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nations receiving aid from the United States
are keeping up their barriers against Ameri-
can products,

So enticing is the prosperity of the world
outside the United States that American in-
vestors are sending more than $3 billion of
private capital abroad each year for invest-
ment. A growing number of American com-
panies are entering the foreign field, often
to produce goods not only for markets abroad
but for sale back in the United States.

All of this is part of the story of success
that has grown from American generosity in
postwar years. That generosity, in fact, has
been so great that it accounts, in part, for the
inflation within United States that is making
it more difficult for this country to hold its
competitive position in the world.

In addition to supplying dollars of aild,
the United States has undertaken the prin-
cipal burden of defense for the non-Commu-
nist world. * * * Americans are assuming
this burden with no apparent complaint.
This country’s allies—now strong Industrial-
ly—are not assuming equal burdens in the
defense of the free world.

This survey did not point out what
every one with a grain of sense knows;
‘namely, that all of the defense of the free
world which we are ruining ourselves to
pay for does not provide any defense.
‘We have neglected the vital defenses of
our homeland to provide rich loot abroad
for the Communists to take over.

On May 25, 1959, a Wall Street Journal
editorial said:

An important shift has taken place in the
U.S. economic position in the world, * * *
forelgn - subsidiary operation by U.S.
firms * * * is multiplying at an accelerating
rate. U.S.brand-name goods are now manu-
factured all over the world. The United
Gtates is gradually pricing itself out of the
world markets.
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Here is what faces many an American
business: It cannot make its product here
and compete in world markets with the
Germans, the British, or the Japanese. The
alternative is a drastic reduction in its busi-
ness or the export of some of its capital re-
sources to another country, the erection of
a plant. there and the development of its
worldwide business from a foreign, not a
U.S. base. * * * All around us our economic
position in the world disintegrates.

In a remarkable series of public state-
ments in the latter part of April 1959,
President Eisenhower said:

First, that inflation is a dreadful
threat to the American economy.

Second, that he is making an all-out
ficht for a balanced budget because a
sound dollar is the foundation of Amer-
ica's defense.

Third, and that all American business-
men should work tirelessly to obtain pub-
lic and congressional acceptance of the
President’s recommended $2.9 billion of
new foreign-aid appropriations for this
year.

Senator HuserT HUMPHREY predicis
that the Soviets will soon start pushing
America out of world markets in agri-
cultural goods. HUMPHREY'S remedy is
to enlarge the program which will make
this possible. He wants bigger and more

extravagant Federal farm programs, -

which build agricultural surpluses that

‘are so high-priced they cannot be sold

even on the domestic market, much less
on the foreign market. HumMPHREY wants
to inecrease our program of giving agri-
cultural surpluses away abroad. Satisfy
the world demand for agricultural goods
by giving ours away, and we will elimi-
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nate those markets that the Soviets are
going to take away from us.

On May 22, 1959, at a time when every
literate person on earth knew that
America is in grave danger because in-
flation, caused primarily by policies of
Government, is driving American capi-
tal and American gold reserves abroad,
causing a relentless shift of industrial
and economic strength from America to
other nations, Mr. denry Kearns, As-
sistant Secretary of Commerce, made a

_speech in Dallas, to a gathering cele-

brating World Trade Week.

Mr. Kearns urged U.S. businessmen
to invest their money abroad, and rec-
ommended legislation, pending in Con-
gress, to give special tax treatment that
will encourage American capital to flee
overseas.

Will the end result be peace or chaos?

Your knowledge of the situation, fel-
low Members, is greater than mine since
most of you have been here longer
than I.

However, my guess is that we are
breeding world discontent, fostering
false and misleading hopes in our
friendly allies and in the end the Amer-
ican people will end up disliked, dis-
trusted, disillusioned, and at a tremen-
dous disadvantage.

We will have to face up to a realistie
revenue problem. Owur basic tax is the
income tax with the large part paid
by individuals and limited corporate
percentages. As we continue our foolish
and dangerous course, we will have less
and less personal and corporate income
to tax. Will we then shift to consumer
taxes completely?
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Tuurspay, May 21, 1959
The Chaplain, Rev. Frederick Brown
Harris, D.D., offered the following
prayer:
Almighty God and Father of all man-
kind, whose paths are merey and truth,
we come with all our fallible judgments,

that in Thy light the immediate might

be set in the wide horizons of abiding
verities.

We would test our thoughts and words
and deeds, not against the faulty back-
-ground of our fellows, but with our eyes
upon the transparent glory of the crys-
tal Christ.

In these dangerous and disturbing
days sober us with a solemn sense of
personal responsibility, and that Thy
call to each one of us is to contribute
to the world’s good, our own life, strong,
clean, honest, trustworthy, and service-
able.

As Thy servants and the people’s in
this temple of democracy, save us from
any perversion of the power that has
been entrusted to our hands.

“If, drunk with sight of power, we loose
Wild tongues that have not Thee in
awe—
Such boasting as the Gentiles use
Or lesser breeds without the Law—
Lord God of Hosts, be with us yet,
Lest we forget—lest we forget!”

Amen.,
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THE JOURNAL

On request of Mr. Joanson of Texas,
and by unanimous consent, the reading
of the Journal of the proceedings of
Wednesday, May 20, 1959, was dispensed
with.

MESSAGES FROM THE PRESIDENT

Messages in writing from the Presi-
dent of the United States were commu-
nicated to the Senate by Mr. Miller, one
of his secretaries.

REPORT ON PARTICIPATION IN
WORLD SCIENCE PAN-PACIFIC EX-
POSITION—MESSAGE FROM THE
PRESIDENT

The VICE PRESIDENT laid before the
Senate the following message from the
President of the United States, which,
with the accompanying report, was re-
ferred to the Committee on Foreign
Relations:

To the Congress of the United States:
Pursuant to the provisions of Public

Law 85-880, providing for participation

of the United States in the World

Science Pan-Pacific Exposition to be

held at Seattle, Wash,, in 1961, I am
transmitting herewith the report re-
quired under section 5(a) of that act.
DwicHT D. EISENHOWER.
TraE WHITE HoUSE, May 21, 1959.

MESSAGE FROM THE HOUSE

A message from the House of Repre-
sentatives, by Mr. Maurer, one of its
reading clerks, announced that the
House had passed the following bills, in
which it requested the concurrence of
the Senate:

HR. 7007. An act to authorize appropria-
tions to the National Aeronautics and Space
Administration for salaries and expenses,
research and devélopment, construction and
equipment, and for other purposes; and

H.R.7175. An act making appropriations
for the Department of Agriculture and Farm
Credit Administration for the fiscal year end-
ing June 80, 1860, and for other purposes.

ENROLLED BILLS SIGNED

The message also announced that the
Speaker had affixed his signature to the
following enrolled bills and they were
signed by the Vice President:

H.R. 147. An act fo suspend temporarily the
tax on the processing of palm oil, palm-
kernel oil, and fatty acids, salts, and combi-
nations or mixtures thereof;

H.R.3248. An act to provide for the pay-
ment of just compensation to certain claim-
ants for the taking by the United States of
private fishery rights in Pearl Harbor, island
of Oahu, Hawall;

HR.4282. An act to supplement and
modify the act of May 24, 1828 (6 Stat. 383,
ch. CXII), insofar as it relates to the corpo-
rate powers of thc Sisters of the Visitation of
Georgetown, in the District of Columbia;

H.R. 4597. An act to provide for the train-
irg of postmacters under the Government
Employees’ Training Act;
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H.R. 4509. An act to provide certain admin-
istrative authorities for the National Secu-
rity Agency, and for other purposes; and

H.R.4695. An act to amend section 108(a)
of title 23 of the United States Code to in-
crease the period in which actual construc-
tion shall commence on rights-of-way ac-
quired in anticipation of such construction
from b years to 7 years, and for other pur-
poses.

HOUSE BILLS REFERRED

The following bills were each read
twice by their titles and referred as indi-
cated:

H.R. 7007. An act to authorize appropria-
tions to the National Aeronautics and Space
Administration for salaries and expenses,
research and development, construction
and equipment, and for other purposes; to
the Committee on Aeronautical and Space
Sclences.

H.R.7175. An act making appropriations
for the Department of Agriculture and Farm
Credit Administration for the fiscal year end-
ing June 30, 1960, and for other purposes;
to the Committee on Appropriations.

COMMITTEE MEETINGS DURING
SENATE SESSIONS

On request of Mr. JoaNsoN of Texas,
and by unanimous consent, the Anti-
trust and Monopoly Subcommittee of
the Committee on the Judiciary was
authorized to meet during the session of
the Senate today; and the NASA Author-
ization Subcommittee of the Committee
on Aeronautical and Space Sciences was
authorized to meet during the sessions of
the Senate today and tomorrow.

On request by Mr. Kerauver, and by
unanimous consent, the Subcommittee
on Constitutional Amendments of the
Committee on the Judiciary was au-
thorized to meet during the session of
the Senate today.

AMENDMENT OF MUTUAL SECURITY
ACT—REFERENCE OF AMEND-
MENTS TO COMMITTEE ON FOR-
EIGN RELATIONS

Mr. HUMPHREY. Mr. President, on
Tuesday of this week I submitted sev-
eral amendments to the Mutual Security
Act. At that time I suggested that the
amendments be referred to committee.
Sinee the Mutual Security Act was under
consideration in the Committee on For-
eign Relations, I also said that in case
the amendments were not adopted in
committee, I would subsequently ecall
them up for action by offering them
separately and independently in the
Senate.

There was some confusion in the Rec-
orD—possibly the confusion of the senior
Senator from Minnesota. Therefore, I
wish to clarify the situation, so that the
bill clerk and other responsible officers
of the Senate may know that it was my
desire to have the amendments printed
and referred to the committee, Follow=-
ing referral to the committee, if favor-
able action is not taken there, then, in-
deed, I shall offer them in the Senate as
new amendments to the mutual security
bill as reported.

Mr. President, I ask that the amend-
ments be referred to the Committee on
Foreign Relations.
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The VICE PRESIDENT. Without ob-
jection, it is so ordered.

LIMITATION OF DEBATE DURING
MORNING HOUR

Mr. JOHNSON of Texas. Mr. Presi-
dent, under the rule, there will be the
usual morning hour; and I ask unani-
mous consent that statements in con-
nection therewith be limited to 3 min-
utes.

The VICE PRESIDENT. Without
objection, it is so ordered.

LEGISLATIVE AND EXECUTIVE
PROGRAMS

Mr. JOHNSON of Texas. Mr. Presi-
dent, I ask unanimous consent that in
the statement I am about to make, I
may exceed the 3-minute limit.

The VICE PRESIDENT. Is there oh-
jection? The Chair hears none, and it
is so ordered.

Mr, JOHNSON of Texas. Mr. Presi-
dent, I should like to announce that to-
day we expect to take up on the floor
the tobacco bill.

Unless something unforeseen devel-
ops, we expect to bring up by motion
the wheat bill, Calendar No. 283, Senate
bill 1968. I rather doubt—in light of
the fact that I am informed that
amendments will be offered—that we
shall conclude our action on that bill
today; but the session today will con-
tinue until a reasonable hour.

I am hopeful that we may be able to
obtain clearance from the Senators who
desire to discuss the Dillon nomination,
before we leave for the Memorial Day
weekend—perhaps by the early part of
next week; I hope. But I have not yet
been able to consult with certain Sen-
ators who are involved.

I also expect the nomination to the
Civil Rights Commission to be cleared
by that time, certainly.

Both the Treasury-Post Office appro-
priation bill and the Distriet of Colum-
bia appropriation bill should be re-
ported this afternoon.

The Appropriations Committee will
work with dispatch in the days ahead,
in the hope that soon after Memorial
Day several appropriation bills will have
reported to the Senate.

With regard to the Strauss nomina-
tion, I have talked to the chairman of
the Committee on Interstate and For-
eign Commerce, and he is agreeable to
having the nomination brought up
promptly, by motion—as I am informed
the minority leader is—as soon as the
majority report, the minority views, and
the hearings are available from the
printer. At a reasonable time—I would
say 1 or 2 days, at the most—after the
majority report, the minority views, and
the hearings are available, that nomi-
nation will be brought up by motion.

Mr. President, I wish to make clear
that although I, myself, have not come
to any conclusion in connection with
the Strauss nomination, I do not mind
again telling the Senate and the coun=
try what standards I will apply in con-
sidering the facts with regard to that
nomination.
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If the only issue were whether the
President should have the choice of his
advisers, there would be no difficulty for
me. Idoubt that any President has had
more cooperation from the leadership of
an opposition party in connection with
his nominations than the present Presi-
dent had. Last year the Senate con-
firm approximately 58,000 nominations.
I think that is a tribute, not only to the
Senate, but also to the President, in con-
nection with the type of persons he has
nominated.

I ask unanimous consert to insert at
this point in the Recorp a table showing
the nominations confirmed by the Sen-
ate since 1953.

There being no objection, the table
was ordered to be printed in the REec-
orp, as follows:

NuMBER OF NOMINATIONS CONFIRMED SINCE

1953

1] 1 TR e B S S e 23, 420
1) ot e JACO e B el 45, 143
ST e e e Rl L A S 39, 897
TORIE W INEY C e i 42, 797
a 5 il T D S RE S T 44, 620
Tohgs Lo 1o s L S Ik 58, 691
1959 (through May 20) - - cceeoemeee 28, 943
2y -0 e R S e s I B 283, 511

Mr. JOHNSON of Texas. I am one

who feels very deeply that the President
of the United States is entitled to advice
from any source he deems suitable; and
I would never vote to deny him an ad-
viser. He has had many advisers whom
I would not have selected; but it is not
my responsibility to select the Presi-
dent’s advisers.

But, Mr. President, I should like to
have the Senate know, and I should par=-
ticularly like to have impetuous pres-
sure groups know, that the Secretary of
Commerce is more than an adviser to
the President. The Secretary of Com-
merce is the head of an operating agency
of government which administers many
laws of the United States which have
been passed by the Congress. The Con-
stitution provides that the Senate s_hall
give its advice and consent to nomina-
tions made by the President; and unless
we are to tear up the Constitution; make
it meaningless, unless we are to be hypo-
crites, we must give our consent; and we
must give our consent, based upon the
information available.

Mr. President, no man’s judgment is
any better than his information. It is
not difficult for some persons to act in
line with the late, eloquent Bob Taylor’s
story about the billy goat. They have
already voted on many things, and they
do not need information.

But, Mr. President, so far as the Sena-
tor from Texas is concerned, I did not
attend a single one of the hearings on
the Strauss nomination. I have seen a
good many partisan statements; I have
read a good many editorials; and I have
received a good deal of advice from var-
ious sources. I should like to have the
liberty—as I would insist every other
Senator have—to read what the major-
ity of the committee have had to say in
connection with the nomination of Mr.
Strauss, and particularly the views of my
friend, the senior Senator from Kansas
[Mr. ScaorePPEL], for whom I have great
affection and admiration. I have heard
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of his statement, but I have never seen
it. I will read it—tonight, I hope.

I should like to have an opportunity to
review the 1,700 pages of testimony.
I should like to study the views of both
groups which have strong feelings about
the nomination—and that goes beyond
the 17 members of the committee who
participated in its deliberations—some
of whom have what I am told are even
violent feelings about the matter. I
should also like to consider what the mi-
nority of the committee—a group in-
cluding eight Senators—have had to say
about the nomination.

I am not the slightest interested in
what the chairman of the Republican
National Committee or the Republican
caucus or the chairman of the Demo-
cratic National Committee has to say
about the nomination. I must vote in
accordance with what I believe is right
and what I believe is fair and what I
believe is just. I must satisfy myself on
all those scores; and I am going to do
s0 when the printed hearings are avail-
able.

In the case of some Senators, a friend
of mine told me yesterday that one of
my closest long-time friends, who occa-
sionally—well, I would say frequently; in
fact, very frequently—votes with the Re-
publicans, said off the record, in the
quiet and sanctity of the President's
Room, in a kind of low whisper, that he
thought it all depended on the majority
leader. Well, Mr. President, I consider
that in the same way I consider all other
propaganda: It is not going to help the
nominee, but neither is it going to hurt
him, because I hope I am big enough
to recognize propaganda when I see it,
and heat when I feel it. One who has
not had a blow torch applied to him, and
has not been able to withstand it, has
no business at the desk of the majority
leader. Certainly I hope I am going to
be able to withstand it.

I wish to stress the fact that Congress
has the responsibility of passing the laws
of the United States. It has the respon-
sibility of determining whether those
laws are properly executed.

The Commerce Department is not
something that merely collects statistics,
as Republicans reminded me when the
nomination of Henry Wallace for Sec-
retary of Commerce was under consider-
ation. The Secretary has control of ex-
port licenses. He has control of the
Bureau of Standards and the Patent Of-
fice. He has responsibility for trans-
portation policies. He dispenses a great
deal of Federal money to each State in
the Union for the highway program. An
unfriendly newspaper might see him as
a kind of a bag-man. I do not say
that. I mean, Congress has said to him
that it must consider him as it considers
other agents of the Government. The
Congress, for this fiscal year, has granted
the Secretary $450 million. I wonder
how Harry Hopkins would feel if he
had had that much money for the De-
partment. I also wonder how my friends
would feel if someone else were dispens=-
ing that much money and if they were
asked to reach a verdict before the trial
instead of after the trial.

I ask unanimous concent to insert at
this point in the REcorp an official com-
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pilation of the functions of the Depart-
ment of Commerce.

There being no objection, the compila=
tion was ordered to be printed in the
REcorp, as follows:

DEPARTMENT oF COMMERCE,
February 16, 1959.

The Department of Commerce was desig-
nated as such by the act of March 4, 1913,
which reorganized the Department of Com-
merce and Labor created in 1903, by trans-
ferring out of the former department all
labor activities.

The statutory functions of the Depart-
ment are to foster, promote, and develop
the foreign and domestle commerce, the
mining, manufacturing, shipping and fish-
ing industries, and the transportation facili-
ties of the United States. Related functions
subsequently have been added to or elimi-
nated from the Department from time to
time by legislation or Executive order; how-
ever, the purposes have remained substan-
tially the same as those for which the De-
partment was established.

The Department of Commerce is composed
of the following principal bureaus and
offices: Office of the Secretary, Oflfice of Pub-
lic Information, Coast and Geodetic Sur-
vey, National Bureau of Standards, Patent
Office, Defenre Air Trancportation Adminis-
tration, Maritime Administration, Federal
Maritime Board, Bureau of Public Roads,
Weather Bureau, Business and Defense Serv-
ices Administration, Office of Business Eco-
nomies, Bureau of the Census, Advisory
Commitiee on Export Policy, Bureau of For-
eign Commerce, Office of International Trade
Fairs.

The Department of Commerce appropria-
tion for the fizcal year ending June 30, 1959,
is over $450 million, excluding the Civil
Aeronautics Administration (now part of
Federal Aviation Azency) and the Civil
Aeronautics Board, plus over $2' billion for
Federal-aid highway programs. It has ap-
proximately 31,000 employees, and offices
throughout the country and territories.

Mr. JOHNSON of Texas. We have the
senatorial function of passing on nomi-
nations, and that is not merely a per-
functory function, and it ought not to
be political. I am going to try to con-
duct myself in such a manner, in the
course of these proceedings, as to see to
it that every Senator answers only to his
own conscience and expresses only his
own conviction, and has ample oppor-
tunity to do so.

The responsibility to determine ir the
powers reposed in the Secretary of Com-
merce would be misplaced, if he would
administer them against the public in-
terest, if he would administer them par-
tially, if he would administer them
unfairly, or if he would not have our
confidence in charging him with the
administration is up to the Senate.

I am not passing judgment on that
question until the report is printed, in-
cluding the majority and minority views,
and the hearings.

It has been, and always will be—and
I stress this to my friends on this side
of the aisle who may have strong feel-
ings in this matter—my policy to lean
over backward to permit a President of
either party to have the officials he
wants.

I remember, when a judge from Vir-
ginia was not selected in the right man-
ner, the Senate did not confirm his
nomination. I remember what hap-
pened when Ed Flynn was named as
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Ambassador. I remember the furor
which took place when Ed Pauley was
named as Under Secretary of the Navy.

The Senate has been correct in ex-
ercising its rights and prerogatives. I
do not pass judgment on the wisdom of
its decisions. I merely point out that
the Senate has been very careful, and
should be now.

I do not think any President of the
United States should ever be harassed by
denying him his appointments. The
Senator from Texas is not going to
harass him. But leaning over backward
does not mean the Senate should fall
down on the job; and in this, as in every
other instance, I think each Member of
the Senate should check the facts care-
fully to determine whether there is in-
volved a public interest, and arrive at
his own conscientious judgment as to
whether confirmation should be denied.
If he arrives at that decision, and if he
thinks it is in the public interest to do
so, and if the facts before him, according
to the Senator’s own judgment support
it, I think he ought to do so. Otherwise,
the nomination ought to be confirmed.
And I shall certainly so vote if that is the
way I resolve the question.

I think it is important, however, to
remember that there are two things we
must consider. One is that the Senate
advises the President. Certainly he is
entitled to have the Senate advise him
and to give him good advice. The Presi-
dent carries very heavy burdens, and he
ought to have the advice of the Senate.
We have to consent and we have to con-
firm the nominations of the President if
we think the nominees will carry out the
laws in the manner that they ought to
be carried out.

Mr. President, I am not prepared to
pass judgment on the question when the
record has not been printed, when I
have not read it, and when I do not
know anything about it. Senators may
take my statement for what it is worth.
Those who do not think I am fair are
going to think so, anyway. If I am the
only Senator to vote the way I feel—
whether it be to postpone action on the
nomination, or table it, or anything like
that—I am going to do it if I am con-
vinced I should. I am going to do what
I think is best for America, because in
doing so I think it will be best for the
Senate, for my State, and for the Sena-
tor from Texas.

Mr. DIRKSEN. Mr. President, will
the Senator yield?

Mr. JOHNSON of Texas. I yield.

Mr. DIRESEN. First, let me say that
if I were commissioned to talk for the
President of the United States, I am sure
he would expect me to say to the ma-
jority leader that he appreciates the co-
operation the executive branch has re-
ceived with respect to the many thou-
sands of nominations that have come to
the various Congresses under this ad-
ministration. There have been difficul-
ties in recent days. In the main, how-
ever: 3

Mr. JOHNEON of Texas. If the Sena-
tor will permit me, I do not want the im-
plication to stand that the difficulties are
only of recent origin. The President
started with thoss difficulties. I remem-
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ber when the nomination of Mr. Wilson
to be Secretary of Defense was submitted,
and I recall the trouble Senator Taft
had in trying to get the Cabinet con-
firmed. I remember how strongly the
Senator from Virginia felt about that
nomination for Secretary of Defense,
and some of the problems Secretary
Wilson had. This difficulty is not recent.
These standards have always been ap-
plied. I am going to apply them, but
without regard to partisanship. I am
not going to call the policy committee
together and say we are going to vote
as a unit. I do not think that is the way
confirmations ought to be handled. I
am not going to say to my colleague, if I
were presumptuous enough—and I am
not—*“I think you ought to vote this way
on this nominee, and if you don’t, it
won't be in the public interest.” I am
going to say what I have to say on the
floor of the Senate, but I am going to
reserve the right to consider the case.

Mr. DIRKSEN. I think the majority
leader may have misunderstood me. My
statement certainly had no such implica-
tion in it. On a recent occasion we took
more time on a nomination than we did
on other occasions. A myriad of diffi-
culties seemed to have occurred at the
time. But Ireiterate that I am apprecia-
tive of the way the administration has
received fair consideration in the mat-
ter of nominations. If I may be so bold,
I hope it will continue to do so. From
time to time, in the most affable way, I
have talked to the majority leader about
nominations. Never have I found him
arbitrary or presumptuous about it.

The other thing I want to say is that
the statement the majority leader has
made is certainly characteristic of the
fair, impartial, and judicious way in
which he has taken any question of this
kind into consideration. I have deep
personal appreciation for his action in
doing so. I know full well, from the pri-
vate conversations we have had, there
are no departures from what the Senator
from Texas utters on the floor of the
Senate. He does not have one standard
for his office when he talks to me and an-
other standard when he makes a state-
ment on the floor of the Senate. I
am confident he will approach his re-
sponsibility in the same considerate and
judicial fashion when we come to grips
with the question of confirmation of
the nomination which will soon be before
us. For that we are grateful to the
Senator.

Mr. JOHNSON of Texas. I thank the
Senator. I do not expect any apprecia-
tion for doing my duty. That is all I
have done, and all the Senate has done.

I merely pointed to a number of con-
firmations of nominations which have
gone through the Senate as an illustra-
tion of the fact that the Senate generally
has not attempted to harass the Presi-
dent, and that I was not going to be a
party to any movement in that direction.

As soon as the hearings and the re-
ports are available, that nomination will
be brought before the Senate.

I sat for days in the hearings on
the nomination of Mon Wallgren, the
President’s friend, the President’s ad-
viser, the man the President eagerly
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sought for the National Security Re-
sources Board. I sat for days with the
distinguished Secretary of the Army, the
late Secretary of the Air Force Talbott,
and Secretary of Defense Wilson. Ihave
been a party to all those hearings.

I remember the trying hours which
were spent by the Senator from Georgia
[Mr. RussenL], the Senator from Vir-
ginia [Mr. Byrpl, and other Senators in
connection with the Rosenberg nomina-
tion. One or two Senators made up their
minds before the nomination hit the
table. Four or five of them issued press
releases right away. But it was not until
the last few minutes of the hearing, un-
til J. Edgar Hoover brought in the final
report, that we were able to establish
what amounted to real and exact justice,
because a mistake in identification had
been made.

A man is on trial here, and the Senate
is on trial. This is not a question of
Republicanism. I do not like to hear
it said that Senators are voting as a
body, one way or another. I do not
like to hear it said that one man is
going to assume the responsibilities of
other men. That is not true, and those
who make the statement know it is not
true, and it ought not to be said. I
do not know of a Member of this body,
on either side of the aisle, who is going
to take any dictation from anybody in
connection with doing justice to the
nominee—and when I say that I refer to
dictation from the President all the
way down to the precinct worker. I do
not mean to imply that the President
has attempted to give any orders, be-
cause he has not. He has not called
me. He has not written me. So far
as I know, he has not called or written
anybody else. He has exercised his re-
sponsibility. He signed the nomination,
pen in hand, and sent it to the Senate.
We have to exercise our responsibility.

If this were simply a question of pass-
ing merely on an adviser to the Pres-
ident, I would be prepared, already, to
vote, but the question is one of passing
on an administrator of laws the Con-
gress passes. I desire to learn why the
Senator from Kansas [Mr. SCHOEPFEL]
and the majority of the committee feel
this man’s nomination ought to be con-
firmed. I want to learn why a mi=-
nority of the committee, headed by the
chairman of the committee, feel that
his nomination should not be confirmed.
I think I am entitled to that right. I
am entitled to it without it being said
that I am not in too big a hurry. I
want to proceed with dispatch, and I
am sure the Senate will do so.

The statement the Senator from Illi-
nois made is typical of him. He is al-
ways fair. He is just and courageous.
I talked to the Senator the moment I
came to town—or a few moments later—
and told him we would get the reports
from both sides, and the hearings, and
do just as we do in all other matters;
that we would agree when the chairman
could be present, and when he could be
present we could go ahead. I imme-
diately went to see the chairman of the
committee, and he has assured me that
as soon as the printer finishes his work
we can take up the nomination.
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So far as T am concerned, T am pre=
pared to consider the Strauss nomina-
tion ahead of the nomination of Mr.
Dillon, ahead of the nomination of Mr.
Johnson, or of anybody else, if the mate-
rial we need is available. I want the
Senate and the country to know there is
no chicanery here, and no one is trying
to delay, so far as the proceedings on
the floor of the Senate are concerned.

Several Senators addressed the Chair,

Mr. JOHNSON of Texas. I yield first
to the Senator from Illinois.

Mr. DIRKSEN. Mr. President, I have
only one further observation to make.
From the great, logical brain of Herbert
Spencer came the sentiment that he
could think of no greater departure from
basie principle than condemnation with-
out investigation. Today the majority
leader, I think, illustrates to the Senate
and to the country that he will investi-
gate for himself and judicially approach
his responsibility, and that all the Mem-
bers of the Senate will do likewise. I am
confident all Senators will rise to their
responsibility.

Mr, JOHNSON of Texas. I think that
if each citizen could have the feeling that
the Senate would decide this question
and all others by the standard that
“what is good for America is good for us,”
it would make it possible for him to sleep
better tonight and to feel more com-
fortable. I hope that is the opinion our
citizens can have of this Senate and of
all other Senates, because that is the
opinion I had of the Senate, and the
reason why I wanted to become a Mem-
ber of it.

. I now yield to the Senator from Mon=-
ana.

Mr. MANSFIELD. Mr. President, I
wish to aline myself with the remarks
made by the distinguished majority
leader, and I should like to ask several
questions.

Mr. JOHNSON of Texas. Mr. Presi-
dent, I ask unanimous consent that I
may continue to have the floor. I ap-
preciate the understanding and toler-
ance of the Vice President. I do not
want to be in violation of the rule, and
I ask for an additional 3 minutes.

The VICE PRESIDENT. Is there ob-
jection to the request of the Senator
from Texas? The Chair hears none,
and it is so ordered.

Mr, MANSFIELD. I assume that
when he was discussing the nominations
of Mr. Strauss and of Mr. Dillon, the
Senator from Texas also had in mind
that if and when the nomination of
Ogden Reid is reported favorably by the
Committee on Foreign Relations it will
receive immediate consideration.

Mr. JOHNSON of Texas. I would not
say “immediate.”

Mr. MANSFIELD. I mean prompt
consideration.

Mr., JOHNSON of Texas. It will be
handled with dispatch, when the hear-
ings and reports are available, Has the
nomination been reported?

Mr. MANSFIELD. No. Irefer to the
time when it may be reported.

Mr. JOHNSON of Texas., I do not
want to anticipate the action of the com-
mittee. Any of the oldtimers can cor-
rect me if I am mistaken, but I believe
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Senators can look at the Executive Cal-
endar to see how long names are kept
there after they are put on it. The Vice
Fresident can attest to the fact that
when there are names on the Executive
Calendar we call it every day when the
Scenate is in session.

We do that for two reasons. First, we
think the President is entitled to prompt
consideration, such as is consistent with
getting the facts. Second, we want to
save money in printing. We do not
want large calendars to have to be re-
printed each day.

Mr. DIRKSEN. Mr. President, will
the Senator yield?

Mr. JOHNSON of Texas. I yield.

Mr. DIRKSEN. I should like to ask
the majority leader whether, if we
should complete action on the wheat bill
today, it is proposed to go over until
Monday; or what business will there be
for Friday?

Mr. JOHNSON of Texas. I should like
to consult with the Senator later. I had
hoped we could go over, perhaps from
Friday until Tuesday. I am not aware
of any controversial bills to be considered
Friday.

I will be prepared to make an an-
nouncement as soon as I have had the
benefit of the collective judgment of my
policy committee on the scheduling of
several bills, and I am to meet with the
committee at 1 p.m. today. The Sena-
tor from Illinois will be the first one I
shall tell of our conclusions. If the Sen-
ator is agreeable to the plan we adopt,
we will present it to the Senate. If the
Senator is not agreeable, we will attempt
to adjust it to suit him.

Mr. DIRKSEN. I thank the Ssnator.

Mr. MANSFIELD. Mr. President, will
the Senator yield further?

Mr. JOHNSON of Texas. I yield
further.

Mr. MANSFIELD. Is it not true that
on Friday last, when the Senate ad-
journed to the following Tuesday, the
leadership made an unusual unanimous-
consent request that notwithstanding
the fact that the Senate would meet at
10 o'clock a.m. on Tuesday the Commit-
tee on Foreign Relations be given special
consideration or dispensation to hold
hearings with regard to the nomination
of Mr. Reid at that time?

Mr. JOHNSON of Texas. That is
correct.

Mr. MANSFIELD. Inasmuch as the
distinguished majority leader has stated
that he could not or would not seek to
impose his will with regard to any
measure, nomination, or otherwise, on
the policy committee, is it not further
the fact that the majority leader has
never sought to impose his will, but has
always abided by the majority decision,
regardless of what the decision has been,
as it applied fo his own individual
thinking?

Mr. JOHNSON of Texas. Thatis cor-
rect. If I were voling on the basis of
friendship, and from my knowing peo-
ple, I would say that I served in the
Navy with Admiral Strauss, under Jim
Faorrestal, for some time. I have never
had any unpleasantness in connection
with him.

I did not know Mr. Reid. He has
called on me, and I was glad to have
him call on me. He discussed in a very
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appropriate and proper manner official
business. I will say that I enjoyed the
conversation. I await the results of the
hearings.

If I were voting from a personal
standpoint, I would not have much diffi-
culty with either nomination.

Mr. MANSFIELD. My reason for rais-
ing these questions at this time is that
there seems to be a sort of planned at-
tack on the Senate in connection with
the alleged holding up of nominations.
That attack seems to be directed at the
Democratic Party in the Senate as a
whole.

I wish the record to show that so far
as the Democratic leadership is con-
cerned, there has been no holding up of
any nominations once they had been
reported from committee and the reports
and printed records of hearings were
available.

Mr. JOHNSON of Texas. The Senator
is correct. I think I should say that I
do not believe any Congress has ever had
a better record or acted more expedi-
tiously, consistent with the facts, than
has the present Congress.

However, there have been some nomi-
nations of postmasters, and nominations
before other committees with respect to
which individual Senators have sought
information. Such nominations have
not been released. The Senator from
Texas and the Senator from Illinois can-
not say anything about Senator X, from
State ¥, who says, “I will not at this
moment approve these nominations
affecting my State.”

I have asked some of those Senators
to act with dispatch. However, they
represent sovereign States, and they
have a right to their viewpoint. When
I was in my home State attempting to
communicate with my people and. to
create at least as favorable an impression
as I could in advance of the 1980 sena-
torial campaign, I received, in connection
with a certain nomination, a communi-
cation from a colleague saying, “I want
a week or 10 days to consider this nomi-
nation. You do not need to give it to
me. You can bring up the nomination
on motion tomorrow, and I can talk for
10 days.”

I said, “Your request is reasonable.
You are a member of the committee.
You are entitled to review the hearings
and read the report., If a week or 10
days is all you want, so far as I am
concerned, you will get it.” I communi-
cated with the Senator from Illinois [Mr.
Disksenl, and he agreed. I believe that
that course will result in a saving of
time,

I wish to remind Senators—I would
not say warn them or caution them—
that people who live in glass houses
should not throw stones. We have a re-
sponsibility in our constitutional capac-
ity to act on nominations, and we expect
to act upon them. However, it ill be-
hooves some persons to talk about delay
in connection with the consideration of
nominations, in the light of some of the
records which have been written in the
Senate, and which are available to all of
us, in connection with nominations of
postmasters, nominations of judges,
nominations of Cabinet officers, nomi-
nations of Secretaries of Commerce,
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nominations to the National Resources
Board, and nominations of other top
flight officials. Those who feel an urge
to apply the lash should stop, look, and
listen before doing so. I suggest that in
the interest of good government in the
country we all love, we should approach
this question judiciously, fairly, and rea-
sonably, and allow each Senator to per-
form the duties which the people of his
State selected him to perform.

Mr. GORE. Mr. President, will the
Senator yield?

Mr. JOHNSON of Texas. I yield.

Mr. GORE. I was very proud of the
record of the Senate in connection with
the nomination of Christian Herter
to be Secretary of State. After the
nomination was finally submitted the
committee held public hearings, followed
by an executive session, and reported the
nomination to the Senate; and the Sen-
ate confirmed the nomination of Mr.
Herter to be Secretary of State, all with-
in 1 day.

The Senate felt, as did the Senate
leadership, that it was in the national
interest that our Secretary of State have
an early and expeditious, overwhelming,
and, if possible, unanimous vote con-
firming his nomination. Fortunately
that was accorded him; and as a result
Secretary Herter departed for Geneva
with support within our own country,
and I believe abroad.

The nomination of Mr. Dillon is pend-
ing on the calendar. I believe the ma-
jority leader and the minority leader
acted wisely and with a proper regard
for the traditions of this body in delay-
ing action for a week until a member of
the Senate Foreign Relations Commit-
tee could obtain and assemble facts
which he regards as pertinent and im-
portant.

I expect to support the nomination of
Mr. Dillon on the floor of the Senate, as
I did in committee. I not only applaud
the majority and minority leaders for
according a Senator time in which to
prepare his case, but I would insist upon
it if the issue should be raised,

Mr. JOHNSON of Texas. Mr. Presi-
dent, I am stimulated by the statement
of the Senator from Tennessee. He is
heipful and constructive. He has re-
minded me of an action of which I think
all Senators, as well as the country,
should be proud.

The Senator from Tennessee, in his
characteristic fashion, has brought to
the attention of the American people
some facts of which they should be
reminded. I think that in the days
ahead, when we try as conscientiously
as we can to perform our duties, as other
people try to perform theirs, fairly and
justly, those who would apply the lash
should stop, look, and listen,

EXECUTIVE COMMUNICATIONS,
ETC.

The VICE PRESIDENT laid before the
Senate the following letters, which were
referred as indicated:

REPORT oN CoMMODITY CREDIT CORPORATION
SaLEs POLICIES, ACTIVITIES, AND DISPOSI-
TIONS
A letter from the Assistant Secretary of

Agriculture, transmitting, pursuant to law,
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a report of the General Sales Manager on
Commodity Credit Corporation sales policies,
activities, and dispositions, for the month
of March 1959 (with an accompanying re-
port); to the Committee on Agriculture and
Forestry.

AMENDMENT OF LAwW RELATING TO EXEMPTIONS
From JUurY SERVICE IN DIsTRICT OF COLUM-
BIA
A letter from the President, Board of Com-

missioners, District of Columbia, trans-

mitting a draft of proposed legislation to
amend the law providing for exemptions
from jury service in the District of Colum-
bla (with an accompanying paper); to the
Committee on the District of Columbia.
RerorT oN REVIEW oF DEeTROrT HOUSING
CommissioN, DEeTroIT, MICH,

A letter from the Comptroller General
of the United States, transmitting, pursuant
to law, a report on the review of the Detroit
Housing Commission, Detroit, Mich., Pub-
lic Housing Administration, Housing and
Home Finance Agency, dated May 1959 (with
an accompanying report); to the Committee
on Government Operations.

RECOMMENDATIONS ADOPTED BY INTERNATIONAL
LABOR ORGANIZATION

A letter from the Assistant Secretary of
Btate, transmitting, pursuant to law, rec-
ommendations adopted by the International
Labor Conference, at Geneva, June 25, 1958
(with accompanying papers); to the Com-
mittee on Labor and Public Welfare.

PETITIONS AND MEMORIALS

Petitions, ete., were laid before the
Senate, or presented, and referred as
indicated:

By the VICE PRESIDENT:

A joint resolution of the Legislature of the
State of Illinois; to the Committee on Inter-
state and Foreign Commerce:

“House JoINT RESOLUTION 41

“Whereas much is being done by city,
county, State, and the Federal governments
to strengthen our national defense; and

“Whereas we deem it expedient that all
media be explored to make certain that each
segment is strengthened to its full potential;
and -

‘“Whereas the American railroads in times
of crisis have been our most important car-
rier of men and material from coast to coast;
and

“Whereas it is common knowledge that the
American railroads have been weakened by
inroads upon their business and also by
stringent regulations and increased cost of
operations; and

“Whereas the Joint Committee on Defense
Production, the Office of Civil and Defense
Mobilization, has just told Congress that
corrective transportation policies should now
be adopted to improve their conditions; and

“Whereas the railroads must have ade-
quate equipment to meet peace or wartime
conditions: Now, therefore, be it

“Resolved by the House of Representatives
of the 71st General Assembly of the State
of Illinois, the senate concurring herein,
That the President of the United States, the
Congress of the United States, and the In-
terstate Commerce Commission are hereby
requested to make, without undue delay, a
careful appraisal of the railroads’' problems,
and take such steps as may be found neces-
sary to strengthen them so that the Nation
can have a strong and vital rallroad system to
meet the requirements of a sound economy
and any national crisis that may arise; and
be it further

“Resolved, That coples of this resolution
and its preamble be transmitted by the sec-
retary of state to the President of the United
States, the Secretary of the U.S. Senate, the
Clerk of the U.S. House of Representatives,
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to each Member of the Illinols congres=
slonal delegation, and to the Interstate Com=
merce Commission,

“Adopted by the house, April 29, 1959,

“PAauL POWELL,
*“Speaker, House of Representatives.
“CrareNcE BOYLE,
*“Clerk, House of Representatives.
“Concurred in by the senate, May 6, 1959.
“JoHN Wm. CHAPMAN,
“President of the Senate.
“EpwarD E. FERNANDES,
“Secretary of the Senate,

“Flled May 18, 1959.

