security programs, especially those of the
Department of Defense. His decision encompassed a wide range of
possible contingencies. This insurance is inexpensive compared to
other options, such as stockpiling enough military equipment for an
extended war.



60

On the other hand, the cost to life and property of stockpiling for
a shorter time could be extremely high. Unable to support a conven-
tional war because of shortages and a depleted economy, we might
be forced to choose between defeat and nuclear war.
Another issue that you mentioned, Mr. Chairman, was the extent

to which stockpile policy allows for supporting the civilian economy
in wartime. We feel that the United States could not fight an extended
conventional war without a strong civilian economy. This principle
is embodied in the National Security Act, the Strategic and Critical
Materials Stockpiling Act, and in the Defense Production Act.
For the first time, stockpile planning has been structured to pro-

vide the most insurance for the most important parts of the economy
and less insurance for the parts where risk is the most plausible.
Planning addresses three parts of the economy separately.
The first part is direct Department of Defense consumption and

the industrial production necessary to support that consumption. The
most conservative assumptions go into establishing the goals for
defense needs.
The second part is called essential civilian consumption. The third

is called general civilian. Together, they form the requirements of that
part of the civilian economy needed to support wartime needs and/or
maintain a viable industrial base.
In setting stockpile goals, we don't consider at all demand for ac-

tivities that are not needed in wartime. This type of consumption rep-
resents about 15 percent of our assumed wartime Gross National
Product.
Mr. Chairman the distinction between essential civilian and general

civilian is important. Essential civilian products are more directly tied
to the war effort and cannot readily be made with substitute materials.

General civilian products are less directly tied to the war effort and
can, to some degree, be made with materials that are not strategic and
critical. But I hasten to add that production of these items is necessary
if we are to feel confident of our ability to remain strong during a war.
You recall, I'm sure, Mr. Chairman, that prior to the introduction

of the approach now in use, all requirements, defense and civilian, were
lumped together in one aggregate: a pound of copper for cartridge
cases was given the same importance as a pound of copper for kettles.
We believe that by separately treating defense and civilian require-

ments, we have enhanced national security planning. Furthermore, our
subdivisions of the civilian sector create a smaller stockpile than if the
subdivisions were combined.
Mr. Chairman, you have also raised the subject of manipulating the

strategic stockpile for economic purposes. As I said before, I believe
the stockpile should be used only for defense purposes. I can assure the
Congress that as long as I am responsible for managing the stockpile,
I will actively resist any attempt to use the strategic stockpile for non-
defense purposes.
The interagency development and review process that I mentioned

earlier is so extensive that I find it hard to imagine manipulation occur-
ring without someone "blowing the whistle."
You may be interested in knowing that GSA investigators have

found no evidence of corruption or fraud in stockpiling.
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Finally, I'd like to add that, by law, the buying and selling of stock-
pile materials are done only after congressional approval. Congress
must appropriate funds for material acquisitions and authorize spe-
cific disposals of excess materials. This means that Congress plays an
important oversight role in preventing misuse of the stockpile.
The stockpile policy bill that was introduced this year that Senator

Hart mentioned this morning would help reduce the allegations sur-
rounding the use of the stockpiling for nondefense purposes.
The bill, as reported out by the Senate Armed Services Committee:
Would specifically prohibit the use of the stockpile for economic

purposes;
Would require authorizations for proposed acquisitions; and
Would establish a fund for the receipt of moneys derived from

disposals.
A bill incorporating the latter two features was passed by the House

last year. This bill amended the existing stockpiling legislation and
the first point is covered implicitly there.
Mr. Chairman, as a final point, I would like to restate our position

on proposals to use the stockpiling for economic purposes.
The purpose of the strategic and critical material stockpile program

is quite different from that of any economic stockpile, or economic
stockpiling.
The strategic stockpile is designed only to insure that the needs of

common defense of this country are met.
Mr. Chairman, this concludes my statement. I'd be more than happy

to answer any questions you might have.
The CHAIRMAN. Mr. Church, I understand that you have a state-

ment to put in the record. Is that correct?

STATEMENT OF DALE W. CHURCH, DEPUTY UNDERSECRETARY OF
DEFENSE FOR RESEARCH AND ENGINEERING

Mr. CHURCH. Yes, Mr. Chairman. I do have a statement that I will
provide for the record.
[The statement follows:]

STATEMENT OF DALE W. CHURCH, DEPUTY UNDER SECRETARY OF DEFENSE
(AcQUISITION POLICY)

Mr. Chairman and members of the committee, I appreciate this opportunity
to address the maintenance of a viable defense industrial base through strategic
and critical materials stockpile planning and national preparedness planning.
The Federal Preparedness Agency of the General Services Administration is

the Federal agency responsible for the policy and management of the National
Stockpile of Strategic and Critical Materials. The Federal Property Resources
Service of the GSA handles the purchase, storage and sales of stockpile material.
The Defense Department, along with other Federal agencies, participates in

annual reviews of both stockpile goals and proposed acquisitions and disposals of
stockpile material. This is accomplished through membership on the Annual
Materials Plan Steering Committee, chaired by the Federal Preparedness Agency.
As an active member of the Steering Committee, the DOD provides the FPA

with estimates of wartime military requirements, estimates of shipping losses,
information on scenario characteristics and other Defense-related factors. The
Federal Preparedness Agency combines these direct defense requirements with
wartime requirements of the civil sectors of the economy. Where projected war-
time supplies are determined to be inadequate, a stockpile inventory goal is
established.
As you are aware, this interagency stockpile planning process has been ap-

proved by the President and is based on National Security Council policy guid-

36-791 0 - 79 - 5
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ance, adopted following an interagency stockpile policy study completed in 1976.
This guidance generally calls for stockpiling those materials for which we are
dependent upon foreign sources of supply, in quantities sufficient to meet U.S.
national security requirements during a major war assuming large-scale indus-
trial mobilization, and providing at the same time for a broad range of civilian
needs to ensure a viable industrial base.
With respect to national preparednes planning, the FPA is again the federal

agency responsible for coordination of these government activities. FPA's re-
sponsibilities include assuring the nation's industrial production base is capable
of meeting both military and civilian requirements during a declared national
emergency.
Regarding the provision of civilian goods and services during wartime, it

should be recognized the Defense Department is dependent on an industrial
base of 20,000 prime contractors involved in the production of military and civilian
products. When subcontractors and vendors are included, the total is estimated
at well over 100,000. Most of these industries are also actively engaged in provid-
ing goods and services to the civilian economy. In an emergency, it is vital
these producers continue to receive an uninterrupted flow of strategic and critical
materials for the production of items essential to the maintenance of a sound
economy as well as the production of increased quantities of defense materiel.
Therefore, in order to maintain a viable industrial economy during wartime,
provisions must be made to support vital, national defense-related industrial sec-
tors including the communications, transportation, food and health industries.
The Defense Department participates in national preparedness planning

through management of its Industrial Preparedness Program. Under this program
we negotiate agreements with approximately 9,000 planned emergency producers
to retain existing production capacity to produce critical defense materiel during
emergency situations.
In accordance with the Consolidated Guidance issued annually by the Secretary

of Defense, we plan an industrial capacity to meet combat consumption rates
of materiel for a period of time as long as necessary to support world-wide
commitments. While this guidance does not address the specific nature, location
and duration of potential military conflicts, it does call for establishment of
stocks of equipment and munitions here in the United States and prepositioned
overseas which would be used by our forces in the initial stages of an emergency.
To meet these requirements in a manner consistent with production lead times
for major weapons systems, our industrial mobilization preparedness plans cover,
as a minimum, a three year planning period.
In the case of nuclear war, the United States today structures its policies

and programs on the premise that any nuclear attack on the United Sates will
be countered by nuclear retaliation, thereby making this type of war unthinkable
In the minds of any possible adversary. It is our objective to make the thought of
engaging the United States in an extended conventional war just as unattractive
to a potential enemy. Assuring our forces can, if necessary, sustain a conven-
tional, fully-mobilized conflict of extended duration results in three important
factors, each vital to our national security:

First, it allows the maximum degree of flexibility for planning and decision-
making by the President and the Congress.
Second, it permits defense planners to provide for a wide-range of responses

in non-nuclear situations thereby reducing the likelihood of first-use of nuclear
weapons and the lowering of the nuclear threshold.
Third, it serves as a deterrent to those who might try to capitalize on the in-

ability of the United States to engage in protracted conflict.
Under our Industrial Preparedness Program, steps are continually being taken

to establish required resource planning to cover the full spectrum of potential
conflicts as described in the Consolidated Guidance. Reviews of the defense in-
dustrial base are conducted regularly. Where evidence of insufficient production
capacity becomes apparent, corrective actions are initiated in the form of In-
dustrial Preparedness Measures. Examples of measures being explored to attain
the required production capacity for essential defense materiel, include obtaining
additional production equipment, prestocking long lead time components and
establishing multiple production sources.
Regarding the different elements of our Industrial Preparedness Program,

planning is accomplished for pre-war or "surge" situations as well as full in-
dustrial mobilization. Surge planning focuses on production of a number of high
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priority, critical items to meet military requirements during various emergency
contingencies short of full mobilization. This pre-war planning concept is designed
to give DOD a fast production response capability at a low cost. During an emer-
gency, initial reliance is placed upon war reserve materiel in our inventory for
support of our forces. However, prolonged conflict would require production base
sources to replenish drawn-down inventories and provide continued resupply for
the duration of the conflict and the reconstitution of our forces. It is in this situ-
uation where material in the National Stockpile could be of paramount impor-
tance in assuring the responsiveness of the U.S. industrial base in support of
national defense.
In conclusion, I would like to emphasize a viable industrial base is a major

element of our national strength and deterrent posture. Maintaining the capabil-
ity of the industrial base to respond to peacetime demands and potential surge
and mobilization contingencies, through effective stockpile and national pre-
paredness planning, continues to be a major consideration in our defense
programs.
This concludes my statement. I will be pleased to respond to any questions the

Committee may have.