“CHARLES F. CARFANTHIES,
“Secretary of State.™

Resolutions adopted by the convention of
District Grand Lodge No. 3, B'nai B'rith,
relating to immigration and civil rights; to
the Committee on the Judiclary.

A telegram in the nature of a petition
from Julia R. Goodhart, of Chicago, Ill., re-
lating to the actions of James Hoffa in the
field of labor; to the Committee on Labor
and Public Welfare.

RESOLUTIONS OF STATE AND NA-
TIONAL AFFAIRS COMMITTEE OF
ABILENE (KANS.) CHAMBER OF
COMMERCE

Mr. SCHOEPPEL. Mr. President, I
present, for appropriate reference, and
ask unanimous consent to have inserted
in the body of the Recorp three reso-
lutions which were adopted by the State
and National Affairs Committee of the
Abilene Chamber of Commerce, Abilene,
Kans,, at their meeting on April 30, 1959.

There being no objection, the reso-
lutions were referred to the Committee
on Labor and Public Welfare, and or-
dered to be printed in the REcorp, as
follows:

ResoruTION I

Your committee endorses and recommends
to the board of directors of the Abilene
Chamber of Commerce that sald chamber
go on record as being opposed to the Ken-
nedy labor bill as passed by the U.S. Senate
and as it will be proposed to the House of
Representatives for passage by their body.
Your committee further recommends that
action be taken in this regard which will
make known to the House Committee on
Education and Labor that the Abilene Cham-
ber of Commerce favors the Barden bills
(H.R. 4473 and H.R. 4474) which contain
effective remedial legislation beneficial to
both employer and employee.

ResoruTION IT

Your committee endorses and recommends
to the Abilene Chamber of Commerce that
said ‘body place itself on record as being
opposed to any further extension or modi-
fication of the Fair Labor Standards Act so
as to increase the minimum wage and/or
extend the coverage of the minimum wage to
occupations and industries not presently cov-
ered. Specifically your committee recom-
mends opposition to S. 1046, sponsored by
Senator EENNEDY, and H.R. 4488 sponsored
by Representative RooseveLT,

REesoLuTioN III

Your committee endorses and recommends
opposition on the part of the Abilene Cham-
ber of Commerce regarding proposed exten-
sion of Federal standards upon the States
regarding the unemployment compensation
program. It is the feeling of your commit-
tee that the various States are better able
to know and meet the needs of the citizens
of the States and that Federal intervention
is neither justified nor desired.
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REPORTS OF COMMITTEES

The following reports of committees
were submitted:

By Mr. PASTORE, from the Committee on
Appropriations, with amendments:

H.R. 5676. An act making appropriations
for the government of the District of Colum-
bla and other activities chargeable in whole
or in part against the revenues of sald Dis~
trict for the fiscal year ending June 30, 1960,
and for other purposes (Rept. No. 304).

By Mr. ROBERTSON, from the Commit-
tee on Appropriations, with amendments:

H.R.58056. An act making appropriations
for the Treasury and Post Office Departments
and the Tax Court of the United States for
the fiscal year ending June 30, 1960, and for
other purposes (Rept. No. 305).

By Mr. RUSSELL, fromr the Committee on
Armed Services, without amendment:

H.R. 3292, An act to amend title 10, United
States Code, to authorize the Secretary of
the Navy to furnish supplies and services to
foreign vessels and aircraft, and for other
purposes (Rept. No. 307); and

H.R. 3366. An act to authorize the exten-
sion of loans of naval vessels to the Govern-
ments of Italy, Turkey, and the Republic of
China (Rept. No. 308).

By Mrs. BMITH, from the Committee on
Armed Services, without amendment:

5.19. A bill to provide a method for regu-
lating and fixing wage rates for employees
of Portsmouth, N.H., Naval Shipyard (Rept.
No. 306). '

REPORT ON DISPOSITION OF EX-
ECUTIVE PAPERS

Mr. JOHNSTON of South Carolina,
from the Joint Select Committee on the
Disposition of Papers in the Executive
Departments, to which was referred for
examination and recommendation a list
of records transmitted to the Senate by
the Archivist of the United States that
appeared to have no permanent value
or historical interest, submitted a report
thereon, pursuant to law.

BILLS INTRODUCED

Bills were introduced, read the first
time, and, by unanimous consent, the
second time, and referred as follows:

By Mr. MURRAY :

5.2023. A bill to provide for amendments
to the compact between the people of Puer-
to Rico and the United States; and

5.2024. A Dbill to provide for a Resident
Commissioner from Guam and a Resldent
Commissioner from the Virgin Ielands; to
the Committee on Interior and Insular Af-
fairs.

By Mr. CARLSON:

§.2025. A bill to provide for the issuance
of a special postage stamp in commemora-
tion of the 50th anniversary of the Camp
Fire Girls organization; to the Committee
on Post Office and Civil Service.

By Mr. MUSKIE (for himself, Mr.
HumpPHREY, Mr. ErviN, Mr. Casg of
New Jersey, Mr. McCarTHY, Mr.
HARTEE, and Mr. COOPER) :

5.2026. A bill to establish an Advisory
Commission on Intergovernmental Relations;
to the Committee on Government Opera-
tions.

(See the remarks of Mr. Muskie when he
introduced the above bill, which appear un-
der a separate heading.)

By Mr. LAUSCHE:

B,2027. A bill for the rellef of Willlam
James Harkins and Thomas Lloyd Harkins;
and

5.2028. A Dbill for the rellef of Candace
Elizabeth Lee Johnson (Kyung Hee Lee); to
the Committee on the Judiciary.
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By Mr. NEUBERGER:

5.2020. A bill to authorize a per caplta
distribution of funds arising from a judg-
ment in favor of the Confederated Tribe of
Siletz Indians in the State of Oregon, and
for other purposes; and

S.2030. A bill to require the use of hu-
mane methods of trapping animals and
birds on lands and waterways under the ju-
risdiction of the United States; to the Com-~-
mittee on Interior and Insular Affairs.

(See the remarks of Mr. NEUBERGER when
he introduced the above bills, which appear
under separate headings.)

By Mr. HUMPHREY (for himself and
Mr. Youwne of Ohio):

S.2031. A bill to establish a Commission
on Country Life, and for other purposes; to
the Committee on Agriculture and Forestry.

(See the remarks of Mr. HuMPHREY when
he introduced the above bill, which appear
under a separate heading.)

By Mr. SPAREMAN:

8.2032. A bill to amend the Small Busi-
ness Act; to the Committee on Banking and
Currency.

By Mr. BIBLE (for himself and Mr.
CANNON) :

5.2033. A bill to amend the mining laws
of the United States to provide for the in-
clusion of certain nonmineral lands in pat-
ents to placer claims; to the Committee on
Interior and Insular Affairs.

By Mr. BIBLE:

S5.2034, A bill to amend the District of
Columbia Income and Franchise Tax Act of
1947, as amended, to provide that certain
additional specified officers of the executive
branch of the Federal Government shall be
exempt from such act; to the Committee on
the District of Columbia.

By Mr. BIBLE (by request) :

S.2035. A bill authorizing persons main-
taining or defending actions in the District
of Columbia on behalf of a minor to give
releases of lability, and requiring persons
recelving money or property in settlement
of such actions or in satisfaction of a judg-
ment in any such action to be appointed
as a guardian of the estate of such minor;
to the Committee on the District of Co-
Iumbia.

By Mr. McCARTHY (for himself, Mr.
Crarx, Mr. DouGrLas, and Mr. Prox-
MIRE) :

5. 2036. A bill to amend the Internal Reve-
nue Code of 1954 to repeal provisions allow-
ing credit agalnst tax and exclusion from
gross income for dividends received by in-
dividuals; to the Committee on Finance.

(See the remarks of Mr. McCArTHY when
he introduced the above bill, which appear
under a separate heading.)

By Mr. PROXMIRE (for himself, Mr.
Doucras, Mr. CLARK, Mr. HUMPHREY,
Mr. HENNINGS, Mr. MoRsg, Mr. Mc-
Namara, Mr. LavscHE, Mr. CARROLL,
and Mr. Younc of Ohio):

8. 2037. A bill @ amend the Internal Rev-
enue Code of 1954 to provide graduated
rates of percentage depletion for oil and
gas wells; to the Committee on Finance.-

(See the remarks of Mr. ProxMIRE when he
introduced the above bill, which appear un-
der a separate heading.)

By Mr. PROXMIRE (for himself, Mr.
DovucLas, Mr. CrLark, and Mr. Mc-
CARTHY) :

B8.2038. A bill to amend the Internal Rev-
enue Code of 1954 to provide for withholding
of tax at source on interest and dividends;
to the Committee on Finance.

(See the remarks of Mr. PRoxMIRE when he
introduced the above bill, which appear un-
der a separate heading.)

By Mr. CLARK (for himself, Mr, DouG=
LAS, Mr. ProxMIRE, and Mr. McCARr-
THY) :

5. 2039. A bill to amend the Internal Rev-
enue Code of 1954 to provide for additional
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information on certain returns; to the Com-
mittee on Finance.

(See the remarks of Mr. CLARK when he
introduced the above bill, which appear un-
der a separate heading.)

By Mr. CLARK (for himself, Mr.
DoucGLAs, Mr. ProxmMIRe, Mr. Mc-
CarTHY, and Mr, MUSKIE) ;

5.2040. A bill to amend the Internal Reve-
nue Code of 1954 to prohibit the deduction of
certain expenditures as trade or business ex-
penses; to the Committee on Finance.

(See the remarks of Mr. CLARE when he
introduced the above bill, which appear under
a separate heading.)

RESOLUTION

Mr. JAVITS submitted a resolution (8.
Res. 123) preseribing rules for the stand-
ing, select, or special committees and sub-
committees of the Senate, which was
referred to the Committee on Rules and
Administration.

(See the above resolution printed in
full when submitted by Mr. Javirs, which
appears under a separate heading.)

ADVISORY COMMISSION ON INTER-
GOVERNMENTAL RELATIONS

Mr. MUSKIE. Mr. President, one of
the unique contributions which America
has made to the art of government is
the Federal system. It served, in the
first instance, in the Constitutional Con-
vention, as a practical compromise be-
tween those who believed in a strong
central government and those who be-
lieved in a loose federation of auton-
omous States. It has served since that
time as a practical means for govern-
ing a varied population spread out over
a large land area. It is based on the
premise that strong local self-govern-
ment is essential in a democratic society.
At the same time, it has enabled us to
deal with the emerging problems of an
increasingly complex industrial and ur-
ban society as we have realistically ad-
justed to the functions of each of the
three levels of government to the nature
and scope of the problems.

I happen to believe that a well-bal-
anced Federal system is essential to
broad-based participation by our eciti-
zens in the processes of government;
and that such participation is a condi-
tion to the preservation of our demo-
cratic institutions. However, such 3
balance cannot remain static. The 19th
century balance of functions as between
the three levels of government would not
work today. And tomorrow’s balance
will depend upon the problems with
which we will find it necessary to deal.

Moreover, the three levels of govern-
ment are not separate compartments
insulated from each other. The prob-
lems with which each level is concerned,
the services which each renders, are all
part of our national economic, social,
and political fabric. There are areas of
exclusive jurisdiction by one level of
government. There are areas of par-
allel activities. There are areas of co-
operative effort.

The growth of our population, its in-
creasing concentration in urban areas,
the increasing complexity of our econ-
omy and our society as a result of the
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industrial revolution, have inevitably
resulted in the growth of government
itself. The resulting regulatory activi-
ties and governmental services have de-
veloped within the framework of the
Federal system and have acerued to var-
ious levels of government, in accordance
with the pressures of varying times and
circumstances.

The division of responsibilities thus
gradually established has been the sub-
ject of scrutiny and controversy for the
past half century. There are, of course,
strongly held differences of opinion as to
whether certain functions are assigned
to the proper level of government. Not-
withstanding these differences of opin-
ion, and however they may be resolved,
we face the fact that the Federal sys-
tem is performing today's governmental
chores and that it is not doing so in all
instances as effectively and efficiently
as it might. As I have said, this has
been a subject of considerable study for
some time. One such study was made
by the Commission on Intergovern-
mental Relations, also known as the
Kestnbaum Commission, which was
established by the Congress in 1953 and
which issued its final report in June
1955. That study was concerned chiefly
with an evaluation of the philosophy
and principles of federalism.

Another recent study, which is still in
progress, is being conducted by the
Joint Federal-State Action Committee
which was organized pursuant to a rec-
ommendation by the President made to
the Governors' conference on June 24,
1957. The express purpose of the Com-
mittee, made up of Governors and Fed-
eral officials, is to designate grant-aided
functions which States are ready and
willing to assume and to determine
revenue adjustments needed to enable
States to assume such functions.

A third study, conducted by the Inter-
governmental Relations Subcommittee of
the House Committee on Government
Operations, under the chairmanship of
Congressman L. H. Founramn, of North
Carolina, has been giving particular at-
tention to the report of the Kestnbaum
Commission, giving special emphasis to
the Federal grant-in-aid programs.

That subcommittee transmitted its ex-
cellent report to the House on August 8,
1958. The report concluded that it is
now desirable to concenfrate on the
practical and continuing problem of
seeking to improve the operation of our
Federal system, and particularly the de-
sign and consistency of the innumerable
Federal grants.

To provide an instrument for this pur-
pose, I am today introducing, on behalf
of myself and Senators HUMPHREY,
ErviN, Case of New Jersey, McCARTHY,
HARTKE, and COOPER, & bill to establish an
Advisory Commission on Intergovern-
mental Relations. The proposed Com-
mission would not duplicate the work of
either the Kestnbaum Commission or the
Joint Federal-State Action Committee.
Rather, it would serve as a central clear-
inghouse for information on all aspects
of intergovernmental relations; it would
serve as a forum for discussion of spe=-
cific problems and particular programs;
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it would give specialized attention, on a
continuing basis, to particular inter-
governmental problems with a view to
promoting greater cooperation among
the wvarious levels of government and
providing a systematic means for en-
couraging better relations among them.
It would provide technical assistance and
make recommendations as to the desir-
able allocation of government responsi-
bilities and solving particular inter-
governmental problems, with particular
reference to emerging problems. It
would undertake to review existing grant
programs with a view to evaluation of
their achievements and suggesting the
directions in which they should move.

This bill is identical to H.R. 6904,
which was introduced in the House by
Representative FounTaiN and to a com-
panion bill, HR. 6905, which was intro-
duced by Representative FLORENCE P.
DwyER, the ranking minority member on
the Fountain subcommittee.

The purpose of the bill, and the func-
tion of the proposed Commission, might
be illustrated by brief reference to some
of the specific problems which were pin-
pointed by the Fountain subcommittee
in its report:

First. Because grant proposals have
emerged from various and sundry
sources, almost inevitably features have
been adopted in individual programs
which tend to weaken the grant struc-
ture as a whole.

Second. Features such as provision for
judicial review of Federal administra-
tive decisions and the degree of equali-
zation contained in grant formulas vary
considerably between grant programs.

Third. Increasingly, State per capita
personal income is used as an element
in grant formulas, and there appears to
be a need for a reexamination of the
soundness of such a criterion in terms
of achieving program objectives.

Fourth. State and local officials ought
to have specific information as to how
proposed Federal aid programs could be
expected to affect their States or lo-
calities.

Fifth. As consideration is given to new
programs or the amendment of old pro-
grams, there is a need for some means
of studying such proposals in the per-
spective of the whole grant system and
of obtaining current information as to
the needs and views of States and mu-
nicipalities.

Sixth. There is a need for periodic
review of grant programs in order to
determine their accomplishments and
the extent of unmet needs or to con-
sider whether or not the programs
should be continued.

Seventh. There is insufficient data
available indicating the relative fiscal
effort being made by States and locali-
ties in areas of present or proposed
Federal grant programs.

Eighth. There is a wide variation in
program practices and standards.

I would like to take this opportunity
to commend the outstanding report of
the Fountain subcommittee. My inter-
est in the subject originates with my
experiences as Governor of Maine and
my firm conviction that effective and ef-
ficient government requires that we work
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constantly in the job of improving rela-
tionships between the three levels of
government.

Mr. President, I introduce the bill for
appropriate reference and ask unani-
mous consent that the bill may be
printed in the Recorp for the conven-
ience of my colleagues, and that it be
held at the desk for 1 week, for the
purpose of giving other Senators an op-
portunity to cosponsor it if they so de=
sire,

The VICE PRESIDENT. The bill will
be received and appropriately referred:
and, without objection, the bill will be
printed in the Recorp, and will lie on
the desk as requested by the Senator
from Maine.

The bill (S. 2026) to establish an Ad-
visory Commission on Intergovernmen-
tal Relations, introduced by Mr. MUSKIE
(for himself and other Senators), was
received, read twice by its title, referred
to the Committee on Government Op-
erations, and ordered to be printed in
the REcorb, as follows:

Be it enacted by the Senate and House
of Representatives of the United States of
America in Congress assembled,

ADVISORY COMMISSION ON INTERGOVERNMENTAL
RELATIONS

SectroN 1. There is hereby established a
permanent bipartisan commission to be
known as the Advisory Commission on In-
tergovernmental Relations, hereinafter re-
ferred to as the “Commission™.

DECLARATION OF PURPOSE

Sec. 2. Because the complexity of modern
life intensifies the need in a federal form of
government for the fullest cooperation and
coordination of activities between the levels
of government, and because population
growth and sclentific developments portend
an increasingly complex society in future
years, it is essential that an appropriate
agency be established to glve continuing at-
tention to Intergovernmental problems.

It is intended that the Commission, in the
performance of its duties, will—

(1) bring together representatives of the
Federal, State, and local governments for the
consideration of common problems;

(2) provide a forum for discussing the ad-
ministration and coordination of Federal
grant and other programs requiring inter-
governmental cooperation;

(3) give critical attention to the condi-
tions and controls involved in the adminis-
tration of Federal grant programs;

(4) make available technical assistance to
the executive and legislative branches of the
Federal Government Iin the review of pro-
posed legislation to determine its overall ef-
fect on the Federal system;

(5) encourage discussion and study at an
early stage of emerging public problems that
are likely to require intergovernmental co-
operation; and

(6) recommend, within the framework of
the Constitution, the most desirable alloca-
tion of governmental functions and respon-
sibilities among the several levels of gov-
ernment.

MEMBERSHIPF OF THE COMMISSION

SEc. 3. (a) The Commission shall be com-
posed of twenty-four members, as follows:

(1) Bix appointed by the President of the
United States, three of whom shall be of-
ficers of the executive branch of the Govern-
ment, and three private citizens, all of whom
shall have had experience or familiarity with
relations between the levels of government;

(2) Three appointed by the President of
the Senate, who shall be Members of the
Senate;

8735

(3) Three appointed by the Speaker of the
House of Representatives, who shall be Mem-

_ bers of the House;

(4) Four appointed by the President from
a panel of at least six Governors submitted
by the Governors’ conference;

{(6) Three appointed by the President from
a panel of at least five members of State
legislative bodies submitted by the board of
managers of the Council of State Govern-
ments;

(6) Four appointed by the President from
& panel of at least six mayors submitted
jointly by the American Municipal Associa-
tion and the United States Conference of
Mayors;

(7) One appointed by the President from
a panel of at least two elected county officers
submitted by the National Association of
County Officials.

(b) The members appointed from private
life under paragraph (1) of subsection (a)
shall be appointed without regard to political
affiliation; of each class of members enumer-
ated in paragraphs (2) and (3) of subsec-
tion (a), two shall be from the majority
party of the respective houses; of each class
of members enumerated in paragraphs (4),
{(6), and (6) of subsection (a), not more
than two shall be from any one political
party; of each class of members enumerated
in paragraphs (5) and (6) of subsection (a),
not more than one shall be from any one
State; at least two of the appointees under
paragraph (6) of subsection (a) shall be
from cities under five hundred thousand
population.

(c) The term of office of each member of
the Commission shall be two years, but
members shall be eligible for reappointment.

ORGANIZATION OF THE COMMISSION

Sec. 4. (a) The President shall convene
the Commission within ninety days following
enactment of this Act at such time and place
as he may designate for the Commission’s
initial meeting. The President, or his desig-
nee, shall serve as the Commission's tempo-
rary Chairman pending the election of a
permanent Chairman.

(b) The Commission shall elect a Chair-
man and a Vice Chairman from among its
members.

(c) Any vacancy in the membership of the
Commission shall be filled in the same man-
ner in which the original appolntment was
made; except that where the number of
vacancles is fewer than the number of mem-
bers specified in paragraphs 4, 5, and 6 of
section 3(a), each panel of names submitted
in accordance with the aforementioned para-
graphs shall confain at least one name more
than the number of vacancles.

(d) Where any member ceases to serve in
the officlal position from which originally ap-
pointed under section 3(a), his place on the
Commission shall be deemed to be vacant.

(e) Twelve members of the Commission
shall constitute a quorum, but two or more
members shall constitute a quorum for the
purpose of conducting hearings.

DUTIES OF THE COMMISSION

Bec. 5. It shall be the duty of the Com-
mission—

(1) to engage in such activities and to
make such studies and investigations as are
necessary or desirable in the accomplishment
of the purposes set forth in section 2 of
this Act;

(2) to consider, on its own initiative, ways
and means for fostering better relations be-
tween the levels of government;

(3) to submit an annual report to the
President and the Congress on or before
January 31 of each year. The Commission
may also submit such additional reports to
the President, to the Congress or any coms-
mittee of the Congress, and to any unit of
government or organization as the Commis=
slon may deem appropriate.
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POWERS AND ADMINISTRATIVE PROVISIONS

Sec. 6. (a) The Commission or, on the au-
thorization of the Commission, any subcom-
mittee or members thereof, may, for the pur-
pose of carrying out the provisions of this
Act, hold such hearings, take such testimony,
and sit and act at such times and places as
the Commission deems advisable. Any
member of the Commission may administer
oaths or afirmations to witnesses appearing
before the Commission or any subcommittee
or members thereof.

(b) Each department, agency, and instru-
mentality of the executive branch of the
Government, including independent agen-
cies, is authorized and directed to furnish
to the Commission, upon request made by
the Chairman or Vice Chairman, such in-
formation as the Commission deems neces-
sary to carry out its functions under this Act.

(c) The Commission shall have power to
appoint, fix the compensation of, and re-
move a staff director without regard to the
civil service laws and the Classification Act
of 1949. Buch appointment shall be made
solely on the basis of fitness to perform the
duties of the position and without regard to
political affiliation,

(d) Bubject to such rules and regulations
as may be adopted by the Commission, the
Chalirman, without regard to the civil service
laws and the Classification Act of 1949, and
without reference to political affiliation shall
have the power—

(1) to appoint, fix the compensation of,
and remove such other personnel as he deems
necessary,

(2) to procure temporary and intermittent
services to the same extent as is authorized
by section 15 of the Administrative Expenses
Act of 1846 (5 U.B.C. 56a) but at rates not
to exceed $50 a day for individuals.

(e) Except as otherwise provided in this
Act, persons in the employ of the Commis-
silon under subsections (¢) and (d) (1) of
this section shall be considered to be Federal
employees for all purposes, including—

(1) the Civil Szrvice Retirement Act, as
amended (5 U.S.C. 2251-2267),

. (2) the Federal Employees’ Group Life In-
surance Act of 1954, as amended (5 US.C.
2091-2103),

(3) annual and sick leave, and

(4) the Travel Expense Act of 1849, as
amended (5 U.S.C. 835-842).

(f) No individual employed in the service
of the Commission shall be pald compensa-
tion for such employment at a rate in excess
of $20,000 per annum.

COMPENSATION OF COMMISSION MEMEERS

Sec. 7. (a) Members of the Commission
who are Members of Congress, cfficers of the
executive branch of the Federal Government,
Governors, or full-time salaried officers of
city and county governments shall serve
without compensation in addition to that
received in their regular public employment,
but shall be allowed necessary travel ex-
penses, Including subsistence (or, in the
alternative, a per diem in lieu of subsistence
not to exceed the rate prescribed in the
Travel Expense Act of 1949, as amended),
without regard to the Travel Expense Act of
1949, as amended (5 U.S.C. 835-842), the
Standardized Government Travel Regula-
tions, or section 10 of the Act of Ma-ch 3,
1933 (5 U.S.C. 73b), and other necessary ex-
penses incurred by them in the performance
of duties vested in the Commission.

(b) Members of the Commission, other
‘than those to whom subsection (a) is ap-
plicable, shall receive compensation at the
rate of $50 per day for each day they are
engaged in the performance of their duties
as members of the Commission and shall be
entitled to relmbursement for travel, sub-
slstence, and other necessary expenses in-
curred by them in the performance of their
duties as members of the Commission, as pro-
vided for in subsection (a) of this section.
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AUTHORIZATION OF APPROPRIATIONS
SEc. 8. There are authorized to be appro-
priated such sums as may be necessary to
carry out the provisions of this Act.

Mr. CASE of New Jersey. Mr. Presi-
dent, I am indeed pleased to join the
distinguished junior Senator from Maine
[Mr. Muskie] and other Senators on
both sides of the aisle in sponsoring a
bill to establish a permanent Advisory
Commission on Intergovernmental Re-
lations. Identical bills have been intro-
duced in the House of Representatives
by Representative L. H. FounTaIn, chair-
man of the Intergovernmental Relations
Subcommittee of the House Government
Operations Committee, and Representa-
tive FLorRENCE P. DWYER, the ranking mi-
nority member on the subcommittee.

Incidentally, Representative DWYER is
the occupant of the seat which I held
for a number of years in the House, and
which, after me, was held by my col-
league, the distinguished junior Senator
from New Jersey [Mr., WiLriams].

For many years the need for continu-
ing attention to the problems of inter-
governmental relationships has been
widely recognized. Under our Federal
system the interrelation of Federal,
State, and local governmental units has
presented, throughout our history, prob-
lems of great magnitude. The rapid
growth of grants-in-aid and other co-
operative programs in recent decades has
only served to increase the complexity
of these problems.

In an effort to evaluate and improve
the numerous activities pertaining to in-
tergovernmental relations, a number of
excellent studies have been made in the
past on the subject, notably by the first
Hoover Commission and the well-known
Commission on Intergovernmental Re-
lations. More recently, the House Com-
mittee on Government Operations com-
pleted an intensive 3-year survey
throughout the country drawing to-
gether information and suggestions from
officials at all levels of government.

As a result of these studies, both the
Hoover Commission and the House Com-
mittee on Government Operations have
recommended the establishment of a
continuing agency or commission on
Federal-State relations with primary re-
sponsibility for study, information, and
guidance in this field.

The bill which I am pleased to co-
sponsor today, as well as the identical
bills already introduced in the House, is
a direct outgrowth of this recommenda-
tion,

In my opinion, the establishment of a
permanent Advisory Commission on In-
tergovernmental Relations would be a
significant step forward in the improve-
ment of our Federal system. Our Fed-
eral system cannot function properly if
the States and their subdivisions lose

their will and capacity to cope with

problems traditionally within their pur-
view. By finding better and more effi-
cient methods of administering and con-
trolling cooperative programs between
the various levels of Government, the
proposed Commission would do muech to
preserve the health of our States and to
insure the continued vitality of our Fed-
eral system.

May 21
PER CAPITA DISTRIBUTION OF CER-

TAIN INDIAN FUNDS

Mr. NEUBERGER. Mr. President, I
introduce a bill providing for the per
capita distribution of funds arising from
a judgment in favor of the Confederated
Tribe of Siletz Indians in the State of
Oregon, and I ask that it be appropri-
ately referred.

In 1959 Congress appropriated in a
supplemental appropriation bill a sum
of $416,240.85, which represented the re-
covery made by the Siletz Indians before
the Indian Claims Commission for inade-
quate compensation paid them for lands
taken under an 1892 agreement with the
United States.

Congress enacted a statute in 1954
providing for the termination of Fed-
eral supervision and control over certain
tribes in Oregon, including the Con-
federated Tribe of Siletz Indians. Sec-
tion 3 of the 1954 act prescribed that
a final roll would be prepared containing
the names of all tribal members living
on the date of the act. That roll was
used for the purpose of distributing tri-
bal assets. The bill which I have intro-
duced would provide for the distribution
of the judement fund on the basis of this
already prepared tribal roll.

The PRESIDING OFFICER
MuskIk in the chair).

(Mr.
The bill will be

-received and appropriately referred.

The bill (S. 2029) to authorize a per
capita distribution of funds arising from
a judgment in favor of the confederated
tribe of Siletz Indians in the State of
Oregon, and for other purposes, intro-
duced by Mr. NEUBERGER, was received,
read twice by its title, and referred to the
Committee on Interior and Insular Af-
fairs.

HUMANE METHODS OF TRAPFPING
ANIMALS AND BIRDS ON CER-
TAIN LANDS AND WATERS

Mr. NEUBERGER. Mr. President, I
introduce, for appropriate reference, a
bill to prohibit the use of inhumane
traps for the capture of animals or birds
on the lands and waters belonging to, or
under the jurisdiction of, the United
States of America.

Representative BRoomrIzLp, of Michi-
gan, has introduced a companion meas-
ure in the other body.

Although trapping no longer plays so
significant a role in our economy as it did
in the early days of our history, it is,
nevertheless, still a substantial industry.
It is, therefore, I believe, one of the most
unhappy anachronisms of our modern,
comfortable civilization that the primi-
tive, cruel, trapping practices of the last
century are still in use today.

I have myself seen wild animals ex-
hausted from battling the steel jaws of a
relentless leg-hold trap. I have snow-
shoed over a trap route and seen animals
which tried to gnaw off their paws to
escape the agony of the traps. Many
animals fracture a leg or a bone in these
cruel devices. They are held there strug-
gling, often for hours or even days, be-
fore being found and killed.

Last year we passed legislation to bring
about more humane practices to our
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slaughterhouses. We found, in consider-
ing the humane slaughter bill, that the
technology which has given us push-
button automobile transmissions and
color television can indeed provide us
with civilized means for the necessary
slaughter of our food animals. The same
wonders of modern technology can give
us humane methods of trapping.

In the 2 years since my humane trap-
ping bill was first introduced, amateur
and professional trappers have carried
on extensive testing, and manufacturers
have devoted considerable effort to per-
fecting of traps which capture animals
painlessly or kill them instantaneously.
Game commissions and departments of
conservation in the various States have
conducted many days of field tests with
several types of humane traps. The De-
fenders of Furbearers, a nonprofit or-
ganization, has rendered a splendid
service in distributing these traps for
testing and in compiling results of the
tests.

The results of these tests, Mr. Presi-
dent, are most encouraging. Not only
do the traps capture the animals with
less cruelty, they are also less damaging
to the valuable pelts which are sought.
Consequently, humane societies and
trappers alike have been enthusiastic in
their support of the new traps.

My bill proposes only that traps used
within the jurisdiction of the United
States must either capture animals pain-
lessly or kill them instantly, and that the
traps must be inspected and emptied at
least once a day. The Secretary of the
Interior would have authority to conduct
necessary tests and establish necessary
standards to give specific application to
the objectives of the bill. Violations
would be punishable by fines up to $500
or prison sentences up to 6 months.

Such legislation would update com-
mercial trapping practices from primi-
tive cruelty to humaneness consistent
with American moral standards of the
20th century.

In conclusion, I ask unanimous con-
sent that the text of the bill be printed
in the RECORD.

The PRESIDING OFFICER. The bill
will be received and appropriately re-
ferred; and, without objection, the bill
will be printed in the RECORD.

The bill (S. 2030) to require the use of
humane methods of trapping animals
and birds on lands and waterways under
the jurisdiction of the United States,
introduced by Mr. NEUBERGER, wWas re-
ceived, read twice by its title, referred to
the Committee on Interior and Insular
Affairs, and ordered to be printed in the
ReEecorp, as follows:

Be it enacted by the Senate and House of
Representatives of the United States of
America in Congress assembled, That section
41 of title 18 of the United States Code is
amended by placing the prefix “(a)"” before
the present section, and by adding at the end
thereof the following new subsection:

“(b) (1) Any person who, upon any land
or waters owned by or under the jurisdiction
of the United States, places or causes to be
placed any trap, snare, net or other device
designed to trap or capture any animal or
bird in any manner by which the animal
or bird is not either captured painlessly or
killed instantly, or who, having placed a trap,
snare, net or other device, fails to ‘.lnspect- and
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empty it at least once every twenty-four

hours, shall be fined not more than $500 or

%;l;prxsoned not more than six months, or
th.

*“(2) The Secretary of the Interior is au-
thorized to conduct such tests and to pro=-
mulgate such standards, rules, and regula-
tions as he may deem necessary to the execu-
tion of this subjection.

“(3) No provision of this subsection shall
apply in any case in which its application
would be contrary to any treaty obligation
of the United States to any Indian in effect
on the date of enactment of this section.”

Sec. 2. The provisions of this Act shall be-
come effective on January 1, 1960.

COMMISSION ON COUNTRY LIFE

Mr. HUMPHREY. Mr. President, on
behalf of the Senator from Ohio [Mr.
Youncl, and myself, I introduce, for
appropriate reference, a hill to establish
a Commission on Country Life.

We all realize that we live in an age of
tremendous technological and social
changes. Since World War II there
have been few areas of our lives un-
touched by new and sometimes revolu-
tionary advances. These changes have
resulted from the oputpouring of money
and time and scientific devotion to basic
and applied research in the fields of
science and medicine; manufacturing,
and industrial processes; in almost
everything that touches our daily lives.
In all of these realms, research estab-
lished the facts upon which to base plans
and experiments and growth.

As our cities have grown in response
to industrial growth, the increasing pop-
ulation has pushed out into suburbs.
Industry itself has in many cases moved
from congested metropolitan areas into
the surrounding countryside. The ex-
panding network of superhighways that
shrinks distances has played an impor-
tant role in this dispersal of population
and industry.

We must remember that more is con-
cerned here than just the financial or
convenience values resulting from this
decentralization and change. We are
concerned with the impact of these
things on people. The urbanization of
rural areas within a brief time period
confronts us with many new human
problems. In our rural areas, both
the expansion and the shifting of popu-
lation affect seriously the local institu-
tions. In some States new ghost towns
are appearing. These are communities
which now find themselves bypassed
because new highways induce the resi-
dents, both rural and suburban, to travel
to other community centers which have
developed to fit the changing needs of
the people.

Some changes in the rural picture
have resulted in improvements; some
have brought about pockets of economic
stagnation; and all have had an effect,
for good or ill, on the people and their
institutions—the business community,
the churches, the schools, the recrea-
tional opportunities, the health facilities,
and local governments. In many cases,
the average age level of a rural commu-
nity’s population has changed drasti-
cally. In some there are demands for
new schools to fill the needs of an ex-
panding school-age population. In oth-
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ers, the need is for the consolidation of
existing schools, possibly over a wide
area, in order to attain the best aca-
demic training with the funds available.
Some communities are faced with an
aging, low-income population which
poses special health, recreation, and in-
stitutional problems. Churches are con-
fronted with new problems and respon-
sibilities as populations shift and com-
munities change.

The falling farm prices and reduced
farm income experienced by family
farmers in these past few years have
posed special problems for this group.
The bare census statistic that there are
800,000 fewer farms in 1959 than there
were in 1952 does not by any means
give a picture of what this shift means
in terms of people and the kinds of lives
they live. It means that more and more
farmers, and their boys and girls, have
left the land and moved to the cities.
When they move from low income farm-
ing areas where facilities for individual
development have been few, they may be
inadequately trained in vocational skills
to enable them to meet the challenges of
new modes of life in ways that will im-
prove their standard of living. Accel-
erated programs of vocational training
are badly needed by these young people.

Of the 4,600,000 families still remain-
ing on the farm, almost one-third have
cash incomes from all sources of less
than $1,200 a year. We need farm pol-
icies and programs designed to improve
the lot of this group as well as improved
farm legislation to better the income
situation of all commercial family farms.
Low farm income is not a symptom of
inefficiency; it is an evidence of lack of
opportunity.

Some rural communities and their in-
stitutions may be able to face up to and
solve the evolving problems, but any-
thing that is accomplished is done on a
haphazard, ecatch-as-catch-can basis.
Secretary of Agriculture Benson’s rural
development program, while based on a
worthy principle, is a hesitant and se-
verely limited approach to an area where
much coordinated research and planning
are needed.

Our first move should be to establish
the facts regarding these rural commu-
nities so that intelligent plans for the
future can be made—the best social good
must be established as a goal, and steps
taken to see that community life devel-
ops along lines that have a reasonable
chance of reaching that goal.

To do this we must turn to that excel-
lent tool of all science, research. This
bill which Senator Younc and I are
sponsoring asks for the establishment of
a Country Life Commission, an inde-
pendent group charged with the respon-
sibility of delineating and giving direc-
tion to the task of planning a fact-
finding study of country life.

This Commission, as proposed in this
bill, would consist of 15 members. I
would anticipate that these members
would be selected because of their broad
understanding of every important phase
of rural life. Of special significance
would be their knowledge of the changes
which are affecting the rural institutions
which have been the mainsprings of our
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rural culture. I would envisage that
rural sociologists and religous leaders
and businessmen would play important
roles in planning the scope and direction
of this study. Differing sections of the
Nation would need to be studied and
enalyzed. The members of the Counfry
Life Commission would set the guide-
lines; the actual studies then might well
be conducted by the State universities
and agricultural colleges.

There is an honorable and historic
precedent for such a Country Life Com-
mission. It was 51 years ago that Presi-
dent Theodore Roosevelt established
such a Commission. Those who have
read the three books which came out of
that first country life study testify that
the information set forth was of exceed-
ingly great value for many, many years.

Mr. President, we need all the light we
can get on the present conditions and
possible future trends of rural life if the
family farmers of America are going to
have the chance to adjust to the chang-
ing times and share fairly in the expand-
ing opportunities of our time.

The PRESIDING OFFICER. The bill
will be received and appropriately re-
ferred.

The bill (S. 2031) to establish a Com-
mission on Country Life, and for other
purposes, introduced by Mr. HUMPHREY
(for himself and Mr. Youne of Ohio),
was received, read twice by its title, and
referred to the Committee on Agriculture
and Forestry.

RULES OF PROCEDURE FOR SENATE
COMMITTEES

Mr. JAVITS. Mr. President, I submit,
for appropriate reference, a resolution
to establish uniform rules of procedure
for Senate committees including several
new rules dealing with their conduct of
investigations.

The major new procedural rules
:ia.éled- for in my resolution would pro-

e:

First. Every witness shall be informed
of the subject matter of the investiga-
tion in which he is called to testify by a
Senate committee prior to his appear-
ance.

Second. No committee investigation
can be initiated unless specifically au-
thorized by the Senate or by a majority
of the standing, select, or special com-
-mittee having jurisdiction.

Third. All testimony shall be given
under oath or affirmation, thus making
witnesses who give false evidence subject
to prosecution for perjury.

Fourth. A majority of the committee
shall decide whether to accede to a wit-
‘ness’ request that television, movie, or
other cameras and lights shall not be
directed at him during his testimony.

Fifth. Evidence exposing the commis-
sion of Federal crimes shall be brought to
the attention of the appropriate Federal
law enforcement agencies by the com-
mittee chairman or a designated mem-
ber—this rule shall be supervised by the
Presiding Officer of the Senate and the
Senate Committee on Rules and Admin-
istration.

Sixth. Only evidence of probative
value shall be received and considered by
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the committee which shall serupulously
observe the privileged character of com-
munications between clergyman and
parishioner, doctor and patient, lawyer
and clients, and husband and wife.

The resolution contains one key addi-
tion which is an adaptation of part of
existing House commiitee procedure
combined with totally new provisions to
help safeguard the reputation of any
person identified by name in testimony
before a committee, or adverse comment
made by a committee member or its
counsel. Any such individual would be
entitled to make as part of the hearing
record a sworn statement filed with the
committee. With majority approval of
the committee, he could testify in person,
and under the same provision he could
put to those witnesses whose testimony
adversely affected him, through the com-
mittee counsel, a series of relevant ques-
tions and also request the committee to
summon a reasonable number of wit-
nesses to testify on his behalf.

The proposed amendment to Szsnate
rule XXV would also make several rules
of House committees apply to Senate
committee procedures including: First,
that the evidence which the committee
seeks to elicit from witnesses shall be
relevant to the subject of the investiga-
tion as it has been set forth prior to the
start of the hearings; second, the right
of 2 witness to be acecompanied by counsel
of his own choosing; and third, that a
brief explanation of a “yes” or “no” an-
swer be allowed each witness either orally
or by written statement.

I share with so many of my colleagues
grave concern over the failure of the
Senate to adopt uniform rules of pro-

.cedure for its standing committees, in-

cluding rules which will spell out the

rights, privileges and obligations of wit-

nesses testifying during their hearings.
During the 84th and 85th Congresses,
major legislation to fill this gap was in-
troduced by several Senators, including
Senators HENNINGS, JENNER, WATKINS,
BusH, KucHEL, and myself, to enable the
Senate to fulfill its responsibility to es-
tablish reasonable and fair rules govern-
ing the activities of its own committees
to ensure that their essential legislative
work will proceed fairly and effectively.

In the past decade, there have been

.repeated instances in which the reputa-

tion of individual witnesses and the
progress of committee investigations
have been jeopardized because insuffi-

-cient safeguards of fair procedure gov-

erned the work of standing Senate
committees. There have been 15 cases
in the Federal courts since 1949 in which
the pertinency of questions asked wit-
-nesses before a congressional investigat-
ing committee was the issue, with three
of these going up to the Supreme Court.
In at least 9 of these 15 instances, the
contention of the witness was upheld in-
cluding the Supreme Court decision in
1957 on the Watkins case involving tes-
timony before the House Un-American

Activities Committee. This case and
-the opinion rendered were later referred

to in another decision in 1958 when the
Supreme Court ruled in the case of
Harry Sacher, a witness before the Sen-
ate’s Internal Security Subcommittee,
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that the indictment against Sacher
must be dismissed on the grounds that
his refusal to answer related to questions
which were clearly not pertinent to the
subject. Once more, a Supreme Court
decision substantiated the vital need to
amend committee procedures in the
Sznate where at present no set rule on
the subject of pertinency exists.

. While adapting the present House rule
that the evidence elicited relevant to the
subject of any investigation as originally
stated before the commencement of
hearings, my resolution would also re-
quire in just so many words that “the
subject matter of the investigation in
which he is called to testify shall be
stated to each witness prior to his ap-
pearance.” The other new rules allow-
ing individuals through the committee
counsel to, in effect, cross-examine wit-
nesses or committee members who have
given adverse testimony about them and
to offer character witnesses should go a
long way to dispel the doubt abouf the

ability of a witness wishing to do so to

defend his character.

The work of Senate investigating com-
mittees continually affects the prestige
of the Senate. Our experiences range
all the way from the storm over the Nor-
man ecase in which a Canadian diplomat
was found dead shortly after the release
of unfavorable testimony about him by
the Senate’s Internal Security Subcom-
mittee to the attacks on the Senate’s
Select Committee on Improper Activi=
ties in the Labor or Management Field
which has done such a distinguished job
under Senator McCLELLAN'S chairman=-
ship.

It is dangerous to its functions and re-
sponsibility for the Senate to go on liv-
ing on borrowed time in respect to this
matter and I earnestly hope that this
session will see the adoption of critically
important amendments to rule XXV gov-
erning the procedures of standing Sen-
ate committees.

The PRESIDING OFFICER. The res=-

_olution will be received and appropriate-

1y referred.

The resolution (S. Res. 123), sub-
mitted by Mr. Javirs, was referred to the
Committee on Rules and Administration,
as follows:

Resolved, That rule XXV of the Standing

‘Rules of the Senate is amended by insertlng

at the end thereof the following:

“5, The following shall be the rules of
the standing select or special committees
of the Senate and subcommittees thereof,
and the term “committee” as used in any
part of this subsection except paragraph (b)
shall mean any such committee or subcom-
mittee:

“(a) Each standing committee of the Sen-
ate (except the Committee on Appropria-
tions) shall fix regular weekly, biweekly, or
monthly meeting days for the transaction
of business before the committee. Addi-
tional meetings may be called by the chair-
man as he may deem necessary.

“A majority of the members of a commit-
tee may call a special meeting of such com-
mittee by filing a notice thereof with the
committee clerk, who shall notify each
member.

“No standing committee of the Senate
shall sit, without special leave, while the
Benate is in session. h

*(b) A subcommittee of any committee
shall be established only by a majority vote
of the entire membership of such committee.
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“(c) Each committee shall keep a com-
plete record of all committee action, includ-
ing a record of the votes on any question on
which a record vote is demanded.

“(d) In any case in which a controversy
arises as to the jurisdiction of any standing
committee of the Senate with respect to any
proposed legislation, the questlon of juris-
diction shall be decided by the presiding
officer of the Senate, without debate, in
favor of that committee which has jurisdic-
tion over the subject matter which predomi-
nates in such proposed legislation; but such
declsion shall be subject to an appeal.

“(e) It shall be the duty of the chairman
of each such committee to report or cause
to be reported promptly to the Senate, any
measure approved by his committee and to
take or cause to be taken such steps as shall
be necessary to bring the matter to a vote.

*“(f) Each committee of the Senate, includ-
ing any subcommittee of any such commit-
tee, is authorized to hold such hearings, to
st and act at such times and places during
the sesslons, recesses, and adjourned periods
of the Benate, to require by subpena or
otherwise the attendance of such witnesses
and the production of such correspondence,
books, papers, and documents, to take such
testimony and to make such expenditures
(not in excess of $10,000 for each committee
during any Congress) as it deems advisable.
Each such committee may make investiga-
tions into any matter within its jurisdiction,
may report such hearings as may be held by
it, and may employ stenographic assistance
at a cost not exceeding 25 cents per hundred
words. The expenses of the committee shall
be paid from the contingent fund of the
Senate on vouchers approved by the chair-
man,

“(g) All hearings conducted by committees
or their subcommittees shall be open to the
publie, except executive sessions for marking
up bills or for voting or where the commit-
tee by a majority vote orders an executive
session.

“(h) No committee investigation shall be
initiated unless specifically authorized by the
Benate or by a majority of the standing,
select or special committee having jurisdic-
tion. Preliminary inquiries may be initiated
by the committee staff with the approval of
the chairman of the committee. The chair-
man of each committee shall from time to
time and at the earllest practicable date re-
port to the Senate the general nature of any
inquiry or investigation the committee pro-
poses to undertake, or, in any case in which
he deems the natlonal security might be
endangered by such report, he shall advise
the President of the Senate in writing of that
fact.

“(1) The subject of any investigation in
connection with which witnesses are sum-
moned shall be clearly stated before the
commencement of any hearings, and the
evidence sought to be elicited shall be rele-
vant to the subject as so stated.

“(J) Each committee conducting inyes-
tigations shall make avallable to interested
persons copies of the rules applicable
therein.

*“(k) The authority to issue subpenas or
otherwise to require the attendance of wit-
nesses or the production of documentary
material may be delegated by majority vote
of any committee to the chairman or to any
member.

“(l) No testimony shall be taken In ex-
ecutlve or public session unless at least two
members of the committee are present, un-
less the full committee, by majority vote,
may authorize the taking of testimony by a
single member, A witness may waive any
objection to testifying before one member,

“(m) The subject matfer of the investi-
gation in which he is called to testify shall
be stated to each witness prior to his ap-
pearance.
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“(n) All testimony shall be given under
oath or affirmation.

“(0) The Interrogation of witnesses at
committee hearings shall be conducted on
behalf of the committee only by members
and authorized staff personnel.

“(p) Witnesses at committee hearings
(whether public or in executive session)
shall have the right to be accompanied by
counsel of their own choosing, who shall
have the right to advise witnesses of their
legal rights and to make objections con-
cerning the relevancy of questions and to
matters of procedure, as well as to submit
legal memoranda in support of their objec-
tions, A witness may be deemed to have
waived this right if, after receiving timely
notice of his appearance, he fails to provide
himself with counsel.

“Rulings on motions or objections shall
be made by the member presiding, subject
to appeal to the members present on mo-
tion of a member.

“(q) It is the policy of the Senate that
only evidence which is of probative value
shall be received and considered by a com=-
mittee The privileged character of com-~
munications between clergyman and parish-
ioner, doctor and patient, lawyer and client,
and husband and wife shall be properly ob-
served.

“{r) No testimony taken or material
presented in an executive session shall be
released or used in public session, either in
whole or in part or by way of summary
unless authorized by a majority of the com-
mittee.

“(s) Witnesses shall be permitted brief
explanations of affirmative or negative re-
sponses, and may submit a concise, pertinent,
oral, or written statement,

“(t) Witnesses shall be required insofar as
practicable to submit written statements
of their proposed testimony in advance of
the hearing at which they testify.

“{u) A stenographic verbatim transcript
shall be made of all committee hearings.
Coples of such transcript, insofar as prac-
ticable, shall be avallable for inspection or
purchase at regularly prescribed rates from
the official reporter by any witness or per-
son mentioned at a public hearing. Any
witness or his counsel shall have the right
to inspect only the complete transeript of
his own testimony in executive session.

. “(v) A witness may request, on grounds
of distraction, harassment, physical dis-
comfort, or physical handicap, that during
his testimony television, motion picture, or
other ecameras and lights shall not be di-
rected at him; such request shall be granted
or refused by a majority of the committee.

“(w) Any person who is identified by
name in a public session before the commit-
tee or in executive testimony subsequently
made public and who has reasonable
grounds to believe that testimony or other
evidence given in such session, or comment
made by any member of the committee or
its counsel, tends to affect his reputation
adversely, shall be afforded the following
privileges:

“l. To file with the committee a sworn
statement, of reasonable length, concerning
such testimony, evidence, or comment,
which shall be made a part of the record
of such hearing.

“2. To appear personally before the coms-
mittee and testify in his own behalf, unless
the committee by a majority vote shall de-
termine otherwise.

*“3. Unless the commitiee by a majority
vote shall determine otherwise, to have the
committee secure the appearance of wit=-
nesses whose testimony adversely affected
him, and to submit to the committee written
questions to be propounded by the commit-
tee or its counsel to such witnesses. ' Such
questions must be proper in fornr and mate-
rial and relevant to the matters alleged to
have adversely affected the person claiming
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this privilege. The committee reserves the
right to determine the length of such ques-
tioning; and no photographs, moving pic-
tures, television, or radio broadcasting of the
proceedings shall be permitted while such
person or such witness is testifylng without
the consent of such person or witness unless
the committee by majority vote specifically
determines otherwise.

4, To have the committee call a reason-
able number of witnesses in his behalf, if the
committee by a majority vote determines
that justice requires such action.

“(x) The chairman or a member desig-
nated by him shall consult with appropriate
Federal law-enforcement agencles with re-
spect to any phase of any investigation which
may result in evidence exposing the com-
mission of Federal crimes, and the results of
such consultation shall be reported to the
committee before witnesses are called to tes-
tify thereon.

“(y) The application of this rule shall he
supervised in the Senate by the Presiding
Officer of the Senate and the Senate Com-
mittee on Rules and Administration, which
shall, in addition to the authority set out in
subsection 1(o) of these rules, have the au-
thority to (1) receive and investigate com-
plaints of alleged violations of the rule
filed by persons claiming to be aggrieved or
by members; (2) to advise committee chair-
men of their conclusions and their sugges-
tions; and (3) to present thelr findings to
the Senate with such recommendations for
remedial or disciplinary action, if any, as
they deem appropriate.

“(2) Committees may adopt additional
rules not inconsistent with the rules of the
Senate.”

STRENGTHENING OF WHEAT MAR-
EKETING QUOTA AND PRICE SUP-
PORT PROGRAM—AMENDMENTS

Mr. HUMPHREY submitted an amend-
ment, intended to be proposed by him,
to the bill (S. 1968) to strengthen the
wheat marketing quota and price sup-
port program, which was ordered to lie
on the table and to be printed.

Mr. DIRKSEN submitted an amend-
ment, in the nature of a substitute, in-
tended to be proposed by him, to Senate
bill 1968, supra, which was ordered to
lie on the table and to be printed.

AUTHORITY FOR COMMITTEE ON
APPROPRIATIONS TO REPORT
DURING ADJOURNMENTS OR RE-
CESSES OF THE SENATE

Mr. HAYDEN. Mr. President, I ask
unanimous consent that during adjourn-
ments or recesses of the Senate during
the 1st session of the 86th Congress, the
Committee on Appropriations be, and it
is hereby, authorized to report appro-
priation bills, including joint resolutions,
with accompanying notices of motions to
suspend paragraph 4 of rule 16 for the
purpose of offering certain amendments
to such bills or joint resolutions, which
proposed amendments shall be printed.

The PRESIDING OFFICER. Is there
objection to the request of the Senator
from Arizona? The Chair hears none,
and it is so ordered.

ADDRESSES, EDITORIALS, ARTI-
CLES, ETC.,, PRINTED IN THE
- RECORD
On request, and by unanimous con-
sent, addresses, editorials, articles, etc.,



8740

were ordered to be printed in the REcorp,
as follows:

By Mr. ENGLE:

Address prepared by Senator HUMPHREY

for delivery to the California Legislature.
By Mr. SCHOEFPEL:

Transcript of proceedings at dinner in
honor of George E. Stringfellow, imperlal
potentate of the Shrine of North America, at
Washington, D.C., on March 9, 1959.

By Mr, JAVITS:

Article entitled “Plan To Aid Our Lagging
Culture,” written by Senator Javrrs, and
published in the New York Times magazine
on April 5, 1959.

NOTICE OF HEARING ON SENATE
JOINT RESOLUTION 57

Mr. KEFAUVER. Mr. President, the
Subcommittee on Constitutional Amend-
ments held hearings last week on Senate
Joint Resolution 32, proposing an amend-
ment to the Constitution, which was in-
troduced by the junior Senator from
Georgia [Mr. Taumance] for himself and
eight other Senators. During those hear-
ings we were able to take the testimony
of every witness who asked to be heard,
except for the junior Senator from Mis-
sissippi [Mr. EasTLAND], one of the reso-
lution’s cosponsors.

Under unanimous consent previously
granted, there will be a meeting of the
subcommittee this afterncon at 2:30 p.m.,
in room 2228 of the New Senate Office
Building for the purpose of taking the
testimony of the junior Senator from
Mississippi. At that time we will close
these hearings, although the record will
be held open for a few days to receive ad-
ditional written statements.

Mr. President, one of the witnesses on
Senate Joint Resolution 32 was the sen-
ior Senator from New York [Mr. Javirs],
who is the author of Senate Joint Reso-
lution 57, which is cosponsored by a
number of Senators on both sides of the
aisle. This joint resolution embodies a
proposed amendment with respect to the
appellate jurisdiction of the Supreme
Court on constitutional questions.

When he testified on Senate Joint Res-
olution 32, the senior Senator from New
York stated he believed that he and the
other cosponsors of Senate Joint Resolu-
tion 57 were as entitled to hearings as
were the sponsors of Senate Joint Reso-
lution 32. I informed him at that time
that the Subcommittee on Constitutional
Amendments attempts to give a hearing
to any Senator or Senators on their pro-
posals which have been referred to the
subcommittee. I told the senior Senator
from New York, further, that if he would
make his request in writing we would give
him every possible consideration. He has
now made such a request to the chairman
of the full Judiciary Committee and to
me as chairman of the Subcommittee on
Constitutional Amendments,

It will not be possible to have complete
and thorough hearings on Senate Joint
Resolution 57 at this time. However, the
hearings will begin on May 28, 1959, in
room 2228 of the New Senate Office
Building at 10:30 am. On that day we
will hear as many witnesses as possible;
the hearings will then be recessed until a
later date which will be announced.
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I ask unanimous consent that a copy
of the joint resolution be printed in the
Recorp at this point.

There being no objection, the joint
resolution (S. J. Res. 57) was ordered
to be printed in the REecorp, as follows:

Resolved by the Senate and House of
Representatives of the United States of
America in Congress assembled (two-thirds
of each House eoncurring therein), That the
following article is hereby proposed as an
amendment to the Constitution of the
United States, which shall be valid to all
intents and purposes as part of the Consti-
tution when ratified by the legislatures of
three-fourths of the several States:

*ARTICLE—

“SectioN 1. In all cases affecting am-
bassadors, other public ministers and con-
suls, and those in which a State shall be
party, the Supreme Court shall have orig-
inal jurisdiction. In all cases arising un-
der this Constitution the Supreme Court
shall have appellate jurisdiction, both as to
law and fact. In all other cases mentioned
in the first paragraph of section 2 of arti-
cle III of this Constitution, subject to arti-
cle XI of the amendments to this Consti-
tution, the Supreme Court shall have ap-
pellate jurisdiction, both as to law and fact,
with such exceptions, and under such regu-
lations, as the Congress shall make,

“Sec. 2. The second paragraph of section
2 of article III of this Constitution is here-
by repealed.

“Sec. 3. This article shall be inoperative
unless it shall have heen ratified as an
amendment to the Constitution by the leg-
islatures of three-fourths of the several
States within seven years from the date of
its submission to the States by the Con-
gress."”

NOTICE OF CONSIDERATION OF

CERTAIN NOMINATIONS RE-
FERRED TO THE COMMITTEE ON
FOREIGN RELATIONS

Mr. FULBRIGHT. Mr. President, as
chairman of the Committee on Foreign
Relations, I desire to announce that the
Senate today received the nomination of
John M. Cabot, of the District of Co-
lumbia, a Foreign Service officer of the
the class of career minister, to be Am-
bassador Extraordinary and Plenipo-
tentiary of the United States of America
to Brazil, and the nominations of "0
others for appointment to the Foreign
Service.

In accordance with the committee rule,
the pending nominations may not be
considered prior to the expiration of 6
days.

THE SECONDARY BOYCOTT

Mr. CURTIS. Mr. President, “above
the law,” Jimmy Hoffa is reported to
have said in reference to the passage by
Congress of restrictive labor laws, “they
talk about a secondary boycott. We can
call a primary strike all across the Na-
tion that will straighten out the em-
ployers once and for all.”

Mr. President, the secondary boycott
is economic blackmail. Next to violence
it is the worst form of economic warfare.
The late Senator Taft said there was no
such thing as a good secondary boycott.

Mr. President, we should make no
apology for the principle of equality
before the law. If it is wrong for com-
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petitors and others to boycott a concern
out of business and destroy him, it should
be wrong for union bosses to do the same
thing. Those of us who have advocated
the outlawing of secondary boycott have
not advoecated harsh or punitive meas-
ures directed against unions. We have
merely taken the position that all seg-
ments of our economy should be treated
alike,

Mr. President, Jimmy Hoffa's words
constitute a challenge. He las not only
defied the Congress but he has defied the
lawful processes of our society. The
Congress should respond by outlawing
the secondary boycott. Those union
leaders who disapprove of Hoffa and wish
to disassociate themselves with him
should come out in support of such a
measure. We cannot justify the sec-
ondary boycott as a weapon in the hands
of the Teamster bosses.

AFL~CIO WILL BE MAKING SERIOUS
BLUNDER IF IT OPPOSES KEN-
NEDY-ERVIN LABOR REFORM
LEGISLATION

Mr. NEUBERGER. Mr. President, I
believe the AFL-CIO will be making a
serious mistake if it opposes the Ken-
nedy-Ervin labor reform bill in the form
in which it passed the Senate by an
overwhelming vote of 90 to 1.

This is a fair bill and a moderate bill,
Mr. President. It is not an oppressive
bill. It poses no threat to trade union
leaders or members who are honest and
upright. It is a peril only to union cor-
ruption and tyranny, not to union in-
tegrity and democracy.

As one of the nine Senate sponsors of
the modified bill of rights, which is pres-
ently included in the bill, I believe that
this particular phase of the legislation
will guarantee the individual rights and
liberties of union members without de-
tracting from the effectiveness and bar-
gaining abilities of the union as a whole.
This was our goal when we worked to-
gether successfully under the leadership
of the Senator from California [Mr.
KucueL] and the Senator from Pennsyl-
vania [Mr. Crarx], and I believe we
achieved that goal.

Of course, Mr, President, any bill can
be subjected to captious or frivolous ob-
jections—so-called nit-picking. But as
a Senator who has been sympathetic
with many of the broad humanitarian
objectives of organized labor, I believe
the labor movement will be guilty of a
serious blunder if it flyspecks the Ken-
nedy-Ervin bill in an effort to find some
obscure or trifling reasons to justify op-
position.

During the 1920's and 1930’s, such
ruthless utility magnates as Insull and
others objected violently to any Govern-
ment regulation, no matter how moder-
ate. As a result, they got a type of regu-
lation which utility executives have been
complaining about ever since.

In my estimation, Mr. President, no
unionist of honesty or a fundamental be-
lief in democracy need fear the EKen=-
nedy-Ervin bill as passed by the Senate.
I trust the House, likewise, will enact
the bill.
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EXECUTIVE SESSION

Mr. HUMPHREY obtained the floor.

Mr. JOHNSON of Texas. Mr, Presi-
dent, will the Senator from Minnesota
[Mr. HuompHREY] yield, so that I may
ask for the consideration for one nomi=-
nation on the Executive Calendar, with
the understanding that the Senator
from Minnesota will not lose the floor?

Mr. HUMPHREY. Certainly; I yield
for that purpose.

Mr. JOHNSON of Texas. I express
gratitude to the Senator for his coopera-
tion and leadership at all times. I hope
all other Senators will be as generous
as the Senator from Minnesota in yield-
ing the floor for routine matters. I have
been requested by several Senators to
ask for action on the nomination, since
they must leave the Chamber.

Mr. President, I move that the Senate
proceed to the consideration of execu-
tive business, beginning with the new
report.

The motion was agreed to; and the
Senate proceeded to the consideration of
executive business.

The PRESIDING OFFICER (Mr.
Muskie in the chair)., The clerk will
state the nomination under the heading
“New Report.”

INTERNATIONAL ATOMIC ENERGY
AGENCY

The legislative clerk read the nomina-
tion of Paul F. Foster, of Maryland, to
be representative of the United States
of America to the International Atomic
Energy Agency.

The PRESIDING OFFICER. Without
objection, the nomination is confirmed.

Mr. JOHNSON of Texas. Mr. Presi-
dent, I ask that the President be im-
mediately notified of the confirmation of
this nomination.

The PRESIDING OFFICER. Without
objection, the President will be notified
forthwith of the confirmation of the
nomination,

EXECUTIVE MESSAGES REFERRED

The PRESIDING OFFICER laid be-
fore the Senate messages from the Pres-
ident of the United States submitting
sundry nominations, which were re-
ferred to the appropriate committees.

(For nominations this day received,
see the end of Senate proceedings.)

EXECUTIVE REPORTS OF A
COMMITTEE

The following favorable reports of
nominations were submitted:

By Mr. RUSSELL, from the Committee on
Armed Services:

Brig. Gen. John Frank Ruggles, Army of
the United States (colonel, U.S. Army), and
sundry other officers, for temporary appoint-
ment in the Army of the United States; and

Prof. William Weston Bessell, Jr., U. S. Mili-
tary Academy, for appointment as dean of
the Academic Board of the U.S. Military
Academy.

By Mr. THURMOND, from the Committee
on Armed Services:

Willlam B. Franke, of New York, to be
Secretary of the Navy: and
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Fred A. Bantz, of New York, to be Under
Becretary of the Navy. '

By Mr. JACESON, from the Committee on
Armed Services:

Thomas Sovereign Gates, Jr., of Pennsyl-
vania, to be Deputy Secretary of Defense.

LEGISLATIVE SESSION

Mr. JOHNSON of Texas. Mr. Presi-
dent, I move that the Senate resume the
consideration of legislative business.

The motion was agreed to; and the
Senate resumed the consideration of
legislative business.

WORLD REFUGEE YEAR

Mr. HUMPHREY. Mr. President, I
was most pleased by the President’s proc-
lamation of May 19 designating the 12
months beginning July 1 as World Re-
fugee Year in the United States, and
also by his sponsorship of the White
House conference which is being held
today and tomorrow for the purpose of
formulating the role which our Gov-
ernment and the American people them-
selves can play during such year.

The refugee problem is so great as to
stagger the imagination. It has been
said, and only too accurately, that ours
is the century of the homeless man.

It is estimated that in the past 30
years some 150 million men, women, and
children have been driven from their
homes.

Since the close of World War II alone,
40 million new refugees have been
created. Of this number 15 million still
remain homeless.

Each year another million people be-
come refugees.

This week there was brought to my
attention an article entitled “Report on
Refugees” by the Reverend Albert J. Nev-
ins, who recently completed a 5-month
trip which took him through refugee
centers around the world.

Permit me to quote from one para-
graph of Father Nevins’ article:

The Soviet Union has been accused before
the bar of international justice of many
crimes. But the greatest crime of all-—one
that cries to heaven for justice—is the tre-
mendous horde of dispossessed it has driven
into the free world. Since the Russian Revo-
lution, approximately 64 million people have
fled communism, few with more possessions
than they could carry on their backs. This
total of human suffering is so immense that
the mind is not capable of comprehending
it. No savagery in the entire '.‘.71].31:&3!1.‘?I of man-
kind has wrought the complexity of misery
and despair as has a quarter of a century
of communism.

It is encouraging to note the mount-
ing interest and concern over the refu-
gee problem which is being generated
by the United Nations’ General Assem-
bly resolution of December 5, 1958, in
support of a World Refugee Year. This
resolution was adopted by a vote of 59
to 9. The United States was one of the
cosponsors. It is interesting to mnote
that the nine dissenting votes were all
cast by the Soviet bloc countries.

In our own country, the U.S. Commit-
tee for Refugees has been formed to
stimulate efforts on behalf of World Re-
fugee Year. The distinguished chair-
man of the group is Dean Francis Sayre,
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of the Washington Cathedral. This
committee will, I know, do outstanding
work.

The plight of the millions of refugees
throughout the world has been of con-
cern to me for many years. I have felt
that we in the United States should leave
no stone unturned in our efforts to give
as much help as is humanly possible
to these unfortunate human beings who,
through no fault of their own, have been
left homeless and impoverished.

First of all, we must realize that the
refugee problem is not merely a tem-
porary one. There can be little doubt
that the number of refugees will mount
in years to come. Therefore, in con-
sidering ways to assist refugees, I be-
lieve we must discuss and put into op-
eration more long-term programs.

Of course, the United States cannot,
acting alone, solve this immense prob-
lem; its solution will reguire concert-
ed international cooperation and inter-
national aetivity. But we can indicate
our compassion for the world's refugees
by opening our hearts and our doors
to at least a portion of these men, wom-
en, and children. We have, of course,
in the past few years admitted many
thousands of such refugees, but only un-
der temporary-type legislation, such as
the Refugee Relief Act of 1953.

I have proposed in my bill, S. 952,
which now is before the Subcommittee
on Immigration and Naturalization,
that the Immigration and Nationality
Act of 1952 be amended so as to author=
ize the President to permit up to an
estimated 83,000 refugees-escapees to en-
ter the United States each year. I do
not think that is asking too much. As
a matter of fact, I do not think we can
do less in good conscience. The horrible
suffering of the refugees demands our
full attention. Stop-gap measures will
not suffice. I sincerely hope and pray
that permanent-type legislation for re-
fugees, such as I have suggested, will
promptly be enacted by this Congress.

In conclusion, Mr. President, I ask
unanimous consent to have the follow-
ing newspaper articles and an editorial
printed at this point in the REcorb.

A summary of the main areas of
refugee concentration, published in the
New York Times of May 21 under the
title “Thirty-one Nations Unite To Aid
Refugees.”

An article on the White House confer-
ence, written by William J. Jorden, and
published in the New York Times of
May 21.

An editorial on the White House con-
ference, published in the New York Times
of May 21.

An article explaining the background
of World Refugee Year, published in the
New York Times of May 21.

An article entitled “Ike Sets World
Refugee Year—Calls on Americans To
Help,” written by Elsie Carper, and pub=-
lished in the Washington Post of May 20,
1959.

And, finally, an article entitled “What
Is a Refugee?” written by the distin-
guished columnist Roscoe Drummond,
and also published in the Washington
Post of May 20.



8742

There being no objection, the articles
and the editorial were ordered to be
printed in the Recorbp, as follows:

[From the New York Times, May 21, 1959]

THIRTY-ONE NaTioNs Uwnrre To Am REFU-
GeEs—U.N. Srurs DrivE To RELIEVE PLIGHT
oF HOMELESS MILLIONS

(By Eathleen Teltsch)

UntTtep Natiows, N.Y., May 20.—Thirty-one
nations have agreed to make intensive efforts
to assist the millions of homeless refugees
scattered through Europe, Asia, North Af-
rica, and the Middle East.

The 31, the United States among them,
have responded to a United Nations General
Assembly resolution that calls on govern-
ments and people everywhere to observe &
World Refugee Year, beginning in June.

The year is to be devoted to solving these
refugee problems that can be solved and
helping those refugees who can be helped.
Those who will benefit are the many who
have been uprooted by war or have fled their
homelands for political reasons.

At President Eisenhower's invitation, more
than 160 civic, business, and religious leaders
will open & 2-day conference tomorrow Iin
Washington to consider what the United
States can do to help.

The groundwork already has been laid by
the establishment of a U.S. Committee for
Refugees, which is headed by the Very Rev-
erend Francis B. Sayre, Jr., dean of Washing-
ton Cathedral, Its chief aim is to promote
practical measures, such as the use of Fed-
eral and private funds to ald the destitute
and seek more liberal immigration laws.

SURVEY WAS CONDUCTED

To determine where and how the world’s
refugee population exists, correspondents of
the New York Times made a survey of the
main areas of refugee concentration.

Precise estimates of the extent of the
problem are not possible. Secretary General
Dag Hammarskjold, of the United Nations,
has cited estimates that 40 million men,
women, and children have become refugees
since the end of World War II and that 15
million remain without permanent homes.
‘The United Nations helps 2 million to 3 mil-
lion. It does not, for example, aid the East
Germans pouring into West Germany, be-
cause these people have the rights of citizens.

A majority of the 31 countries probably
will use funds collected in nationwide cam-
paigns to help those within their jurisdiction.
This is the plan of Britain, which will begin
a natlonwide campaign next month with
Queen Elizabeth as patron.

There will not, however, be any coopera-
tion from the Soviet bloe, which would be
expected to oppose ald to political refugees
in Europe. Most of these refugees fled to the
West from Communist homelands. They
are now under the protection of the Office
of the United Nations High Commissioner
for Refugees.

Program covers all

The World Refugee Year campaigns will
aid refugees everywhere, whether they are
under the care of the United Nations or not.

Correspondents of the New York Times in
their survey have covered the camps in
Europe, the thousands living outside the
camps but getting aid, the Hong Kong area
where 1 million anti-Communist Chinese
have taken refuge, the Palestinian Arabs liv-
ing in the Middle East, the Algerians who
have swarmed into Morocco and Tunisla and
the Tibetans who have followed the Dalal
Lama into exile in India.

The area-by-area report that follows is
based on their on-the-spot observations and
official data furnished by the United Nations
or the U.S. Committee for Refugees.

CONGRESSIONAL RECORD — SENATE

EUROPEANS

“Refugee camps by their nature are havens
for unhappy people,” reported a correspond-
ent from Greece.

The ohservation would seem to apply to all
120 camps in Europe—in Greece, Austria,
West Germany and Italy—that are main-
tained for refugees.

Unlike the 200,000 Hungarians, whose
dramatic flight in 1956 won them worldwide
help and brought resettlement opportunities
for 98 percent, the older camp refugees have
found few doors open to them. Of the 28,000
still in camps, 18,000 have spent at least 10
years there. Virtually all are refugees from
Communist countries, but some older ones
were among those taken from their homes
in the days of Hitler's mass deportations.
A fourth of the refugees are under 14 years
old.

Conditions vary from camp to eamp. Most
camps in Germany and Austria were found
to be crowded, but well run, The refugees
live in clean, but dreary, rebuilt barracks,
which offer at least some semblance of privacy
to individual family units. Only 5 to 10 per-
cent have found employment, but most
manage to live relatively well because of the
generous help coming from church and
private welfare sources.

Plight somewhat improved

The plight of the smaller refugee popula-
tion in Greece and Italy has improved some=
what in the last few years. But many refu-
gees live in cramped and sgualld guarters,
former factories or even war-damaged and
abandoned bulldings, which offer little
privacy or comfort. There is little chance
for work in these countries, which are beset
by their own employment problems. Most
refugees in Greece are from the Balkan coun-
tries, They try to emigrate and thousands
have been helped to do so by the Intergov-
ernmental Committee for European Migra-
tion. The same applies to the refugees in
Italy, who are mostly Yugoslayvs.

Dr. Auguste R. Lindt, the Swiss who serves
as h'gh commissioner for the United Nations,
regards the camp refugees as a top-priority
group for help. He is seeking an additional
$3,500,000 for his clear-the-camps program.
As he sees it, the worst aspect of the prob-
lem is the sense of isolation created by camp
life—the feeling of living “as a race apart
from the world.”

If available, funds would go for housing
and to train the refugees for new jobs. Small
business loans also would be granted to help
them make a new start. Additional medical
help and institutional care would be given
to the aged and infirm.

In addition to the refugees actually in
camps, there are 100,000 others living in dif-
ficult eircumstances in Greece, Germany,
Italy, Austria, France, and Turkey.

EUROPEANS IN CHINA

In a special category are the Europeans
who fled thelr homes when the Soviet Gov-
ernment came to power and who have been
stranded on the Chinese malnland. In the
last 7 years, thousands of these White Rus-
sians have been evacuated through Hong
Kong to new homes in Australia and Brazil.
This has been a joint operation of the high
commissioner's office and the ICEM. It is
an operation that has often been difficult and
politically touchy,

Recently, there have been reports that the
mainland refugees were threatened by virtual
starvation unless they could be evacuated
speedily. It would require visas and an ad-
ditional $4,500,000 to complete the removal
of the remaining 8,000 Europeans.

CHINESE

The 1 million Chinese who have poured
into Hong Eong from Communist China have
given the little British colony Asia’s biggest
refugee problem. One of every three per-
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sons there is a refugee. Seven hundred
thousand live in abject poverty, forming
squatter communities of hillside shacks
patched together from old pieces of tin,
plaited bamboo and bits of wood. Tens of
thousands sleep on top of bulldings or in
doorways or set up housekeeping beneath
stalrways. Tuberculosis and dysentery are
commonplace in these surroundings and one-
third of the children die of some form of tu=-
berculosis.

“The problem of human misery is bigger
than Hong Kong authorities can cope with,”
a correspondent wrote, although large sums
are going to build barracks for housing,
schools and clinics. There is criticlam both
of the Nationalist Chinese and well-to-do
Chinese in Hong Eong for not giving more.

Much of the help that reaches the refu-
gees comes from the United States, which
sends $56 million annually in food alone from
surplus stocks,

Hopes for a solution to the problem lie
mainly in expanding the economy since
there is no possibility of mass immigration
either to Talwan or southeast Asian coun-
tries. A total of $100 milllon would be nec-
essary to cover the elementary needs of the
poor, but it is recognized that there is little
chance of obtaining this amount.

The high commissioner has been au-
thorized by the General Assembly to make
a special appeal on behalf of these refugees.

PALESTINIAN ARABS

Of the current refugee problems, that of
the Palestinian Arabs is one of the best
known because it has remained a major
source of conflict between Israel and her
Arab neighbors.

The refugees have been living since the
Palestine War in 1948 in the Arab lands
bordering Israel, but these countries have
refused to accept them as permanent resi-
dents and have continued to insist on their
right to return to Israel. There is little
likelihood that Israel, which in recent years
has taken in a million refugees, will admit
thousands of hostile Arabs,

At the end of last year, there were 063,058
Arab refugees registered with the United Na-
tions Relief and Works Agency. The agency
supplies supplementary food to most of them,
provides shelter and medical services to those
who need It and helps educate the young.

About 570,000 of these refugees live in
Jordan, where their presence as an unsettled,
destitute multitude adds to the general state
of political tensions. Lebanon has 125,000
and the Syrian section of the United Arab
Republic has 105,000. About 240,000 live in
the Gagza area, a 30-mile strip of desert where
the big event is the monthly distribution
of the basic ratlon—flour, oils, fat, sugar, and
rice—enough for a 1,5600-calorie daily intake
summer and 1,600 calories in winter. The
agency has replaced most of its tent villages
with simple huts that are 10 feet square
for a family of five.

The attitude of the Arab governments and
refugee leaders has thwarted the agency's
efforts to initiate large-scale land develop-
ment programs on which thousands of refu-
gee families eventually could be resettled,

However, there has been more favorable
response to the agency's efforts to make in-
dividual refugees self-supporting, either by
training them for jobs or giving them small
grants. It is along these lines that the
agency hopes to make progress if the needed
funds are made available. Until now, the
United States and Britain have been the
major contributors to the agency’'s budget.
Together they supply more than 90 percent
of the relief needs which have averaged about
$30 million annually.

The United Nations Agency hopes that it
can collect $4,100,000 to reactivate the grants
and vocational training programs that it was
compelled to eliminate because of inadequate
funds, Part of this sum would go for new
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classrooms and housing to ease overcrowding
in Gaza.

The Agency’s rellef budget would be de-
voted to continuing the present feeding and
welfare work. For this purpose, the 1859
budget will be about $33,400,000.

ALGERIANS

During the last few years, 180,000 Algerians
have fled their strife-torn homes and sought
refuge in Morocco and Tunisia. Eighty-five
percent of these were women and children.

They have been living in desperate need.
Most live in caves or gourbis, the native huts
of mud and cow dung with straw roofs. At-
tempts were made to gather the refugees into
tent camps, but these were abandoned,
partly because adequate health and feeding
services were not avallable.

The refugees receive international aid from
the Office of the United Nations High Com-
missioner and the International Red Cross,
as well as direct assistance from other gov=
ernments that is channeled through Tuni-
sian authorities. The United States, Canada,
Britain, Sweden, Yugoslavia, and the United
Arab Republic have contributed. This also
is one of the few places where Soviet aid has
been provided. A gift of 7,000 tons of United
States wheat helped keep the refugees alive
during the last 3 months. This has now
been consumed and many of the refugees
get less than 1,600 calories daily.

There are no schools for refugee children,
except those improvised by adult refugees.

Drive against idleness

The Algerian rebel government recently
launched a “drive against idleness” among
the refugees. It sought to encourage ref-
ugees to work the land or apply them-
selves to small crafts. These activities, how-
ever, are looked on with some misgivings by
Tunisian authorities as a possible economic
threat to the local population.