Mr. CHURCH. I would like to make, just a couple of comments.
The CHAIRMAN. Senator Schmitt has to leave. He has a couple of

questions he would like to ask. Will you just take a minute or two?
Mr. CHURCH. Yes, just a minute or two to comment on the two state-

ments by General Hollingsworth and by Mr. Mitchell.
We do live in a very complex world today. People like General

Hollingsworth and Ambassador Korner and others have done a won-
derful job of sensitizing others to the realities of having to deal with
a very extensive buildup by the Soviet Union in Europe today.

Certainly, as Ambassador Korner has often said, we cannot worry
about long wars if we can't hold them off in a short war. So we do
have to be extremely sensitized to an ability to respond in the short-
war scenario to a very devastating type of surprise attack that the
Soviet Union could launch.
But there are many, many other opportunities in this world of esca-

lating tensions and hostilities that could build up over a short time.
Some of these may, over a period of time, cut off certain elements of our
goods and raw materials needed to be able to build up for a war.
They may be, for example, in Africa, as we recently witnessed with

the problems of cobalt supply from Zaire suddenly being cut off; or
it could be a whole series of events leading up over an extended period
of time that could finally lead to the final attack. So I think General
Hollingsworth would agree, too, when the final balloon goes up and
the battle starts, maybe the war is short, but the buildup could be long
and extensive.
Second, I think we need to be very concerned about our ability to

respond in kind. The last thing in the world we want to do is jump im-
mediately to an all-out nuclear war. We want to be able to match their
hostility with hostility in kind, without having to resort to the big
weapons. We do need to show the Soviet Union our resolve is, in fact,
a long-term one, and we will meet them on any battlefield in whatever
senario they care to choose.

Also, there are changes in requirements in our own economy. For
example, I just noted this morning OSHA has just recently published
some new very stringent requirements with respect to the environment
in which lead can be produced. I'm not here today to argue whether
or not the requirements are good or bad. There probably needs to be a
grave concern about lead in the health of our people in this country.
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However, it could be a significant time before our industry can re-
spond. Some of these environmental requirements may, in fact, shut
our industry down for a considerable period of time. We don't know
when such impacts are going to occur these days. It seems like we have
a new carcinogenic substance occur almost weekly.
As a consequence, we need stockpiled material for those kinds of

contingencies in this complex world. The material may not even be
needed' with respect to a hostility. It might be a result of a changing
availability of supply environment that we create for ourselves.
I think that we do have to have war materials, and we do support

Senator Hart's bill, H.R. 4895, with respect to the method for main-
taining the stockpile. We believe there are elements in the stockpile
that are not needed and could be sold off from time to time, and we
should be alert and very conscious of the management of those items.
I believe that Joe Mitchell's agency is in fact doing that and doing it
well. We do support the legislation and we do hope it will pass early
in the next session.
But it's a very complex picture. We have emphasized the need to

build up war reserve stocks to get. more elements on the field of battle.
We're not shifting priorities. We do have a priority of being able to
respond on the battlefield with POMCUS [Prepositioning of Material
Configured to Unit Sets] and war reserve materiel, and we will con-
tinue to put emphasis on them.

That's my statement.
The CHAIRMAN. Thank you very much.
Senator Scmum. Thank you. Mr. Chairman. I'm sorry I have

to run. I'd like to ask Mr. Mitchell one question, however. In your
recent analysis of the stockpile situation, did you trade off stockpiling
versus investments in increased domestic production capacity?
Mr. MITCHELL. Mr. Schmitt, let me ask Ed Zabrowski, who is

assistant director for stockpile policy, to answer that specific question.
He worked on the policy area.
Mr. ZABROWSKI. The study specifically did not include alternatives

to stockpile.
Senator ScHmirr. Why?
Mr. ZABROWSKI. Because that was not the mandate of the study.
Senator ScHmirr. What was the mandate?
Mr. ZABROWSKI. The mandate was to develop a series of possible

scenarios.
Senator Scirmrrr. How can you do that and not look at the alterna-

tive of domestic production?
Mr. ZABROWSKI. Because looking at the alternative domestic produc-

tion is an ongoing program that we have through our Defense Produc-
tion Act, title III. The President asked us to study stockpiling.
Senator Sciryfrrr. Did he say don't study domestic alternative

production?
Mr. ZABROWSKI. No; that was not a line in the 
Senator Sclimirr. Did you look at these other production scenarios

and say how they interact with the stockpiling- scenario?
Mr. ZABROWSKI. We have no distinct production scenarios, Senator.
Senator SCH1VIITT. It seems to me you have left a major hole in the

whole argument that you presented for a specific strategic. material.
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Mr. ZABROWSKI. Well, in our tasking documents that we received,
we didn't perceive it as a major hole. As I said, throughout the Govern-
ment there are a series of ongoing programs that do address alterna-
tives to stockpiling. However, what we were really trying to get to in
that study is what is the type of stockpile and what is the stockpile
planning process.
Senator ScHmirr. I understand that, but I don't see how in the world

you can go through that process and not look at what the alternatives
option may be. For example, we just heard a major economic presenta-
tion, a very excellent one, by Dr. Gramm and Mr. Maurice, having
to do with the economic penalty of stockpiling. Well, that economic
penalty is less if you invest in productive capacity, even though there
may be a penalty.
Mr. ZABROWSKI. We realize that, sir, and our planning incorporates

our expectation that the industrial base would expand in wartime.
There are also other ongoing projects, programs throughout the

Government, as I said, such as to develop chrome substitutes, and to
increase recycling. To the extent that recycling programs are known
in the economy, we take them into account in our supply projections.
Mr. CHURCH. Mr. Schmitt, maybe I could respond here. They're

looking at it from the standpoint of the stockpiles themselves. I have
the perspective of having to look at both, and in fact we do so on a
constant basis.
The defense industrial capacity and the stockpiles are not alternates

for one another. The stockpiles are in fact raw materials and are not
finished goods in any way.

Senator ScHmirr. Excuse me, Mr. Church. I'm talking about raw
material productive capacity, not finished product production. I'm
talking about the alternative between stockpiling of copper and pro-
ducing copper domestically and the relative cost of doing same and
the relative value of having that productive capacity in the kinds of
war or crisis scenarios we've been thinking of.
Mr. CHURCH. Well, we do look at both of those. In fact, we do look

at the capacity, but we don't know exactly 
Senator SCHMITT. You look at them, but who's making the trade-off?
Mr. CHURCH. For example, we don't know right off what we would

alloy copper with, and to take copper and just make it into pure bar
form would probably not be the most cost effective approach, depend-
ing on what scenario we went into. We constantly do look at the ca-
pacity with respect to taking raw goods and converting them to war
goods, or if you will, finished goods, and putting them in the field of
battle.
We are constantly looking at capacity and probably our greatest

extent-
Senator ScHmrrr. I am talking about the difference between taking

copper or any other component, putting it in the stockpile versus insur-
ing that our productive capacity continues to produce copper. They're
two different things.
Mr. CHURCH. And I'm saying we must look at both. Obviously, if

we have a key industry which shuts down because of lack of orders or
whatever, and it is an industry we need to convert those raw materials
in time of war to the next stage or even all the way to the finished
goods.
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Yes, we have a very important problem. We are constantly alert and
have directives and various means of communication throughout the
services to report, if you will, our endangered species.
We also look at war base planning, that is, having an adequate base

of all our industries, whether they be basic or finished goods, with
respect to what happens if the war breaks out. If we drop below a
certain level—and from time to time, as the chairman well knows, we
have testified on specific items which dropped below what we con-
sidered to be levels we can live with in the Defense Department, we
have gone in and sometimes literally had to establish our own plants
in order to sustain production and insure that the industry is there at
all times.
We also do planning with warm production lines—warm being that

which is not up to its capacity—and we do sustain them at those rates
albeit they may be inefficient for that particular rate of production.
We do this so they will be available to expand rapidly in a surge
scenario and so we can bring them up to speed very rapidly. All of
this is a very integrated sort of planning.
Senator ScHmirr. But you are doing it—but is the stockpiling plan-

ning being done without being taken into account 
Mr. CHURCH. Yes.
Senator ScInfirm Have you specifically, for example, looked at the

copper industry and what its productive capacity is? What investment
would be required to maintain an active, productive capacity versus
stockpiling?
Mr. CHURCH. That is OUT job, yes.
Senator Scumirr. Have you done that?
Mr. CHURCH. Yes.
Senator ScHmirr. Is adequate material available?
Mr. Cirtmcn. Do you have a readily available material on that?
Mr. ZABROWSKI. Well, we have material on our assumptions about

what the ability of the economy to produce copper is, and what copper
is available from all different sources, foreign sources of supply.
Mr. CHURCH. But where we join together with them is that we sit

on the committee which determines the stockpile levels. They have our
inputs available to them as they do their stockpile planning.
Senator Scinfirr. Gentlemen, I am not reassured. I would like the

information specifically on copper, but largely as an example to know
whether or not you are making these kind of tradeoffs because I men-
tioned it several times this morning. I have not heard very much com-
ment on it, whether there is realistic examination of the alternative,
the economic and strategic alternatives to stockpiling, namely, main-
taining the domestic production base in various strategic elements
where that is possible.
There are some commodities, at least so far as we know right now,

that we cannot produce domestically. We just don't know where it is.
It may exist, but we don't know where it is.
[The following information was received for the record:]
By calculating stockpile goals using the National Security Council guidance,

FPA identifies the magnitude of national vulnerabilities with respect to strategic
and critical raw materials. These can be reduced through a variety of methods,
one of which is stockpiling. Alternative methods are authorized in the Defense
Production Act (DPA).
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Once the magnitude of the vulnerability has been identified, cost-benefit analysis
can be applied to stockpiling and other alternatives. One method may be clearly
superior to all others, or a mix may be more appropriate. Each year the President's
budget reflects these concepts. Recent budgets have requested funds for both
stockpiling and DPA projects.