According to on-the-spot reports, living
conditions of Algerian refugees in Morocco
are even more depressing than in Tunisla.
There, too, the United States and other na-
tions have been supplying emergency food.
The Swedish Federation for Aid to Children
feeds 2,200 daily. The chief problems are
undernourishment and lack of housing.
SBome children have rickets, some adults
tuberculosis.

The prospects of employment are described
by authorities as “zero.” A contributing
factor is Morocco's unemployment problem.
Another is that French interests control a
number of important commercial enterprises
and would be unlikely to hire Algerians.

TIBETANS

The suppression of the Tibetan revolt by
Communist China has sent at least 12,2000
refugees into the border areas of northern
India. Many refugees are still on their way,
slowly moving through the jungle and moun-
tain areas toward the Indian plains where
emergency camps await them,

Of the thousands who have made the trek,
half are Khampas, a tough nomadic people
who have stubbornly resisted Chinese efforts
to subdue them.

The Indian Government has assumed re-
sponsibility for housing, feeding, and supply-
ing first aid to the refugees. A central relief
committee also has been formed. Foreign
help is being channeled through this com-
mittee. Large shipments of food and drugs
have been sent by the United States and
private American aid agencies.

Indian authorities have said the Tibetans
would not be restricted to camps, but would
be free to seek their living in a short time.
However, it was also made clear that the
Government would not assume responsibility
for their upkeep.

The high commissioner is known to have
the situation under study, but as yet no offi-
clal move has been made to have the United
Nations assume & role.

CONGRESSIONAL RECORD — SENATE

OTHER GROUPS

There are other groups of refugees needing
international help:

France has colonies of Spanish who crossed
the Pyrenees 20 years ago and still live in the
border areas. Most of them have been inte-
grated, but some are still in need.

There are large groups of Jews who left
Egypt after the SBuez crisis in 1956. Some
sought asylum in Europe. They have been
helped by Jewish aid agencies, but a num-
ber may require international assistance.

In Asia there are the Korean and Viet-
namese refugees. In both places, thousands
have left the Communist-controlled northern
regions and have sought asylum in the south.
As In the case of the East Germans who have
fled to the West, these refugees do not qualify
for United Nations help because they have
the rights of citizens and opportunities for
integration.

There are the even larger groups of Paki-
stanis and Indians who were displaced by
the partition of India 12 years ago. Their
governments have not applied for interna-
tional aid, although there is some feeling
Pakistan may seek outside help for the un-
settled refugees now within her borders.

[From the New York Times, May 20, 1959]

WHire HouseE CONFERENCE OPENS ToDAY ON
WorLD REFUGEE YEAR—MoRE THAN 160 Ex-
PECTED AT SEssioN To Pran U.S. Amp TO
HoMELESS MILLIONS—FUNDS AND NEW Laws
AR GoaLs

{By William J. Jorden)

WasHINGTON, May 20.—A White House con-
ference on world refugees begins tomorrow.

The 2-day gathering, sponsored by the
President, will discuss the role the United
States can play in the United Nations’ World
Refugee Year program that begins in June,
More than 160 Americans, representing a
wide varlety of welfare agencies and chari-
table groups, will take part.

A message from the President will be read
at the opening session by the chalrman of the
conference, Loy W. Henderson, Deputy Un-
der Secretary of State. Vice President RicH-
ArRD M. Nxon will address the group.

Yesterday, President Eisenhower issued a
proclamation designating the 12 months be-
ginning July 1 as World Refugee Year in the
United States. He urged all Americans to
support generously the programs worked out
during the period for the assistance of refu-
gees.

On Capitol Hill several Senators called
for revision of U.S. immigration laws and
the relaxation of barriers to the entry of
refugees into this country. The Immigra-
tion Subcommittee of the Senate Judiclary
Committee is holding hearings on several
proposed revisions of immigration statutes.

Senator Jacoe K. Javirs, Republican, of
New York, spoke in favor of several major
changes in immigration regulations. He
urged approval of a serles of amendments in
the Immigration and Nationality Act that
would revise the national quota system by
basing it on the 1950 census rather than the
1920 census, permit the pooling of unused
immigration guotas for use by those other-
wise not eligible, and establish a permanent
refugee program under which the President
could authorize admission of as many as
60.000 refugees annually.

Senator Javirs also favored extending for
2 years the law granting nongquota immigrant
status to orphans under 14 years old whom
U.S. citizens had adopted or were going to
adopt.

Senator Harrison A. WiLriaMs, Jr.,, Demo=
crat of New Jersey, appeared before the sub=-
committee and charged that present immi-
gration laws discriminated against Jews and
Italians. He sald the laws also discriminated
against Poles and other Eastern Europeans.
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“How can we convince the world that we
mean what we say about recognition of indi-
vidual merit and equality of opportunity
when our immigration law suggests exactly
the opposite?” he asked. “And we carry the
hypocrisy to the height of folly when in the
case of Europe we base the quotas on place
of birth, and in the case of Asla base .. on
ancestry, regardless of place of birth."

Senator KENNETH B. KEATING, Republican
of New York, spoke in a similar vein. He
sald restrictions on immigration “display a
distrust, discrimination, and isolation to-
ward other peoples which are contrary to
many of our basic ldeals,” Senator EKEATING
is a member of the subcommittee.

Senators HusBerT HumMpPHREY Democrat of
Minnesota, and RICHARD L. NEUBERGER, Demo-
crat, of Oregon, also spoke in favor of changes
in the immigration laws.

Legislative changes affecting the immigra-
tion of refugees to the United States will be
among the measures to be discussed at the
White House conference. Representative
Francis E. WALTER, Democrat, of Pennsyl-
vania, chairman of the immigration subcom-=-
mittee of the House Judiciary Committee,
will address the conference on refugees.

Other measures that will get consideration
include increased use of surplus agricultural
products to help feed refugees and the use of
both private and public funds to help sup-
port them and assist them in finding new
homes.

The conferees will direct their attention
particularly to the problems of about 156 mil-
lion persons who have not been able to cstab=
lish themselves satisfactorily in the countries
where they found asylum.

[From the New York Times, May 21, 1859]
MoRE HELP FOR REFUGEES

A conference of more than 160 Amer=
icans called by President Eisenhower will
begin discussions in Washington today of
what the United States can and should do
in connection with the forthcoming World
Refugee Year. The observance, under
United Natlons leadership, opens in June.

The American preliminary conference can
serve a twofold purpose, First, it can take
up proposals and make specific recommenda-
tions. Several of these suggest themselves
immediately. The United States, through
both Government and private channels, will
continue to supply funds to aid refugees and
it may be necessary to increase these contri-
butions. The United States may be able to
use surplus food supplies to meet certain
needs. Certainly the relationship of our im-
migration laws to the ultimate solution of
the problem must be discussed.

A second function, both of this conference
and of the Refugee Year itself, is once more
to call attention to the truly global aspect of
the refugee problem. Much effort has been
made thus far, but a gigantic task remains
to be faced. It cannot be met with small
and piecemeal operations, however well
meaning and generous.

Millions of people in various parts of the
world must still be regarded as refugees.
They have been uprooted from their homes
and their traditional societies. Their flight
has usually been the product of deadly fear,
not yet overcome. Their new status, in
many cases, has not yet been established or
is profoundly unsatisfactory. They repre-
sent a continuing challenge to the good will,
intelligence and imagination of those who
are more fortunate.

The American effort, and that of the
Refugee Year, will give first priority to the
problem of how best to help those least able
to help themselves. In this way it goes far
beyond 1its political and economic aspects
and becomes an effort in true humanity.
The Refugee Year sprang from & moral im-
pulse and the United States is now making
its first move to give this practical form.
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[From the New York Times, May 20, 1959]

WoRrLD REFUGEE YEAR Was IpEa oF Foum
BRITONS

Uwnrtrep NaTioNs, N.Y., May 20.—The idea
of a World Refugee Year began in the spring
of 1958 with four Britons who wrote a serles
of articles for the British political magazine
Crossbow. The four were Christopher Chata-
way, the British track star, and Colin Jones,
Trevor Philpott and Tim Raison.

The idea caught on and a conference of
private agencles was set up in London. A
planning committee was organized, and fi-
nally the government agreed to sponsor the
plan in the United Nations.

Its supporters envisioned the program as
the humanitarian counterpart to the Inter-
national Geophysical Year.

Britain, the United States and eight other
nations cosponsored the resolution on World
Refugee Year. It was approved December
5, 1958, by a vote of 59 to 9, with 7 absten-
tions. The nine dissenting votes were from
the Soviet bloc. The abstentions were by
some Asian and Arab members.

[From the Washington Post, May 20, 1959]

IEE SeETs WORLD REFUGEE YEAR, CALLS ON
AMERICANS To HELP
(By Elsie Carper)

President Eisenhower proclaimed the year
beginning July 1 as World Refugee Year yes-
terday and called on Americans to support
voluntary organizations alding the homeless
people of the world.

The proclamation is part of U.S. partici-
pation in the special year designated by the
United Nations in a resolution approved last
December over the opposition of the Soviet
Union and the satellite countries.

Purpose of the year is to focus world atten-
tion on the problems of the more than 2 mil-
lion men, women, and children in need of
assistance.

The U.S. cosponsored the resolution in
the United Nations. President Eisenhower
sald yesterday the United States had acted
“consistent with its traditional principles of
humanity, sympathy and interest in the wel-
fare of other peoples of the world.”

To help formulate the role that the Amerl-
can people and the Government will play
during the year, 200 prominent Americans
will gather at the White House Thursday and
Friday. Participants will represent religious,
business, labor and civic groups and the en-
tertalnment field.

The meeting was called by the President
at the request of the U.S. Committee for
Refugees, a private organization, made up of
voluntary groups interested in refugee prob-
lems and headed by the Very Reverend Fran-
gri.sﬂB. Sayre, Jr., dean of Washington Cathe-

President Eisenhower said he will be un-
able to personally participate in the meeting
but sald he was looking to the conference to
help formulate specific plans for United
States ald.

Vice President Ricmarp M. Nmown Is to
speak at the opening session Thursday morn-
ing. The meeting opens at 10:45 a.m. in
the Indian treaty room of the executive
offices. John W. Hanes, Jr., Administrator of
the State Department Bureau of Security and
Consular Affairs, will outline Government
participation, and Representative Francis
E. WaLTER, Democrat, of Pennsylvania, chair-
man of the House Judiciary Subcommittee on
Immigration and Naturalization, is to speak
on special immigration legislation.

American ald could take three forms—Iin-
creased contributions from the Government
and private groups to international organiza-
tions working with refugees, increased dona-
tions of surplus food, and a letting down of
immigration barriers to make unused immi-
gration quotas available to refugees.
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Speakers at the Friday session will include
Representative WaLTeEr H. Jupp, Republican,
of Minnesota, a member of the House Foreign
Relations Committee, and Deputy Under Sec-
retary of State Robert Murphy.

Refugees in need of assistance Include
100,000 in Europe who escaped from behind
the Iron Curtain, an estimated 1 million
Arabs who lived in what is now Israel, 9,600
Europeans in Communist China, more than
5,000 Tibetans now in India, up to 200,000
Algerians in Tunis and Morocco, 3,000 Jews
who left Egypt for Europe during the Suez
crisis, and others in southeast Asia.

[From the Washington Post, May 20, 1959]
WHAT Is A REFUGEE?
(By Roscoe Drummond)
CONFERENCE URGED TO AID YUGOSLAV ESCAPEES

This week’s White House conference, which
President Eisenhower called to give impetus
and support to the U.N. Refugee Year begin-
ning in June, has a large and urgent agenda.

There are 2,357,500 unassimilated refugees
who have sought the asylum of the free
world. They have a claim upon our humani-
tarian instincts and it is in our interest to
help in every practicable way.

But I should like to raise a single, specific
question which points up an unnecessary
conflict within our own foreign policy and
which we will need to see as unnecessary if
we are to resolve it. The apparent conflict is
right here.

We provide considerable economic ald to
Yugoslavia on the ground that Tito has
achieved independence of Soviet domination
and that it is in the interest of the West to
help him maintain his country’s independ-
ence,

We shrink from giving adeguate help to
resettle the Yugoslav escapees, who are con-
tinuing to flee their country, and hesitate to
recognize frankly that they are genuine ref-
ugees—not just happy-go-lucky, venture-
some migrants.

I submit that there is no conflict in reality
between a policy of economic ald to Yugo-
slavia and a willingness to relieve the plight
of the Yugoslav refugees.

There is no need to pretend that Marshal
Tito's Yugoslavia is anything other than an
oppressive Communist dictatorship. We
don't need to justify aid to Yugoslavia on
any pretense that the Yugoslavs are a free
people. We are giving aid despite the fact
that they are not a free people and because
of the fact that the Tito government is no
longer ruled from Moscow, because Titolsm
is a very real source of trouble for the Krem-
lin and that it is in our interests to keep
it so.

It is also in our Interests to help provide
asylum for those courageous Yugoslavs who
have dared to break from the political and
economic persecution of their Communist
state.

But thousands of Yugoslav escapees are
today being turned back at the frontier and
other thousands allowed to languish without
resettlement because U.S. officials and others
are disposed to label them differently from
other refugees, to catalog them as “economic
refugees,” and, therefore, not eligible for
political asylum.

Obviously it is not easy to assess the con-
trolling motivation of every Yugoslav es-
capee, but it seems to me that these facts
show that the 26,000 who left Yugoslavia
in 1947, the 12,000 who fled in 1958, and the
other thousands who are still making their
way across the frontler to the free world are
not just looking for a wage increase.

The flow of refugees has increased during
the period of somewhat improved economic
conditions. In 1955 only 1,492 sought free-
dom in Austria. In 1956 the number went
to 5,337, and 1957 it mounted to 14,200,

May 21

They fled despite the knowledge that no
Jjobs were waiting for them In Austria or
Italy.

The rate of escape goes up almost in direct
proportion to the way the Communist po-
litical and economic dictation 1s clamped
down.

Many nationals of Communist countries
entered Belgium with legal visas to attend
the Brussels World Fair., Of the 282 who
asked to remain as refugees, 207 were Yugo-
slavs. They were from the ranks of the
skilled trades and professions. They wanted
to get away from communism and so do the
others.

True, you can't say that these Yugoslav
refugees were persecuted individually. The
reason is that they have all been persecuted
collectively. They are not personally dis-
criminated against. They all suffer op-
pression alike.

This is only one facet of the whole range
of refugee problems which the White House
conference must examine., It seems to me
to deserve special consideration,

PRESENTATION TO SENATOR
GREEN OF 1959 WORLD TRADE
AWARD

Mr. FULBRIGHT. Mr. President,
yesterday, May 20, 1959, my immediate
predecessor as chairman of the Com-
mittee on Foreign Relations, the senior
Senator from Rhode Island [Mr. GREEN],
was honored at a luncheon meeting held
at the Mayflower Hotel here in Wash-
ington by the presentation of the 1959
World Trade Award of the Washington
Board of Trade. Many members of the
diplomatic corps, key businessmen of
the area interested in world trade, and
officials of the Washington Board of
Trade and its world trade committee wit-
nessed the presentation ceremony.

Mr. Victor Schinnerer, president of the
Washington Board of Trade, presented
an impressive plaque to my distinguished
colleague from Rhode Island, which
bears the following inscription:
THE WASHINGTON BoArRD OF TRADE,

WoRLD TEADE AWARD

Presented to THEODORE FRANCIS GREEN,
chairman emeritus, Foreign Relations Com-=-
mittee of the Senate, in recognition of his
untiring efforts to bring about greater under-
standing between peoples of the world as
evidenced by his service of nearly two decades
on the Foreign Relations Committee of the
Senate and serving as chairman from 1857
to 1959.

1859,

VicTor O. SCHINNERER,
President.
Joun C. PyLEs, Jm.,
Secretary.
WasHimneTOoN, D.C., May 20, 1959.

In acknowledging this tribute, my dis-
tinguished colleague spoke forcefully on
the subject of world trade, and I ask
unanimous consent to have his address
printed in the REcorb.

There being no objection, the address
was ordered to be printed in the REcorb,
as follows:

ApDRESS BY U.S. SENATOR THEODORE FRANCIS
GREEN, OF RHODE IsLAND, WHEN ACCEPTING
AN AWARD GIVEN BY THE WASHINGTON BOARD
OF TRADE, WEDNESDAY, MaA¥ 20, 1959, May-
FLOWER HoTEL, WASHINGTON, D.C,
President Schinnerer, the Honorable Jose

Figueres, and other d guests,

ladies, and gentlemen, I highly appreciate the

honor which you have accorded me and the
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very generous words you used in presenting
me with the 19059 World Trade Award. I
shall cherish this award always and shall
never forget your kind sentiments which
prompted it.

I would like, If I may, to return the coms=
pliment to the Washington Board of Trade
and to you, the members of the world trade
committee. I understand that this year
marks the T0th anniversary of the board of
trade, Founded in 1889, with a membership
of only 200, you have now grown to a mem-
bership of 7,000. Today you are not only
numerically strong, but you occupy a high
position of responsibility in this community.
It is significant, moreover, that by virtue of
your location here in the Nation's Capital,
you have become an effective spokesman not
only for the business community, but also
for the Nation as a whole—indeed, through
the diplomatic corps here in Washington for
the world community as well.

I doubt whether in any fleld your en-
deavors have proved more rewarding than in
the work of your world trade committee. In
this international community, this world
trade committee has for many years carried
high the banner of reciprocal trade and
economic cooperation among free world coun-
tries. Through it, with a keen sense of our
national values, you have spoken with a clear
and consistent voice in support of those trade
and economic policies which are such an im-
portant part of our overall foreign relations.

This year also marks another milestone—
the 25th anniversary of our reciprocal trade
agreements program. This program—con-
ceived by that great American, Cordell
Hull—has been the symbol and major sub-
stance of our economic foreign policy for
the past quarter of a century. Through it
we have sought both to advance our eco-
nomic welfare and also to build interna-
tional understanding and friendship.

Because I share with you a dedication to
the principles of reciprocal trade, I congrat-
ulate you for the fine work that you have
done and take special pride in the honor
you have accorded me today.

I am honored, too, by the presence here
of Sefior Figueres and I look forward to
listening to him because he is a most articu-
late and effective spokesman for democracy
and hemispheric solidarity. He is a states-
man of vision and practicality, an ardent
fighter against communism and a true friend
of the United States. As such a true friend,
he does not hesitate to remind us that
friendship carries with it the responsibility
of understanding and mutual cooperation.

I would like to say a few words about
foreign policy and the average citizen, and
can do no better by way of preface than
by quoting from a statement made by Sefior
Figueres to the House Foreign Affairs Com-
mittee just a year ago. In commenting on
the U.8. foreign policy, he made the astute
observation that we “live under a regime of
public opinion, and everybody is theoreti-
cally responsible for the foreign policies of
this country. Actually, responsibility is
divided among the executive branch of the
Government, Congress, business, labor, and
the press. I do not need to point out that
this shared responsibility, added to the size
and the role of the United States, makes
foreign relations exceptionally difficult.”

Sefior Figueres' observation is well taken.
Foreign policy is not a subject reserved to the
diplomat and to the governmental specialist:
it is not a mysterious business whose secrets
are known only to the initiated few. I doubt
that it has ever been.

In the days ahead, In my judgment, our
foreign relations will become of increasing
concern and interest to every citizen. It will
be an area of national policy in which the
views and actions of the citizen will be of
growing importance. For foreign policy is
not a matter only of diplomatic conferences,
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whether at the summit or at the foothills.
It is also, and increasingly, a matter of day-
to-day contacts—of economiec, cultural, and
social relations.

I want to emphasize today the economic
aspects of our foreign relations because these
have come to the fore in recent times. Itis a
fundamental objective of our foreign policy
to promote the development of a functioning
economic system In the free world. This
means expanded and freer trade. It means
investment and assistance for economic de-
velopment and growth. It means, in short,
doing what is necessary through our inter-
national economic relations to promote eco-
nomic progress. This is to our own advan-
tage as well as to the advantage of our free
world neighbors.

These objectives of our foreign policy have
a validity which we have recognized for many
years. However, they are given special point
and purpose today by the economic offensive
which has been launched against the free
world by the Soviet bloc.

It is here where the citizen and especially
the businessman can make an outstanding
contribution. We believe in private enter=-
prise and economic freedom and so we will
not use totalitarlan methods to fight the
Soviet economic threat, but we will mobilize
through private enterprizse to expand foreign
trade and to increase private investments
overseas.

Thus it is that the members of your world
trade committee, through the strong and
effective support that you have given to a
positive foreign economic policy, have be-
come citizen-diplomats working to accom=
plish the objectives of our foreign policy.

However, there is more to be done. Freer
and expanded world trade is still an impor-
tant objective that requires constant vigl-
lance. Effective cooperation among free-
world nations in this area is essential. The
General Agreement on Tariff and Trade is
the mechanism for such cooperation. It
needs strengthening, and one way to do that
is to establish the Organization for Trade
Cooperation as proposed by the U.S, Govern-
ment. Your support here, too, is vital.

Expanded private investment abroad is also
esgential. Several studies in this area have
been issued recently by the Government.
An important bill containing major recom=-
mendations in the tax field to promote in-
vestment abroad has been introduced by
Congressman HaLE Boces, the chairman of
the House Foreign Trade Policy Subcommit-
tee. It is important for all of us to become
familiar with this proposed legislation and
the opportunities it affords.

Working for such sound objectives will
gerve our foreign policy well. It will also
bring good returns to ourselves. For ex-
panding trade and investment promotes eco-
nomic strength and progress, whose benefits
will be shared by all. We will all share in
the fruits of prosperity and abundance, un-
less we are so shortsighted as to deny our-
selves our share of the fruits of expanded
trade.

We have, I fear, on some occasions in the
past acted shortsightedly by raising barriers
to trade which led to unfortunate psycho-
logical and foreign-policy results. One such
example was the increase by the administra-
tion in 1954 of our duties on Swiss watch
imports. Not only did this restrictive Gov=-
ernment action tend to undermine our trade
objectives and inject a note of uncertainty
in the conduct of world trade, but it is
ironic that the tariff increase led to further
cries for protection and did not meaning-
fully resolve the issue.

To err is human—but it takes maturity
and strength to recognize one’s errors and to
correct them. If the administration were
to do so in the case, it would be & heartening
demonstration of our high purpose and good
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intent in promoting prosperity and under-
standing in the free world community.

It is appropriate here to conclude by quot-
ing the words of Albert Gallatin, the Swiss-
born Secretary of the Treasury under Pres-
idents Jeflerson and Madison. With uncom-
mon wisdom, he made the following state-
ment over 100 years ago: “It is commerce
which unites the nations of the civilized
world * * * it is principally to commerce
that we are indebted for modern civillza-
tion."”

For the work that you yourselves have done
and will do in the future in helping to pro-
mote commerce among nations, I salute you,
the members of the world trade committee of
the Washington Board of Trade and once
again I express my great pride and satisfac-
tion in the World Trade Award which you
have given me today.

Thank you very much.

DEATH OF CARL HOLDERMAN,
COMMISSIONER OF LABOR AND
INDUSTRY, NEW JERSEY

Mr. WILLIAMS of New Jersey. Mr.
President, I would like to take a minute
if I may to speak about a man who served
as State commissioner of labor and in-
dustry in New Jersey until his death to-
day.

Carl Holderman was a remarlkable pub-
lic servant who could understand the
human values involved in Government
programs. He was a good, hard-work-
ing labor official until his appointment to
State office, and yet he could, while serv-
ing as commissioner work for the good of
all groups in the State and not any par-
ticular group.

Many persons—his neighbors in Nut-
ley, those who remember him from his
childhood days at Hornell, N.Y. those
who knew him as president of the New
Jersey State CIO from 1943 to 1953—feel
today that they have lost a good friend
and a remarkable public servant.

We who were fortunate enough to
know him personally—and all who knew
him as a State official—shall miss his un-
derstanding, energy, and imagination.
He gave new dimensions to our compre-
hension of questions affecting labor and
management.

The PRESIDING OFFICER (Mr. Mus-
KIE in the chair). Isthere further morn-
ing business? If not, morning business
is closed.

Mr. JORDAN. Mr. President, I sug-
gest the absence of a guorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The legislative clerk proceeded to call
the roll.

Mr. COOPER. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

NEWS BY STOPWATCH IS NEWS BY
STATE CONTROL

Mr. CASE of South Dakota. Mr.
President, recently I joined with the
Senator from Indiana [Mr, HARTKE] and
other Senators in cosponsoring a bill to
revise the Communications Act of 1934.
I did so because I believe that the ever-
increasing use of radio and television in
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the conduct of elections is highly desir-
able in that these media provide a means
for public information. We need to en=
courage the fair use of these media,
which serve to better inform the citi-
‘zenry on public issues.

Section 315 of the Communications
Act of 1934 endeavored to chart the
course for fair broadcasting behavior.
It required broadcasters to afford fair
and equal opportunities for all candi-
dates to use a broadcasting station.
Last February, in the Lar Daly case the
FCC interpreted this section to mean
that broadcasters must grant candidates
equal time in newscasts—mnot merely on
the candidate’s political speeches. This
decision has rightly met with consider-
able criticism from broadcasters and
newspapermen alike.

Dr. Frank Stanton, president of the
Columbia Broadcasting System, at-
tacked the decision as “perhaps the most
severely crippling decision ever to be
handed down with regard to broadecast
journalism.” Dr. Stanton saiq the FCC
ruling “attempts to substitute a ridicu-
lous mathematical formula for the re-
sponsibility of news editors in handling
the news of political campaigns.”

Mr. Robert W. Sarnoff, chairman of
the board of National Broadcasting Co.,
similarly warned:

The danger of Government intervention
in the programing process is very real.

Editorial reaction has been equally
critical.

At this point, Mr. President, I ask
unanimous consent to have printed in
the ReEcorp an editorial from the Sioux
Falls (S. Dak.) Argus Leader of March
25, 1959, entitled “Absurd Restrictions
on Newscasts.”

There being no objection, the editorial
was ordered to be printed in the REcorb,
as follows:

ABSURD RESTRICTIONS ON NEWSCASTS

Television and radio stations are in a dither
now over a recent ruling of the Federal Com-
munications Commission granting equal time
to political candidates on newscasts.

‘What s disturbing about the new ruling
is its scope. It came in connection with an
incident in Chicago. The city’s mayor, a
candldate for reelection, was depicted in a
televised newscast while greeting a distin-
guished visitor at the airport. Another can-
didate for mayor contended he was entitled
to equal time even though there was noth-
ing in the airport newscast about politics
or the election. The FCC ruled that he was.

The problem that this has imposed upon
the radio and television stations in respect
to news reports is obvious. If they present
a governor performing some official act dur-
ing a campaign, they are required to give
equal time to all other candidates for
governor.

The difficulty imposed herein can be
brought close to home by considering the
mayoralty campaign in Sioux Falls. If a
television or radio station presents Mayor
Fay Wheeldon giving an address of welcome
to a convention, as he does frequently, they
apparently are obligated to give similar time
on the air to the three other candidates.

This problem was brought to the attention
of President Eisenhower last week and he
termed the FCC ruling “ridiculous.” And
s0 it is. Obviously radio and television sta=-
tions will be grossly hampered in their pre-
sentation of the news If this ruling is to
continue. There are frequently as many as
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10 or 12 candidates for an office. In situa-
tions such as that the broadcasters and tele-
casters would be virtually forced to ignore
news in which a certain official who is a can=-
didate might be involved.

‘The basic point involved is the interpreta-
tion of the Federal law. The FCC says it
is merely doing what the law says it must
do. If so, most certainly the law should be
changed. No such restrictlon should apply
to the dissemination of news.

Mr. CASE of South Dakota. Mr.
President, the President has termed sec-
tion 315 “ridiculous.” MTr. John Doerfer,
Chairman of the FCC, has called for
repeal of section 315. Attorney General
Rogers’ recent memorandum urged that
the FCC reverse its equal time ruling in
the Lar Daly case.

We pride ourselves on freedom of
speech and press in this counfry. But a
ruling which can indirectly inhibit the
handling of news would be as injurious
to a free press and free speech as censor-
ship.

To require equal time for all candi-
dates in the coverage of news is as absurd
as requiring of a newspaper equal space
to all candidates, including minor fac-
tions. It would make candidates the
judeges of news values; abuse would he
inevitable.

An informed electorate is essential in
democracy. Feeding the news to the
public by a measuring spoon or regulat-
ing its quantity by a stopwatch is hardly
the way to accomplish this desired ob-
jective. Rather, reporting of the news
should be left to the discretion of the
news media. News by stopwatch would
be news by State control.

In our review of this important piece
of legislation, I believe that we need to
provide assurance that minority groups
will be protected. The legislation which
has been introduced to revise section 315
recognizes the minority groups with re-
spect to candidates for the Office of
President or Vice President of the United
States. At the same time, the definitions
set forth would not require that equal
time be provided for mere publicity
seekers who are not bona fide candidates,
unless they represent a substantial num-
ber of supporters.

I have been concerned with the fact
that the proposed legislation does not
provide definitions of qualified candi-
dates for State and local offices, includ-
ing Members of Congress. However, I
am assured that this matter is being
given further study and that amend-
ments will undoubtedly be offered in
committee to cover this field.

I would not wish to see this legislation
in anyway infringe upon the rights of
legitimate fringe parties who have candi-
dates for any office.

Another section of the bill to revise
section 315 would free newscasts and
similar type programs which are under
the exclusive control of the broadeasting
from the equal time requirement. Unless
a change of this type is forthcoming, we
may well see radio and television forced
out of the business of covering political
campaigns. This result would be unfor=
tunate indeed for the American people
and their right to be informed on public
issues.
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I hope that in our consideration of the
legislation to revise section 315 we can
thoroughly review this important subject
and provide a sensible solution.

SUPPORT LEVEL FOR TOBACCO

Mr. JORDAN. Mr. President, I ask
unanimous consent that the Senate pro-
ceed to the consideration of the un-
finished business, Senate bill 1901.

The PRESIDING OFFICER. The
bill will be stated by title.

The LeGISLATIVE CLERK. The bhill
(S. 1901) to amend section 101(c) of the
Agricultural Act of 1949 and the act of
July 28, 1945, to stabilize and protect the
level of support for tobacco.

The PRESIDING OFFICER. Is there
objection to the request of the Senator
from North Carolina?

There being no objection, the Senate
resumed the consideration of the bill.

Mr. COOPER. Mr. President, I ask
unanimous consent that Mr. Frank Ellis,
assistant to the Honorable FRANK STUB-
BLEFIELD, Member of the House of Rep-
resentatives from the First District of
Kentucky, be accorded the privilege of
the floor during the consideration of
S. 1901. Mr. Ellis has worked on this
proposed legislation in the House.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. JORDAN. Mr. President, there is
an urgent need for the passage of the
pending bill, S. 1901.

I say there is an urgent need for a
number of reasons,

First of all, this year's tobacco crop
has been planted, and farmers in the to-
bacco growing areas are anxious to know
what the level of price supports will be
on the 1959 crop.

The intent and purpose of S. 1901 are
simple. This bill would prevent for an
indefinite period further increases in
tobacco prices—further inereases which
will occur unless the existing law is
changed.

Without going into detail, I should like
to point out how this proposed legisla-
tion came about.

For the past year growers, warehouse-
men, manufacturers, exporters, and oth-
ers interested in tobacco have heen con-
cerned over steady increases in prices
which have resulted from the use of
modernized parity in computing price
supports.

For some time it has been obvious that
important export markets will be se-
riously endangered unless tobacco prices
are stabilized.

As a result of the impending danger
to exports, a group of leaders in the
tobacco industry began a series of meet-
ings last fall in an effort to work out
a sound and reasonable solution to the
problem.

It was a matter of stabilizing prices
and regaining export markets, or of tak-
ing a sharp reduction in acreage.

It was agreed, after a conference with
the Secretary of Agriculture, that the
growers, warehousemen, manufacturers,
and exporters themselves would take the
lead in a movement to stabilize tobacco
price supports.
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I am certain that this willingness on
the part of all segments of the tobacco
industry played an important part in
the decision the Secretary of Agriculture
made to continue for 1959 the same mar-
keting quotas which were in effect for
tobacco in 1958.

Shortly after Congress convened in
January, a bill, HR. 5058, was intro-
duced in the House of Representatives by
Representative JENNINGS. At a hearing
in Pebruary on this bill, no less than 17
tobacco organizations appeared before
the House Subcommittee on Tobacco and
supported it unanimously.

After the hearings the bill was slightly
modified and approved by the House
Committee on Agriculture. S. 1901 is
identical to the amended version of H.R.
5058.

The effect of S. 1901 is simple. It
provides that there shall be no increase
in the dollars and cents level of price
supports on most types of tobacco above
the 1958 price support level until price
support computed under old parity ex-
ceeds the 1958 dollars and cents level.
It further provides that in the event the
price support under old parity exceeds
1958 supports, then the Secretary shall
choose between old parity or new parity
in setting price supports, whichever is
lower.

The practical effect of the bill will be
to prevent an increase of about 1 to 2
cents per pound in tobaeco prices each
year for the next 4 to 6 years.

On a number of occasions, the Depart-
ment of Agriculture has been asked to
give its views on this proposed legisla-
tion. There have been several answers.
In none of the answers, of which I am
aware, is there outright disapproval. In
some answers, the Department has said
that the pending legislation would be a
definite improvement over existing legis-
lation.

The Department’'s report on S. 1901
was not received until yesterday morn-
ing. It is almost identical to other re-
ports on the same legislation, with one
exception. In preceding reports, the
Department has said such proposed
legislation represented an improvement
over existing law. In the report yester-
day, the Department says the bill does
not go far enough.

I ask unanimous consent that a copy
of the Department report received yes-
terday be printed in the REcorb.

There being no objection, the report
was ordered to be printed in the REcorb,
as follows:

Max 19, 1959.
Hon, ALLEN J, ELLENDER,
Chairman, Senate Committee on Agriculture
and Forestry, U.S. Senate.

DEear SENATOR ELLENDER: This is in reply to
your request for a report on 8. 1901, a bill to
amend section 101(c) of the Agricultural Act
of 1949 and the act of July 28, 1945, to stabi-
lize and protect the level of support for
tobacco.

This bill provides that the level of price
support for tobaceo shall not exceed the 1958
crop support level until such time as 90 per-
cent of parity computed in the manner used
prior to the enactment of the Agricultural
Act of 1948 exceeds the 1958 crop support
level or 90 percent of parity computed as pro-
vided in the Agricultural Adjustment Act of
1938, as amended, and that thereafter the
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support level shall be 80 percent of parity
computed in the manner used prior to the
enactment of the Agricultural Act of 1948, or
computed as provided in the Agricultural Ad-
justment Act of 1938, as amended, whichever
is lower. The bill excepts Connecticut Val-
ley cigar binder types 51 and 52 for which
parity was recently redetermined under sec-
tion 301(e)(1)(F) of the Agricultural Ad-
justment Act of 1938, as amended, and also
excludes those kinds of tobacco for which
marketing quotas were not in effect in 1958,
namely, Pennsylvania filler type 41 and
Puerto Rican filler type 486.

We estimate that the index of prices pald
by farmers would have to increase about 16
percent for Burley and 11 percent for flue-
cured—our major export tobacco—before the
old parity provision would go into effect and
the freeze removed. The extent of the in-
crease required on the varlous types of
tobaccos is shown in the attached table.

The Department is convinced that the Uni-
ted States can produce competitively a
quality of tobacco which cannot be dupli-
cated anywhere else in the world, and that we
should sincerely try to find someway to let
our farmers produce it. Tobacco farmers
have, under the present rigid program, been
sacrificing their longtime best interests for
possible temporary gains. At a time when
world consumption of tobacco is increasing
at the rate of 5 percent a year, our exports
have been decreasing relatively at a rapid
rate. Although it is generally recognized that
the economy of the tobacco grower in many
types of tobacco is heavily dependent upon
exports, we continue to follow a course that is
continuously shrinking our share of the world
market.

We believe that the present price support
program with its built-in system of con-
stantly increasing support prices will, over
the next 10 years cause us to lose most of our
commercial export markets and force the do-
mestic industry to 100 percent utilization of
the tobacco leaf. While the proposed bill
will eliminate or at least minimize the sub-
stantial increases in the support levels which
otherwise will occur in the next few years
under the present support system, we believe
that the use of any measuring device for price
support purposes which fails to take into
account present day production technology,
is most unwise. Unfortunately, both old
parity and modernizzd parity rely heavily on
price relationships which existed when farm-
ing was almost entirely a mule and plow, and
a man and hoe, operation.

The Department feels that the tobacco
program chould be modified on a positive
basis designed to achieve increased disap-
pearance of U.B. tobacco with a corresponding
opportunity for increased production and
higher allotments. A proposal for a positive
modification of the tobacco program was out-
lined in a memorandum dated January 19,
1959, from the Department to the President,
as follows:

“Farmers who grow tobacco have been
losing markets at home and abroad. As
prices of U.S. tobacco increase, foreign buyers
change their blends and turn to other sources
of supply. They may never be induced to
return to our markets. The present old laws
result in price supports at continually rising
levels. Acreages at home have been severely
cut to low levels while acreage and produc-
tion expand abroad.

“Legislation should be enacted to relate
the support price to the market average or,
if the parity formula as a basis for price
supports is continued in use, to provide wide
discretion in the level of supports.

“In addition, modifications of the control
program may be in order. Tobacco growers
have widely discussed the desirability of
modifying the present control system. Their
ideas of providing either a poundage quota
or & poundage-acreage contrel have merit.”
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This bill fails to go far enough In correcting
this situation for the following reasons:

1. It would freeze price supports for to-
bacco at current high levels, thus hampering
efforts to expand markets and to curtail
foreign production. Instead of such a freeze
we need more discretion in setting the sup-
port level so that we can regain markets rigid
supports have lost for tobacco.

2. It would put back into use a formula
which previcusly was discarded by Congress
because it resulted in wunrealistic parity
prices. Under the old formula parity price
for tobacco is based on the level of prices
in 1934-38 for Flue-cured and Burley, and
1919-28 for other tobaccos, modified to the
extent that prices pald by farmers have
changed. Use of this base period some 20 to
30 years ago falls to recognize the changes
which have ocecurred in farm technology
since then, and the changes in intercommod-~
ity relationships. It was these shortcomings
which led Congress to adopt a modernized
parity which takes into consideration price
relationship in a recent 10-year period.

3. It would result in a dual standard of
parity prices. Since old parity is the lower of
the two parities, it would be used for tobacco
whereas new parity would be used for other
commodities. If we are to use parity price
as a standard for price support, we should use
the same formula for all commodities.

4. It would continue to place tobacco
growers at an advantage over producers of
other crops. Currently, tobacco is the only
price support commodity where the Secre-
tary has no discretion in setting support
levels. This level Is and has been higher in
terms of percent of parity than it has been
for other crops where even under present law
some discretion is permitted.

This bill, S. 1901, reflects a recognition of
the soundness of the administration’s posi-
tion that the present program is destroying
markets rather than building them.

This bill, 8. 1901, reflects a recognition that
the present law can only result in decreased
allotments.

The Department feels that the bill is not
adequate and that the administration’s to-
bacco program outlined above is far better.

The Bureau of the Budget advised that
there is no objection to the submission of
this report.

Sincerely yours,
TrUE D. MoR=E,
Acting Secretary.

Increase in old parity for tobacco required

bejore 90 percent of parity becomes ef-
fective support level under S. 1901

Inerease
reguired
in old
90 percent| parity
1958 of old efore
Tohaceo types support | parity |90 percent
level May 1, of old
1959 1 parity
becomes
effective
support
level
Per pound| Per pound| Percent
Flue-cured (11-14) ... $0. 546 $0. 492 11.0
Burley (81)....-- 654 478 15.9
Maryland (32)...oeeao- - 508 412 23.3
Dark air-cured (35-36)_- 345 176 96,0
Virginia sun-cured (37)- . 345 .37 45. 6
Fire-cured (21)_ .. - .388 249 55.8
Fire-cured (22-28).....- 388 217 78.8

t Computed in the manner useddirior to the enactment
of the Agricultural Act of 1948, with revised parity index,
Mr. JORDAN. Mr. President, I hope
the Senate will pass the bill unanimously.
Mr. GORE. Mr. President, will the
Senator yield?

Mr, JORDAN. I yield.
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Mr. GORE. I express disappointment
that the Senate Committee on Agricul-
ture and Forestry did not hold hearings
with regard to a bill of this importance.
I wonder if the Senator from North
Carolina is able and willing to tell the
junior Senator from Tennessee exactly
how much lower the price support would
be on the crop for 1959 under the provi-
sions of the bill than it would be if the
bill were not enacted into law?

Mr. JORDAN. From 1 to 2 cents.

Mr. GORE. From 1 to 2 cents per
pound?

Mr. JORDAN. Yes.

Mr. GORE. Is that on Flue-cured or
Burley?

Mr. JORDAN. The Flue-cured and
the Burley vary a little.

There were extensive hearings held
in the House of Representatives, which
I and a number of others attended.
Representatives of the Flue-cured and
Burley segments of the industry were in
attendance, and both segments of the
industry were agreed on the bill, They
were willing to take a small reduction in
price in order to keep the price from
going up, a process which is getting them
into trouble in the foreign markets.

Mr. GORE., Is the Senator not con-
cerned that the bill would provide for
going back to the base period of 20 or
30 years ago for a yardstick on parity?

Mr. JORDAN. This bill, for all prac-
tical purposes, would freeze the price
support at the 1958 level. It could not
go back far enough to hurt the industry.

Mr. GORE. In effect it would freeze
the support on an actual dollars-and-
cents basis, would it not?

Mr. JORDAN. At the 1958 level.

Mr. GORE. Does that mean that the
formula fixed in the bill would have lit-
tle or no effect?

Mr. JORDAN. It would not have any
effect for several years. Next year it
can be changed if it works a hardship.

Mr. GORE. I have read the letter of
the Secretary of Agriculture. I agree
with something he says, and disagree
with others. Is it correct that the bill,
to the extent that a formula is used,
would use a base period of 20 or 30 years
ago?

Mr. JORDAN. That is correct—the
old parity.

Mr. GORE. Isthat not a rather sharp
departure? If we are to have a parity
formula, should it not be a moving pari-
ty formula, one more nearly commensu-
rate with current conditions?

Mr. JORDAN. The trouble with the
modernized parity formula which is now
being used is that it is more of an esca-
lator. Tobacco prices have been going
up steadily every year, because of the
new formula. Tobacco is becoming so
high priced that we are rapidly losing
our export markeis. TUnless we can ex-
port a large proportion of our tobacco,
we shall be in serious trouble. The
growers, warehousemen, and others agree
that there will be another acreage cut
unless action is taken. As the Senator
knowns, some of the growers have less
than one acre. If a farmer has six-
tenths of an acre or less, pretty soon he
is going out of the tobacco business. It
is felt that the bill will stabilize the price
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of tobacco, to the point where the grow-
ers can compete with tobacco produced
in other areas of the world, which is be-
coming a serious threat to the American
crop.

Mr. GORE. So long as the cost of
living remains reasonably consfant, and
the cost of production for the farmer
does not greatly increase, the tobacco
farmer can be reasonably satisfied, I take
it, with a price support level frozen, as
the bill provides, at the current level.
Does the bill which the Senator advo-
cates make any provision for an inecrease
in the price support of flue-cured and
other types of tobacco in the event that
there should be an increase in the cost
of production and in the cost of living?

Mr. JORDAN. As the old parity goes
up, the price support will go up with if.

Mr. GORE. I understood the Senator
to say, however, that the bill would freeze
the price support level at the current
dollar-and-cent level of last year’s crop.

Mr. JORDAN. Of the 1958 crop.

Mr. GORE. How long would that
apply?

Mr. JORDAN. Until the old parity
catches up with it. We do not know how
long that will be. It is below the 1958
crop level now. The old parity is con-
siderably less, in dollars and cents, than
the 1958 level. It could be 6 or T years
before the old parity catches up with the
1958 level.

Mr. GORE. How would it catch up—
by reason of an increase in the cost of
the various items which go to make up
parity?

Mr. JORDAN. An increase in the
cost of whatever goes to make up parity.
The Senator knows the items which are
used in computing parity.

Mr. GORE. About how much would
the cost of living be advanced before the
old parity formula reached the level of
the current price supports?

Mr. JORDAN. The Senator’s guess
on that is as good as mine. I do not
know.

Mr. COOPER. Mr. President, will the
Senator yield?

Mr. JORDAN. 1 yield.

Mr. COOPER. The testimony was
that the costs of the things farmers buy
would have to increase 11 percent before
parity for flue-cured tobacco would reach
the 1958 level. However, I believe the
cost of things farmers buy would have
to increase 16 percent in the case of
Burley before old parity would reach the
1958 level.

Mr. GORE. A 16-percent increase
would represent quite a great deal of in-
flation. So practically speaking, the
Senator from Kentucky would agree, I
take it, with the statement that the Sen-
ator from North Carolina, that for prac-
tical purposes the bill would freeze price
supports at the level of price supports
for the 1958 crop.

Mr., COOPER. No; I would have to
disagree with that. It is estimated that
if the cost of living should continue to
rise at the same rate as it has risen in
the past, within a period of from 3 to 5
years old parity would catch up with the
1958 levels of tobacco supports, as they
were determined under modernized
parity. At that point, assuming that
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both modernized parity and old parity
continued to rise, the lower of the two
would prevail, and would fix the level of
price supports.

Mr., GORE. I participated in the re-
writing of the parity formula, as did the
senior Senator from Eentucky, I believe.
We thought we were doing the wise and
the right thing at the time. Did we seri-
ously err? Or have conditions changed
so that we need to return to the formula
which we discarded?

Mr. COOPER. The Senator from North
Carolina [Mr. JorpAN] was the author
of the bill. I remember very clearly
when the parity formula was changed, in
1948. In 1949 the Anderson-Gore bill
was passed, which reenacted the mod-
ernized parity formula of the 1948 law.

The Senator is familiar with the fact
that the old parity concept was based
upon the principle that the prices to-
bacco growers received for their tobacco
must bear a strict relation to the cost of
the goods and services they purchase.
There are some 300 items of goods and
services taken into consideration in fixing
that relationship; and it was based upon
a definite base period. The Senator will
remember that in 1948, and again in
1949, the parity formula was changed to
the so-called modernized parity.

In that formula two factors were in-
troduced which did not obtain in the old
parity formula. One was the factor of
the continually advancing 10-year pe-
riod. The base period is a 10-year period
which advances yearly. The computa-
tion is based upon the average of that
10-year period. If there is a period of
continually advancing prices, the effect
is that the average automatically goes
up on the price side, whether or not
there is any advance on the cost side.

The second factor which was intro-
duced into modernized parity was that
the parity for any one commodity must
bear a relationship to the parity for all
other agricultural commodities.

These two new factors have had an
influence in advancing the price of
tobacco. They bear no relationship to
the costs which farmers must pay. One
of them is the continually moving base
period. The average price during the
base period can go up if the price in
recent years is rising,

The second factor is that because
parity for other farm commodities has
decreased, the ratio has automatically
caused the parity for tobacco to go up.

That situation, which bears no rela-
tion to the cost the farmer is paying,
has brought about this steadily increas-
ing and automatically advancing price
support for tobacco. The farmer has
welcomed it. I recall that when we
wrote it into the bill in 1948, we did so
because we were afraid that after the
war there would be decreases, and we
wanted to protect the farmer.

Now, tobacco farmers and their or-
ganizations have agreed that their
prices are reasonable, and they prefer
to have them stabilized at this point.
That is the reason why my good friend
from North Carolina, the author of the
bill, has said that the farmers have
proposed that price supports for tobacco
be stabilized at the 1958 level. That
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level of support would be maintained,
as the Senator has so ably pointed out,
until old parity catches up.

The reason old parity is written into
the bill is that it would bring back into
play the very principle the distinguished
Senator from Tennessee [Mr. Gore] has
mentioned—that is, consideration of
costs borne by the farmer.

Mr. GORE. If the Senator from
North Carolina will yield further, as
I understand, it is proposed to bring the
level into play, if need be, and if cir-
cumstances are sufficient to bring it
automatically into play, for the purpose
of giving the farmer some protection
against the possibility of an inflationary
rise in his own costs. Is that correct?

Mr. JORDAN. That is exactly cor-
rect.

Mr. GORE. To that extent I agree
that it is good. I am hardly convinced
by the explanation of the able Senator
from Eentucky, that the factors which
have brought about the increase in price
supports are intrinsically bad. It seems
to me that they have had the very pur-
pose and the very effect of relating the
price support on tobacco to the level of
our national economy.

Mr. COOPER. I hope the Senator
will strike from his remark any refer-
ence that I said it was bad. I did not
say that.

Mr. GORE. I certainly did not intend
to place the Senator from Kentucky in
a false light.

Mr. COOPER. I merely pointed out
that these factors in the new formula
have caused this automatic advance,
which tobacco growers believe has
reached the point where the price should
be stabilized.

Mr. GORE. I certainly did not wish
to say anything other than what is de-
sired by the Senator from Kentucky, in
referring to what he said. They have
had the effect which we intended they
should have, and I believe it must be
measured, as I understand both Sen-
ators to say, by its effect upon the
export market.

Mr. JORDAN. Not only the export
market, but the domestic market also.
Tobacco is the only commodity which
is carrying itself. It is not costing the
Government any money. The Govern-
ment does not store tobacco. The to-
bacco farmers—through their tobacco
cooperatives—do that themselves. They
naturally do not wish to create a great
surplus.

Mr. GORE. I agree that the tobacco
price support program has been the
most successful part of the price support
program.

Mr. JORDAN. Yes.

Mr. GORE. It has been so success-
ful that it alone retains 90 percent of
parity in price supports.

Mr. JORDAN. That is correet.

Mr. GORE. It has been so successful
through farmer-owned and operated co-
operatives that I wish to see it contin-
ued. I wish to do what is necessary to
continue it. I am raising these ques-
tions with that intent and desire. I feel
some concern that the bill would aban-
don for purposes of the export market,
a modern parity formula, and substitute
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therefor a dollar-and-cents freeze. The
bill has the advantage, as the Senator
has stated, of having in reserve, so to
speak, the old parity formula, which will
provide some protection for the farmer.

I thank the Senator for yielding to me
50 generously.

Mr. JORDAN. I wish to add to the
very fine statement of the Senator from
Tennessee that the growers and ware-
housemen and exporters are all in favor
of the bill. They are thoroughly agreed
on it. Not a single tobacco grower or-
ganization from any State which pro-
duces tobacco was against it. They
were all in favor of it.

Mr. GORE. I have a telegram from
the American Farm Bureau Federation
expressing concern about the bill.

Mr. JORDAN. That is the national
organization. That is not the State or-
ganization in Georgia or North Carolina
or South Carolina or Alabama or Ken-
tucky or Virginia. Also every one of the
tobacco farm organizations was repre-
sented, and every one of them was in
favor of the bill. The bill was written
at their request. It passed through the
Committee on Agriculture of the House
after hearings were held on it. How-
ever, the chairman of the Committee on
Agriculture of the House, when there
was some indication that the farmers
did not understand the bill, and per-
haps were not in favor of it, went to the
various areas. I know he came to North
Carolina. He called group meetings to
explain the bill to the farmers. The
farmers all said, “Yes; we are for it.
That is what we want.”

Mr. GORE. Is the Senator from North
Carolina suggesting that if we must
make a choice between the North Caro-
lina organization and the national or-
ganization, he will look to his home
State organization?

Mr, JORDAN. I have usually taken
that attitude on various questions.

Mr. COOPER. Mr. President, I rise to
speak in support of S. 1901. It was in-
troduced by the distinguished Senator
from North Carolina [Mr. Jorpan], and
has been reported to the Senate by the
Committee on Agriculture and Foresfry,
without a dissenting vote. I am very ap-
preciative of the fact that the Senator
from North Carolina asked me to join
with him in sponsoring the bill. I as-
sume he did so because of my interest in
tobacco, and because my State of Ken-
tucky is the largest producer of burley
tobacco in the Nation, as the State of
North Carolina is the largest producer of
Flue-cured tobacco.

I do not wish to take the time of the
Senate to discuss the bill at length.
However, because of questions which
have been raised about the hill, and the
apparent misunderstanding on the part
of at least some Members of the Senate
about its purposes, I wish to take this
opportunity to make a record on the bill,
in the hope that it will be helpful to
Members of the Senate, and helpful in
the proceedings which will take place in
the House.

As my colleague from North Carolina
has said, the pending bill is identical to
H.R. 5058, sponsored by Representative
W. Pat JENNINGS, of Virginia, which has
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been reported to the House by the House
Committee on Agriculture by an over-
whelming majority. I believe there was
only one vote against it in the House
committee.

I must say frankly that this bill is
opposed, as has been stated by the Sena-
tor from Tennessee [Mr. Gorel, by the
American Farm Bureau Federation, or
at least by a majority of the directors of
the national Farm Bureau organization.
To my surprise, I understand that the
Secretary of Agriculture has today sent
a special message to the chairman of the
committee voicing opposition to the pas=-
sage of the pending bill.

As against this opposition, I point out
that during the extensive hearings held
by the House Committee on Agriculture
representatives of tobacco growers, farm
organizations, and tobacco cooperatives
and associations in the major tobacco-
producing States—States producing Bur-
ley, Flue-cured, Dark-fired, Dark Air-
cured, and Sun-cured tobacco—testified
in support of the hill.

I can say to the Senate that tobacco
growers, tobacco warehousemen, tobacco
dealers, tobacco export associations—
and also the State farm bureau federa-
tions in the six major tobacco-growing
States, which produce more than 8)
percent of all U.S. leaf—support this bill.

Mr. President, I ask unanimous con-
sent to have printed at this point in the
REecorp a list of the organizations which
support the bill. They are 35 in num-
ber, and include farm organizations rep-
resenting tobacco growers in Kentucky,
Tennessee, South Carolina, Georgia, Vir-
ginia, North Carolina, Wisconsin, Ohio,
and Maryland.

There being no objection, the list was
ordered to be printed in the REcorD, as
follows:

OREANIZATIONS SUPPORTING ToBACCO BILL

Interstate organizations: Burley and Dark
Leaf Tobacco Export Association, Burley
Auction Warehouse Association, Bright Belt.
Warehouse Assoclation, Tobacco Associates,
Flue-Cured Tobacco Cooperative Stabiliza-
tion Corp., National Grange, National FParm-
ers Union, Burley Leaf Tobacco Dealers As-
sociation, Leaf Tobacco Exporters Associa-
tion, Plant Food Institute of North Carolina
and Virginia, Association of Dark Tobacco
Dealers and. Exporters, Conn-Mass Tobacco
Cooperative, Ine., National Clgar Leaf To-
bacco Association.

Eentucky: Kentucky Farm Bureau, Burley
Tobacco Growers Cooperative Association,
Western Dark-Fire-Cured Tobacco Growers
Assoclation, Stemming District Tobacco As-
soclation.

Tennessee: Burley Stabilization Coopera=
tive, Eastern Dark-Fire-Cured Tobacco
Growers Association.

South Carolina: South Carolina Farm
Bureau, South Carolina Grange, South Caro-
lina Tobacco Warehouse Assoclation.

Georgla: Georgia Farm Bureau.

Virginia: Virginia Farm Bureau, Virginia
Farmers Union, Virginla Burley Tobacco
Growers Assoclation.

North Carolina: Farmers Federal Coopera-
tive, North Carolina Grange, North Carolina
Farm Bureau.

Wisconsin: Northern Wisconsin Coopera-
tive Tobacco Pool, Inc., Wisconsin Tobacco
Growers Assoclation.

Ohio: Cigar Tobacco Cooperative.

Maryland: Maryland Tobacco Cooperative,
Maryland Farm Bureau.

New York: Leaf Tobacco Board of Trade,
New York City.
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Mr. COOPER. Mr. President, I also
ask unanimous consent to have printed
at this point in the REcorp, a statement
of the total amount of tobacco produced
in the 1958 crop by six of the States
mentioned in the list. The table indi-
cates that these States produced al-
most 85 percent of all tobacco grown in
the United States. The tobacco grow-
ers in these States support the bill.

There being no objection, the table
was ordered to be printed in the RECORD,
as follows:

Total tobacco produced, by selected States,
1958 crop
Produce-
Number Har- tion
State of allot- | vested {thou-
ments (acres) | sands of
pounds)
Kentueky. oo cocumanennas 175,147 | 220,200 326, 348
North Carolina .| 130,642 438, 300 755, 455
South Carolina 27,127 76, 000 131, 100
Virginia: _..... 50,724 83, 600 137, 678
Georgia_._... 28, 842 59, 100 a1, 018
Marviand. .. ccecaureen- 6, 852 34, 000 31,450
Total, 6 States..._....| 428 334 911, 200 | 1,473,049
Percent  of tobacco
roduced by 6
tates of the United
Btates - cemenaae 173.9 84.6 84.8
.S, total . -l 579,964 (1,077, 600 | 1,736, 204

I Growers.

Mr. COOPER. Mr. President, before
1 speak about the purposes of the bill, I
should say that I do not believe the
opposition to the bill could be based upon
the single and clear purpose of the bill
itself, which is to limit the automatic and
artificial yearly advance in the level of
support prices for tobacco. If the oppo-
sition is for any other reason—if it is
opposition against the tobacco program
itself, or against the 90 percent price sup-
ports which Burley and Flue-cured to-
bacco have enjoyed for years—I do not
believe that such opposition is relevant or
is supported by the facts.

I myself have supported the existing
tobacco program for tobacco growers, in-
cluding the principle of support prices
based on 90 percent parity, for that pro-
gram has worked well.,

In my remarks today, I shall explain
the purpose of the bill, which is designed
to protect that tobacco program. Ishall
also explain the reasons upon which the
tobacco program rests. It has been the
most effective farm program in the
United States—for tobacco farmers, for
the tobacco industry, and for the protec-
tion of the Government itself and the
taxpayers, with respect to program costs
and the revenue produced by tobacco.

The bill would amend section 101(c) of
the Agricultural Act of 1949, which is
itself an amendment of the Agricultural
Acts of 1938 and 1948.

What is its purpose? The reports of
both the House and Senate Committees
on Agriculture describe it briefly as an
amendment “to stabilize and protect the
level of support for tobacco.” I believe
that is a very good short desecription.

But specifically, as the Senator from
North Carolina [Mr. Jorpan] has said,
the bill provides that the 1958 level of
price support in dollars and cents—for
example, 55.4 cents a pound for burley,
determined by the so-called modernized
parity formula—shall remain in effect,
and shall not be increased until such time
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as the level of price supports determined
by old parity catches up with the 1958
level of price supports. After that time,
the level of tobacco supports would be
based on the lower of the two computa-
tions, whether under old or modernized
parity.

The House report estimated that it
would be from 3 to 5 years before old
parity supports would equal the 1958 dol-
lar-and-cent level of supports. So we
can assume that support levels would re-
main stabilized at last year's level for at
least that period—from 3 to 5 years.
They could remain stabilized after that
time, if the cost of the things which
farmers must buy does not continue to
advance.

I would like to comment on the differ-
ences beftween modernized parity, en-
acted by Congress in 1948 and reenacted
in 1949, and old parity, which was estab-
lished under the Agricultural Adjustment
Act of 1938, and which prevailed until
January 1, 1950.

Perhaps the simplest explanation is
that old parity is a formula under which
the prices a grower receives for his to-
bacco bear relationship only to the cost
of some 300 products and services he
must buy. Modernized parity intro-
duces two additional factors. One is the
average price over a constantly moving
10-year period. The second is that the
level of prices for all other agricultural
commodities is taken into consideration.
These factors have no direct relation to
the costs a farmer must bear.

The consequence of the modernized
parity formula as applied to tobacco has
been a steadily advancing level of price
supports without relation to costs.

I point out again, as I did a few min-
utes ago in my colloquy with the Senator
from Tennessee [Mr, Gorgel, that when
the modernized formula was written into
law, we sought to give assurance that
there would not be the great drops in
farm prices which occurred after World
War I. We were looking to the point of
protecting tobacco farmers in the years
which were ahead. But it is a fact that
the modernized formula, at least with
respect to tobacco, has placed tobacco in
difficulty, competitively, with the grow-
ing volume of foreign-produced tobacco.
It could adversely affect the market and
sales for tobacco in the United States.
If this should occur, it could increase the
Government’s investment in crop-sup-
port loans, and could lead to acreage re-
ductions for tobaceco growers. I think
we will all agree that tobacco growers
cannot stand further cuts in their acre-
age allotments.

So the bill represents the initiative and
voluntary action of tobacco growers and
the tobacco industry to avoid these con-
sequences—to prevent artificial increases
in support levels, and to improve the
competitive position of U.S. tobacco at
home as well as abroad.

Failure to enact S. 1901 could result in
the accumulation of surpluses by the
Government, and in unnecessary cost to
the Government and taxpayers. Iknow
this is a matter of interest to Congress,
and it should lead to the enactment of
the bill.

But essentially—and I emphasize this
point—the bill is for the benefit of the
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tobacco growers. Its purpose is to
maintain and protect their tobacco pro-
gram, to maintain tobacco supports at
90 percent of parity, to encourage stable
tobacco supplies and orderly marketing
with a view toward maintaining tobac-
eo’s competitive position in domestic
and world markets, and to prevent fur-
ther drastic cuts in acreage allotments,
something which tobacco farmers can-
not stand.

It seems strange that opposition has
developed to the bill sponsored by the
States which grow tobacco, since it rep-
resents a voluntary effort on the part of
tobacco growers and their organizations
to improve and save their tobacco pro-
grams, and to check rising support prices
which do not bear relation to the cost of
things farmers must buy.

I have a high regard for the American
Farm Bureau, having known throughout
the years the members and leaders of
the Kentucky Farm Bureau, and having
supported their programs. The Ken-
tucky Farm Bureau supports this bill.
But the American Farm Bureau's op-
position, if successful, would result in
higher support prices for tobacco than
tobacco growers themselves believe in
their best interest.

And I think the opposition of the
American Farm Bureau is inconsistent
with its action toward other farm crops.
The American Farm Bureau has advo-
cated and supported legislation repre-
senting the judgment and the decisions
of growers of other agricultural com-
modities—notably corn, cotton, and
wool—as to the kind of program that is
best for them.

Why, I ask, does not the American
Farm Bureau accord the same consider-
ation to, and have the same confidence
in, the view of the overwhelming major-
ity of tobacco growers that the existing
tobacco program is best for them?
That is their almost unanimous senti-
ment.

If, as I have suggested, any oppo-
sition to Senate bill 1901 is based upon
opposition to the principle of a price=-
support program for tobacco, and par-
ticularly upon opposition to 90 percent
of parity supports, or upon opposition to
the concept of any price supports based
on parity, such opposition is not relevant
to this bill. As the Senate knows, sup-
port prices at 90 percent of parity for
Burley and Flue-cured tobacco, and sup-
port for other types, have been in effect
for years. Senate bill 1901 does not
change this law—that is, price supports
for Flue-cured and Burley tobacco at
90 percent of parity. Furthermore, this
bill would return the tobacco program
in time to the original concept of par-
ity—that is, the relationship of the price
the farmer receives for his tobacco to
the prices of the materials and services
he must purchase, in contrast to so-
called modernized parity, which, as I
have said, has certain artificial charac-
teristics, and under which prices may
rise, even though farmers' costs do not
rise.

Today, I shall not elaborate on all of
the reasons supporfing the parity con-
cept and full 90-percent supports for
tobacco. In previous speeches in the
Senate, I have set forth in detail those
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reasons. But I shall emphasize the rea-
son which makes the parity concept still
applicable to tobacco, by saying that it
still takes approximately the same
amount of hand labor to produce tobacco
that it did 25 years ago. With respect
to feed growers, five times as much
grain can now be produced with the
same amount of labor,

A second basic reason is that tobacco
has no open market such as other ag-
ricultural commodities enjoy. The uses
of tobacco are limited. It must be sold
to a dozen major tobacco companies and
a handful of foreign buyers. If they do
not buy, the farmer has no market for
his cash crop, and his year's work is
lost.

It has been proven by experience that
the price paid by tobacco buyers for
farmers' leaf tobacco is largely deter-
mined by the support price; the support
price provides a floor which effectively
protects the price of all cigarette leaf
tobacco sold. The price paid the farmer
for his tobacco is a comparatively small
share of the price consumers pay, and
the retail price paid for tobacco products
bears little or no relationship to the
support price for tobacco. The price
paid farmers is a small share of the ul-
timate price of tobacco, and deserves
protection.

A 90-percent price support for tobacco
was enacted as a temporary program
during World War II. When 90-percent
supports were about to expire in 1948,
I submitted, together with the late Sen-
ator Barkley, of Kentucky, the amend-
ment—which was adopted by the Con-
gress—which made 90 percent of parity
supports for tobacco a permanent fea-
ture of law—or at least until Congress
decides otherwise.

I speak now of another controlling
argument. The present tobacco pro-
gram, with price support at 90 percent
of parity and strict production controls
to match, has worked—as proven by the
fact that nearly 100 percent of the to-
bacco farmers of the United States ap-
prove it, and have kept it sound and self-
supporting.

Tobacco producers, cooperatives, and
farm organizations have taken the lead
in regulating and improving their own
progress. The results can be quickly
summarized; and in that connection I
make the following points:

First, in the case of nearly every price-
supported crop except tobacco, surpluses
have continued to build up despite the
best efforts of the Congress and the De-
partment of Agriculture to control and
dispose of surplus production. Record
surpluses have increased year after year,
despite the soil bank, efforts to cut prices,
and enormous export and disposal pro-
grams—operated at great cost to the
Government. And a record all-time
high in erop production, except for to-
bacco, is forecast for this year.

In sharp contract, however, to other
farm products and other programs, Bur-
ley tobacco growers have reduced Burley
tobacco supplies for 4 consecutive years.
Under their program, stable marketing
unknown in other programs has been
achieved. I know of no other farm com-
modity which in any period for which
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I have figures has succeeded in reduc=-
ing its surplus in 4 consecutive years.
Current Burley tobacco production is ac-
tually below the 1952 and 1956 5-year
average. Similarly, growers of the other
major cigaretie type, Flue-cured, or
bright leaf tobacco, have reduced tobacco
supplies and have kept production under
disappearance or consumption for the
last 2 years. Such an achievement is
almost unprecedented in these times.

Second, at least in regard to Burley
tobacco, the reduction of production
below consumption has resulted in an
orderly disposal of the surplus from the
1954 crop. Since 1955, Burley stocks
have been reduced 70 million pounds.

A third measure of the success of the
tobacco program may be determined by
reviewing the amount of tobacco which
must be handled under price support—
for, once price objectives have been
reached for growers, it is highly desir-
able that as much as possible of the crop
move into use through normal channels
of trade. Support operations are de-
signed to take price-depressing surpluses
off the market; but the better the pro-
gram operates, the smaller the surplus
with which it must deal.

In the last 4 years less Burley tobacco
has been taken under Government loan
than in any period since World War II.
Only 514 percent of the Burley tobacco
produced since the record crop of 1954
and the consequent sharp cut in acreage
at that time, has required price support.
In 1956, 1957 and 1958, price-support
loans were made on the remarkably
small amounts of 1.2, 3.4, and 2.4 per-
cent, respectively, of Burley tobacco pro-
duction—or an average of 2 percent of
the crop taken under loan. That does
not indicate an excess of supply.

Furthermore, even the Burley tobacco
which went under loan and was added
to pool stocks was offset many times over
by larger sales of pool stocks.

I make a fourth point in support of
the tobacco program: Department of
Agriculture figures show tobacco to be
the only price-supported commodity for
which the Commodity Credit Corpora-
tion has realized a 100 percent rate of
recovery on its investment. In this con-
nection, I quote for the REcorp an anal-
ysis of tobacco program results from
October 1933, to March 1959:

The March 31 “Report of Financial Con-
ditions and Operations of the Commodity
Credit Corporation” shows tobacco price-
support program losses of $4.4 million and
supply program gains of $4.8 million, or
a net gain of $400,000 to the Commodity
Credit Corporation in tobacco program
operations during this 25-year period.

This tobacco program has demon-
strated a record of minimum price-
support activity; reductions in surplus
stocks; surplus disposal with full re-
turns to the Government, plus interest,
without losses; dependable tobacco sup-
plies for the domestic and export trades;
and good prices for farmers unparalleled
by those of any other farm commodity.

In his agricultural message to Con=
gress on January 11, 1954, the President
said:

Each farm crop has its own problems, and
these problems require specific treatment.
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In regard to tobacco, the President
stated:

Tobacco farmers have demonstrated their
ability to hold production in line with de=
mand at the supported price without loss
to the Government. The relatively small
acreage of tobacco and the limited areas to
which it is adapted have made production
control easier than for other crops. The
level of support to cooperators is 80 percent
of the parity price in any year in which
marketing quotas are in effect. It is recom=
mended that the tobacco program be con=-
tinued In its present form.

I know—and I know this personally,
because I have talked about it many
times with the Secretary of Agriculture—
that the President’s recommendation
was made with the knowledge and the
approval of the Secretary of Agriculture,

I submit that nothing has occurred
since 1954 to change the validity and
truth of that declaration.

In closing, I point out that this bill
will have the twin effect of providing a
stable source of tobacco, without reduc-
tion in fair prices for farmers; and it
will also encourage buyers, foreign and
domestic, of tobacco to continue, and
even increase, their purchases, because
it will result in greater assurance of sta-
bilized and competitive prices in future
years.

A vote against this bill will be a vote
for supports at a higher level than the
growers themselves consider to be in
their best interests.

This bill has the solid support of
tobacco growers and all their organiza-
tions. I urge that the Senate pass it
unanimously. I hope the House will
soon pass it, and that it will become law.

I thank my colleague, the Senator from
North Carolina, for his courtesy.

Mr, EEFAUVER. Mr. President, Sen-
ate bill 1901 would amend section 101(e¢)
of the Agriculture Act of 1949. This sec-
tion is an amendment of the Agriculture
Acts of 1938 and 1948. Senate bill 1901
is supported and strongly advocated by
tobacco producers. It represents a vol-
untary action on the part of tobacco pro-
ducers to hold down support prices.

The modernized parity formula which
would be utilized in the absence of enact-
ment of this bill is unrealistically tied to
costs and supports of other commodities.
This bill will prevent the use of the mod-
ernized parity formula from resulting in
a distortion of the support price, and
will keep the price of tobacco from going
too high, and will prevent tobacco be-
coming noncompetitive and unsalable.

The pending bill provides the follow=
ing formula: The support price will be
either the 1958 level or 90 percent of new
parity, whichever is lower, until 90 per-
cent of old parity exceeds either of these
levels. Old parity refers to parity ex-
isting prior to the 1948 bill.

From here on, the support price will be
90 percent of the old or new, whichever
is lower.

The tobacco program, unlike many
other farm programs, has beeen success-
ful. It has a record of minimum price~
support activity; reductions in surplus;
full returns, plus interest, to the Gov=-
ernment on surplus disposal; dependable
supplies for the domestic and export
trades; and good, respectable prices for
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tobacco farmers. This bill will allow
continuance of this program and tl}Is
record. Iurgethe Senate to pass the bill.

Mr. BUTLER. Mr. President, I call
up my amendment identified as “5-20-
53—A,” and ask that it be stated for the
information of the Senate.

The PRESIDING OFFICER. The
amendment offered by the Senator from
Maryland will be stated.

The LecistaTivVE CLERK. It is pro-
posed in the first section of the bill to
strike out “Agricultural Act of 1948”
wherever it appears therein, and insert
in lieu thereof “Agricultural Act of 1949”.

Mr. JORDAN. Mr. President, I accept
the amendment as a technical correction
of the bill.

Mr. BUTLER. Mr. President, is it in
order to have a vote on the amendment,
or is the acceptance of the amendment
sufficient?

The PRESIDING OFFICER. The
question is on agreeing to the amendment
of the Senator from Maryland [Mr.
BUTLER].

The amendment was agreed to.

Mr. JORDAN. Mr. President, the dis-
tinguished Senator from Virginia [Mr.
RoserTsON] asked me to say for him, be-
cause he could not be here at this time,
that the Farm Bureau of Virginia and
the Farmers Union of Virginia have
unanimously requested that this bill be
passed. He asked me to state for him
that he would make that statement if he
were present, and that he would vote for
the bill. His people in Virginia are
unanimously behind the passage of the
bill.

Mr. President, I wish to read from the
report a line or two Secretary Benson
transmitted to the House Committee:

This proposal is superlor to the present
legislation in that it prevents further price
support increases for some time. However,
the department feels that the bill is not
adequate and the administration's tobacco
program outlined above is far better.

But the Secretary has not offered any-
thing better; and if the present law is
not amended by this bill, tobacco prices
are going fo continue to go up and the
farmers are going to price themselves
out of business, or seriously damage
themselves.

Mr. President, this is the only group of
farmers I have ever seen come before a
committee of Congress and unanimously
ask that the Congress do something to
cut prices. That is certainly unusual,
but I think they realize if prices are not
stabilized at about their present levels,
the farmers will lose much of their
market.

Mr. ELLENDER. Mr. President, will
the Senator yield?

Mr. JORDAN. I yield.

Mr. ELLENDER. I wish to say that
the Committee on Agriculture and For-
estry reported the bill unanimously., All
Senators present voted favorably.

I desire to read one paragraph from
the report by the Secretary of Agricul-
ture to the House committee. The let=-
ter is dated March 10, 1959, and is
addressed to Hon. HaroLp D. CooLey. It
states, in part:

This proposal is superior to the present
legislation in that it prevents further price
support increases for some time. However,
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the Department feels that the bill is not
adequate and the administration’s tobacco
program outlined above is far better.

But it is my belief, as my good friend
from North Carolina has just stated,
that this bill is a step in the right direc-
tion, in that it freezes the support price
and will not permit it to go higher than it
was in 1958, until the parity index rises
11 percent in the case of Flue-cured and
16 percent in the case of Burley tobacco.

Running true to form, the adminis-
tration, through Mr. Benson, seems to
take the position that if they cannot
get what they want, they do not want
any bill at all. But I think it is a wrong
attitude.

I send to the desk a letter I have just
received from Mr. Benson, indicating
his opposition to the bill, and I ask
unanimous consent that it be printed in
connection with my remarks.

There being no objection, the letter
was ordered to be printed in the RECORD,
as follows:

THE SECEETARY OF AGRICULTUTE,
Washington, May 21, 1959.
Hon. ALvFN J. ELLENDER,
U.S. Senate,

Deir SENaTOR ELLENDER: Inquiries to the
Department indicates there is some doubt as
to whether or not the Department favors
passage of S. 1901 concerning tobacco price
supports.

In order to further clarify our position it
should be understood that in our view the
bill is inadequate. It will not accomplish
the adjustment needed to regain lost markets
and preserve existing ones. Therefore, the
bill in its present form should not pass.

Sincerely yours,
E. T. BENSON,
Secretary.

Mr, HOLLAND. Mr. President, I sus-
pzct that Senators are correct in their
statements that this is the best that
can be done under the prevailing sit-
uation. I am not sure that is the case,
but certainly the pending bill will pre-
vent the support prices of both flue-
cured tocbacco and burley tobacco, the
principal varieties which are in frouble,
from going up slightly under the present
law, as they will this year unless this
hill is passed.

My understanding is that there will be
an increase in the support price of be-
tween 1 cent and 2 cents a pound, which
must be announced under the present
law, unless this bill is passed. So far
as that objectives goes, I think the bill
is good, because it is very apparent that
the prices at which we have been selling
tobacco have been such that we are
losing foreign markets.

Mr. President, I should hate to see the
tobacco industry fall into the fearful
condition into which the cotton industry
has fallen, as was recognized by the pass-
age of the remedial legislation last vear,
and which will have to be improved be-
fore we find a permanent solution. Yet
that is the direction in which we are
going,

Mr. President, I wish that the bill went
a good deal further. I share the feeling
expressed by the Under Secretary of
Agriculture in his letter, to the effect
that this proposed legislation does not
go far enough, because it is a lamentable
fact that we have lost markets under
the price supports of last year, which will
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be continued indefinitely under the pro-
visions of this bill. So it must be clearly
apparent that the mere continuation of
price supports at that level simply pre-
vents the situation from becoming worse,
but does not apply any affirmative ap-
proach to the problem.

Mr. President, one of the things which
it seems to me is faulty about this bill
is that it proposes to give effect at the
same time to old parity and to modern
parity, and to strike them off as against
each other with reference to tobacco,
and to take from the two a choice which
is made by the provisions of the bill, for
an indeterminate time in the future.

Mr. President, if parity is just, and if
there is justice in applying it to other
basic crops, I think there should be jus-
tice in applying it on a fixed basis to this
crop. I think it will be very hard to
defend and explain why there should be
continued this double approach in the
case of this one basic erop only.

I think the worst feature of the bill
is that it recognizes the fact that the
Secretary of Agriculture must cut down
acreage allotments, and doing that
sounds the death knell to some tens of
thousands—and really the numbers
might go up to as high as several hundred
thousand—of small farmers who pro-
duce tobacco on acreages now in the
neighborhood of 1 acre, and many of
them less than 1 acre. My recollection
is that when I saw the burley tobacco
figures for the two States of Tennessee
and Kentucky a short while ago, they
showed an average acreage of about an
acre, with something like, to the best of
my recollection, 200,000 producers in
Tennessee, and I forget the number in
Kentucky.

Mr. President, it is tragic to cut the
acreage of those very modest farmers for
whom the production of tobacco is a
family enterprise, since the entire mem-
bership of the family works at it, and
for whom tobacco is the principal cash
Crop.

The only alternative left to the Sec-
retary of Agriculture and to the tobacco
producers, unless a bill such as is before
the Senate is enacted into law, is a forced
and sizable reduction of acreage.

Mr. COOPER. Mr. President, will the
Senator yield?

Mr. HOLLAND. I have one more
point to make and I shall be through,
and then I shall be glad to yield.

Mr. President, it would be far from
wise, it seems to me, to retain the old
measure of parity, the old standard, even
if the production of tobacco today were
on a level with production in the old
years when that was the legal formula
prescribed.

Under the improved methods of pro-
duction the average crop per acre has
gone up, up, and up, and is continuing
to rise. To me it is completely unreal-
istic to reach back into the remote past
and to attempt to use a standard of
computation of parity which was enacted
to deal with conditions prevailing a long
time ago.

Mr. President, the only thing good
about the bill that I can see is the fixa-
tion of a price or a ceiling or a frozen
support price for tobacco for this year
and perhaps for next year. I would
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much prefer to have the bill limited to
that. If it were so limited, I think the
bill would be much more defensible than
it is now.

If the Congress continues to move
without recognizing the fact that tobac-
co is losing its markets overseas, thus
cutting itself out of a substantial part
of its outlet, we are going to find more
and more misery in the tobacco industry
and less and less realism in the law as it
applies to the industry.

I now yield to the Senator from Ken-
tucky.

Mr. COOPER. Mr. President, I ap-

preciate the frendly attitude of the Sen-
ator from Florida toward the tobacco
growers and their problems.
_ I understood the Senator to say that
as one consequence of this bill he fore-
saw a reduction in tobacco acreage. I
should like to point out that one of the
purposes of the bill is to prevent reduc-
tions in tobacco acreage and in indi-
vidual tobacco acreage allotments. It
is believed the bill will have an effect
in that direction.

As I said before, in each of the past
2 years for Flue-cured tobacco, and in
each of the past 4 years for burley to-
bacco, actual production has been less
than disappearance—that is, domes-
tic consumption plus exports.