Mr. CHURCH. Mr. Schmitt, if I could, I would like to have Dick Don-
nelly from my staff, who handles that area specifically, comment and
clarify the matter for you.
Mr. DONNELLY. I do recall when the Defense Department was partic-

ipating in the recent stockpile study, we did make assumptions as to
what we could expect U.S. producers to accomplish during wartime.
And as part of that, for the mining industry, there were estimates
made on how the industry could expand during an emergency.
Senator ScHivrrrr. But do you continue to update that? Right now

you're on the verge of losing a major part of our copper industry be-
cause of the depressed world market. Now, are you updating that on
a continuous basis and looking at it relative to the copper?
Mr. DONNELLY. I should probably defer this to FPA, but I think the

answer is yes. There is an annual materials plan that each year looks
at estimated wartime supply and wartime demand, and would include
an assessment of our U.S. domestic production capability, yes, sir.
Mr. CHURCH. I believe the most recent assessment has been that there

has been some recovery in the copper industry. In fact, there are some
optimistic signs, that it has bottomed out, at least for the present time.
We do receive information on this on a continuous basis.
Senator Scinurr. Well, I hope that you will provide me with a little

more information on that subject.
The following data on copper capacity was supplied for the record by the

Federal Preparedness Agency:



SUPPLY:DOMESTIC A. 10.1411 011113/CORCUMATIS memIRECOVIRA/141 COPP4111ITC*

10411. KIST.45

CAPACITY:MELTING15E1.10,2020
5111ICT11.100.0041.
no

AA F/141.111.1.0000SCRAP1

68

COPPER" -

PRIMARY COPPER SMELTER AND REFINERY CAPACITIES
AND THEIR FEED SOURCES IN THE UNITED STATES, 1976(11100010SNOT TO OE COPPER COM.)
E31411370.) 0711111SO. AFAICA FORE1511
PAR.: rr:jts u rinC3 sts

MORTARA
oPERU CH/LI

252

0
S 101C1

11071
0 1 0MEXICO OTNER

NEV.

0

175
NEVIMEXICO

250 1 5 50 1CO 0

so

0 0

7.1/7 11::::71. • • 411.;'1'27 11

101]

ARIZONA

CI

mollimoommommikommilowil

   di di
15A 101 275 )03 420

3.41.1 OF SMIATIN AND WIRER/ CAPACITIES AM, AMA. 1.DI TO UOSTIO ST1713. 1971 A. TEO A.00104 COMPAYYANAMA1 MINIMA CO
ij L___1 LJ Li u U AS. ASAACO INCORPORATEDM. CORP.M. 2501. 211.1.0 150,00 I CO) 1 56 /4 I CO CA: COPPER RAMSE CO.

CS: DIOS SIAM* CIA
masks OA MOW I CT C01110 MIRES CORP.
 rates OP TN Irmo.

El

so

El

CI

127
ID 332

200

7:704. sz

[DE01110 MICR.STATES

.;;

17 DUVAL CORPHECLA 1/01116 CO0SP1AATION C0/00lIDATED C0410 CO17 KENNECOTT COPPER CORP.M. 741614. COPPER CO.PO. 1001/75 00061 CORP.IL RANCHERS 0PlOAATIONA. 00.00.01 CA.. 50410111011COMP701

Source: Mineral Commodity Profiles, Copper, MCP,-3 June 1977,
Bureau of fcltnes.

In calculating stockpile goals for copper the Federal Preparedness Agency
utilizes capacity level data (B level) and normal production (A level) for a
three-year stockpile planning period.
The most recent data, shown below, are based on a tabulation of individual

mine capacities and include an allowance for old scrap:
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COPPER (TN ST)

A level I B level 2

Country 1980 1981 1982 1980 1981 1982

Chile 70 70 70 80 80 80
Ecuador 63 63 63 70 70 70
Canada 140 150 150 155 165 165
Mexico 30 40 41 35 48 48
United States 2,230 2,300 2,390 2,730 2, 780 2,790
North America (unspecified) 3 4 4 4 4 4
Southern Europe 20 20 21 23 23 23
Southern Africa 40 40 40 45 45 45
Offshore Asia 10 10 10 12 12 12
Oceania 3 3 3 3 3 3

Total 2,610 2,700 2, 790 3, 157 3,230 3, 240

I Levels anticipated under normal economic conditions.
2 Capacity levels show the maximum sustainable level of production.

These data are adjusted for shipping losses, warzone losses, political reliability
discounts, and planning factors regarding the level of capacity that may be
assumed for each tier. The planning factors for the level of capacity assumed for
foreign sources and domestic sources are shown below:

1980 1981 1982

Domestic production:
Defense_(A+B)/2 (A+B)/2 (A+B)/2
Essential civilian 
General civilian  

(A+B)/2 B 
BB B B

Foreign production:
Defense   A A A
Essential civilian  A (A+B)/2 B
General civilian  B B B

Mr. DONNELLY. Senator, there is one other thing, and I'm sure we
can provide it later. Under title III of the Defense Production Act,
there is a program that addresses expansion of productive capacity
and supply to meet wartime or emergency needs. There are projects
that both the Defense Department and the Interior Department have
submitted to the Federal Preparedness Agency to pursue this
program.

Senator ScHmrrr. Well, since one of the chairman's concerns here—
and I think it should be the concern of the entire Congress—is the cost
of stockpiling and whether there are ways to reduce or eliminate that
cost.
I hope that you will continue to pursue these kinds of alternatives,

because in general it would be cheaper for some extended period of
time, at least, to maintain even a noncompetitive mining industry in
certain commodities than to be stockpiling it and lose the economic
return that I think Gramm and Maurice's analysis has indicated is so
important.
Thank you, Mr. Chairman.
Mr. CHURCH. All other things being equal. I might add that our

choice would be to have the industry, rather than the stockpiles. You
know, we in the Defense Department would rather have the industry
productive and producing, if in fact there's a reasonable trade-off there.
There are obvious reasons. It creates jobs and does a lot of other

things as well as putting us in a warm sense ready to move rapidly, in-
stead of having to wait until we crank things up.
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Senator &mum That's the most reassuring thing I've heard. I
think that's extremely important. They can't always be carried out.
There are some which we just can't do that, and we're going to have
either alternative materials or alternative ways of doing things or
alternative foreign supplies that are in fact secure.
As I think General Hollingsworth would note, that our import

security is decreasing, rather than increasing, as a result of the blue
ocean Navy that's being developed.
Thank you very much.
The CHAIRMAN. Thank you Senator Schmitt.
Mr. Church, the 3-year war assumption increases the stockpile cost

by $8 billion over the cost of a 1-year stockpile. Now, most of this cost
falls in the general civilian tier, 55 percent. Couldn't we provide insur-
ance against a 3-year major war at much less cost by eliminating the
general civilian tier and accepting the need for more severe civilian
austerity measures in the unlikely situation we are drawn into a
lengthy conventional war?
Mr. CHURCH. Mr. Chairman, the so-called defense s( ctor of the in-

dustrial community is an amount which some 41/2 percent of the GNP,
which means that we are in an identifiable sense, a rather small part
of the total economy.
It is very difficult then to 
The CHAIRMAN. It sure as the dickens wouldn't be true during a

war. In World War II, as I recall, about 50 percent of our GNP in
1944 went into defense.
Mr. CHURCH. Our defense as a portion of GNP has been dropping

very rapidly.
The CHAIRMAN. Yes, but I'm talking about a situation if we really

get into the kind of war where we have to tax our resources and rely
on strategic stockpiles.
Mr. CHURCH. Unquestionably it would have to grow in time of war.

My point is the tentacles of this thing reach far out, and they are
intwined throughout the commercial sector in such a way that it would
be impossible to draw clean lines between even essential civilian and
military, let alone general civilian and essential civilian.
When you start talking about things like fasteners, for example, you

will find there are some 44,000 different fasteners—that's the screws
and nuts and bolts—that go into a single aircraft. Now, one can argue
that's a part of the general civilian, for example. However, if you're
trying to build an aircraft very rapidly, that soon becomes a very
important part of the military sector.
To be able to identify the military requirements and segregate

out 
The CHAIRMAN. Mr. Church, it certainly ought to be included in

that event in the military, not in the general civilian tier. I'm not
just talking about the essential civilian tier. I'm talking about the
general civilian tier. I think it's just a complete miscalculation or
misallocation, misclassification if you include fasteners that could be
used in military aircraft in the nonessential civilian tier.
Mr. CHURCH. Well, my point is there are no clean lines in a time of

war where we're drawing on the whole civilian sector and there is no
really good way to break this out. Foodstuffs and all kinds of things
which ordinarily we consider nonwar materials, in time of war become
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war materials. I don't know now you break this out in such a way that
you can clearly say this is civilian and this is military, because it just
all wraps itself together.
The CHAIRMAN. I'm accepting the administration's definition of

essential civilian which includes all foodstuffs. Heaven knows food is
essential, and shelter is essential. But it does not include a great deal
of our economy which is not essential. Now, I would like to hear from
you. And perhaps Mr. Mitchell could also help on this or Mr. Zabrow-
ski or Mr. Donnelly could help in telling us what is the nonessential
civilian. What do you mean by that ?
Mr. DONNELLY. One example that I could easily come up with from

a DOD perspective is when we buy a major weapons system like the
F-15 aircraft or an XM1 tank, we have pretty good control over where
we put that system together at the airframe assembly and plant or tank
production facility. But systems like these depend on upwards of
3,000 individual producing industries, subcontractors or vendors. If
these people in the lower tier of the industrial base are prudent busi-
nessmen, they try to keep the defense work on a fairly low level be-
cause of the way we buy. If you can't provide the raw material to keep
the brake manufacturer or wheel producer in production during the
time that he gradually shifts to a wartime economy, then he isn't going
to be there to produce that F-15 aircraft for us.
The base is complex, and it's interrelated. You have to be able to

provide flow of materials to keep industry alive as it gradually
switches over to a wartime economy. I don't think the Federal Pre-
paredness Agency is planning in a general civilian category the Dis-
neylands and the luxury items.
The CHAIRMAN. That's a very useful distinction, because certainly

the impression I received—and I think almost everybody else re-
ceived—is when you have nonessential civilian you're not talking about
something that can be converted into aircraft or into tank production
or into any other military production of any kind.
If you are saying that the third tier, the civilian tier, includes the

potential military production
Mr. DONNELLY. Very definitely.
The CHAIRMAN [continuing]. Then it's really confusing. I would

hope that you consider refining that.
Mr. DONNELLY. Most people are producing for both sides of the

economy, the military and civilian sectors of the economy.
The CHAIRMAN. A recommendation has come from, I think, three

agencies of the Government to eliminate the civilian tier. Under the
Ford administration, OMB, the Council on International Economic
Policy, and the Treasury all recommended that it be eliminated. So
it's not just this Senator looking at the title. These people investigated
carefully and made their recommendation.
Mr. DONNELLY. Of course, I'm speaking from my narrow Defense