Mr, HOLLAND. Mr. President, I cer-
tainly recognize the highly conscientious
motives of the Senator from Kentucky.
The Senator and I stood together in 1948
on the Senate floor in fighting for a
realistic tobacco program. I think the
Senator will find, if he checks the vote,
that the votes of the two Senators from
Florida were the determining factor on
the question of securing a preferred
status for tobacco under the price sup-
port program, a status to which I think
it is entitled because of its peculiar sit-
uation in many respects, which we do not
need to mention at this time. That has
been consistently my position since that
time. My voice has been raised in sup-
port of that philosophy always. I hope
it will continue to be so raised.

The point I am making is that I do
not think this bill represents a realistic
approach to the problems of the tobacco
industry in any particular except the
freeze for about 2 years. If I allowed my
vote to be an indication of my approval
of all the other provisions of the bill,
I would certainly not be doing the fair
thing to myself or to the growers of my
State, who are in doubt about the other
provisions of the bill. As a matter of
fact, the president of the Farm Bureau
of my State has been in touch with me
insistently suggesting that we should
amend the bill to make it provide only
for a 2-year price freeze.

We should let it be distinctly under-
stood throughout this debate, in the re-
ports, and in the conference report and
every other place, that this is a stopgap
measure, recognizing the fact that the
red signals are out, and that we have to
improve the program as a whole or it
will fall under its own weight.

Mr. JORDAN. Mr. President, I wish
to say, in that connection, that the to-
bacco industry—the warehousemen, the
growers, and others interested in tobacco
realize this is not a perfect bill. The
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tobacco industry knows that and is work-
ing on the problem. Efforts are being
made to bring forth something which
would cure the ills, or at least prevent
them from becoming worse than they
are. The tobacco industry is really not
in bad shape at present, but it may be
soon unless something is done. I am
sure it will be possible to devise a more
effective approach, but this is the answer
for now, and for next year.

We need to pass the bill presently un-
der consideration so that the buyers will
know what they should pay for tobacco
and the growers what they should sell it
for. Otherwise, the market will be con-
fused.

Mr. HOLLAND. Mr. President, I ap-
preciate the serious, sincere, and con-
scientious approach of the Senator from
North Carolina. I only suggest that, in
my opinion, it is a mistake to provide a
permanent law—and that is what the
bill will become under the wording, as
introduced—and to try to continue the
two standards of computation of parity,
which are not the same and which con-
trast with each other. I do not believe
we should provide that from time to time
there shall be a choice or selection, in the
case of this one basic commodity, be-
tween those two standards. I think every
one of us who speaks upon this measure,
which is an important measure, should
sound a challenge to the industry and to
those who are best prepared to guide it,
to come forward with something a great
deal more meaningful than is the bill
now before us.

This bill would stop the support price
from increasing further, but it would
stop it at a level which has already priced
us out of a large part of our foreign
markets. I think that is completely un-
realistic.

I thank the distinguished Senator.

Mr. ERVIN. Mr. President, will the
Senator yield?

Mr. JORDAN. I yield to my distin-
guished colleague from North Carolina.

Mr. ERVIN. I merely want to com=-
mend my able and distinguished col-
league and the able and distinguished
Senator from Kentucky [Mr. Coorer] for
the work they have done in regard to the
bill. While the bill is not a perfect meas-
ure, it is, it seems to me, a very sensible
bill, in view of the conditions which now
exist. . I thank these two Senators in par-
ticular and the other Senators who have
supported them in their efforts in the
Committee on Agriculture and Forestry,
for they all deserve praise for the great
work they have done.

Mr. JORDAN. I thank the senior
Senator from North Carolina.

Mr. ATKEN. Mr. President, I wish to
say that the objectives of the hill are
very, very good. No one will question
that.

The United States at one time was the
world's principal supplier of tobacco.
Even up until recent years, 50 percent
of our tobacco production was exported.
However, during the past few years,
though the consumption of tobacco in
the world has been increasing at the
rate of about 5 percent a year, exports
from the United States have been falling
off rather rapidly. The tobacco business
of the world has been moving to other
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continents. The reason for that, of
course, is the price.

The tobacco growers have realized for
some time that they have a difficult
future to face, They realize they cannot
go on reducing allotments without cre-
ating trouble for many thousands of
them, as the Senator from Florida has
said.

The bill purports to hold the support
price for tobacco at not more than its
present level. There is some disagree-
ment as to the best means of achieving
this end. Personally, I doubt if holding
the support price at the present level, or
approximately at the present level, would
do very much toward recovering world
markets, because tobacco can be pro-
duced for so much less in other countries.
However, to have the support price go
higher would undoubtedly be very harm-
ful to the entire tobacco industry.

I am glad that some move has been
made toward correcting the situation.
Whether it is exactly the right move or
not, I hope that we shall continue to face
the problem until we improve upon the
present situation, and enable our tobacco
industry to take steps to recover some of
its traditional markets, which will be
difficult, at best.

Some reference has been made to a
misunderstanding about the bill. I
think the reference applies to the fact
that there was a feeling among many
Members of Congress—even members of
the Committee on Agriculture and For-
estry—that if the Department of Agri-
culture did not actually favor the bill,
it was not strongly opposed to it. At
least, I had that feeling at the time the
bill was reported from the committee.

However, I have received a call from
the Secretary of Agriculture, stating that
the Department is opposed to the bill in
its present form, for the reason that it
seeks to achieve the objective by permit-
ting tobacco to go back to the old parity
formula, with its varied base periods.
The base period in each case would be
the one which was most favorable to each
particular type of tobacco. The Depart-
ment of Agriculture seems to feel that
this would give privileges to the pro-
ducers of tobacco which would be denied
to the producers of other price-sup-
ported commodities. It was the varying
base periods for different commodities
which outmoded the old party formula
in the first place, and brought about the
adoption of a new parity formula in
the year 1948.

I think the new parity formula is very
fair to tobacco. It raises the price.
When we consider the cost of production
in the United States, it undoubtedly
costs more to produce tobacco here than
formerly. Some commodities are fa-
vored by the new parity formula, while
others are penalized. Many commodi-
ties are produced by new, push-button
methods, so that the parity formula
hardly applies at all. With respect to
certain commodities, a substantial profit
can be made at 60 percent of parity,
while with respect to others, a producer
can hardly break even at 90 percent of
parity. The parity formula as a whole
has not been able to assimilate tech-
nological and biological progress in the
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past 10 years, and it is therefore out-
moded.

However, the Department of Agricul-
ture takes the position that we would not
be making progress by going back to a
system permitting producers of each
commodity to select a base period which
would best serve their purposes. If we
are to continue the parity formula as
a yardstick, the Department feels that it
should be applicable to all kinds of
agricultural commodities.

The Department feels that if the bill
holds the line at approximately the pres-
ent level of supports, it will not go very
far toward recovering markets which
have already been lost. As a result, it
will probably mean still further reduec-
tions in acreage allotments for tobacco
growers with certain sized operations.

I am sure that final approval of the
department is very important. In order
to overcome the objection of the Depart-
ment, I wonder if, instead of going back
and using different base periods for to-
bacco, which are out of line with the base
periods for any other commodities, the
sponsors of the bill would not be willing
to freeze the support prices for the vari-
ous types of tobacco at a dollars-and-
cents level not exceeding the present
level. I do not know whether the De-
partment would approve that, but I do
not see how it could object to it, how-
ever. I believe that the prospect of im-
proving the situation, or preventing it
from deteriorating would be better if,
instead of freezing tobacco parity prices
on the basis of different base periods, we
would merely freeze support prices for a
2-year period at present levels, and in the
meantime fry to arrive at some plan
which could be approved not only by the
tobacco industry, but by the Agriculture
Department as well.

I am presenting the case of the De-
partment of Agriculture as it has been
given to me. I have hefore me copies of
two letters which were sent to the chair-
man of the committee. I am sure he
has no objection to placing them in the
RECORD.

Mr. ELLENDER. I have already
placed the Secretary’s letter to me, dated
today May 21, in the ReEcorp. I believe
the Senator from North Carolina [Mr.
Jorpan] has placed the Under Secre-
tary's letter of May 19 in the REcoRD.

Mr. AIKEN. The one dated May 19
was not to take a direct position. It did
not say positively that the Department
disapproved the bill.

Mr. JORDAN. Both letters have been
placed in the RECORD.

Mr. AIKEN. The letter of May 21 is
specific, and the Secretary signed this
one himself. The first letter was signed
by the Under Secretary, but the one
signed by the Secretary himself is spe-
cifically to the effect that the Depart-
ment does not approve the bill, and
therefore, that the bill in its present
form should not pass. It would have
been helpful, of course, if we had that
information earlier.

Also, at least one farm organization
was lamenting the fact that it had no
opportunity to be heard before the Sen-
ate committee.

If we could freeze the support prices
at the present dollars-and-cents levels
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for various types of tobacco, it seems to
me that would overcome the objection of
the Department.

Mr. JORDAN. Mr. President, will the
Senator yield?

Mr. ATEEN. T yield.

Mr. JORDAN. The tobacco industry
has made an extensive study of that very
question, and has arrived at this answer.
If the support price is frozen for 2 years,
every one will know exactly what the
price of tobacco is to be for the next 2
years. Purchasers would not buy any
more tobacco than they needed for
daily use.

Mr. AIKEN. I do not see how the
pending bill would lower the support
price substantially over the next 2 or 3
years. Some claim that it would require
longer than that.

Mr. JORDAN. It might or it might
not; but there is no definite price for all
the tobacco grades.

Mr. AIKEN. I understand that the
Senator from North Carolina and the
Senator from Kentucky [Mr. CooPER]
are extremely desirous of taking action,
and that they have the support of most,
if not all, of the tobacco growers in their
States.

Mr. JORDAN. Tobacco growers in
gﬁry tobacco-producing State favor the

Mr. ATEEN. I commend the Senator
from Kentucky for working for their
States and industries.

Mr. JORDAN. They are the ones who
are involved.

Mr. AIKEN. I cannot help but feel
that they are putting the wrong foot for-
ward first. I had hoped that there could
be something more lasting, and some-
thing which would meet the approval of
the administration, and at the same time
be acceptable to the industry.

Mr. JORDAN. As a member of the
committee, I believe the Senator from
Vermont will admit that I would be one
of the first to go to work on the problem
if the Department were to submit a bill,
Unless something is done to keep the
price from going up, growers will not be
able to sell the 1959 crop.

Mr. AIKEN. I felt that the official
and final position of the Department of
Agriculture should be made clear for the
record.

SEVERAL SENATORS. Vote! Vote!

Mr. COOPER. The Senator from
Massachusetts [Mr. KENNEDY] has asked
me to insert in the Recorp for him a
statement in support of the bill. I ask
unanimous consent that I may do so.

There being no objection, the state-
ment was ordered to be printed in the
Recorp, as follows:

STATEMENT BY SENATOR KENNEDY

I wish to record my support for S. 1801.
Tobacco growers and the grower organiza-
tions in the tobacco-producing areas are to
be commended for coming forward with this
proposal. The foresight, initiative and, in
fact, the courage they have shown in this in-
stance is an expression of one of the best
reasons for the outstanding success of the
tobacco program.

While the types of tobacco produced in
Massachusetts are not included under the
bill—because action along similar but more
drastic lines was already taken at the request
of the growers in the Massachusetts and
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Connecticut area last year—they have ad-
vised me of their support for this bill. I
would like to quote a sentence from a letter
address to me by Mr. Samuel J. Orr, general
manager of the Conn-Mass Tobacco Coopera-
tive, on behalf of the officers, directors, and
more than 2,000 members of that organiza-
tion: “The tobacco price support program
has always been conducted on a sound basis,
and we believe this legislation will help to
keep it that way.”

I am happy to give my support to the
tobaeco growers of our country.

The PRESIDING OFFICER. The bill
is open to further amendment. If no
further amendment is to be offered, the
question is on the third reading of the
bill.

Mr. DIRKSEN. Isthe question on the
third reading of the bill or on the amend-
ment of the Senator from Vermont?

The PRESIDING OFFICER. The
question is on the third reading of the
bill.

Mr. AIKEN. I offered no amendment.
I suggested, in the interest of better pros-
pects of getting the bill through Con-
gress, that it be changed in the way 1
mentioned. The sponsors of the bill did
not accept my invitation, as I under-
stand, to make any changes in the bill.
Therefore there is no change, and the
question is on the third reading of the
bill.

Mr. JORDAN. The Senate committee
reported the bill, and the Committee on
Agriculture in the House reported the
bill. This is as good a bill as we can get.

Mr. YOUNG of North Dakota. Mr.
President——

Mr. DIRKSEN. I should like to get
the ReEcorp clear. Has the third read-
ing been consummated?

The PRESIDING OFFICER. It has
not been consummated.

Mr. YOUNG of North Dakota. Mr.
President, I am supporting the bill be=-
cause it retains the parity concept. If
we do away with the parity concept and
adopt what the Secretary of Agriculture
wants us to adopt, we will have a mean-
ingless price support program. I wish
to commend the tobacco producers for
retaining the concept, even though it
may be necessary to freeze prices at the
present level. If the bill proposed to do
away with the parity concept, several of
us would have to oppose it.

Mr. DIRKSEN. Mr. President, I be-
lieve that a slightly round case should
be presented with respect to this meas-
ure, which relates at once to the whole
agricultural program. It was on Jan-
uary 29 of this year that the President
sent his farm message to Congress.
There were two items of particular in-
terest in it. It is not necessary to ex-
amine all the language of the message.
However, that message is keyed to one
sentence. It is that the “price support
and production control program is not
working.” That was the basis and the
theme of the message.

Ostensibly, having stated that, it was
necessary, in the interest of some kind of
farm program, to submit a recommen-
dation to Congress. I believe the whole
recommendation can be compressed into
two sentences. The first one is this:
“Prices for commodities which are sub=-
ject to mandatory supports should be re-
lated to a percentage of the average mar-
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ket price for immediately preceding
years.”

That was the essence of the recoms-
mendation. Then there was a corollary
to this effect: “The percentage should
be discretionary with the Secretary at a
level not less than 75 percent and not
more than 90 percent.”

If I had to paraphrase the whole
message, that would be it; first, that the
farm program is not working; second, in
the case of commodities on which there
are mandatory supports, the program
should be related to a percentage of the
market price, rather than parity, for the
years immediately preceding; further-
more, that there should be an element
of flexibility, to be exercised by the
Secretary of Agriculture.

With that message came a sort of in-
formative memorandum. Among other
things, it contained information with
respect to tobacco. I believe that the
first important observation in that an-
cillary memorandum was that in respect
to tobacco, we are losing our export mar-
kets. That was emphasized by the dis-
tinguished Senator from Vermont [Mr.
ArxeEn]. I need only elaborate a little
on that situation. It is a matter of deep
concern. It is not only a matter of con-
cern with respect to tobacco, but also
with respect to fabricated products and
other products. However, since tobacco
is the commodity which is before us at
the present time, that is where the
emphasis should be placed.

We go a little further. We wonder
why we may be losing our export mar-
kets. This memorandum supplies at
least a partial answer. It says that for-
eign buyers are changing blends and
turning elsewhere, and that we may
never get those markets back.

That would be pretty serious for to-
bacco growers; indeed, it would be very
serious for the producer of any com-
modity in this country. It would be se-
rious for the fabricator of any product or
commodity in this country, if there were
a danger that the market, once lost,
could never be retrieved.

The other observation on tobacco was
that price supports under the present
law continue to go up, domestic acreage
goes down, and foreign acreage is ex-
panding.

I recall the long discussions which
took place both here and in the other
body. I see on the floor the distin-
guished chairman of the Committee on
Agriculture of the House, with whom I
served for a long time in the House. He
is a gentleman of great distinction.
Also present on the floor is a distin-
guished gentleman from Texas, with
whom I also served in the House. I re-
member the debates we had about los-
ing our cotton markets abroad. It be-
came a matter of deep concern. Here
the Department of Agriculture says that
we are losing our foreign market, that
our domestic acreage is decreasing, and
the foreign tobacco acreage is expanding.

That is a rather unhappy prospect.
That is a matter for the future. We
must look down the road and envision a
program which deals not only with the
present but also with the future. If our
markets are slipping now and they con-
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tinue to slip, at what point can we ef-
fectuate a turnaround and retrieve the
situation? If the market is gone, it may
be difficult to get it back.

With respect to the tobacco situation,
I go back now to the memorandum al-
luded to a moment ago in the colloquy
with the Senator from Vermont [Mr.
A1xeN], the memorandum from the De-
partment of Agriculture dated the 18th
of May. That was only 2 days ago. In
sum, the observation is, first, that world
consumption of tobacco is going up at
the rate of 5 percent a year. Therefore
it cannot be said that tobacco production
may be suffering one way or another,
because world consumption is going
down. If the figures are correct—and I
have no reason to dispute them—world
consumption of tobacco averages an in-
crease of 5 percent a year.

The second point is that U.S. exports
are decreasing at a relatively rapid
rate. If it were a minor deterioration in
that field, or if it were a rather slow
decrease, it might not be a cause for
alarm. However, when the Department
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says it is a relatively rapid decrease,
then it becomes a matter of some con-
cern,

Mr. COOPER. Mr. President, will the
Senator yield?

Mr. DIRKSEN. Iyield.

Mr. COOPER. On the question of ex-
ports, it might be well to get into the
Recorp certain facts. I have reports of
the Department of Agriculture in my
hand. In the first place, even flue-cured
tobacco, according to the latest May 1
records of the Department of Agricul-
ture, during the first 9 months of fiscal
year 1959 had an increase in exports over
the same period last year. So far as bur-
ley tobacco is concerned, exports in cal-
endar year 1958 were 40 percent higher
than in 1957.

Therefore, all the talk about the serious
decline in exports should be met by the
record. Mr. President, I ask unanimous
consent to insert these tables in the Rec-
orp at this point.

There being no objection, the tables
were ordered to be printed in the REec-
ORD, as follows:

U.S. exports of unmanufactured tobaceo by lypes and to principal importing countrics for
specified periods
[Declared weight]

July-Tanuary
Country and type Average 1956 1057 1058
1951-55 1958-59 as
1957-58 1958-50 | percentage
of 1957-58
Million Million Million Million Million Million
pounds pounis pounds pounds pounds pounds Percent
Flue-cured... 405. 6 420. 4 a7 J08.7 28R, 4 300. 4 104
Burley 2.9 20.2 20.5 28.8 9.5 16.0 168

Source: March, 1959 *“Tobacco Situation,” AMS USDA.

U.S. iobacco exports, March 1959, with comparisons
(1,000 pounds, farm-sales weight]

March Fiscal year to date, July-March
Type
1959 14958 Percent 1958-59 1057-58 Percent
change change
Flue-cured. 25, 550 29, 700 =14.0 77, 700 374, 700 0.8
Burley 4, 800 4,048 +18.6 25,276 18, 546 +36.3

Bource: USDA, CSS May 1, 1059,

Mr. DIRKSEN. When I made the
statement, I said that the information
was contained in the memorandum sub-
mitted by the Department of Agriculture.
I wish to stand by the words of the mem-
orandum. I am not unappreciative of
the fact that when we carry on a subsidy
program under the so-called Develop-
ment and Assistance Act, which is com-~
monly referred to as Public Law 480, that,
of course, may account, in part, for the
figures mentioned by the Senator from
Kentucky. However, I cannot imagine
that the Department would have set
down in a formal memorandum that our
export markets are decreasing unless the
statement was based upon the best sta-
tistical evidence which the Department
of Agriculture could adduce.

The third item was that tobacco for
many types is dependent upon exports.
That would be consonant with prior
statements by the Department.

Then it was said that the present sup-
port program—and this is a rather un-

happy, but I think an accurate, phrase—
with its built-in system of constant in-
creases will, over the next 10 years, cause
the loss of most of our commercial ex-
port markets and force us to a 100 per-
cent domestic utilization., With that
consummated fact, in a 10-year period,
I should say that our tobacco growers
would be deeply in debt. I lament the
thought of the day when we shall be
thrown back upon domestic consumption
entirely for any crop produced in this
country.

If that happens, then it may be that
the controls we will see will beggar all
description, or else there will be no kind
of regulation whatsoever.

But the impact upon the price level
may be an unhappy one, indeed. There
could be only one offset, and that would
be to cut down the supply, if a commod-
ity cannot be sent into the world mar=
kets, but must be used in this country.

Tobacco supports must be geared to
modern production techniques. There
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has been allusion to old parity and mod-
ernized parity. As long as I have been
laboring with this problem, I still become
somewhat confused at times.

0ld parity and modernized parity rely
heavily on price relationships on the
day, formerly on mule and plow, or man
and hoe. But this is a different age,
with a different technology, and we must
recognize that fact.

Mr. YOUNG of North Dakota.
President, will the Senator yield?

Mr, DIRKSEN. I yield.

Mr. YOUNG of North Dakota. The
present so-called modernized parity for-
mula still uses the 19106-14 hase period.
Would the Senator from Illinois favor
deleting the 1910-14 base period refer-
ence and using the same base period as
labor and industry are using, namely,
1947-49?

Mr. DIRKSEN. Ido not know whether
I would or not, as a matter of fact.

Mr. YOUNG of North Dakota. I do
not think the Senator would, because
to do so would increase parity.

Mr. DIRKSEN. We have to spell out
all the details. When it is reduced to
paper, we look at all the figures, we con-
sider the price index on both sides of the
ledger, we do a little puzzling, and we
come to a conclusion.

Mr. YOUNG of North Dakota. I am
one who favors deleting the reference to
the 1910-14 base period. I want the for-
mula to be modernized. I want to use
the same parity as labor and industry
use,

Mr. DIRESEN. I would not quarrel
with that, one way or the other. I
simply say that in every case the prob-
lem is resolved in language and in terms
which can be understood; then we deter-
mine whether or not it is acceptable.

Mr. AIKEN. Mr. President, will the
Senator yield?

Mr. DIRKSEN. I yield.

Mr. ATKEN. I would not quarrel with
what the Senator from North Dakota
said. If the period 1947-49 is good for
industry, it ought to be good for agri-
culture. However, the effect would be
simply to aggravate the situation we are
considering today. Tobacco, instead of
being supported at 56 cents or 58 cents,
would be supported at a price consider-
ably higher than that.

One reason why the modernized parity
formula has increased the parity price of
tobacco is that a large part of the pro-
duction of a tobacco crop still requires
the use of much hand labor, the cost of
which has gone up. Pushbutton agri-
cultural enterprises, in which there is
hardly any hand labor used any more,
can do much better at a lower percent-
age of parity.

But the Senator from North Dakota
has a good point. We are using one ab-
solute period on which to base farm
prices and another one on which to base
industrial prices and wages.

The parity formula, as I have said, is
today obsolete for a good share of the
crops, because there has been no way
found to give a weighting to the use of
hormones, weed killers, and all the other
new technologieal inventions. They can-
not be woven into the parity formula to
give them a weighting. I have been

Mr,
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seeking for years to have that done, but
I am told there is no way to doit. Never-
theless, those factors have made it pos-
sible to produce very large crops at half
the cost of 20 years ago.

Mr. DIRKSEN. If it is desired to
adopt the most current kind of formula,
it should be the one recommended by
the Department, namely, a 3-year aver-
age of prices for the 3 preceding years.
That would be the most current formula
which could be adopted.

Mr. YOUNG of North Dakota. If that
parity formula had been in effect in 1934,
when the average price for wheat for the
3 previous years was 33 cents a bushel,
the price would have been 75 percent of
33 cents a bushel, or 26 cents a bushel;
and that would meaningless. That is
why I oppose such a plan.

Mr. DIRKSEN. That would be for
only 1 year. There would be nothing
to prevent Congress from examining into
the question after that, in 4 or 5 years.
That would be a matter of legislative
determination. But at least there would
be a striking of an average of the pre-
ceding years.

From all the observations by the De-
partment, as carried in the memoran-
dum which was submitted, they came to
the conclusion that if there is to be legis-
lation, it should follow one of two
courses. First, it should relate support
price to market price or market average.
That is one course.

If it is desired to go back to parity,
then the Department says if parity is
used, wide discretion should be given to
the Secretary with respect to support
levels. The bill does not gear itself to
average market price, and the discretion
is not there. So it is understandable
why the Department of Agriculture op-
poses the bill, and I think it is under-
standable why the American Farm Bu-
reau Federation opposes the bill.

If I had to assign reasons in very brief
compass, they would be, first, that the bill
freezes price supports at current high
levels. Actually, tobacco prices, if T un-
derstand the business, could advance,
and probably would advance. The hill
sets a limit so that they cannot advance.

It can well be argued in that respect
that this is a pretty acceptable approach.
I suppose, in terms of the suggestion
made by the distinguished Senator from
Vermont [Mr, A1ken], if it were done on
a dollars and cents basis for a very lim-
ited period, with whatever other quali-
fications there were as a stopgap, that
might be all right.

But if prices are frozen at the current
high levels, we certainly will not come to
grips with the foreign export problem
which now exists. If we try to change the
level, get it down, or modify it, we will
have difficulty. Meanwhile, if the figures
submitted by the Department are cor-
rect, it means that there will be a steady
deterioration in our export markets, and
that the amount of the exports will con-
tinue to go down, down, down.

The second reason assigned by the De-
partment is that to go back to parity,
both old and new, actually we will be
picking up an old, discredited formula,
so that there will be one price support
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formula for one commodity and another
formula for another commodity.

The third point is that there would be
a dual standard of parity prices.

These, in the main, with the possible
exception that some little advantage
might be given to tobacco growers over
the growers of other commodities, are
the basic reasons why the Secretary of
Agriculture is opposed to the bill.

I felt, in all fairness, that I had a re-
sponsibility to make that case in a rather
rounded context. There I shall leave it.
But I thought I should express to the
Senate the fact that the Farm Bureau
Federation opposes the bill. However, in
fairness, I think it must be said that
some of the State farm bureau federa-
tions favor the bill. Very likely in Ken-
tucky the State federation favors the
bill. I am not positive of that; I presume
they do. But the American Farm Bu-
reau Federation opposes the bill on larger
grounds.

The Department of Agriculture op-
poses the bill, because it does not believe
the bill does the job which needs to be
done.

That is the case with respect to the bill,
as unemotionally made as I can make it.
I am content to rest it there.

Mr. KEATING. Mr. President, will
the distinguished Senator from Illinois
yield to me?

Mr. DIRKSEN. I yield.

Mr. KEATING. Some of these farm
problems have to be stated rather simply
for the benefit of some of us who are
far from being experts in these fields—
although I know of the clear grasp the
distinguished Senator from Illinois has
of these problems, as well as of all others
with which he has to deal.

Mr. DIRKSEN. Mr. President, I wish
I could be sure of that.

Mr. KEATING. Would it be fair to
conclude—or would it be an oversimplifi-
cation—that the position of the Depart-
ment is that the present formula would
eventually, at least, result in lower prices
for tobacco than would be brought about
by the proposed legislation now before
us; and that, therefore, the tobacco
growers and distributors in the United
States would be better able to compete
in the foreign market?

Mr. DIRKSEN. That would be one
factor; but the Department has to look
down the road and to think in terms of
a period of years, for the benefit of
American agriculture. So, as the De-
partment sees the export market de-
creasing, and—and more important—as
it sees the foreign acreage of tobacco ex-
panding, with a possibility that Ameri-
can growers will never get back the
market, the question then is, what is the
best course to pursue, not only for the
American tobacco growers, but also for
all those who are identified with the to-
bacco industry, because the problem is
not alone a growers' problem.

Mr, KEATING. No, it is not.

Mr. DIRKSEN. As the Department
sees that problem in the large, it believes
that, of course, there must be flexibility
in the program, and it must not be
frozen at a level which would not give the
American growers a chance to compete;
and the Department believes that the
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American producers can successfully
compete in the world market, insofar as
tobacco is concerned.

Mr. EEATING. I do not wish to seem
parochial about the matter. In my State,
tobacco is not produced; but in my State
there are many persons who are en-
gaged in the distribution of tobacco.

The argument the distinguished Sena-
tor from Illinois has advanced impresses
me—as does the opposition of the Ameri-
can Farm Bureau, for which I have such
high regard—with the fact that probably
the interests of the distributors of to-
bacco would not be served by the enact-
ment of this proposed legislation.

Mr. COOPER. Mr. President, on that
point, will the Senator from Illinois
yield to me?

Mr. DIRKSEN. I yield.

Mr. COOPER. Evidently the Senator
from New York is interested in the posi-
tion of the tobacco export associations.
I previously placed in the Recorp a state-
ment showing that 34 tobacco associa-
tions, organizations, and representative
groups of growers, distributors, and
warehousemen support this bill; all of
them support it. Among them is the
New York Exporters Associations—the
Leaf Tobacco Board of Trade in New
York City—as well as the Leaf Tobacco
Exporters Association to which several
New York firms also belong. I know
that.

Mr. KEATING. Am I to understand
that the dealers in tobacco and the ex-
l1:91'1; associations unitedly support this

ill?

Mr. COOPER. Yes. I will give the
Senator from New York the list which
shows that the New York Exporters As-
sociations strongly support this bill. I
refer the Senator also to the sta‘tement
on page 4 of the House committee hear-
ings on March 25 of a representative of
the Leaf Tobacco Board of Trade of the
city of New York.

Mr. KEATING. I shall be exceedingly
interested in seeing it. Is the distin-
guished Senator from Kentucky able to
enlighten us as to the basis for the sup-
port of the bill by the exporters associ-
ations?

Mr. COOPER. Certainly. The dis-
tinguished Senator from North Carolina
[Mr. Jorpan] elaborated very clearly on
that point only a few moments ago. It
is as follows: Under the present mod-
ernized parity formula, there is an
automatic advance in prices. Evidently
the price has reached a point where for-
eign purchasers think it is too high, and
they are now buying from other sources,
although they prefer American tobacco.

One point which has not been brought
out is that in the tobacco industry the
purchasers do not purchase for current
use, or even one year's supply; instead,
they may stock suppliers for several
years in advance of use, because the to-
bacco has to be aged and processed.

If we were to enact a 1-year or a 2-
yvear freeze, they would not know what
would happen. They simply would not
buy tobacco; or else they would buy only
for their minimum and immediate needs.
But if they know the price will be stabil-
ized over a period of years, they will buy
more tobacco.
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Evidently that is the reason why the
tobacco export associations are favoring
this bill.

Mr. KEATING. I appreciate the ex-
planation given by the distinguished
Senator from Kentucky; and I thank
the distinguished Senator from Illinois
for yielding.

Mr. DIRKSEN. Mr. President, I have
only one other observation to make: As
in the case of New York, no tobacco is
produced in my State. But that is no
reason why I should not be interested in
tobacco, because it is a part of the agri-
cultural economy; and that economy
moves either up or down in the case of
either wheat, soybeans, tobacco, or any
of the other commodities which are parts
of our overall agricultural economy. I
would certainly be distressed if at some
time in the future we were to come close
to losing our entire export market. In
that event, in order to use up the crop
on a domestic basis, what would have to
impress itself upon the tobacco growers
would be, indeed, a very unhappy thing;
and it would have to translate itself in
terms of the most drastic controls, if
any kind of a livelihood were to be made
from the production of tobacco. But
that could not be done in the case of only
one crop without having the effect of
such a policy felt by all other crops in
the entire agricultural domain.

That is why the problem dealt with
by the pending bill cannot be considered
apart or isolated from the problems of
the rest of our agricultural economy.

Mr. President, I believe I have fairly
stated the case; and there I am content
to leave it,

The PRESIDING OFFICER. The
bill is open to further amendment,

If there be no further amendment to
be proposed, the question is on the en-
grossment and third reading of the bill.

The bill (S. 1901) was ordered to be
engrossed for a third reading, read the
third time, and passed, as follows:

Be it enacted by the Senate and House of
Representatives of the United States of
America in Congress assembled, That section
101(c) of the Agricultural Act of 1949 is
amended by deleting the period at the end
thereof and adding a colon and the follow-
ing: “Provided, That for any kind of to-
bacco (other than Connecticut Valley cigar
binder types 51 and 52) for which marketing
quotas were in effect for the 1958 crop, the
level of support computed in dollars and
cents for each subsequent crop of such to-
baceo for which marketing quotas are in
effect shall not exceed the level of support
computed in dollars and cents applicable to
the 1958 crop until 90 per centum of the
parity price as of the beginning of the mar-
keting year for a subsequent crop computed
in the manner used prior to the enactment
of the Agricultural Act of 1949 exceeds the
level of support applicable to the 1958 crop
or 80 per centum of the parity price com-
puted as provided in the Agricultural Ad-
Justment Act of 1038, as amended, where-
upon the level of support for such subse-
quent crop and each crop thereafter shall
be 90 per centum of the parity price as of
the beginning of the marketing year com-
puted in the manner used prior to the en-
actment of the Agricultural Act of 1949, or
computed as provided in the Agricultural
Adjustment Act of 1938, as amended, which-
ever computation results in the lower level
of support: And provided further, That in
computing parity in the manner used prior
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to the enactment of the Agricultural Act of
1949, the parity index as defined in section
301(a)(1)(C) of the Agricultural Adjust-
ment Act of 1988, as amended, shall be used
except that in lieu of the period January
1910 to December 1914, inclusive, the base
period applicable to the kind of tobacco
prior to the enactment of the Agricultural
Act of 1949 shall be used.”

Bec. 2. SBection 2 of the Act of July 28,
1945, as amended (59 Stat. 506; T U.S.C. 1312
note), is amended by deleting the proviso at
the end thereof and substituting therefor a
new proviso reading as follows: *"Provided,
That beginning with the 1959 crop, the level
of support for each such kind of tobacco
shall not exceed a maximum level of support
determined therefor pursuant to the pro-
visos in section 101(ec) of the Agricultural
Act of 1949, as amended."”

Mr. ELLENDER. Mr., President, I
move that the vote by which the bill
was passed be reconsidered.

Mr. JORDAN. Mr. President, I move
to lay on the table the motion to re-
consider the vote by which the bill was
passed.

The PRESIDING OFFICER. The
question is on agreeing to the motion
to lay on the table the motion to recon-
sider.

The motion to lay on the table was
agreed to.

WHEAT ACT OF 1959

Mr. ENGLE obtained the floor.

Mr. ELLENDER. Mr. President will
the Senator from California yield to me?

Mr. ENGLE. I yield to the Senator
from Louisiana if it is understood that
I shall not thereby lose my right to the
floor.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

Mr. ELLENDER. Mr., President, I
move that the Senate proceed to the
consideration of Calendar No. 283, Sen-
ate bill 1968, to strengthen the wheat-
marketing quota and price-support pro-
gram.

The motion was agreed to; and the
Senate proceeded to the consideration
of the bill (S. 1968) fo strengthen the
wheat-marketing quota and price-sup-
port program,

Mr. YOUNG of North Dakota. Mr.
President, will the Senator from Cali-
fornia yield to me?

Mr. ENGLE. I yield, if it is under-
stood that I shall not thereby lose the
floor.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

Mr. YOUNG of North Dakota. I
thank the Senator from California for
yielding to me.

Mr. President, wheat surpluses have
been mounting. This is largely because
of modern mechanized farming, new
technology in agriculture, unusually fa-
vorable weather conditions, and over-
seeding of quotas. While production has
increased, national consumption for hu-
man food purposes remains approxi-
mately the same as it has been for the
past 30 years. We have sizable exports,
but not enough to prevent the buildup
of surpluses.

I think everyone recognizes that some-
thing has to be done to stop the pileup
of wheat surpluses. It is obvious that
lower price supports—as being advocated
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by many—will not do the job. One look
at the new corn program ought to con-
vince any thinking person familiar with
farm problems that lower prices do not
mean decreased production of field
crops. I emphasize field crops, because
there is a difference between field crops
and perishable commodities. Corn
planting this year is up 12 percent, and
this year’s crop may well be the first 4
billion bushel corn crop in history. By
next year, in all probability, corn will
be in much greater trouble than wheat
is today. This does not mean that we
should not do something about wheat
now.

The latest wheat program of Secretary
of Agriculture Benson would lower price
supports from the 1958 level of $1.82 to
approximately $1.45 a bushel for the
1960 crop, and lower for succeeding years.
Based on a 1,100 million bushel crop—
last year’s crop was 1,450 million
bushels—this would mean a loss in in-
come to wheat producers of over $400
million a year.

Wheat farmers are willing to take a
lower price for wheat that is exported,
but believe they are entitled to parity
or a better price for that portion which
is used for human food consumption in
the United States. As I previously
stated, approximately 500 million
bushels of wheat is consumed each year
in the United States for human food.
Despite the rather severe drop in wheat
prices in recent years and a big increase
in population, the national wheat con-
sumption remains the same, and sur-
pluses continue to mount.

Secretary Benson's proposals would
mean a drop in wheat prices of 37 cents
a bushel for next year. This drop of 37
cents a bushel just on the wheat used
for human food consumption would
mean a loss to farmers of approximately
$185 million a year.

While it would be disastrous to
farmers, it would be another one of
many windfalls the middleman has re-
ceived in recent years. It would be of
no help whatever to the consumers.

This has been the experience year
after year. Farm prices have dropped.
But still the consumers are paying just
as much as they were paying 5 or 10
years ago, or more. For example, the
average farm price for wheat in 1947
was $2.29 a bushel, and the . average
price of a loaf of bread was 12.5 cents.
By 1958 the average wheat price had
dropped to $1.72 a bushel. Yet, despite
this drastic drop in the price of wheat,
the price of bread to consumers has
risen from 12.5 cents to 19.3 cents a loaf,
or about 35 percent, during the very
period when wheat prices have dropped
about 60 cents a bushel.

Mr. President, I ask unanimous con-
sent to have printed at this point a
table prepared by the United States De-
partment of Agriculture, giving detailed
information concerning the drop in
wheat prices and the parallel increase
in bread prices.
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There being no objection, the table
was ordered to be printed in the REcorp,
as follows:

Season average price received for wheat by
farmers, price of a 1-pound loaf of bread

Jor corresponding periods
Year Wheat Bread

$1.49 8.8

1. 90 10. 4

2.20 12.5

1. 98 13.9

1.88 14.0

2,00 14.3

21 15,7

2.00 16.0

2,04 16.4

2,12 17.2

1. 99 17.7

1.97 17.9

1,93 18.8

11.72 10.3

............ 19.6

1 Praliminary.
Source: Office of Price, Murray Thompson, USDA.

Mr. YOUNG of North Dakota. Mr.
President, never once in the past 15
years has a drop in the price of wheat
been reflected, even by a fraction of a
cent, in the price of bread, pastries, or
other products made from wheat.

After all the experience of the past,
it seems unconscicnable that Secretary
Benson would now propose a still
further drop in the price of wheat.
Everyone knows full well that it would
hurt the farmers badly and be of no
help to the consumers.

Mr. President, the present wheat price
support bill now on the Senate Calendar
contains some good features. It would
tighten up on production controls—and
this, along with the 80 percent price
support feature and a 20 percent cut in
quotas, would mean some lowering of
production. It provides price supports
of 65 percent of parity for farmers who
are willing to plant within their present
quotas, and 80 percent of parity for
those who would reduce their acreage
by 20 percent.

Anyone who is acquainted with the
wheat farming business would agree, I
am sure, that practically all farmers
would take the lower price support to
avoid a 20 percent reduction in produc-
tion, For all practical purposes, it is a
65 percent price support bill. This
would mean $1.53 a bushel wheat for
farmers at a time when the cost of
everything they have to buy for their
operations is increasing sharply. At
best, this bill would result in no more
than a 100 to 150 million bushel drop in
production. The bill could be consider-
ably improved by adding one additional
feature. That is, providing 75 percent
of parity supports, or the present level,
to farmers who would be willing to re-
duce their acreage by 10 percent. Even
if we retain a provision for 75 percent
supports, because of Secretary Benson's
change in the parity formula, it will
mean 5 cents a bushel less than the 75
percent supports of last year. If
farmers reduced their acreage 20 per-
cent, they would still only get 80 per-
cent of parity, or $1.87 a bushel, which
is only 5 cents a bushel more than the
$1.82 a bushel they received last year
under the 75 percent program.

May I again emphasize, Mr. President,
that if farmers reduce their acreages by
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20 percent under the bill, they would still
get only 5 cents a bushel more than they
got last year for planting within their
quotas.

Providing 75 percent supports—under
the new parity formula $1.77 a bushel—
for those farmers willing to reduce their
production by 10 percent would make
this a much more workable, effective,
and acceptable wheat program. It would
mean a far greater decrease in wheat
production. While this would still be far
from a good bill, it certainly would be
much better than none at all—and im-
measurably better than that proposed
by Secretary Benson.

The pending bill is intended only as
stopgap legislation to help curtail sur-
pluses until a better program can be
worked out by the farm organizations,
other interested people, Congress, and
the Secretary of Agriculture, if he is
willing to cooperate.

Mr. President, I would much prefer the
domestic parity plan to anything that
has been proposed to date. I shall sup-
port other Senators who will offer this
as a substitute for the pending bill. If
this motion should lose, I will then offer
amendments to improve the pending bill.

Mr., CARLSON. Mr., President, will
the Senator from California yield to me
so that I may commend the Senator
from North Dakota?

Mr. ENGLE. I yield, with the under-
standing that I do not lose the fioor.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. CARLSON. I wish to commend
the Senator from North Dakota, who is
not only a member of the Senate Com-
mittee on Agriculture and Forestry, but
is thoroughly familiar with the problem
which will soon be under consideration,
and that is the wheat problem. Every-
one agrees there is a wheat surplus in
this country and that the solution of
this problem is not an easy one.

I appreciate very much the statement
of the Senator from North Dakota that
a reduction in acreage and a reduction
in price supports will not solve the wheat
problem but may aggravate it. It is a
question we should deal with on a per-
manent basis. I hope, before we get
through considering this bill, we may
be able to adopt a two-price parity sys-
tem which would provide parity price
for wheat produced for domestic con-
sumption, and an equitable price for
wheat, other than that needed for
domestic consumption.

On February 19, I introduced S. 1170
which is cosponsored by many other
Senators from the wheat-producing
area.

This bill if enacted into law would
stabilize wheat marketing, thereby sta-
bilizing the income of wheat farmers
and reduce Government stocks of wheat.

Mr. YOUNG of North Dakota. Mr.
President, I appreciate the remarks made
by my good friend and one who lives
in the greatest wheat-producing State
of all and one who has made a thorough
study of this problem. Men like the
Senator from Kansas [Mr. CARLSoN]
have spent their lifetimes in the wheat
business. They know more about what
can be done with a price support pro-
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gram than do all the “sidewalk” farmers
who have been brought to Washington
to try to solve the wheat problem.

I wish we had someone in the Depart-
ment of Agriculture who had the good,
common horse-sense knowledge of wheat
that the Senator from Kansas does.

Mr, President, I wish to express my ap-
preciation to the distinguished Senator
from California for his courtesy in yield-
ing so that I might make my statement.

Mr. ENGLE. It was a pleasure to yield
to the Senator.

Mr. President——

The PRESIDING OFFICER. The
Senator from California has the floor.

Mr. BYRD of West Virginia. Mr.
President, will the Senator yield?

Mr. ENGLE. Mr. President, I ask
unanimous consent that I may yield to
the Senator from West Virginia for the
purpose of making a statement, without
losing my right to the floor.

The PRESIDING OFFICER. Is
there objection to the request of the
Senator from California? The Chair
hears none, and it is so ordered.

COAL RESEARCH AND DEVELOP-
MENT COMMISSION

Mr. BYRD of West Virginia. Mr.
President, the House Committee on In-
terior and Insular Affairs has unani-
mously reported H.R. 65696, which would
create an independent Coal Research
and Development Commission to encour-
age and stimulate the production and
conservation of coal. The bill is iden-
tical to S. 49, which was introduced in
the Senate on January 9, by the junior
Senator from Illinois, the senior Sen-
ator from Montana, the senior Senator
from Colorado, the senior Senator from
Wyoming, and the Senators from Pann-
sylvania, Kentucky, and West Virginia,

It is mandatory that one of these
measures receive quick and favorable ac-
tion by the Senate. In order that my
colleagues may familiarize themselves
with the need for and intent of coal re-
search legislation, I should like to re-
count briefly the history of this im-
portant proposal. In June, 1956, the
House of Representatives, alert to coal’s
prominent role in the Nation's economic
structure and mobilization base, ap-
proved without a single objection a res-
olution to undertake a study of the ad-
visability of a coal research program.
Hearings were held in Pennsylvania,
Virginia, Ohio, and Oklahoma. Wit-
nesses included officials of seven States,
representatives of coal, railroad, electric
utility, and other allied industries, and
members of the United Mine Workers of
America. The U.S. Bureau of Mines
also took part in the hearings.

By August 1957, the subcommittee
conducting the investigation had ac-
cumulated adequate information to rec-
ommend without qualification that an
independent Coal Research Commission
be established. The subcommittee based
its findings on these principal factors:

First. Coal reserves of the United
States are the Nation’s greatest mineral
resource available for immediate de-
velopment and use.
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Second. An economic stimulant is
needed to reduce unemployment in coal
areas.

Third. There is a compelling need,
from the standpoint of the coal indus-
try’s economy and the Nation’s future
fuel requirements, for a coal research
program.

I submit, Mr. President, that condi-
tions which precipitated the House sub-
committee report in 1957 have increased
in intensity during the intervening
period. Unemployment is up in coal
communities. Energy demand for the
country is increasing. Continued im-
provement in mining methods, advanced
techniques in transportation, and new
uses for coal need to be developed to
provide more work for our miners and a
greater degree of fuels security for the
United States in peace and war.

Over the course of the early months of
this session of Congress, the senior Sen-
ator from West Virginia and I have
sought to acquaint the Senate with the
factors behind the economic difficulties
of an industry representing America’s
principal source of fuel supply. In our
State, where about one-third of the Na-
tion’s total coal output emanates, the
grim shadow of joblessness continues to
darken many communities. A closed
mine deprives not only the miners and
their families of a means of livelihood.
It brings furloughs to railroaders whose
jobs depend upon the movement of coal.
It affects employees of industries as-
sociated with coal and wholesale and re-
tail businesses serving mining and rail-
roading communities. It slashes tax
revenue from city hall to State capitol to
the U.S. Treasury.

While I do not foresee the creation
of a coal research commission as the
magic formula through which the eco-
nomic problems confronting our stricken
communities will be automatically re-
solved, there is no question but that a
broad, long-range research and develop-
ment program will gradually lessen the
difficulties which have prevailed through-
out most coal regions for an agoniz-
ingly long period of years.

A coal research program is not enough
in itself. I would be less than frank if
I were to covney the impression that this
plan for an independent research com-
mission is the complete answer to the
problems which beset us. Yet, should
the Congress in its wisdom accept the
provisions of H.R. 6596 or S. 49, those
of our citizens dependent upon a going
coal industry will find new hope on a
horizon which thus far has been barren
and bleak.

Congressional recognition of the need
for improving conditions in coal States
through a vigorous research effort will
be welcomed enthusiastically in all coal
regions. It will give official substantia-
tion to analyses by fuel experts who
place an increasing reliance upon coal
in the years ahead. Of greater signifi-
cance is the likelihood that, as more
and more of coal’s potential is developed
through science and research, new in-
dustries will move into areas of abun-
dant coal reserves.

In 1952 the President’s Materials Pol=-
icy Commission, in its report on “Re-
source for Freedom,” served notification
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that such electroprocess industries as
aluminum would break loose from their
long dependence on hydroelectric power
to move closer to sources of coal. With-
in a few short years following publica-
tion of that report, aluminum’s march
into the coalfields was under way. We
now have a happy family of the coal,
electric utility, and aluminum industries
providing substantial employment along
the Ohio River in West Virginia. The
Commission’s report also visualized pro-
gressively greater use of coal by the
chemical industry and, eventually, in a
synthesis fuels industry.

We must never lose sight of the fact
that the coal reserves of this Nation make
up more than 90 percent of our total
energy resources. The diligent efforts of
our great petreleum and natural gas in-
dustries will continue to produce a sub-
stantial flow of energy to meet the re-
quirements of rising population and in-
creased industrial activity. There will
come a time, however, when these re-
serves will be exhausted. When this day
arrives, coal must be ready as a sub-
stitute fuel. The feasibility of producing
liquid and gasecus fuels by synthesis has
long been established. The German air
force was powered by synthetic gasoline
almost exclusively during the closing
months of World War II. Experimental
plants in the United States have pro-
duced gasoline from coal, but only
through science and research will maxi-
mum economy of operation and utiliza-
tion be achieved.

From the consumer’s point of view,
there are numerous other factors in-
volved in a coal research program. Coal
is already the basis of countless chemical
products. By capturing the gases and
tars in metallurgical ovens, the coke and
chemical industries have been able to de-
velop explosives, plastics, fertilizers, ny-
lons, and a thousand and one other com-
modities. Research has been responsi-
ble for delivering electric power over
greater and greater distances. Vast net-
works of long distance lines enable our
utilities to deliver electricity where it is
needed when it is needed with a high de-
gree of efficiency. Officials of the Ana-
conda Wire and Cable Co. recently an-
nounced the opening of a new high-vol-
tage research laboratory at Hastings-on-
Hudson, N.Y. The decision to con-
struct the new facilities was prompted
because conventional designs for under-
ground high voltage cables have prac-
tically reached their maximum capa-
bilities, indicating the need for improved
cable-system design.

The New York Times of April 26 de-
scribed a broiler-fed pump turbine and
other developments which are helping
to cut down electric bills. Other equip-
ment manufacturers, as well as utilities
themselves, are conducting intensive
studies of this nature to keep electric
power within reach of everyone at the
most reasonable rates. The air-condi-
tioning and other modern-day advan-
tages in the home are to be available to
middle- and low-income families: the
application of technology to the gener-
ation and transmission of electric power
must be continued with the utmost in-
tensity.
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Mr. President, the United States is in-
vesting millions of dollars in a program
to produce electricity through nuclear
fission. I submit that the world's most
dependable source of energy—coal—also
is worthy of an investment. If only a
fragmentary amount of the appropria-
tions channeled into research on atomic
electric power were to be applied to coal,
I believe that the dividends accruing to
the general welfare of our Nation would
be extremely beneficial.

We are grateful that our scientists and
engineers have made it possible to gen-
erate electricity by atomic power. And it
is true that, eventually, atomic energy
may be able to generate electricity more
economically than traditional fuels, but,
thus far, coal’s economic advantage is
still very decisive. For this reason, I do
not believe that coal should be neglected.
I think it is logical for Congress to be
willing to appropriate the comparatively
small amount of funds necessary to put
a coal research program into operation.
It would be an investment which would
more than repay itself in a multitude of
benefits to our country and our people.

Mr. President, one other factor which
should be considered in the case for es-
tablishment of a coal research program
is the unpleasant reality that, should a
national emergency result from present
or future world crises, our country would
be in immediate need of large, depend-
able energy supplies. A supreme effort
would be required of America’s fuel in-
dustries. Enactment of a coal research
and development program now would
help make certain that our Nation's coal
industry would be ready for such a su-
preme effort.

Mr. President, the creation of a coal
research and development program is
needed for America’s security, for the
economy of our coal-producing regions,
and for a guarantee that our national
resources cupboard will be able to meet
the demands of future generations. I
urge my colleagues in this body to join
with me in support of this plan.

OUR CHINA POLICY NEEDS
REVISION

Mr. ENGLE. Mr. President, I know
there are political dangers in undertak-
ing to discuss our China foreign policy.
I am aware of the fact that the State
Department regards this area of our
foreign policy as one that should not
be touched.

I do not see why our policy in China
should be any more sacrosanct than our
policy in Europe, which has come under
continuous discussion and analysis not
only on the floor of the Senate, but also
in the press and among the people gen-
erally in the United States. I know also
that this is an extremely complicated
and difficult field of foreign policy but it
nevertheless requires some public airing.
I am convinced that our China poliey
needs a critical reexamination. Iam pre-
pared to dispute the premise that our
present policy is adequate and that noth-
ing about it can or should be changed.

I undertake this discussion with the
full knowledge that what I say may be
misunderstood, misinterpreted and criti-
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cized. But we have to start somewhere
and I think that this phase of our for-
eign policy is deserving of more attention
and discussion on the floor of the
U.S. Senate than it has received.
Today, I want to examine the history of
our present China policy, the effects of
that policy upon our global posture on
communism, the effects upon China it-
self, the effects upon other countries of
Asia, and the effects upon Formosa. I
propose to make some positive sugges-
tions as to areas of discussion and change
that might be the subject of negotiation
with Red China.

There was a time when the United
States looked out upon the rest of the
world through the front door and we
did not see much beyond Europe. We
looked at the Far East through the back
door—when we bothered to look at it at
all. Our knowledge of peoples and cul-
tures and forces at work in the Far East
and south Asia was meager. We had
some vague impressions but it was not
until Pearl Harbor that the realization
became general that the United States
faces the Pacific as well as the Atlantic.
During World War II, and since, formi-
dable changes have come about in Asia
at a pace we may not yet have grasped.
In some respects we are still the victims
of a time-lag, and to the extent that our
foreign policy is dependent upon the
wholehearted support of public opinion,
our policy in Asia may be the victim of a
lack of general public knowledge of what
is happening in Asia.

To be sure, in a general way we are
aware that the sleeping Asian giant has
awakened; that colonialism is dead; that
a revolution is in progress—a revolution
basically to replace suppression with
freedom, which is what the people really
want, regardless of the form the revolu-
tion takes. They want to replace pov-
erty with plenty and to replace inequal-
ity with equality. What we may not
have understood too well is that regard-
less of the many forms this revolution
has taken, there is an underlying com-
munity of interest among the peoples of
Asia. Most of the peoples of Asia have
the same hopes and aspirations. We
cannot dispose of this community of in-
terest by attaching labels to the effect
that this or that country is Communist,
or neutral, or a staunch ally. Irrespec-
tive of these labels the motivations of the
people remain similar though the forms
of government may differ.

Our problem has heen to determine
the best means by which we can identify
ourselves with this upheaval, to aid and
guide the processes of change. The as-
sumption that we can and should guide
this change in our own image in itself
is a denial of the very equality and right
of self-determination these nations of
Asia are seeking. As we have faced this
dilemma our policy has coined stock re-
sponses to stock labels. If the label is
“staunch ally” the response is to sub-
sidize the economy, give unequivocal sup-
port to the leadership and conclude a
defense assistance agreement. If the
label is “neutralist” the response is to
toy along, give a restrained support, and
alternate wooing with wrist slapping. If
the label is “Communist” the response is
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toretreat into a defensive posture of con-
tainment and threats of massive retalia-
tion. These widely diverse responses
have become the stock policy formulas,
irrespective of the fact that all Asian
peoples in our pigeonholed categories are
seeking nearly the same ultimate objec-
tives, irrespective of the same underlying
pressures, and irrespective of the fact
that many of the countries of Asia are
under authoritarian government, though
with notable exceptions.

While our policy in all of Asia is inter-
related, China policy is central, affecting
not only the nature of our relationships
throughout Asia but also affecting the
balance of power and the potential peace
of the world. Mr, President, since China
policy has such an important bearing on
our future in Asia, I should like to take
that policy off the shelf where it has been
gathering dust since 1949; take a look at
it, and ask some questions about it.

I do this because of a conviction that
this China policy is based on a reaction to
the past, rather than a calculated look
into the future. I am impressed with
the fact that our present China policy
is compounded of a lack of understand-
ing of the processes which have been
simmering in China since the Boxer Re-
bellion. To this is added our embarrass-
ment emanating from not having been
able to save China in 1949, and from our
unwillingness to decisively defeat Com-
munist China in Korea. Add to this our
emotional and moral revulsion for mass
executions on the mainland, the repre-
hensible brainwashings, the excesses of
revolution—add further the fact that a
number of U.S. citizens have been held
imprisoned in China—the net result of
this affront to our moral sense and our
prestige has been a China poliey of ab-
solute containment plus pressure. The
policy calls for not recognizing the ex-
istence of the regime, for sealing off the
regime and the 600 million people of
China, for a ring of military defenses
surrounding China, for an absolute trade
embargo, and for a boycott on all travel
and exchanges. The psychological war-
fare aspects of present policy call for
measures not only to deter any aggres-
sion but to pose a threat of implied
eventual liberation by a refugee govern-
ment on an island 100 miles from the
mainland. The presumed objective of
this policy of containment, insulation
and psychological compression is to
serve the national interests of the United
States.

My purpose is not to contend that
these extremes of poliey should be re-
placed by the opposite extremes. I do
not contend that we can or should rec-
ognize the Mao government under the
conditions of hostility which now pre-
vail. Before any two-way recognition
can take place many changes will have
to be made in relationships between the
United States and China. I cannot take
the position that the Mao gevernment
should represent China in the United
Nations until changes take place which
now bar the Mao government from
representing China. Instead of replac-
ing the extreme of present policy with
any policy of giving the Chinese every-
thing they seek in the hope of winning
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their affection, I would suggest the need
for examining the many possible alter-
native middle courses affecting the re-
lationship—courses which may serve the
national interest 10 years from now far
better than our present policy.

Mr. President, I know that many of
my colleagues have given thoughtful
attention to our relations in the Far
East and southeast Asia. I would hope
that those who have made a careful
study might provide answers to some of
the questions I intend to raise. In par-
ticular, it would be gratifying to hear
the views of the distinguished chairman
of the Committee on Foreign Relations.
Undoubtedly Senator FurLericHT gained
a valuable insight as a result of his ex-
tensive tour of the Far East last sum-
mer. The Senator always weighs these
vital issues in the light of the many
complex relationships affecting our for-
eign policy. Some Members of the Sen-
ate are affiliated with the Committee of
One Million. It may be that they can
provide some logical, unemotional evi-
dence to show how the present policy is
going to benefit the national interest 10
years from now. I must say, however, if
the evidence which may be forthcoming
is only a repetition of the platitudes and
stock justifications advanced by the De-
partment of State for our China policy,
it will leave much to be desired.

For some time we have been aware
of the delicacy of public discussion of
China policy. Perhaps in part this has
been due to the pitch of emotion which
existed over what we could or should
have done in the past in China. This
reluctance to discuss China policy may
also have been an outgrowth of the re-
cent era during which fear ruled out
debate on policy toward communism.
To some extent the Congress may con-
sider that it has abdicated its respon-
sibility to evaluate the broad implica-
tions of China policy as a result of re-
linquishing Quemoy policy under the
Formosa resolution. I would hope that
we would not allow Quemoy policy or
even Formosa policy to obscure an eval-
uation of our total China policy. Que-
moy and Formosa are but single pieces
of the scrambled puzzle of total China
policy.

To some extent the administration has
fostered the view that the advocate of
any policy other than the present rigid
policy of total insulation is guilty of un-
Americanism or appeasement. We have
insulated ourselves from all direct
knowledge of what is transpiring in
China. Through this policy of insula-
tion we not only deprive ourselves of in-
telligence and of the benefits of two-way
communication, but we also make it pos-
sible for the Mao government to whip
up the fears of the unknown—the fears
of the U.S. colossus beyond the wall the
Mao government and we, together, have
built around China. Thus, the United
States conveniently provides the exter-
nal threat used by the regime to justify
greater and greater demands upon the
people. And if the lack of contact cre-
afes an exaggerated fear of the aggres-
sive designs of the United States, I sug-
gest that it may also contribute to our
fear of the aggressive designs of China.
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I am not among those who believe
that simply by furthering exchanges we
are going to convert the Chinese leaders
to democracy, nor do I believe they
would convert us to communism. Nor
do I believe that such relations could
wean China overnight from its present
association with the Soviet Union. I do
believe, however, that over a period of
years contacts between the American
and Chinese people would wear off the
sharp edges. It would reduce our differ-
ences to the real differences, ruling out
the specious, artificial, unrealistic
images which many Americans hold of
China and which the Chinese now hold
of the United States.

I am fully aware of the fact that
Americans who have suggested such a
course have been charged with a lack of
knowledge of the nature of communism.
I can assure Senators that the evils of
communism are well understoed. On
the evidence available, there can be lit-
tle doubt that the capacity of China to
cause mischief in the world will have
expanded manyfold in 10 or 15 years.
The issue is not whether China consti-
tutes a potential danger. On this
there is wide agreement. The question,
rather, is: What is the best course of
action the United States should take
now to support our national and inter-
national interest 10 or 15 years hence?

It is simplicity itself to respond to a
threat by attempting to build a military,
economic and psychological wall around
China. This response of containment,
not supplemented by other positive meas-
ures, is the Maginot line response. It
is the “moat” psychology of medieval
days. It is a negative and defensive
posture. It denies the United States the
advantage of those relationships essen-
tial to affect change—and there is no
reason why such active relationships
could not be maintained concurrently
with our present determined measures to
deter China from committing aggression.
I can see no incompatibility between a
policy which would build up the capacity
of the free countries of Asia to resist any
Communist aggression while at the same
time make an effort to reestablish rela-
tions with the people and government of
China. It is said that such a course of
action would involve calculated risks. I
believe it is time for the American people
to be alerted to the calculated risks if the
present policy continues for another 10
vears. We cannot dispose of the reality
of Communist China through either a
wall or a vacuum between us. The
reality of China will still exist.

ADVERSE EFFECTS OF PRESENT POLICY

Mr. President, in questioning our
present China policy in terms of where
it may be leading us, may I state frankly
some of the consequences as they appear
to me.

Our present policy does not reduce
China's present or potential power. It
drives China into a closer relationship
with the Soviet Union than otherwise
might exist. It creates an economic de-
pendence of China upon the Soviet Union
which serves to amalgamate a relation-
ship which otherwise in all probability
would be one of differences and frictions.
It maintains an atmosphere of war in
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which solutions in our interest remain
impossible. It helps to keep the fires of
anti-Americanism alive in China, per-
mitting the regime to use the so-called
American Threat as a justification for
forcing the Chinese people into ever-
increasing depths of bondage. Among
most of our allies and the neutral na-
tions of Asia it puts the United States
in the ludicrous position of weakness and
artificiality. We appear in the position
of attempting to escape behind the flimsy
curtain we have created, rather than
facing the reality of Communist China
and dealing with it with the manly forth-
rightness becoming the world’s leading
military and economic power. These
allies seem embarrassed at being com-
pelled to defer to the efforts of the United
States to keep alive the myth that Com-
munist China does not exist.

At the opposite extreme, two allies—
the Republic of Korea and the Republic
of China on Formosa—hold an interest
in having the United States involved in a
total war with Communist China. They
not only benefit by the illusion that Com-
munist China does not legally or factually
exist, they employ every device and op-
portunity available to identify the United
States with the eventual liberation of the
mainland. The United States is placed in
the position of being the dog wagged by
the tail.

This present China policy not only
alienates many of our allies, but it per-
petuates a psychological state of war
when our interest demands peace. It
places on us the onus of preventing the
relaxation of tensions necessary if there
is ever to be a solution of such basic
problems as the reunification of Korea
and the permanent status of Formosa.
But above all, it prevents the free world
from making a concerted effort fo open
the windows of China. It prevents the
people of China from seeing the non-
Communist world as it is. It compels
the United States to get its information
from translations of the mainland cen-
sored press or from Canadian, Japanese,
Indian or other foreign correspondents
in China. The United States is in the
pathetic position of depriving itself of
direct information on what is happening
in the most populous country in the
world.

National security, and indeed interna-
tional security in the Far East as in
the Middle East, Europe and elsewhere,
depends upon more than military de-
fenses. To be sure, military strength is
necessary in the world in which we live.
As a matter of national policy we pre-
pare not only for the eventuality of
total nuclear war but also for localized
conventional war. However, we do not
assume the inevitability of either kind
of war to the extent that we rule out
the use of other instruments to attain
the national objectives. Among these
other instruments employed is the con-
stant effort to arrive at areas of mutual
agreement with the Soviet Union. I do
not refer only to the agreements for ex-
change of persons, cultural, agricultural
exchanges, and so forth. While these
undoubtedly are proving to be bene-
ficial, we have not been reluctant to
search for more substantive agreements
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affecting the world’s security. I think
the administration is to be highly com-
mended for its patient negotiation with
the Soviet Union and other powers seek-
ing an enforceable inspection system as
an integral part of any disarmament
or arms control agreement. There has
not been agreement, but we cannot say
that the effort to reach agreement has
been in vain. In the current negotia-
tions on Berlin and European security
we are pursuing the search for areas
of mutual agreement at the Foreign
Minister level, and, if necessary, at the
head of state level. In sharp contrast,
our China policy for all practical pur-
poses rules out the use of instruments
other than ultimate recourse to war. I
say this in the belief that if any mutual
understandings are to be reached with
China, they must be reached with Mao
Tse-tung, Chou En-lai or Chen Yi and
not with Ambassador Wang Ping-nan in
Warsaw. The extent to which the United
States has crippled the prospects for
broader solutions by this China policy
was borne out recently in testimony be-
fore the Subcommittee on Disarmament.
I refer to the testimony of Charles Bur-
ton Marshall, formerly of the State De-
partment Policy Planning Staff, and of
A. Doak Barnett, of the Council on For-
eign Relations. Even Assistant Secretary
of State for Far Eastern Affairs Walter
Robertson—who has since retired—
testified to the effect that the partici-
pation of China would be necessary if
any arms inspection system were to be
effective. Since all Members may not
have read this testimony, which is too
lengthy to insert in the REcorp, per-
haps the distinguished Senator from
Minnesota [Mr. HompHREY] who is the
chairman of the Subcommittee on Dis-
armament—and who has an intimate
knowledge of the importance of the par-
ticipation of China in any inspection
system—would give us the benefit of his
extensive knowledge in this field. Con-
gressman CaeT HoLirieLp, of California,
a member of the Joint Committee on
Atomic Energy and one of the leading
experts in the country in the atomic
energy field, recently stated in a nation-
wide television program that an inter-
national inspection system for the pur-
pose of detecting nuclear testing would
be ineffectual without some kind of
an arrangement whereby inspections
could occur on the mainland of China.

Mr. CLARK. Mr. President, will the
Senator yield?

Mr. ENGLE. I am happy to yield to
my friend from Pennsylvania.

Mr. CLAREK. I should like to com-
mend the distinguished junior Senator
from California for the splendid speech
he is making with respect to the defi-
ciencies in our China policy. I note with
great pleasure the commonsense attitude
which my good friend is taking toward
this intensely difficult problem. With-
out wishing to be either unkind or dis-
courteous to his predecessor in the Sen-
ate from the great State of California,
I should like to point out how much
more realistic the speech of the present
Senator from California is than was the
attitude of his predecessor.

I should like to recall to my friend's
mind the comment he made a minute
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or two ago about the ludicrous position
in which our present China policy places
the United States. It is not good for a
world power of our stature to be made
ridiculous in the eyes of most thinking
people with respect to its policy toward
another great nation, no matter how
much we may deplore and indeed de-
spise its social system.

I should like to commend my friend
for tearing away the veil of unrealism
from our present China policy, and for
pointing out to the country how short-
sighted it is. I should also like to com-
mend my friend for his view on the in-
herent stupidity of relying solely on force
as the only weapon.

Finally, I should like to commend him
with equal strength on his pointing out
so clearly that if we are to come to any
meaningful agreement with respect to
suspension of the testing of nuclear
weapons, we dare not ignore China, a
nation with a territory so vast that a
number of control posts will have to be
located there if the vital inspection sys-
tem to insure compliance with a suspen-
sion system is to be effective.

Mr. ENGLE. It is obvious that any
inspection would have to include the
mainland of China. Otherwise the So-
viet Union would simply transfer its tests
to the mainland of China. We have no
relations whatever with China. What
kind of inspection system could we get?

Mr. CLARK. My friend is quite cor-
rect. I will not detain him further,
other than to say that I shall await with
interest the remainder of his speech, and
to express the hope that his remarks will
receive the attention it deserves, not only
by the Department of State, but also by
our Foreign Relations Committee.

Mr. ENGLE. I appreciate the com-
ments of my friend from Pennsylvania.
As I said earlier in the speech today, I
am not suggesting that we trade one ex-
treme for another. There are middle
ground alternatives which can be adopt-
ed, and which may open up the way, so
that if we ever get an inspection system,
it will have some chance of being effec-
tual, because we can apply it to the large
area of the mainland of China.

Let me go one step further. So far we
have not been able to convince anyone
in the State Department that it is neces-
sary to revise or reconsider the present
China policy. That is why, in the next
few minutes of my remarks I wish to
examine this policy specifically with ref-
erence to how it has operated during the
past 10 years. We must lay a foundation
for a change if it is agreed—and I assert
it is true—that our Government’s policy
is inadequate and needs revision, before
we can talk about what should be done.
I have some suggestions to make in that
particular.

Mr. CLARK. Mr. President, will the
Senator yield again briefly?

Mr. ENGLE. I gladly yield fo my
friend from Pennsylvania.

Mr. CLARK. It occurs to me that one
of the great values of the Senator’s
speech is its timeliness. The speech
comes at the right time, when the Assist-
ant Secretary of State, Walter S. Robert-
son, a dedicated and patriotic American,
who has given a large part of his life to
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the service of his country, but whose
policy, to my way of thinking, with re-
spect to China, has been totally wrong,
is retiring; and when there has been in-
stalled a new Secretary of State who, I
am confident, is going to give some atten-
tion to the advice of many able persons
not only in the State Department but
throughout the ecountry, who feel that,
unless we change our China policy in line
with the middle ground suggestions
which my friend from California is mak-
ing, we are headed for disaster.

Mr. ENGLE. I thank the Senator
from Pennsylvania for his further re-
marks,

EXCHANGE OF CORRESPONDENTS

Mr. President, it has been of some in-
terest to note a meaningless concession
in our China policy, made by the ad-
ministration in August 1957. As a ges-
ture to the growing sentiment in the
United States for reopening the doors
into China, the administration agreed
into China. Only one of these has been
to authorize passports for the entry of
some selected American correspondents
able to secure an entry visa from the
Peking government. The Department
now contends that it has taken the
initiative in this test case and the re-
sponsibility rests upon Peking for the
denial of entry visas. The Peking gov-
ernment maintains that the reason for
not granting visas to American news-
men is because the United States re-
fuses to grant visas to Chinese corre-
spondents. China says, in effect, that if
tensions are to be reduced by this meas-
ure it must be on the basis of reciproc-
ity and equality. The administration
in turn has justified its position on
grounds that the Chinese are free to
apply for a visa if they desire, but none
have applied. The administration also
contends that we can give no blanket
agreement in advance because the im-
migration laws require that visas be
granted on the merits of the individual
cases. It seems apparent that here is
a situation in which the administration
is continuing to enforce a blackout on
contacts with China while making it
appear that the responsibility rests
either with China or with Congress for
not having made the immigration laws
more flexible.

The same immigration laws are flex-
ible enough fo admit Soviet ecitizens.
The same immigration laws once kin-
dled the hatred of the Chinese and fed
fires of nationalism and communism
with their Asiatic exclusion provisions.

We erased a stain when we abolished
the exclusion provisions, but now again
we are feeding the same fires of ultra-
nationalism and hatred by not making a
forthright statement to the effect that
we would welcome Chinese correspond-
enfs on the basis of equality with Amer-
ican correspondents sent to China.
This the administration has not been
willing to do because of a fear that it
might enhance the prestize of China
and cause all of our allies to jump on
the Communist bandwagon. The irony
is that the British, Canadians, Austral-
fans, Japanese, Pakistanis, and most of
our other allies already have their cor-
respondents in China.
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VALIDITY OF ARGUMENTS ACGAINST CHANGE IN
PRESENT POLICY

Mr, President, let us examine the
validity of the major lines of argument
which have been advanced in opposition
to any change in present China policy.
Insofar as I can determine, the basic
arguments apply to, first, the effects upon
our global posture toward communism;
second, the effects upon China itself;
third, the effects upon the other coun-
tries of Asia; and fourth, the effect upon
Formosa.

GLOBAL EFFECTS

It has been contended often that no
change can be made in China policy be-
cause communism is a global threat; that
therefore we must combat it with a global
policy. The position is often stated that
we must remain firm at all points; that
if we change in any manner at any point,
the entire free world security will col-
lapse. In particular, this argument is
used to oppose any change in China
policy. What we have done has been to
reduce the challenge to a simplified ver-
sion, when in fact the challenge is mul-
tiple and complex. We have then re-
duced our response to the challenge to
the simple negative formula of remain-
ing firm and unbending on all fronts.
The question I would raise is: Are we
really acting in our own interest by de-
luding ourselves that communism is a
single threat to be dealt with by a single
formula? I will not deny that the theory
of world domination captivates the
imagination of every good Communist
Party member.

But it does seem to me that in deter-
mining our response to communism, we
should be guided by a realistic assess-
ment, not only of the ideological like-
nesses but also of existing differences.
‘We should be sensitive to the domestic
compulsions of national interest which
motivate China and the Soviet Union,
compulsions which sometimes take pri-
ority over the theory of communism,

We know that China and the Soviet
Union have followed different paths to
communism. We know that they have
followed different roads to industrializa-
tion. We know, for example, that the
Soviet Union has rejected China’s pro-
gram for establishing communes. Since
1949 we have witnessed a procession of
changes within both countries. The
strategy and tactics of Stalin were modi-
fled under Malenkov and to an even
greater degree under Khrushchev.

In China, since 1949, changes have
taken place constantly as the Mao gov-
ernment has launched new programs to
meet new interpretations of what con-
stitutes their national interest. We
know that the relationships between
China and the Soviet Union have under-
gone varying degrees of strain; that the
nature of cohesion has vacillated de-
pending upon the changing compulsions
of their respective national interests,
both domestic and international. If
there is any single factor that both have
in common which has not changed, it is
their flexibility.

The import of this is that the behavior
of both China and the Soviet Union is
founded on their own conception of their
own national interest as interpreted
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through their Leninist-Stalinist-Marxist
spectacles—and this is in constant
process of change. How, then, can we
oppose any change in our China policy
on grounds that we face a monolithic
threat which can only be met by a single
policy which we choose to call global?
The better course of action would ap-
pear to be to adopt on its merits what-
ever China policy is best calculated to
serve our long-term interests.

In a sense, we now disregard our own
theory of the solid, unbending, unchang-
ing front, in that we apply different
policies to the Soviet Union, China, and
the satellites. If considerations of fu-
ture national interest of the United
States point to the advisability of a
change in China policy, then the argu-
ment that China policy cannot be
changed because no differences can exist
in our global posture does not appear
to be well grounded.

EFFECTS UPON CHINA

The second major justification for our
China policy relates to the effects of our
policy upon China, but this has never
been clearly enunciated. While several
different hopes have been entertained
we have never spelled out exactly what
we hope to accomplish with respect to
the full effects of our policy upon China.
We aim at preventing aggression. This
is a worthy objective, but the measures
we have taken go beyond the require-
ments of preventing aggression. Such
aspects of our relations as the trade em-
bargo; the boycott on travel; our refusal
to negotiate on questions of substantive
importance at a level higher than the
Ambassador level; our efforts to deny or
ignore the existence of the Mao govern-
ment; and our measures which have
been interpreted as threatened libera-
tion—all these go beyond what would be
necessary to halt any aggression. In
carrying out these measures there is
even good reason to believe that to some
extent we are provoking potential ag-
gression.

Why have we taken such steps as
these that go beyond the requirements
necessary to halt aggression? There are
a few persons, not many, who look for-
ward to a preventive war; who seriously
believe that we might liberate the main-
land. I have not heard any responsible
military officer support the view that the
United States could or should attempt
to liberate the mainland of China. A
few weeks ago, President Eisenhower
ruled out fighting a ground war in Eu-
rope. How much more reason for ruling
out a ground war in the vast expanse of
China? If this is not our aim, then what
is our purpose? A larger number of
Americans seem to accept the view that
by applying extreme pressure to China
we will be able to cause such discontent
that the masses in China will rise up
against their rulers. The tangent of this
is the view that by applying extreme
pressure we will intensify the economic
dependence of China upon the Soviet
Union; that the frictions thus created
will cause a split between China and the
Soviet Union; that then China might
become more amenable.

Whatever the reason used to justify a
policy which goes beyond preventing ag-
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‘gression, two questions are pertinent:

What can we expect to be the outcome
of this policy if we pursue it for another
10 years? Secondly, is there any other
policy which would offer a better pros-
pect for the peace of the world? The
developments of the past 10 years give
us a fairly reasonable basis for forecast-
ing the trend of the future. Several con-
clusions are evident:

First. During the past 10 years our
policy has not prevented the Mao gov-
ernment from fastening its control over
the China mainland. It has not made
life so miserable for the Chinese people
that they have risen up in rebellion
against their masters. While there is
some evidence of resistance, that resist-
ance is not on a large scale or well or-
ganized. The Mao regime has shown its
capacity to put down resistance in the
past, even in outlying Tibet. With each
passing day, it will have a greater ca-
pacity to put down resistance in the
future. If we are to be realistic, it would
seem that a continuation of our policy
will not be any more likely to influence
this effective control than it has in the
past. Instead of fostering revolt, as was
the belief of some persons, our present
policy provides the external threat used
by the regime to rally the support of the
people.

Second. During the past 10 years, our
policy has not been able to affect in the
slightest degree the determination of the
Mao government to bring about rapid
economic change in China. Whether we
disapprove of the forms or the methods
of economic change, the reality is that
economic development is taking place at
a rate many economists would noft have
believed possible. Here again, our pres-
ent policy cannot be expected to influence
the future course of economic develop-
ment, except as it compels a continu-
ing economic interdependence between
China and the Soviet Union—an inter-
dependence which is bound to enforce
political and military unity between the
two Communist powers.

Third, During the past 10 years, our
policy has not been successful in bring-
ing about a split between China and the
Soviet Union. Looking to the future, it
appears reasonable to conclude that the
continued application of pressure upon
China will further reinforce the unity of
the Communist bloe. It will enforce that
unity because it deprives China of any
alternative. It compels China to subor-
dinate its independent role and status
in consequence of its dependence and
enforced reliance upon the Soviet Union.

‘The industrial and economic progress
of China has led some persons to be-
lieve that China can produce enough
food to take care of its own people. I
am one of those who believe that there
is a grave question as to the capability
of Red China to raise enough food to
take care of its teeming millions. There
simply are not enough acres for the pro-
duction of food to divide among present
and growing millions of the Chinese
population. If those who believe that
China will face serious food problems in
the years ahead are right, what alterna-
tives are left to Red China? There are
three: Red China will necessarily either,
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first, turn to Russia to supply its need for
food; second, trade with us; or third,
move for food in the direction of south-
east Asia. It would seem to me that Red
China would not want to become more
dependent upon Russia for food, either
for the lands to raise it or by direct im-
portation. As to the second alternative,
I do not believe that Red China would
want to become dependent upon us for
its necessary supply of food. This leaves
the third alternative as the logical one
which will be adopted by Red China,
namely, a push into southeast Asia by
economic and perhaps by military
means, to secure the necessary sources of
food. How can it be stopped? Cer-
tainly we cannot stop it with military
intervention and ground troops. If it
is to be stopped at all it will be stopped
by Asians; and we must help them to
achieve the necessary unity to maintain
their territorial and political integrity
against what, in my view, will be a cer-
tain move by the Red Chinese to find the
land for food production to meet the
needs of their population. Here, too,
lies the basic weakness of the present
economic program in China. And the
problem of food affords the United States
and the rest of the free world some bar-
gaining room with the China leadership.