Department point of view. As a participant in that same study, I also
studied it in detail and recommended support of the civilian tier.
The CHAIRMAN. Now, Mr. Mitchell, does the Department of Defense

or the Federal Preparedness Agency have a contingency plan for a
large-scale mobilization effort in mind ? I ask both you and Mr. Church
on that.
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Mr. MITCHELL. Contingency plans, Senator, for large scale mobiliza-
tion effort?
The CHAIRMAN. Yes.
Mr. MITCHELL. Well, Senator, as you know, both the Defense De-

partment and FPA are responsible for planning in terms of mobiliz-
ing both industrial goods and manpower. When you say, do we have
contingency plans, I would have to say, certainly, a number of con-
tingency plans.
Is that the gist of your question, sir? I'm not sure maybe I didn't

answer it in the way that you wanted.
The CHAIRMAN. Well, you must be geared for some kind of a

scenario. What scenario do you envision in the event that you would
have to mobilize? How long a period? What do you assume would be
the demands on resources, and so forth?
Mr. MITCHELL. Mr. Church may want to comment, since that may be

more a defense planning issue than it might be ours.
Would you like to comment?
Mr. CHURCH. I'm not sure I understand the question, either.
The CHAIRMAN. The question is whether or not the Department of

Defense, or the Federal Preparedness Agency, has a contingency plan
for a large-scale mobilization effort. And if you do have it, of course,
the details may be classified and we don't want any classified testimony
here. Can you just in general tell us what the assumptions are, how
large scale the operation is assumed to be, and so forth?
Mr. CHURCH. We have contingency planning everywhere from a

very small incident to all-out warfare in a very global sense. We have
been looking at them. We think there are certainly priorities in looking
at those contingencies which are the most likely sort of happenings.
That is a tendency to be in a fluid state from time to time as our po-

tential enemies do various kinds of buildups—the degree of their build-
up, their ability to fight a long war versus a short war.
Our review does run the gamut and we do have contingency plans

for short wars as well as long wars.
The CHAIRMAN. I want to challenge that. I think that General Hol-

lingsworth gave us a very, very powerful and persuasive series of rea-
sons why we won't have time in the event of the kind of military situa-
tion that would challenge our resources. We won't have time to
mobilize.
He pointed out that it takes 8 months to prepare a soldier, sailor, or

marine with the draft that you would have to put into effect if we
wanted several million people under arms instead of just the 2 mil-
lion that we have now.

Also, of course, we would have to enormously increase our weapons
system. I remember I was in the military back in the beginning of
March 1941, and it was months before we had any rifles or any kind of
equipment that would be respectable in any kind of war. It takes a
long time to do it. So what time assumptions are you making as to how
long it's going to take to prepare for this?
Can you answer the kind of challenge that General Hollingsworth

has given us this morning in pointing out how, in his view—I under-
stand he's speaking for himself—in his view it's unrealistic to expect
that we have a year or more to prepare for a war before we start.
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Mr. CHuRcH. I think that's a question of very subjective analysis.
I think he would agree that there's no certainty in that we don't know
what the warning will be. We should be prepared under any circum-
stances, whether it be a long or short warning.
And, Mr. Chairman, if I'm here today to say that we're ready for

all the scenarios, the answer is absolutely not. We have just gone
recently through a very elaborate exercise by the name of "Nifty
Nugget", where we certainly did identify key areas in our planning
where we need to greatly emphasize getting war stocks to the battle-
field, or on the battlefield before that balloon goes up.
We have far too little in war reserve materiel stocks and our supply

lines are too long and take too long to get up to speed. We do need to
do a lot more. To say we don't have a priority in that area would be
a misstatement. We have a very high priority in that area. To say
we're not also concerned at the same time about raw material stock-
piles and the handling or mishandling and proper management of
them, would also be wrong.
We are very interested, because even though some of these build-

ups may take a while, we may, in fact, need them. The hostilities may
escalate over a long period of time, with sometimes related and some-
times isolated instances throughout the world occurring which finally
lead to the final blowup.

Certainly, the Middle East, with the dependence that the Western
World has on them for their energy, is a situation which we should
all be very concerned about. But I don't believe that the Middle East,
for example would be an overnight occasion, a surprise attack, like
we would be more concerned about on the battlefields of Europe.
Maybe General Hollingsworth would like to comment also.
General HOLLINGSWORTH. Mr. Chairman, for whatever it's worth,

we talk about preparedness for 3-year conflict, which, as I said before,
I don't think we can stand that. I don't believe the American people
deserve that sort of treatment.
But to do that would, if experience means anything in the past,

would be probably 2 years of mobilization, and then 3 years of war,
a total of 5 years. By definition of the fact that it does take time to
mobilize, we know that, and then to prepare for a 3-year war, we
stack that on top of the mobilization.
The CHAIRMAN. General, it sounds as if all we can do

' 
if we accept,

your assumption of what the Soviet Union is doing, is begin to pre-
pare right now for the Soviet Union to begin a war any time—because,
if we think of that scenario, and that's the only one that I can imagine
that's really going to challenge the enormous resources of this coun-
try so that we need the stockpiles and so forth, if we're going to do
that, we just won't have any significant time at all. Preparation for
that great a deterrent would be fantastically costly.

General HOLLINGSWORTH. Mr. Chairman, let's look at the deter-
rents, for example.
Many people, and I would have to agree with them feel that the

Soviets over the course of the last 10 years, have gained nuclear
parity—strategic and tactical.
In the theater, nuclear area, if they haven't gained parity at this

time, they are working hard at gaining parity. During the period of
U.S. nuclear superiority we neglected the conventional capability.



74

The Soviets in 1969 began driving toward modernization of their
conventional capability. They have that modernized capability today
in the Warsaw Pact, Mr. Chairman. In addition to that, they have a
chemical capability.
We need to, in my view, maintain parity in the strategic and the

theater of nuclear power capability, and at the same time, build .a
conventional capability and deterrent against the quick-strike capabi-
lity of the Soviets Warsaw Pact, against the no-warning, quick-strike
conventional capability of the Soviets Warsaw Pact.
We build that deterrent through readiness and strength, new weap-

ons and new materials on the battlefield, new improvements on rein-
forcing quickly with soldiers to man stockpiled equipment wherever
it needs to be.
But the thrust, as I see it, in the strategy is to build a conventional

deterrent in place in that part of the world that our national interest
dictates. Build a deterrent against their conventional quick-strike
capability, their no-warning capability, and maintain parity in the
other two areas.
If we will do that, we will provide this U.S. Senate and our House

of Representatives, our administration and President, and our people
an opportunity to consider, if need be, one of the other two options.
With a lack of mobilization time, and I truly believe this, we can get
a lot more readiness and strength out of our present conventional
capability than we presently have, if we will just put our noses to the
grindstone and get on with it.
The CHAIRMAN. Let me ask you directly, Mr. Church. Current

DOD contingency planning assumes little or no warning prior to war.
Doesn't this contradict the stockpile assumption of a lengthy prewar
period of mobilization?
Mr. CHURCH. Mr. Chairman, that's only one of the contingencies

we look at. We must plan for no warning and we must plan for a
warning.
The CHAIRMAN. General Hollingsworth has challenged that and I

challenge it. It just doesn't make a lot of commonsense that we're
going to have a long period of mobilization. You say the situation in
the Middle East may look threatening. Well, it's always looked threa-
tening. Even since I was a baby, I can't remember any time that it
wasn't threatening. And certainly, for the last 10 years it's been.
We've had four wars over there. And of course, they are armed more
and more.
We could have a situation in Iran—that's about as unstable as any-

thing I could imagine. We could have one next week with their colos-
sal military power. They may be taken over by the Soviet Union or
the Soviet Union's allies. That can happen like that. But I just can-
not, for the life of me, imagine a situation where we would have 1,
2, 3, or 4 years to get ready. You keep talking about that option, but
that option just seems to be unrealistic and it's very expensive. It has
cost us about $8 billion yearly.
Mr. CHURCH. Mr. Chairman, I don't think we are really inconsistent

here. I think what we're saying is there is more than one possibility
involved. We believe the No. 1 priority is, and our emphasis certainly
should be on, as General Hollingsworth has so succinctly stated, being
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prepared in a very ready sense for the challenge in the battlefields
where we might be involved in the Soviet Union.
We need to have a response which is measured to the degree of the

Soviet threat or the Soviet action, without having to go to theater
nuclear, without having to go to strategic. In fact, there may be an
action and an activity which goes on for some period of time. What
we need is enough prepositioned armaments necessary to repel that
attack and to hold them until such time as we can get reserves there
and get—
The CHAIRMAN. Give me a specific scenario. We talk about Mexico

or Angola. Are we going to have another Vietnam, Korea?
What kind of a situation can you tell us about that would require

this kind of strategic stockpile policy we have now?
Mr. CHURCH. Mr. Chairman, I think that would get into some spe-

cific war policy planning which would be in the classified area. I think
we would have to reserve that for a more classified session.
All I can say is there are various scenarios and we are trying to pre-

pare for them all. We have not been as prepared as we should for the
kind of scenario General Hollingsworth has been talking about, and
we are placing major emphasis on that.
The CHAIRMAN. General, let me ask you: What's the probability

we'll be drawn into a European war which lasts 3 years and is pre-
ceded by a lengthy industrial mobilization effort? Can you imagine
that kind of effort developing?
General HOLLINGSWORTH. I look at capabilities, again, and what we

can do and what the Soviets can do.
The Soviets have more than 100-some-odd divisions now. I don't

want to get into a classified figure, but I think I read in the newspaper
that they had more than 156 divisions. We have a total of 16.
With the way they use people, I have no doubt about their capability

to come out with 500 or 600 divisions, while we probably are struggling
to come out with 100. And with technology as it is, and equipment in
the Soviet Union, and we see it in their forces and we look at our own.
We talk about our advantage in technology. They do technology in one
way and accomplish the same thing that we do with technology in a
different area and in a different way.
So I just turn the question around to you, Mr. Chairman, and say

that I would hate to take the best part of all-out mobilization in this
country and go look, from some place—I don't know where—and here
I've got 10 to 1, 5 to 1, and 6 to 1 number of divisions and equipment
to face.
I don't think anybody can win in that sort of situation.
The CHAIRMAN. Let me ask you, Mr. Mitchell: What happens to the

strategic stockpile in terms of acquisitions and disposals during the
assumed period of mobilization?
Mr. MITCHELL. Mr. Chairman, I think—let's see if I can answer the

question in a way that I understand it.
The discussion that we have just had about length of warning time

and length of war, I think there may be some confusion about that.
The stockpile planning policy is not talking about 2, 3, 4, or 5 years

of warning. It's talking about approximately 1 year of warning and
enough materials to support the Nation if it had to use those materials
for 3 years.
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The CHAIRMAN. My question is: What happens during that year of
warning, year of preparation? What happens to the stockpile?
Mr. MITCHELL. We would assume that the materials in the stockpile

would be available for industrial production and would be called upon
by the claimants at that time.
Ed, would you like to comment?
Mr. ZABROWSKI. Yes during that prewar year, Senator, the economy,

as we envisage it in an interagency study, is in a period of transition
from peacetime to wartime. We aren't going to be able to acquire much,
if anything, for the stockpile during that period because there's going
to be—it's obviously going to be run on boats, manpower, and so forth.
Our feeling is that during the prewar year, we are just positioning

ourself for releases to start at the beginning of the war.
The CHAIRMAN. The reason I ask the question is that's where I dis-

agree with you. It seems to me that that would be a period where we
would greatly increase our stockpile. We give that a very, very high
priority—very, very high economic priority—just as in World War IT.
We stopped producing automobiles, and produced tanks instead. If
we have that kind of warning, I don't think it's realistic if we have it,
but if we do have it, it seems to me that the assumption is an unrealistic
assumption. I think that during that period, we would greatly enhance
our stockpile. We have reason to do it. We have an economy that's full
of fat. We waste all kinds of things in the civilian sector that we don't
really need, at least compared to defending our country.
Mr. CHURCH. Mr. Chairman, may I respond to that?
We may not have that option available to us at a time of increased

hostility. The stockpile consists of goods that come to us to a consider-
able degree from foreign countries. Those countries may, in fact, decide
that continued shipments would put them on the side of a potential
adversary of another and they may say they're not going to provide us
those materials.
Furthermore, as I pointed out earlier in my statement on the Zairian

situation, we had one element of the stockpile which was, in fact, in
grave danger. If there was an extended period of combat in Zaire and
cobalt supply was cut off for a long time, we would very badly need
the stockpile. Certainly, in that kind of environment, it would be im-
possible, as it was and still is to a considerable degree, to get the skilled
technicians necessary to go in and get that output up. The native
population just simply isn't capable of doing that.
The CHAIRMAN. I appreciate that. I think that's a reasonable re-

sponse. At the same time, I do think that under those circumstances,
the priority in our economy would go necessarily to military needs
and that we have to perhaps close down some of our civilian operations
and direct our strategic material to the stockpile.

It's a sacrifice but it's a sacrifice that would be proper.
Mr. CHURCH. We hope that that is included in the stockpile plan.
I just .want to make one other statement. You mentioned twice today

an $8 billion figure of an annual maintenance of the stockpiles. We
are not aware of the origin of that statement. Because of our lack of
comment, I would not like to pass as our agreeing that is a correct fig-
ure. We don't understand it. We don't know its derivation. We know of
no annual figure of $8 billion to maintain stockpiles.
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The CHAIRMAN. Well, all we have to do is to take the statistics that
we get from the GSA here, signed by Paul Golding. First you have
$3.7 billion. Second year, $3.9 billion. Third year, $4 billion. We add
the $4 billion and $3.9 billion, and get about $8 billion, $7.9 to be
precise. So by going to 1 year instead of 3 years, you've now got $8
billion. Now let me ask you this 
Mr. CHURCH. But that's not annual maintenance. That's only if 
The CHAIRMAN. Well, I am talking about an $8 billion cost. It is

not an annual 
Mr. CHURCH. That's not recurrent. -
The CHAIRMAN [continuing]. Except in the way that the economists

who were here earlier so brilliantly exposed it. You have got this tied
up and you have a tremendous opportunity cost lost here by tying up
that much—
Mr. CHURCH. I don't know about commodities. But I do know when

you go into an environment where you're buying that kind of material
in a short period of time and price escalates very rapidly, particularly
where those people who supplied the material know you need it, and
particularly if they're outside the boundaries of the United States,
they can stick you well for it.
I hate to have us go into a commodity brokerage business and treat

it as such. We do so from a defense standpoint. I think the very
obvious observation would be if we try to acquire those kinds of goods
in a short time, the price would escalate very rapidly.
The CHAIRMAN. What Dr. Maurice and Dr. Gramm showed, how-

ever—they took our economic history, they took a period of the last
80 years, roughly, since 1900, and they found that the cost is tre-
mendous in tying up resources in a strategic stockpile—not that we
shouldn't have a strategic stockpile. We have to have it, of course.
The question is how big it has to be, what the assumptions have to be.
We have to recognize that we pay a very substantial price immobilizing
$8 billion by allocating it for the second and third year.
Let me ask you this, Mr. Mitchell: If the general civilian category

is essential for the maintenance of a sound commodity, and that's
the third tier we're talking about, then why in the 1976 review did
OMB, the Treasury, and the Council on International Economic
Policy, all recommend a policy which omitted the general civilian
tier? Did it mean that they didn't feel the policy reflected sufficient
belt tightening?
Mr. MITCHELL. Well, I think that I can probably answer that,

Mr. Chairman, even though I wasn't here at that time that the study
was going on.
Quite frankly, I would say because of tendency on the part of some

agencies, Mr. Chairman, to be more conservative than others, in terms
of finances and money, we would expect that type of response.
The CHAIRMAN. Let me just interrupt. I'm sorry, but let me inter-

rupt to say that these three agencies, it seems to me, are in an excellent
position to calculate the effect on the general economy. And that's
what this tier is concerned about. That's why it seemed to me that
we have to give considerable weight to their judgment, because this
wasn't the military part of it, where I think we have to give primary
weight to the judgment of the Defense Department.

36-791 0- 79 - 6
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Mr. MircHELL. Well, you're right, Mr. Chairman, and probably
the terms "general civilian" and "essential civilian" are misnomers
and should be changed in this new policy bill.
Ed, would you like to further reply to the chairman's questions?
Mr. ZABROWSKI. Yes, sir, in terms of the agency outlook, as Mr.

Mitchell has said, there were a couple of points of view throughout.
These outlooks were reflected in the options that went to the Presi-

dent for determination of what he would select as his stockpile policy.
Furthermore, all agency positions were included in that transmittal

document verbatim. The pros and cons of each option were presented,
and the task force chairman summary comments also went over to the
President.
And having reviewed all of those, it was the President's determina-

tion that, indeed, not only should the general civilian economy, as
we define it here, be provided for, but that it should be provided for
at his 3-year level.
The CHAIRMAN. Was that documentation classified?
Mr. ZABROWSKI. Yes, sir.
The CHAIRMAN. Can we get a sanitized version of it?
Mr. ZABROWSKI. I don't know, that document is under the control

of the National Security Council.
The CHAIRMAN. I would like to have that in the committee to dis-

cuss it. I'd like to bring it up on the floor. See what you can do. Will
you do that?
Mr. ZABROWSKI. I will try. As I said, this document is the property

of the National Security Council. I can't really represent them here.
The CHAIRMAN. I understand. Perhaps they can do it here. They

can help you do it here. We got the NSC to testify for us on the Russian
military posture and the Russian economic posture before the Joint
Economic Committee, and when we got a sanitized version, they
knock out about a comma and a word or two. It's remarkable how
almost everything that's testified to doesn't really have to be classified.
One final question, Mr. Mitchell, Mr. Zabrowski. On page 3 of your

statement, you say, "many changes have occurred since the 1950's,
when most stockpiled materials were purchased. And so our inventory
levels are, in many cases, seriously out of date." In other words, the
situation has changed considerably in 20 years. Now we have new
stockpile goals which the administration plans to fill over the next
15 or 20 years. Isn't that going to create another seriously out-of-date
situation in the 1990's?
Mr. ZABROWSKI. Not really.
The CHAIRMAN. How do you keep it up to date?
Mr. ZABROWSKI. We keep it up to date in several ways.
The stockpile planning process, I suppose, can be viewed as a cap to

the policy review, every 4 years or sooner, as needed.
The CHAIRMAN. Look at our present stockpile. It is way out of date

now. Senator Hart testified this morning, as chairman of the Armed
Services Subcommittee, that it is ridiculously out of date—that we
have a. great deal of materials that cannot be properly classified as
strategically necessary under present circumstances, and others that
we don't have that we need.
Mr. ZABROWSKI. He is absolutely correct, sir.
The CHAIRMAN. How is that going to be corrected?
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Mr. ZABROWSKI. Well, as I mentioned, through this stockpile plan-
ning process we have developed an annual materials plan. We maintain
constant surveillance over the state of our stockpile materials. And
every year we recalculate goals. The annual materials plan is our
management device for attempting to implement in a manageable and
orderly way those stockpile goals according to the priorities that the
President has approved.
The CHAIRMAN. There does seem to be a contradiction here.
On the one hand, the administration calls for an enormous stock-

pile to guarantee our national security. On the other it says that we
can delay meeting our stockpile goals for 15 or 20 years.
Mr. ZABROWSKI. Well, it appears to be a contradiction. It really

isn't.
We are bound in a few materials.
In point of fact, there are three materials, sisal, jewel bearings, and

pyrethrum that take more than 20 years to procure. With the exception
of jewel bearings, those are agricultural materials. Abaca is a material
that we would expect to take between 13 and 20 years. But the vast
majority of other materials, even on the 3-year three-tier scenario,
will be completed within 12 years. Over half—and when I say over
half of them, I mean over half of the materials for which we haven't
fulfilled goals, will be filled in 12 years.
Now we do have goals fulfilled in 40 materials in the stockpile. There

are another 10 materials for which we are holding lower rated or off-
rated forms of material, which when we get into our upgrading pro-
gram, we will complete that. But the balance of the materials, fully
over half, if we could get on with the stockpile program, would be—
the acquisition would be completed in less than 12 years.
The CHAIRMAN. Well, gentlemen, I want to thank you very, very

much for your testimony. I apologize that you had to continue for as
long as you have. You have been extremely responsive and helpful..
As you can tell, I am very much concerned with our stockpiling

policy, if it can be improved. And we can save a great deal of money
if we do so.
At the same time I think we can have a stronger national security.

But your testimony has contributed to that objective which, I am sure,
we all share.
We may have additional questions for you for the record. We would

appreciate very much if you would respond in writing.
Mr. ZABROWSKI. Senator, before you conclude, could we enclose, for

the record, a lucid explanation of the general civilian tier, and just
what we are talking about?
The CHAIRMAN. I wish you would. Yes.
[The following material was received for the record:]
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General
Services

N Administration Washington, DC 20405

OEC 197%

Honorable William Proxmire
Chairman, Committee on Banking,
Housing, and Urban Affairs
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

Thank you for your letter of November 17, 1978, to Mr. Mitchell,
Director of the Federal Preparedness Agency.

Enclosed is the information you requested on strategic stockpile
policy. Also enclosed are inserts for the record of hearings before
the Senate Committee on Banking, Housing, and Urban Affairs on
November 14, 1978.

With the agreement of Mr. Winslow of your staff, the inserts address
additional issues raised by other witnesses. Following consultation
with your staff, we changed the percentages in question seven to
clarify the example. We have also given a combined answer to
questions one and seven.

During the hearing, you asked if the documents presented to
President Carter by the National Security Council (NSC) for decision
on stockpile policy guidance could be declassified and included in the
hearing record. The NSC has been consulted and has declined to
declassify the material. However, the documents are available at the
NSC and can be reviewed by committee staff members possessing
appropriate security clearance and a need to know.

Si erely,

lemon
Administrator

Enclosures
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Quest ion:

(I) How much would the three tiers of the stockpile cost 1)
assuming pre-war industrial mobilization and 2) assuming no pre-war
industrial mobilization?

(7) Stockpile goals are based on specific austerity and personal
consumption expenditures (PCE) shift assumptions. How sensitive are
the goals to changes in these assumptions? For instance, if we
assumed greater austerity (1st year - 94%, 2nd year - 90%, and 3rd
year - 85%) and greater PCE shift (1st year - 50%, 2nd year - 70%,
and 3rd year - 70%), how much would the stockpile cost?

Answer:

During the 1975-1976 stockpile study, various sensitivity analyses were
done to assess the impact of changing individual policy assumptions.
A "standard" stockpile served as the basis for comparison as
assumptions were changed one at a time. The value of the resulting
stockpile was calculated to determine the percentage change from the
"standard." These earlier calculations form the basis for the
following table.

Assumption Percent Change
in Stockpile

No Prior Mobilization -28.5%
Austerity Proposed in Q. 7 -5.6%
PCE Shift Proposed in Q. 7 -9.3%

As the "standard" stockpile had different goals than the present
stockpile and 1975 prices were used to calculate the value of the
goals, the figures in the table would indicate only the order of
magnitude of change if applied to the present stockpile goals. If
more than one assumption were altered at the some time, the change
in the value of goal would be less than the sum of individual
changes.

It should be noted that the austerity suggestion in question is three
times as great as that actually achieved during World War II, while
the PCE shift (a reduction in consumer durables spending) suggested
exceeds World War II experience by 140 percent.

Quest i

(2Xa) Please describe, in detail, the pre-war industrial mobilization
effort envisioned by stockpile planners. In other words, what
measures would be taken above and beyond on-going industrial
preparedness programs? How much would such a mobilization cost?

36.791 0- 79 - 7
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Answer:

The pre-war industrial mobilization effort focuses on increasing the
industrial base through additions to plant and equipment by the
private sector. This accelerated investment is driven by an increase
in defense expenditures (48.9 percent higher than the current DOD
budget), a 15 percent investment tax credit, use of depreciation
schedules similar to those used during the Korean War, and a 10
percent reduction in equipment depreciation tax lives. Offsetting
these costs to Government are revenue increases derived from an
increase in the average personal income tax rate from 20.6 percent
to 21 percent, an increase in the corporate profits tax rate of 10.4
percent, and increased excise tax revenues of $5 billion (1972 dollars).
The federal budget deficit is estimated to be $55 billion (current
dollars) compared to an estimated peacetime deficit of $51 billion.
Thus the total cost to the Government of both the pre-war military
and industrial mobilization is $4 billion. If the increased DOD
expenditures are subtracted from this total, the industrial mobilization
generates a net return to government of $49 billion through increased
tax revenues.

Question:

(2Xb) "Under what circumstances would we mobilize industry well
before the outbreak of war? Please describe viable scenarios and the
extent of mobilization measures. (Also, what would the U.S.
political and economic climate be? And how would the Soviets react
in light of our mobilization efforts?)

Answer.:

The stockpile planning options presented to President Carter included
different mobilization assumptions. The guidance approved by the
President and the National Security Council directs FPA to assume a
mobilization period prior to the outbreak of war and to implement
the stockpile program on that basis. Particular scenarios, including
the U.S. political climate and Soviet reactions, which would
appropriately fit the assumed mobilization are not within FPA's area
of expertise or responsibility. The economic climate we assume for
stockpile planning has been described in part above. Additional
details on over 400 economic variables could be made available to
the committee on request.

Question:

(3) Mr. Church describes the industrial preparedness program on
pages 4 and 5 of his statement. The purpose of this program is to
maintain a certain degree of industrial readiness at all times — a
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constant state of semi-mobilization. Doesn't the existence of such a
program and a relatively-high level of annual defense spending reduce
the need for and likelihood of the type of mobilization assumed by
stockpile planners?

Answer:

The industrial preparedness program described by Mr. Church refers
to plant capacity of prime contractors and principal subcontractors
and therefore quickly available for the production of specific essential
military items. These are items needed immediately during any
emergency in amounts greater than normally produced in peacetime.
These plants are not "semi-mobilized" but are able to switch to
military production quickly provided that component parts are
available. Subcontractors furnish vital parts to the prime contractors,
and there are often second, third or fourth layers of contractors
required to produce one military item. These subcontractor levels of
production are often not reached by the DOD industrial preparedness
programs. During the mobilization year visualized by stockpile
planning, these subcontractors would increase shifts and expand plant
and equipment to meet prime contractor demand.

Question:

(4) Please list components of the "essential civilian" and "general
civilian" tiers. What components of a peacetime economy are
excluded altogether from stockpile planning?

Answer:

The components of the essential civilian and the general civilian tiers
and their use in stockpile planning are listed and described in an
insert for the record of the November 14, 1978, hearings before the
Senate Committee on Banking, Housing and Urban Affairs.

Quest ion:

(5) In response to a question, Mr. Donnelly describes how industry
currently included in the general civilian tier may be used for
military production. If that is so, why is it categorized "general
civilian" rather than "military"?

Answer:

Industries do not produce just defense or just essential or general
civilian tier products. Instead a single worker on a production line
may produce industrial fasteners for aircraft (Defense Tier), for farm
machinery (Essential Civilian Tier), and for office equipment (General
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Civilian Tier). A single factory could also produce a variety of

products which fall in different catagories. Prior experience indicates

that severe economic dislocations occur when an adequate level of

support is not given to the industries providing indirect inputs to

critical defense and non-defense production. For example, during

World War 11 when the industrial structure was far less complex and

interrelated than it is today, planners found that:

"It soon became only too evident that it was impossible to

separate sharply 'civilian' and 'defense' materials and

facilities at a time when defense requirements were

everywhere reaching down into industry stockpiles and

miliary and commercial items were being produced

side-by-side in the same factories." (George W. Auxier,

Industrial Mobilization for War: I-Listory of the War

Production Board and Predecessor Agencies l'9411-1 1l4)

"A civilian economy characterized by health and vigor is

basic to effective production for war; and whatever is

needed to keep the economy running so that it can further

the war effort represents an essential claim on the

national resources." (Harry B. Yoshpe, Economics of

National Security: Requirements: Matching Needs with

Resources)

Questial:

(6) Mr. Mitchell, you have expressed your belief that "the stockpile

should be used only for defense purposes". Do you support the use of

stockpiled materials to guarantee the non-defense production of

defense contractors?

Would you support such use during peacetime? (If "yes", isn't this an

economic rather than a defense purpose?)

Answer:

The manner in which non-defense production enters stockpile planning

is explained in an insert for the record of the November 14, 1978,

hearings before the Senate Committee on Banking, Housing and Urban

Affairs. The stockpile materials themselves can be released only as

specified in the Strategic and Critical Materials Stock Piling Act.

Section 5 of the Act limits use of these materials to two situations:

"...(a) an order of the President at any time when in his judgment

such release is required for purposes of the common defense, or (b)

in time of war or during a national emergency with respect to

common defense proclaimed by the President, on order of such

agency as may be designated by the President." If at any time the

President judged that the common defense of our nation required the
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release of stockpile materials , the release would not be an economic
stockpile use.

In a decision memorandum of November 15, 1965, Attorney-General
Katzenbach gave his opinion regarding stockpile releases:

"While there is nothing in the statute and the legislative
history dealing explicitly with this point, it is clear that
Congress did not wish to limit the President's disposal
authority simply to direct military requirements. Hod
Congress so intended, it would have been easy to specify
in the law itself. It is equally clear that Congress did not
wish, as Attorney General Brownell indicated in his
opinion, to permit release of strategic stockpiles for
economic reasons unrelated to defense. Between these two
extemes Congress vested discretion in the President and to
that end used broad and general languoge."

Quest ion:

(7) See question (I) above.

Question:

(8) Wouldn't it be better to have smaller, more attainable goals
geared to the most probable and most dangerous defense
contingencies? (We could meet such goals in a few years and then
reassess our position. We would run less risk of large stockpile
excesses and less risk of stockpile manipulation for economic

purposes.)

Answer:

One of the advantages of the new stockpile planning process
implemented by Annual Materials Plans is that each plan is a small,
attainable "goal". Each plan is attainable in a fiscal year from a
market point of view as well as from a taxpayer view. Each annual
plan is geared to cover the most dangerous defense contingencies
existing at the time it is proposed. Reassessment of defense needs
occurs, therefore, each year.

In addition, the overall policy assumptions will be reviewed a
minimum of every four years. At the same time, an effort is made
to look further into the future at raw materials supply and demand
trends. It is the longer range view which produces what FPA calls
"goals." The combination of a long term goal which will change as
conditions warrant and yearly proposals means that urgent defense
needs are covered in a short time. Defense needs will be met under
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this program within five years of initiation even though much
restructuring of our out-of-date stockpile is now required.

The option suggested in the question would instantly create large
excesses because the three year goals are already met for many
materials. According to law, excesses must be sold if Congress
grants selling authority. Furthermore, if the suggested later
reassessment resulted in larger goals, the government, having sold the
excesses, would have to enter commercial markets to purchase
material it had recently sold. Therefore, the answer to the question
is no. We believe that the magnitude of a goal at any point in time
is of less importance than the proportion of it we plan to acquire in
a given one-year period. We also believe that the best approach to
implementing the goals is the method now in use—the interagency
process that results in an Annual Materials Plan.
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STOCKPILING FOR THE CIVILIAN SECTOR OF THE ECONOMY

There has been no change in the nature of civilian demand to be met
through stockpiling. However, procedures used to calculate the
requirements have changed in recent years. This has caused some
confusion because the civilian sector used by stockpile planners has
now been divided into two pieces for planning purposes. What these
two pieces represent is sometimes unclear. The following discussion
is intended to clarify that point.

The words "civilian sector" refer to all non-defense economic activity.
Stockpile planners define this sector quite narrowly, identifying
specific items required for specific war years. In general, the
civilian sector refers to private citizens and industry, as well as the
non-defense part of government. It also includes all types of fixed
investment and foreign trade.

Stockpile goals fill the gap between the nation's wartime requirements
and supplies. The goals do not emerge magically from a computer
model into which raw numbers are fed: the data that go into the
model result from hundreds of individuals decisions made by industrial
specialists, materials experts, and econometricians. They are based
on broad policy guidance, which includes the following concepts.

—The stockpile will be designed to support the direct and
indirect requirements of the Department of Defense in wartime.

—The stockpile will be designed to support only those civilian
requirements needed to support the war effort and maintain a viable
economy and a healthy population.

—The stockpile will be designed to support three years of a
major conventional war preceded by a warning period in which
industry will expand.

The methodology now used by stockpile planners — the use of
computers and detailed data and assumptions — has not eliminated
the need for analysis and review by experts. It has, however,
provided an orderly, logical system for doing these tasks. And it has
enabled planners to analyze and update decisions systematically as
data and methodology improve.

Before proceeding with a discussion of civilian sector needs envisioned
by stockpile planners, we should provide a historical setting.

History

Soon after World War II, Congress passed several laws pertaining to
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national planning for wartime emergencies. Each of these provided
quite specifically for the civilian sector of the economy.

In 1946, the Strategic and Critical Materials Stock Piling Act was
designed to ensure that the "inaustrial...needs of the country for
common defense" as well as the "military and naval" needs would be
met through a stockpile program preventing dangerous and costly
dependence on foreign sources of supply.

Soon after came the National Security Act of 1947, setting into place
the outlines of the defense and intelligence structures remaining with
us to the present day. This act charged FPA's predecessors with the
job of advising the President on several matters. These included
programs to support wartime needs of the military and civilian
sectors and for the "maintenance and stabilization of the civilian
economy in time of war." In using these words, Congress gave
special attention to the importance of a viable civilian economy in
sustaining a war effort.

The message was given still more clearly in the Defense Production
Act of 1950. In response to the Korean War, the Act was intended
to expand "productive capacity and supply beyond the levels needed
to meet the civilian demand, in order to reduce the time required for
full mobilization in the event of war." This basic policy — that the
civilian sector of the economy will be supported in wartime — has
been reiterated every two years since 1950 as each successive
Congress renewed the Defense Production Act.

President Carter and President Ford both placed themselves firmly
within this general policy when they issued the guidelines now used
by stockpile planners. The present guidelines embody the principle
that the nation's ability to fight an extended conventional war
depends on the overall strength of its civilian economy.

Definitions

Planners define the components of the civilian sector in detail to
help them sort out activities requiring more stockpile support from
those requiring less support or those that are not suitable for such
support.

Terms used by stockpile planners have specific pperational definitions.
Words such as "essential" and "general" which are vague aid
imprecise in their ordinary usage are defined for stockpile purposes in
extraordinary detail by using lists of items and amounts of each item
assigned to the categories. These definitions appear as tables
included in this discussion.

Some of the most important terms used by stockpile planners are:

•
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—Essential Civilian Tier

—General Civilian Tier

—Phantom Tier

A discussicn of their significance follows.

The Essential Civilian Tier is a category of demands of the civilian
sector. It includes a wide variety of items: clothing, machinery,
electrical equipment, and many others. However, quantities of these
items also appear in another tier, called the General Civilian Tier.

Reading a list of items and quantities falling into each tier will give
the clearest understanding of the differences between them. But
there are some general distinctions to be made.

Demand that is "Essential Civilian" is more directly tied to the war
effort than the "General Civilian" demand. The "Essential" demand
usually cannot be met by using substitute materials to make the
desired items. To meet this demand, some strategic and critical
materials would be needed.

Demand that is "General Civilian" arises from the need to support
the overall viability of the economy and to maintain the health,
morale and productivity of the civilian population. To keep factories
working as they retool for war, their needs for row materials must
be met. Overall, the General Civilian Tier stockpile goals are much
smaller for the third war year than for the previous two years
because it is expected that the transition to a wartime economy
would by then have reduced the need to support such demand.

Dividing the civilian sector into two parts results in lower stockpile
goals than would be the case under the former planning procedures.
In the "old days," only one set of planning assumptions was applied to
civilian stockpiling. For the two civilian sectors now in use, there
are two separate sets of planning factors. The planning factors used
for the General Civilian Tier result in smaller stockpiles per unit of
demand than do those used for the Essential Civilian Tier.

The Phantom Tier is so called because there are no stockpile goals to
meet civilian demand in this tier. This includes demand for luxuries.
In fact, the Phantom Tier is comprised entirely of personal
consumption expendiiture items that otherwise would appear in the
General Civilian Tier.

Overall, the Phantom Tier contains about 15 percent of the projected
wartime Gross National Product. This tier is expected to grow
dramatically as the war years pass and the economy adapts to
wartime demands.
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The Phantom Tier contains demand that is not to be met through
stockpiling because of assumed wartime austerity measures. Austerity
refers to the reduction in the civilian standard of living that will be
imposed in wartime. Planners assume that there will be a 10 percent
reduction in per capita personal consumption expenditures by the third
war year. This reduction is measured in constant dollars. It is a
sharper reduction than occurred in World War II. The austerity
assumed by stockpile planners reflects policy decisions that the nation
will not stockpile for a "guns and butter" economy. It also reflects
the fact that stockpile planning is not based on World War II
assumptions.

The way the three civilian tiers are constructed by stockpile planners
embodies the assumption that normally unavailable strategic and
critical materials will be released for the urgent requirements of war
by a number of measures to be implemented as the war progresses.
Stockpile planners assume that consumers would spend substantially
less on durable goods (such as automobiles, washing machines) and
relatively more on nondurable goods and services (such as newspapers,
and automobile repairs). In addition, businesses would need to invest
in industrial machinery and equipment to meet the growing demand
for military equipment. This would replace much of the investment
in private housing.

It is further assumed that, as the war progresses, Americans will be
able to find substitutes for strategic and critical materials in many
uses. For example, builders will find adequate, if less satisfactory
materials for insulation, wiring, or heating systems.

As a result of these activities, more stockpile materials will be
available for the greatly-expanded war-related industrial activity than
is normally available for such production.

The following table shows the severity of the civilian austerity
expected by stockpile planners under current guidelines. An index is
used with 100 being the base year. The table shows that during
World War II, civilian consumption dropped very little. During the
Korean War, it increased little more than 5 percent. During the
Vietnam War, a true "guns and butter" situation, civilian consumption
grew by more than 10 percent by 1967. During the war envisioned
by stockpile planners, this type of consumption would drop by 10
percent by the third war year.
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Index of Actual and Planned Wartime Consumption by Individuals

War War Year Actual Years Used 

1st 2nd 3d 4th

WWII 100 96.5 97.8 99.8 1941 1942 1943 1944

Korea 100 103.8 102.1 105.1 FY50 FY5I FY52 FY53

Vietnam 100 104.6 109.1 11110 1964 1965 1966 1967

Stockpile 100 98 95 90 M* 1 2 3

*M=The year before the war

Transportation — An Example

It may be helpful to give an example of how a given category of
demand is divided among the different tiers during the course of the
projected war period.

A useful example would be transportation, which is associated in
some way with almost every aspect of the nation's economy.

During a war, we assume that the supply of new automobiles for
consumers would be halved by Government austerity measures (that
is, by setting limits on overall spending levels and limits on durable
goods expenditures). The remaining half would be considered "General
Civilian" because it can be considered support for the overall viability
of the economy and population. It is expected that these automobiles
would be used for carpooling and other necessary travel activities.

By the third war year, the supply of new automobiles to consumers
would be further reduced to only one-quarter of the prewar supply by
including a portion of the demand in the Phantom Tier, where it
would receive no stockpile support. American industry would continue
to manufacture automobiles to meet direct and indirect defense needs
(such as jeeps) and the needs of business in the growing industrial
base.

Because the availability of new autos is restricted, stockpile planners
assume that there would be full support for automobile repair
services and public transportation, both of which would be considered
Essential Civilian. With respect to auto parts, half would be
considered Essential Civilian and half General Civilian, reflecting the
fact that some private transportation needs would be more closely
tied to the war effort than others.
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Messrs. Maurice and Gramm, in their testimony of November 14,
1978, and in their monograph submitted for the record, show that
stockpiling raw materials is an investment which generates a lower
rote of return than other forms of investment. During the hearings,
it was also suggested that similar reasoning be applied to U.S.
strategic stockpiles and that an annual "opportunity cost" be charged
to the stockpile account.

FPA rejects this reasoning on several grounds. The holding of every
government asset involves an opportunity cost. These assets would
include not only the stockpile but also government-owned buildings,
computers, aircraft carriers, etc. Offsetting the opportunity costs for
all of these assets is the use value of holding them. In the case of
buildings the use value is approximated by what it would cost to rent
equivalent space, and for computers the cost of leasing equivalent
equipment. For military assets, including the stockpile, the use value
can be approximated by calculating the value of the "insurance
premium" that would be charged if security insurance could be
purchased commercially.

Unlike investment stockpile programs, the military stockpile generates
an annual flow of "war insurance benefits." Such benefits include the
additional output the economy can produce due to the availability of
a raw material in a wartime contingency. The "insurance premium"
the public and industry would pay for such wartime insurance,
measures part of the annual stockpile benefits. More than the
additional output valued at current prices is involved. The public
would value such extra output more highly than wartime prices
suggest. The extra output could be the difference between military
victory and defeat. Obviously, we must discount such benefits by
using both time and uncertainty discount rates. Another annual
benefit flowing from the stockpile is its war or embargo "deterrence
effect." Having a materials stockpile, visible to opponents, makes
our war materials preparedness obvious. They are thus less likely to
engage in materials intensive war or embargo materials imports to
the U.S.

7
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The CHAIRMAN. And finally, let me conclude by saying that I
seriously doubt we need such an extremely cautious and expensive
stockpile policy.
We have heard here today that current military thinking is geared

to a short-war scenario—not just the thinking of the U.S. military,
but that of the NATO allies and the Soviets, as well.
This situation greatly reduces the likelihood of a protracted conven-

tional conflict, especially one lasting as long as 3 years.
We have a tendency in this country to fight the last big war and to

have weapons to do that, whether they be battleships or something
else.
We have heard that defense planners assume little or no warning

period prior to the outbreak of war. This, as well as the prohibitive
political and economic considerations, virtually eliminates the possi-
bility of our entering war with an already-mobilized economy.
We have heard that the stockpile contains a considerable allotment

for nonessential civilian consumption. To assume an all-out conven-
tional war, on the one hand, and relatively high levels of nonessential
civilian consumption, on the other, is not conscionable when the added
cost to the American taxpayer is considered.
We should be buying catastrophic insurance with the strategic stock-

pile and not insurance that every American consumer can go on a war-
time spending spree for nonessential goods and services.

Finally, we have heard that the stockpile is extremely costly in terms
of lost opportunity. From a purely economic standpoint, the American-
tax dollar could be put to much better use.
In my judgment we could greatly reduce the size and cost of the

strategic stockpile and still maintain a high level of national security.
We could eliminate the so-called general civilian tier and save $6.3
billion.
We could substitute a 1-year focus for the current 3-year policy and

save $8 billion.
We could eliminate the ridiculous assumption about prewar indus-

trial mobilization and save $3 billion.
Or, we could do some combination of the three and still have a

viable strategic stockpile.
It is time we traded in our high-high-high-option insurance policy

for one which is more consistent with our national security needs and
the American taxpayer's pocketbook—especially at a time when every-
body tells us that the No. 1 domestic problem facing our country is
inflation and we should follow a policy of economy. The voters spoke
loud and clear on that issue just a few days ago and we should take
them seriously.
The committee will stand adjourned.
[Whereupon, at 1:05 p.m., the hearing was adjourned.]
The following correspondence was received from the Department

of Defense:]

g.
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OFFICE OF THE UNDER SECRETARY OF DEFENSE

WASHINGTON, D.C. 20301

RESEARCH AND

ENGINEERING

Honorable William Proxmire
Chairman, Committee on Banking,

Housing and Urban Affairs
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

4 \91

This is in reply to your recent letter which requested additional information

to supplement Committee hearings on strategic stockpile policy on 14 November

1978.

The attachment provides our responses to the five questions posed by the

Committee. A portion of our answer to question number two includes classified

information. This has been forwarded under separate cover to Mr. Winslow of

the Committee staff.

Thank you for your interest in our industrial planning efforts.

W. CAIRCH

Attachment uy Lin,ler Secretary

a/s (Ac.qui:ii;on Policy)
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DoD QUESTIONS AND ANSWERS
14 November 1978 Hearings on
Strategic Stockpile Policy

(1) Question  . Mr. Church, on the first page of your testimony you state
"as an active member of the Steering Committee the DoD provides the FPA
with estimates of wartime military requirements". Is it not true that the
initial estimates by the military services of their wartime requirements
(done for the Ford policy review) were rejected as too low because they
were consistent with DoD planning rather than the much more cautious stock-
pile policy assumptions? Weren't the services requested to replace their
original estimates with what amounted to Christmas wish lists? And
doesn't this demonstrate a significant inconsistency between defense
planning and stockpile assumptions?

(1) Answer. The effort was to develop a wartime budget consistent with a
stockpile planning scenario approved by the Interagency Steering Committee.
During a review of a draft set of data it was found among other things that
the Service representatives did not satisfactorily consider the various powers
which would be available to the Nation during a delcared national emergency.
Some of the budget categories were subsequently recomputed to reflect imple-
mentation of the expansion of productive capacity and supply and priorities
and allocations authorities of the Defense Production Act. The revised data
did not amount to a "Christmas Wish List". Budget patterns actually reflected
a balanced force concept (e.g., ammunition and logistics support was provided
only for support of the concommitant increase in force structure).

This does not demonstrate significant inconsistency between Defense Planning
and Stockpile assumptions. DoD guidance calls for inventories of war reserve
stocks both in the United States and overseas to support our forces for a
specified period of time. The DoD also does a limited amount of industrial
planning designed to increase production after mobilization with the objective
of being able to supply the forces with needed materiel before these stocks
are depleted. It is in this situation where material in the national stock-
pile would be of paramount importance.

(2) Question. Please describe, in detail, the pre-war industrial mobiliza-
tion effort envisioned by stockpile planners. In other words, what measures
would be taken above and beyond ongoing industrial preparedness programs?
How much would such a mobilization effort cost? Under what circumstances
would we mobilize industry well before the outbreak of war? Please describe
viable scenarios and the extent of mobilization measures. (Also, what would
the U.S. political and economic climate be? And how would the Soviets react
in light of our mobilization efforts?)

(2) Answer. Since the Federal Preparedness Agency is responsible for materials
stockpiling policy, we will defer to FPA with respect to the details of pre-war

industrial mobilization assumptions used in stockpile calculations. Discussion
of the type of scenarios which may involve pre-conflict mobilization are, as we
pointed out in our recent testimony, classified material. This information
will be forwarded under separate cover to the Committee staff.
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2.

(3) Question. Mr. Church describes the industrial preparedness program
on pages 4 and 5 of his statement. The purpose of this program is to
maintain a certain degree of industrial readiness at all times -- a
constant state of semi-mobilization. We didn't have anything like this
prior to World War II. Doesn't the existence of such a program and a
relatively-high level of annual defense spending reduce the need for
and likelihood of the type of mobilization assumed by stockpile planners?

(3) Answer. Although our Industrial Preparedness Program is designed
to maintain a degree of readiness, we would not characterize it as a
"constant state of semi-mobilization". Indeed, the present level of
defense spending for weapons systems and equipment will, in many cases
only support minimum peacetime requirements. Under a production surge
or mobilization condition, defense production requirements will increase
several times above peacetime production rates. Timely availability of
critical raw materials is a vital link in the ability of the U.S. to
respond to potential conflicts.

(4) In response to a question, Mr. Donnelly describes how industry
currently included in the general civilian tier may be used for military
production. If that is so, why is it categorized "general civilian"
rather than "military"? Mr. Donnelly goes on to say that most defense
industries produce for both the military and civilian sectors. The
implication is that the U.S. Government, through the strategic stockpile,
should be guaranteeing the output for civilian consumption as well as
the output for military purposes. To what extent is this necessary to
guarantee defense production and to what extent does this simple guarantee
industrial profits?

(4) Answer. With the exception of a comparatively few government-owned
facilities, the industrial base which produces products for defense appli-
cations is privately-owned and is engaged in a mixture of both DoD and
commercial business. During peacetime, particularly at subcontractor and
vendor levels, the amount of defense business is a small fraction of total
sales. It would be erroneous therefore to classify these industries as
"Military". However, during an emergency or mobilization the output of
the subcontractor/vendor base for military applications would become
critical and would grow substantially. In our testimony we did not mean
to leave an impression that the U.S. Government should be "guaranteeing"
the output for civilian consumption. We did want to make the point it is
vital to U.S. preparedness that these industries receive an uninterrupted
supply of raw materials during an emergency as they gradually shift to a
wartime footing.

(5) Question. Wouldn't it be better to have smaller, more attainable goals
geared to the most probable and most dangerous defense contingencies? (We
could meet such goals in a few years and then reassess our position. We
would run less risk of large stockpile excesses and less risk of stockpile
manipulation for economic purposes.)
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(5) Answer. We think the Annual Materials Plan satisfies your concerns
about "smaller more obtainable goals". The AMP process does address each

year our ability to support the most dangerous contingencies and places
priority on acquisition of materials most needed. The AMP sets forth
annually those quantities of materials which an interagency group feels
can be acquired or sold during this period without unduly impacting the
marketplace. Thus, they are "attainable" incremental goals.
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