If our measures of the past 10 years—
that is, the measures which go beyond
the needs of containment—have not
served the national interest; if a prolon-
gation of those measures can reasonably
be expected to intensify the hatreds, the
buildup of military power, the enforce-
ment of greater demands upon the peo-
ple of China, and the solidarity of the
Communist bloe, what evidence is there
that a change in our policy would pro-
duee any different results?

I have no positive proof to offer, In=-
deed, in all probability, in the first in-
stance China would be suspicious of
any change. My guess is that any
initial effort on our part to bring about
a more realistic relationship would
probably be spurned by China. I fully
recognize that if a workable relationship
is to be established, in the long run it
will require the desire and effort of
China, as well as of the United States;
and it will have to take place over a pe-
riod of time. Can there be definite
proof of the benefits of any alternative
policy a decade hence, unless an attempt
is made to test that policy? It has
taken us 10 years to discover that the
present policy is not in our interest. I
would be the last to suggest change sim-
ply for the sake of change; but in this
instance there is evidence that the pres-
ent policy has not served our purpose,
and there is reason to believe that a
more realistic relationship would serve
our interest.

To be specific, for example, there is
the question of the present trade em-
bargo. If the embargo deprives China
not only of the implements of war, but
also of all other items, it compels Peiping
to go to Moscow for these items. 'This
one act not only closes the doors to con-
tacts with the non-Communist world,
but also places Peiping in a position of
dependence upon Moscow. It creates a
future reliance upon Moscow for tech-
nicians and for spare parts. It serves
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as a reason for a small army of Soviet
technicians in China. It makes it pos-
sible for the Soviet Union to demand a
political quid pro quo. The question
now is this: If China were relieved of
this dependence upon the Soviet Union,
can it be proved, in advance, that China
would trade outside the Communist bloe,
and that that would be in our interest?
No, Mr. President, it cannot be proved.
But on the basis of the epithets directed
by high-ranking Chinese officials toward
the Soviet Union during the Hundred
Flower experiment; on the basis of the
evident hard bargaining which accom-
panies each Sino-Soviet trade agree-
ment; on the basis of China’s needs,
compared to the capacity of the US.S.R.
to export; and on the basis of overtures
which already have been made by China
to discuss trade with the United States,
there is fairly good reason to assume
that in the matter of nonstrategic trade,
during the next 10 years a normal work-
ing relationship could be established;
that even though China continued to
maintain a close relationship with the
Soviet Union, the ties binding the Com-
munist bloc together would be weakened
and China’s ties with the free world
would be strengthened. In like manner,
there is no positive proof that a change
in policy which would permit such
measures as negotiations at a higher
level, the exchange of news correspond-
ents, and so forth, would serve our fu-
ture interest. I cannot but feel, how-
ever, that war 10 years from now, if it
comes, may depend as much upon the
extent to which we and China continue
to maintain the present hostility as
upon China’s future capacity to make
War.
EFFECT UPON OTHER COUNTRIES OF ASIA

Mr. President, a third major justifica-
tion for our China policy has been that
it is a necessary one in order to prevent
aggression, infiltration, subversion, and
to prevent communism from becoming
the wave of the future in Asia. In deny-
ing that the policy in its present extreme
form is necessary in order to accomplish
these objectives, I do not want to be mis-
interpreted. I believe my determination
to halt communism is as strong as that
of any other American. If, however, a
part of our China policy serves this pur-
pose, and if another part nullifies this
purpose, then I say that we should be
prepared to change the part that oper-
ates against our long-term interest. I
question the thesis that any change
would inevitably result in the fall of all
Asia to communism. Since President
Eisenhower first voiced his fears of the
“falling dominoes,” at the time of the
partition of Vietnam, the toppling of
Asian states, one by one, has been identi-
fied with any change in China policy. As
usually presented, this theory maintains
that, after Vietnam, Laos, Burma, Indo-
nesia, and the Philippines had fallen, an
outflanked Japan would be the nsxt to
fall; and that after losing the industrial
strength of Japan, it would then follow
that Europe and the United States would
fall like ripe plums.

That makes good oratory; but, Mr.
President, I raise this guestion: If such
a chain reaction is to be prevented, will
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our present China policy prevent it, or
will present policy aggravate it? We can
agree that our alliances with South Ko-
rea, Japan, the Republic of China, the
Anzus Pact, and SEATO are useful in-
struments to prevent aggression and
subversion. We can agree that our mili-
tary aid is useful. There is general
agreement that to the extent that we
can aid in developing economies and
strengthening the emerging political in-
stitutions, communism will cease to be a
wave of the future in Asia. It would be
in the unrest of peoples seeking a better
livelihood and the fruits of their new-
found independence that communism
would incubate as a wave of the future
in Asia. For our part, we are assisting
the governments of those countries in
their efforts; and, after having made
considerable headway in recent years, I
trust that we shall continue to provide
economie, military, and technical assist-
ance., But what possible relationship
does our China policy have to these
measures?

The Communist-led Hukbalahaps were
not defeated in the Philippines because
the United States had an embargo on
trade with China or because we had a
boycott on travel to China, or because we
refused to permit American newsmen to
enter China, or even because we did not
recognize China. They were defeated as
the result of the energetic measures
taken by the late President Magsaysay.
The Huks ceased to be a threat in the
Philippines as the result of a police ac-
tion, coupled with the grant of home-
steads and other economic measures to
improve the livelihood of the people.
But irrespective of the reason, U.S. China
policy had little to do with the outcome.

In Vietnam, following the partitioning
of 1954, order was restored by the Diem
government with our assistance. The
new government weeded out the Com-
munist inspired agents of the Vietminh
who had infiltrated into the south. By
bringing Vietnam, Laos, and Cambodia
within the protective mantle of SEATO,
it was made clear that any aggression by
Communist China would not be toler-
ated. But having done this, and having
established a large-scale military and
economic-aid program, are we to pre-
sume that President Diem would have
been any less determined in his opposi-
tion to communism if the United States
had maintained a different relationship
in its dealings with China?

In Burma, the red flag and white flag
Communists were subdued without as-
sistance from the United States. The
status of our relations with China had no
bearing whatscever upon that outcome.
In Malaya the Communists were de-
feated as a result of the punitive cam-
paign led by General Templer, plus other
positive measures taken by Britain prior
to the grant of independence. United
States-China policy was irrelevant fto
this outcome. In India in the last elec-
tions the Communist Party won control
in the State of Kerala. Are we reason-
ably to assume that this outcome would
have been affected in any way by U.S.
China policy, or is it more reasonable to
assume that this was the result of im-
poverished economic conditions or other
local reasons?
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The conclusion I reach is that United
States-China policy in the larger sense
has very little indeed to do with the
willingness of the people of Asia to re-
sist Communist aggression and subver-
sion. But the argument is advanced
that the people of Asia are prepared to
resist communism only if they are as-
sured that the United States will stand
by them:; that if we changed our China
policy it would be interpreted that we
would not stand by them; that there-
fore they would have no alternative but
to permit Communist China to dominate
them. This again makes good oratory,
but it assumes that someone has an
omniscient insight into what motivates
the people of Asia. I do not claim such
an insight, but I get a different answer
from the people who are close to the
thoughts of Asians.

For one thing, it is not possible to
Iump all Asians together. Perhaps 80
percent, or an even greater percentage,
of the people of non-Communist Asia
do not have even the vaguest notion
that Communist China exists or that
the United States exists. They are
immersed in the village life—in the
struggle for survival, in how to get
enough to eat. If they are to be shield-
ed from any temptation to adopt com-
munism, the factor of least relevance is
U.S. policy toward China. Therefore,
those who warn of the dangers are re-
ferring to the thin strata of leaders and
potential leaders. But even here there
is little room for generalization.

Rather than the flat conclusion that
a change in our China policy would
cause this group to submit to commu-
nism, the more valid conclusion would
seem to be that the majority would con-
tinue a determined resistance to any
Communist aggression. At the same
time, many would prefer that the United
States adopt a more realistic relation-
ship with China. It goes without say-
ing that a change would not cause the
Republic of Korea, the Republic of
China on Formosa, Japan, the Philip-
pines, or the Republic of Vietnam to go
Communist. Thailand and Pakistan
would hardly weaken their resistance,
particularly since each has come under
the rule of temporary military govern-
ments that are keenly alert to any Com-
munist subversion. But what of the so-
called neutral states, India, Indonesia,
Burma, and Ceylon? It is with these
states that our relations suffer most as
a result of the extreme nature of our
China policy. All of these states are
prepared to prevent Communist aggres-
sion. They supported the United Na-
tions in Korea. They all have embarked
on economic development programs
which, if successful, would curb the in-
cubation of communism at the source.
But while being wary of potential Com-
munist aggression, they also oppose the
‘extreme aspects of United States-China
policy. In this they find considerable
support from Japan, Thailand, and
Pakistan.

The reason why our China policy has
caused a strain is not the legitimate
measures to prevent aggression, but
largely because of our insensitivity to
what has caused communism to emerge
in China, and our negative, sterile

CONGRESSIONAL RECORD — SENATE

method of dealing with it. Being of
Asia; having lived under Western domi-
nation; having felt the same pressures
of nationalism which underlie commu-
nism in China; having felt, with China,
the sting of racial diserimination, the
desire for equality, international pres-
tige, and recognition; and having shared
with China the embarrassment of pov-
erty and the same determination for eco-
nomic betterment—these neutral nations
of Asia have weighed the arguments and
have concluded that the United States is
not completely right and China com-
pletely wrong. They appreciate the cir-
cumstances under which revolution
occurred in China. They are sensitive to
the various courses the revolution can
take, and they are convinced that our
China policy is aggravating Communist
excesses and is perpetuating threats to
the peace of Asia. Whether they are
right or wrong, it is evident that a
change in our China policy would not
cause these nations to capitulate to
communism. They have already estab-
lished their relationship, as well as
their resistance, to China.

But there is still another argument
usually advanced to support the idea
that any change in China policy would
start a chain reaction of falling domi-
noes. There are some 11 to 13 million
oversea Chinese in Southeast Asia. It
is contended that if we were to change
our China policy, these oversea Chi-
nese would have no place to turn to
other than China; so, it is argued, for
some unclear reason, they would all be-
come Communists. The patent argu-
ment is that they would then constitute
a built-in springhoard for subversion
1a&d aggression throughout Southeast

a.

I frankly am a bit surprised that this
justification has survived. It is true,
the oversea Chinese are scattered
throughout Southeast Asia. In every
country they are a small minority with-
out significant political power, with the
possible exception of Malaya. Most of
these are third- or fourth-generation
Chinese. Like the Chinese in Hawaii,
their roofs and ties are in the present
homeland. There are a few, however,
who still have relatives in China. Their
contact with China has been in the form
of sending remittances to these remote
relatives. A few have sent their sons
to be educated in China.

Now what has happened? After the
Communists came into power the over-
sea Chinese soon discovered that their
remittances were being confiscated by
the state. Since the establishment of
communes, the flow of remittances has
been reduced to a trickle. Several years
ago the overseas students who went to
China numbered in the hundreds, mostly
from the Singapore area. Now the
number has dwindled. Instead of re-
turning to Indonesia, Singapore, Viet-
nam, or elsewhere, to become a “spring-
board” for subversion, these students
have practically all remained in China.
The picture is usually portrayed as a
choice in which the overseas Chinese
can pay loyalty only to Chiang Kai-shek
or to the Communists; that any change
in policy would deny Formosa to the
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oversea Chinese and would compel them
to embrace the mainland. The fact is
that the vast majority of the oversea
Chinese have little concern either for the
Chinese Communists or the Nationalists.
Those who might pay loyalty to Peking
have already done so. Those who look
to Taipei would not necessarily be pre-
vented from continuing their present
loyalty merely because of a change in
U.S. policy, assuming that we would
make no change which would abandon
Formosa to the Communists.

Mr. GORE. Mr. President, will the
Senator yield?

Mr, ENGLE. I am delighted to yield
to the Senator from Tennessee.

Mr. GORE. As I have listened to the
able, provocative address of the distin-
guished junior Senator from California,
I have been impressed by the fact that
time and again he has pictured present
policy as a defense of the status quo, as a
resistance to change. How, I ask the
Senator, can we hope ultimately to win
by defending the status quo in a world
that is in constant change?

Would it not be the better part of wis-
dom to wundertake to influence the
change, which is inevitable? Would
success not be more likely if we had a
moving policy sufficiently flexible to
meet changing conditions?

Mr. ENGLE. I appreciate the Sena-
tor's remarks, and for the greater part of
an hour I have been talking about that
precise proposition.

The contention is made that we can-
not change our China policy, and vari-
ous arguments have been advanced with
reference to why we cannot change that
policy. The last argument is the one I
am currently discussing; that is, that
somehow or other a change in our policy
would turn all of the oversea Chinese—
the Chinese who are off the mainland of
China and scattered throughout the var-
ious parts of Asia—into Communists
overnight, and that a change of policy,
therefore, cannot be tolerated.

I am dealing with these arguments,
because it is necessary to convince not
only our own Government but also the
people of this country that we must be
prepared to make a change before any
kind of a change will even be consid-
ered. I am dealing with that proposi-
tion at the present time. I hope to es-
tablish the premise that change must
occur, and then I propose to offer some
suggestions as to areas in which change
might be considered and might be ne-
gotiated.

It does appear the argument that we
cannot change our China policy because
of the oversea Chinese does not carry
much weight. What we have been say-
ing, in effect, is that we choose not to
make any gestures which might lead to
a more realistic relationship with 600
million people, because a mere handful of
oversea Chinese might do what the oth-
ers have already done—turn to com-
munism.

Mr. GORE. Mr. President, will the
Senator yield?

Mr. ENGLE. Yes, I am glad to yield
to the Senator from Tennessee.

Mr. GORE. I hope the Senator will
understand that I make no pretense of
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expert knowledge as to the oversea Chi-
nese problem, so-called. I have séen
many of the so-called oversea Chinese.
I believe that is the way they are de-
seribed.

Mr. ENGLE. Yes. They are in the
Philippines and throughout Asia.

Mr. GORE. Throughout Southeast
Asia.

Mr. ENGLE. They are also in Hawaii.

Mr. GORE. They have become citizens
of Hawaii, and are playing a responsible
and admirable part as responsible cit-
izens.

Mr. ENGLE. They certainly are.

Mr. GORE. That was the suggestion
I was about to venture. These people
should be encouraged to become citizens
of Laos and should be encouraged to
become citizens of Thailand and the
other countries. As such, it would be
natural to expect that they would have a
loyalty to the country of their citizenship.
Would the Senator think that is one
possible avenue for change?

Mr. ENGLE. That is certainly true.
These are third- and fourth-generation
Chinese. Their loyalties are to their
present homelands.

What happens with reference to our
policy with respect to China is not going
overnight to make these Chinese dedi-
cated Communists, who peddle commu-
nism throughout Southeast Asia.

So, Mr. President, on balance, it would
appear, then, that there is something
wrong with the argument that any
change in China policy would result in
communism becoming the wave of the
future in Asia. The vast majority of the
peoples of Asia would not mind being
closely identified with the United States
if it could be on a basis of reality and
equality. They would like to move for-
ward in association with us in a positive
way to shape better living conditions,
better institutions, and to bring Asia to
its rightful place in world councils. But
when the United States justifies its rela-
tionship with all of Asia almost exclu-
sively on the basis of halting commu-
nism; when the United States pursues
an unrealistic, fruitless policy of extrem-
ism toward one of the largest states of
Asia and the world; when the United
States chooses to focus its key Asian pol-
icy so as to coincide with the personal
ambitions of President Chiang Kai-
shek—we go far toward alienating the
respect and trust of the balance of Asia.
I pose this question—even apart from
our long range interest in terms of the
effect of our relations upon China, does
our interest lie in permitting this China
policy to undermine such influence as
we may have throughout the great ex-
panse of Asia beyond the tiny island of
Formosa? Insofar as I can see, the
answer to that question is clear. In the
long run if any U.S. policy is to be suc-
cessful it must identify our interests and
purposes with the interests of the coun-
tries of all of Asia. In the long run the
world balance of power will not be deter-
mined by the degree to which we cater
to the whims of the refugee government
in Formosa—it will be determined by
our relationship to the balance of free
Asia, and indeed, to the relationship of
free Asia to China.
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Free Asia endorses the legitimate
measures of the United States to pre-
vent Communist aggression. But when
the balance of Asia opposes those pro-
vocative aspects of U.S. policy which go
beyond the need of containment, when
the balance of free Asia registers even a
partial lack of confidence as a result of
the failure of the United States to estab-
lish more constructive relations with
China, the evident conclusion is that
some change in our China policy would
not result it the Communist domination
of all Asia. To the contrary, such change
is necessary if we are to have the con-
tinued confidenice of the peoples of Asia.
If we do not retain that confidence, then
our present policy could lead to a dis-
astrous shift in the balance of power.

EFFECTS UPON FORMOSA

This leads to the final major argu-
ment which has been advanced in op-
position to change in China policy. Even
though it would appear conclusive that
our relationship to China and the other
countries of Asia would benefit from a
change in China policy, the question
still remains, what effect would it have
upon Formosa?

The usual interpretation is that the
slightest change in our China policy
would mean that we would abandon our
wartime ally and stanch opponent of
communism, President Chiang Kai-
shek; that we would abandon our secu-
rity interest in Formosa to the Commu-
nists; and that we would have to aban-
don our treaty commitments to the Na-
tionalist Government. The conclusion
usually reached is that we would not do
any of these things for security or moral
reasons, that, therefore, we cannot make
any change in our China policy. The
flaw in this line of thought is that all of
these consequences might follow if we
are thinking of the Nationalist govern-
ment as the legal and legitimate Gov-
ernment of all of China, The conclu-
sion does not follow, however, if we face
up to the reality that the Nationalist
government is not the Government of
China. I think we have to make a dis-
tinction in our thinking between our ob-
ligations to the Nationalist government
as a government on Formosa and to this
same government as the Government of
all China. In sorting out what is real-
istic, on the one hand, and what is fie-
tional, on the other, the reality is, first,
that the Nationalist government has a
legitimate right at present to govern
Formosa; and, second, that it has lost
the mainland and has no early or prac-
tical prospect of regaining the mainland.
If the Communist government were to
be overthrown, it is hardly likely that
the people of China would restore the
Nationalist government to power; in a
realistic sense, Formosa exists as a sepa-
rate state; in our defense treaty we do
not guarantee the defense of China, but
the defense of Formosa, thereby ac-
knowledging the de facto existence of a
separate territorial entity.

In a realistic sense then, our obliga-
tion to the Nationalist government is an
obligation to that government on the
Island of Formosa. The fictional side of
the ledger is that the Nationalist gov-
ernment controls China; that it might
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regain control of China; that it repre-
sents China; and that the United States
has some sort of obligation to restore its
control over the mainland. If we recog-
nize the reality for what it is, then we
have no obligation, legal or moral, which
should prevent a change in our China
policy provided we recognize that de
facto existence of Formosa as a sepa-
rate entity and provided we remain loyal
to our treaty obligation to defend For-
mosa. It is the preservation of the fic-
tion that the Nationalist government is
the legitimate government of all of
China that makes it possible to jump to
the conclusion that any change in China
policy. would mean the sacrifice of
Chiang Kai-shek and Formosa. We
cannot compel President Chiang to de-
clare the independence of Formosa. We
can, however, make it unmistakably
clear that our treaty responsibility is
restricted to Formosa; that we do not
recognize the Nationalists as the de facto
government of mainland China; that we
intend to move forward, seeking to es-
tablish workable relationships with the
Mao government. To the extent that
we move forward in establishing such
relationships, to that extent the sepa-
rate status of Formosa will become a
fact, even to the Communists and the
Nationalists; to that extent the mas-
querade of the past will give way to a
realistic approach to the future.

POSITIVE SUGGESTIONS

If we recognize, as I think we should,
that our present Chinese policy is not
adequate, we should be prepared to ne-
gotiate for some specific changes. Our
policy, and what we propose, should be
flexible, depending to some degree upon
how far the Red Chinese are willing to
make concessions in our interest in the
Far East. These steps should be taken
one at a time and we should not be in
too big a hurry about it. But there are
certain areas in which we should be
willing to negotiate and talk with the
Red Chinese with a view to concessions
to be made on their side.

As a start, we should be willing to ne-
gotiate the entrance of Chinese corre-
spondents to the United States on a basis
of reciprocity and equality with U.S.
correspondents admitted to Red China,
We should be willing to place the issu-
ance of visas to the Chinese on the same
basis and under the same controls as now
apply to the citizens of the Soviet Union
provided that the Chinese are willing to
admit American correspondents to the
mainland of China. At the present time
we are dependent upon foreigners and
members of the foreign press as to what
is going on in China. We should cer-
tainly have no reluctance to admitting
Chinese citizens and correspondents in
this country under the same restrictions
applicable to citizens of the Soviet Union.

Second, we should be willing to dis-
cuss with Red China the possibility of
placing our trade with Red China on
the same basis as our trade with the So-
viet Union. Why should they be differ-
ent? There are many concessions with
reference to trade in the Far East that
might be advantageous to us and our
friends if this kind of an arrangement
is carefully negotiated.
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Third, we should make it plain that
although we intend to maintain our
treaty obligations with reference to For-
mosa, we have no intention of supporting
military adventures against the main-
land of China—with its consequent dan-
ger of sefting off a major war. This
kind of discussion could be the basis of
relaxing the military tensions in the Far
East.

Fourth, we should assume the initia-
tive in placing the defense of Formosa
on a broader international base than it
is at present and lay the foundation for
the long-range status of Formosa. We
have been criticized in the United Na-
tions for the position that we have taken
on Formosa and our failure to advocate
any affirmative program to change the
status quo there. Time is running out.
Both Chiang Kai-shek and his soldiers
are growing older and sooner or later we
have to face up to a new status for For-
mosa. Why should we not place the
matter squarely before the United Na-
tions, offer to refrain from participa-
tion in the discussions if the other in-
terested parties in the Far East stay
out also, and ask a committee of the
United Nations comprised of Asians, or
on which Asians are predominantly rep-
resented, to come forth with some posi-
tive suggestions? This action should not
detract from our commitment to defend
Formosa. And in the interim, during
these discussions we should make it per-
fectly clear that we do not intend to
see the situation deteriorate. On the
other hand, this action, perhaps more
than any other, would convince the peo-
ple of Asia and particularly the people
of China that we intend to seek pro-
gressive and long-range solutions to the
problems in the Far East.

In addition, it would put the onus of
going forward with affirmative sugges-
tions upon the United Nations, where
there has been criticism for not moving
as fast as it was thought we should.

Fifth, we should consider the possi-
bility at some stage during these pro-
ceedings, especially if the Mao govern-
ment shows any willingness to meet us
halfway, to negotiate with the Mao gov-
ernment on issues of substance at a level
higher than the present ambassadorial
talks in Warsaw. This, it is true, would
lead us nearer to practical recognition of
the Mao government, but it is still 1
or 2 steps removed.

Finally, all these negotiations through-
out should be on a quid pro quo basis,
and we should make it clear that our de-
termined aim is to halt any Communist
aggression in the Far East. We should
give substance to this determination by
continuing to strengthen military and
economic defenses, but at the same time
we should permit the countries of Asia
to participate with us in progress made
in economic and cultural relations with
China rather than follow our past prac-
tice of penalizing and frowning upon
such efforts.

This is not an easy program to under-
take. It proceeds from the assumption
that our present policy is getting us no-
where and that we ought to try new
means and new methods., It presup-
poses the active and good-faith cooper-
ation of the Red Chinese themselves in a
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step by step exploration in each of the
separate areas I have mentioned. It
will take time and patience but it can
be done and eventually the necessity of
doing it has to be faced, and so let us
face it now.

The challenge to our foreign policy in
the next decade is to prevent the total
marriage of China and the Soviet Union.
The resulting economie, political, and
military colossus would include nearly
one-third of the world’s population.
Stretching in one unbroken, tightly con-
trolled Communist federation from Ber-
lin to Canton, it offers a chilling pros-
pect. Some people think that has al-
ready occurred, but I do not agree. I
think there are basic ideological fric-
tions at the present time. China is in no
sense a satellite of Soviet Russia, as are
Hungary, Poland, Czechoslovakia, Bul-
garia and Rumania. China is big
enough and important enough to stand
alone, and the Chinese leaders know
that. Our policy should move in the di-
rection of preventing a complete de-
pendence of Red China on Soviet Russia
and a total marriage of the two on the
basis of the Chinese necessity. Our
present policy does not move in that di-
rection. For those reasons, I raise these
questions and make these suggestions in
the hope that we can get started now
with a new and more vigorous approach
to a policy that will move in the right
direction.

Mr. DODD. Mr. President, will the
Senator yield?

Mr. ENGLE. I yield.

Mr. DODD. I congratulate the Sena-
tor from California for a truly remark-
able speech. It is characteristic of him.

I was privileged to serve in the other
body with the Senator from California.
I remember the demonstrations in that
body of his good mind, his great courage
and his wonderful intellectual integrity.
These are precious qualities in the kind
of world in which we live.

I agree with most of what the Senator
has said. I may disagree with some
parts of his speech; but the important
thing is that he has had the courage and
intellectual honesty to raise these ques-
tions and frankly discuss them.

I hope no one will suggest that there
has been some meddling, or that what
has been said may impair the responsi-
bilities of those in the executive depart=
ment. That has been said on occasion,
and I think it is regrettable. We must
be careful not to restrict our constitu-
tional responsibility with respect to
questions of foreign policy. We need
more discussion of this kind.

For those reasons, I commend my col-
league from California. I believe he
has made a valuable contribution. I
hope other Senators will join in this
kind of discussion. The Senator from
California has invited other Senators to
express their views and make their con-
tributions. The least we can do is sup=
port him and thank him for his leader-
ship. In this way we can get a better
policy. No one can disagree, certainly,
that our present policy is inadequate
and that it must be changed; that we
must find a way to improve it and make
it more meaningful. I commend the
Senator from California.
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Mr. ENGLE. I thank my friend from
Connecticut for his comment. I should
like to make this observation. The sit-
uation in Europe has been the subject of
continuing debate on the floor of the Sen-
ate and elsewhere throughout the United
States. However, for some reason or
other the impression has been created
that we cannot talk about our foreign
policy in the Far East, particularly with
respect to China. I submit that it is
about time we ventilated that subject a
little by some discussion on the floor of
the Senate.

That was the purpose of my effort this
afternoon. The position which I take is
one which suggests possible areas of
negotiation, and that we need not trade
one extreme of policy for another ex-
treme of policy, but that these matters be
developed over a period of time by dis-
cussion.

Mr. GORE. Mr. President, will the
Senator yield? :

Mr. ENGLE. Iam glad to yield to the
Senator from Tennessee.

Mr. GORE. I wish to join the Senator
from Connecticut in his expression of
commendation. The Senator from Cali-
fornia has shown courage and ability and
imagination. We must in some way move
in a moving world. We cannot remain
static and expect to be on the wave of
the future. The Senator has made no
pretense of having a tried and proven
formula for the solution of the vexatious
problem of our policy in the Far East,
with particular reference to China.
However, he has shown the weakness of
the existing policy, and he has demon-
strated convinecingly that there is in ex-
istence a policy which shows resistance to
change, and has made certain proposals
which, in the opinion of the junior Sen-
ator from Tennessee, deserve careful con-
sideration.

Mr. LONG.
Senator yield?

Mr. ENGLE. I shall be happy to yield
in a moment. First, I should like to say
to my friend, the junior Senator from
Tennessee, that over a period of weeks we
have been attending meetings in which
experts in various fields of vital interest
to Members of the United States Senate
have appeared, for the purpose of try-
ing to improve our information and our
grasp of these great problems.

I believe that we have had three very
renowned spokesmen in the foreign policy
field appear before us, and most of their
discussions dealt with problems on the
continent of Europe.

We are all grateful to the junior Sen-
ator from Tennessee for arranging those
wonderful symposiums, which have been
highly informative and helpful. I hope
he can bring before us some persons who
will talkk to us about the problem with
respect to our foreign policy in the Far
East, if not during this particular series,
then perhaps during a later one, when
the Senator follows out the program, as I
know he intends to do.

I am now happy to yield to the distin-
guished Senator from Louisiana, a mem-
ber of the Committee on Foreign Rela-
tions.

Mr. LONG. Mr. President, I wish to
congratulate the Senator from California

Mr. President, will the
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for his thought-provoking presentation
this afternoon. Some of us have felt for
some time that our policy toward China
was absolutely frozen on dead center.
Certainly it needs the benefit of a very
thorough analysis.

The Senator has made a very worthy
contribution to the type of analysis and
thinking which is necessary from the
standpoint of what our policy should be
in the future, instead of being directed
only to the past.

Undoubtedly there has been too much
repetition of certain flat statements
which really cannot withstand thorough
critical analysis. The Senator has clear-
1y pointed out a number of reasons why
the arguments that we cannot consider
any change in our China policy, when
analyzed, oftentimes mean very little. I
commend the Senator for the fine contri-
bution which he has made this after-
noon. It is a contribution which we
should study in our effort to find a better
approach to the China problem.

Mr. ENGLE. I appreciate the kind re-
marks of the Senator from Louisiana.
Being a new Member of the Senate, who
takes a very keen interest in foreign
policy problems and foreign trade prob-
lems involved in the Far East, I shall
from time to time call on him for his
good advice and help.

Mr. President, I yield the floor.

Mr. PROXMIRE. Mr. President, I too
wish to commend the distinguished Sen-
ator from California for what I think
is a remarkably fine speech, particularly
because he discussed an issue which is
badly in need of discussion. A curtain
of silence has been drawn over the sub-
ject of China, not only in the Senate but
also in the press of the United States.
Particularly in the past year or two there
has been very little consideration of how
our policy can be changed. There has
been an unfortunate polarization of an
“either or” attitude. Either one is for
Formosa or he is for the Chinese Com-
munists. I believe that either policy of-
fers very little.

The Senator from California, with
thoughtfulness and imagination, has
given us a remarkable analysis, not only
by way of criticism but also by way of
solid, constructive suggestions, as to
where we might go in a careful and
thoughtful way in order to solve this se-
rious problem.

Mr. MORSE subsequently said: Mr.
President, earlier today the Senator from
California [Mr. ENGLE] made a very able
speech on the China problem. It was
my privilege to read the manuscript of
his speech before he delivered it. Un-
fortunately, I could not be on the floor
of the Senate during the time when he
delivered the speech; at that time I was
required to be at a hearing of the For-
eign Relations Committee, at which I
examined at some length, this afternoon,
a series of witnesses.

I ask unanimous consent that the re-
marks I am now making be printed in
the Recorp immediately following the
speech delivered earlier this afternoon
by the Senator from California.

The PRESIDING OFFICER. Without
objection, it is so ordered.
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Mr. MORSE. Mr. President, I wish to
say that, in his speech of today on the
so-called China policy, the Senator from
California presented, in the main, a
position which I have taken for some
years past—in fact as early as 1950—
and which I emphasized over and over
again in my 1956 campaign, when in the
early part of that campaign the opposi~
tion said that was one of the positions
which would cause my defeat in that
campaign; and it is the position which I
emphasized in 1955, here on the floor of
the Senate, in my opposition to the
Formosa resolution.

It happens that recently I was asked
to make a statement summarizing the
position I had taken in the Senate on
China policy; and I set it forth in a letter
under date of May 15, 1959. Because
the Iletter corresponds—interestingly
enough—to so many of the points which
were raised by the Senator from Cali-
fornia [Mr. EncrE] in the exceedingly
able speech which he delivered in this
Chamber this afternoon, I ask unani-
mous consent that a copy of my letter
of May 15 be printed at this point in the
Recorp. Let me say that I have stricken
out the name of the person to whom the
letter was sent; but I ask unanimous
consent that the full contents of the let-
ter be printed at this point in the
RECORD.

There being no objection, the letter
was ordered to be printed in the REcorp,
as follows:

Mavy 15, 1959.

Dear Sm: The following is in response to
your request for my views on recognition
of the Communist government of China and
on what should be done about Formosa and
the Nationalist Government there.

Ever since the establishment of the Com-
munist government in China, I have taken
the position that we should not recognize
it diplomatically until it fulfilled the three
historic criteria of recognition that we have
applied to new governments. They are: (1)
the new government must be one that
actually econtrols the territory and ma-
chinery of the government over which it
claims jurisdiction; (2) it must represent
the great majority of people over which it
claims control. This does not mean that it
necessarily represents those people, at least
in the beginning, with their approval. Dic-
tatorships seldom do. It does mean, how-
ever, that the new government seeking rec-
ognition must control and govern the popu-
lation living in the territory over which it
claims jurisdietion.

Third, we have insisted historically that a
new government must satisfy us that it can
‘be counted on to fulfill its international ch=
ligations.

Applying these three criteria to the Com-
munist government of China, we see that
the first two are met by it. There is no
doubt that the Communist government con-
trols the mainland of China, It is llkewlse
true that they control and govern more than
600 million people. Of course, you and I
know how they control them. The Commu-
nist Chinese Government controls them by
police state methods, and the evidence is
abundant that any attempt upon the part
of anyone or any group to oppose the Com-
munist government results in liquidation or
imprisonment.

However, in respect to the third historie
criterion, the Communist government of
China has completely failed to date to make
& record that entitles it to American diplo-
matic recognition. The Communists have
falled time and again to fulfill their inter-
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national obligations and keep their interna-
tional commitments, In proof of that, one
need only point to their record of ald that
the Communist Chinese have given the
North EKorean Communists In their many
violations of the Korean truce.

Many nations, including Great Britain, do
not insist upon the same criteria in diplo-
matic recognition that the United States
has followed. Both Great Britain and Can-
ada have recognized Red China. But it
doesn’'t follow that we should copycat the
policies of such friendly nations in respect
to recognition policies. To the contrary, I
think we have an obligation to hold fast to
our recognition requirement that before a
nation is entitled to diplomatic recognition
by the United States, it must satisfy us that
it can be counted on to fulfill its inter-
national obligations.

Of course, our recognition policy has not
always been consistently applied. Some-
times we have been very quick to recognize
a new government following a revolution,
before there has been time to determine
whether it can be counted on to keep its
commitments—Iraq, for example. Likewise,
we have extended quick diplomatic recog-
nitlon to some Latin American regimes.
Nevertheless, I believe we should continue
to say to Red China, “We will extend dip-
lomatic recognition if, as, and when you
demonstrate to the world that your commit-
ments can be relied on.”

At the same time, I think it should be
made very clear to the American people that
we cannot wish out of existence the 600 mil-
lion Communist-ruled people of China. We
must face up to the reality in world affairs
that the Red Chinese Government is here
to stay for a considerable time, perhaps, in
some form, for centuries.

Therefore, the question arlses, should we
have any relationships with Communist
China short of diplomatic recognitlon? As
I have said for the past few years, I think
we should.

In my 1956 campaign for the Senate, I
favored trade with Red China in non-war
goods. In fact, for several years before 1956,
I expressed comments in favor of trade with
her in nonstrategic goods. There are many
reasons why I favor trade with Red China
in such goods as textiles, flour, and other
foodstuffs, medicines, and other goods for
civillan wuse that would help us reach a
better understanding with the masses of
‘China.

One is the purely economic reason. Ore-
gon and other western States have carried
on for many decades an historic pattern of
trade with China. The refusal of Secretary
Dulles to agree to any trade has shut us off,
only to have other countries gobble up the
economic advantages of trade. So from the
standpoint of our long-time international
economic Interest, I think we should seek
tao revive trade with China.

A second, more compelling reason is the
moral one. I think we are following an im-
moral policy in refusing to trade with Red
China in nonwar goods. What we are really
doing is trying to impose upon the people
in Red China economic privation unless they
do our political bildding by overthrowing a
form of government that we, with very good
cause, do not like. This adamant position
has cost us dearly In prestige and standing
and public-opinion support among millions
of people In Asia and Africa. They charge
us with hypocrisy in that we prate about our
high moral standing and then follow a very
immoral policy toward China in respect to
trade.

It is sald by some that diplomatic recogni-
tion 1s a condition precedent to trade. How-
ever, that 1s not the case; Japan, for exam-
ple, trades with China without recognizing
her. It would be much easier to carry on
trade in the channels of international com-
merce opened by diplomatic recognition.



1959

However, we can trade with Red China with-
out recognizing her, and it might very well
be that such trade would hasten recognition
because it might cause the leaders of Red
China to appreclate that they should live
up to their international ecmmitments.

Another facet of our policy toward Red
China which disturbs me very much and that
is the growing danger of a nuclear war. We
know that Red China is fast becoming a
nuclear power; we also know that there is
no hope of any effective control of nuclear
testing unless we can reach some agreement
with both Russia and China for an effective
inspection system. If we do not bring nu-
clear testing under control and do not work
out an effective system for control of nu-
clear weapons, if not complete nuclear dis-
armament, the danger of nuclear war is
very real.

Such a war would be unthinkable; it
would be inexcusable; it would be wholly im-
moral. I so characterize a nuclear war be-
cause we all know that such a war would
visit on mankind irreparable injury to civil-
ization for many, many centuries to come.
Therefore, Red China presents to us a very
ugly reality., The free nations of the world
are going to have to deal with her whether
we like it or not in respect to the control of
nuclear testing, weapons, and disarmament.

Here again, I think the United Nations
offers the best vehicle for negotiations with
Red China. They should be carried on
through the T.N, rather than bilaterally
between the United States and Red China,
at least until such time as we feel that Red
China is deserving of our diplomatic recog-
nition.

Now as to your questions about Formosa.
You may remember that in 1856 when the
Formosa resolution was before the U.S. Sen-
ate, I agreed that Formosa be placed under a
United Nations trusteeship accompanied by a
pledge from the United States that we could
defend Formosa and the Pescadores from any
attack of China or Russia until such time as
the question of Formosan sovereignty could
be determined from the application of the in-
ternational law procedures of the United Na-
tions. Nothing has changed since 1955 which
would change my opinion in regard to the
Formosa issue. I continue to say that we
must protect Formosa and the Pescadores
from a Communist blood bath. At the same
time, we should make clear to the world that
we claim no sovereignty rights over Formosa
and we recognize that the sovereignty of
Formosa should in the long run be deter-
mined through the procedures of the United
Nations.

One of the sad historic facts about our
record in Formosa that many people in other
countries, particularly in Asia and Africa,
point out is that the United States helped
impose Chiang EKal-shek’s regime upon some
6 or T million native Formosans who never
had any voice in the matter at all. Thus,
in many parts of the world, Chiang's gov-
ernment is referred to as the puppet govern-
ment of the United States. It seems to me
that we can and should protect Formosa from
attack from the Communists but we ought to
turn the question of Formosa's sovereignty
over to the United Nations by urging the
establishment of a United Nations trustee-
ship.

That is my view in Formosa, irrespective of
what we do about recognizing Communist
China.

Sincerely,
WAYNE MORSE.

MESSAGE FROM THE HOUSE—EN-
ROLLED BILL SIGNED

A message from the House of Repre=
sentatives, by Mr. Maurer, one of its
reading clerks, announced that the
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Speaker had affixed his signature to the
enrolled bill (H.R. 3681) to provide for
the free entry of certain chapel bells
imported for the use of the Abelard
Reynolds School No. 42, Rochester, N.Y.,
and it was signed by the President pro
tempore.

TAX REFORM

Mr. PROXMIRE. Mr. President, I
am introducing two tax reform bills.
The senior Senator from Illinois [Mr.
Doucras] is the principal author of one
of them, and in his absence I am intro-
ducing it in his behalf. I am the prin-
cipal author of the other bill.

Both bills are in direct response to the
solemn promise, made in our Democratic
platform at the last National Democratic
Convention, when our party freely
promised the people of America that
“the immediate need is to correct the
inequities in the tax structure.”

The Democratic Party has an ever-
whelming control of this Congress, and
we have a duty to try to keep
our promises. These bills attempt to do
that. They are both based squarely on
the principle that persons with equal
income should pay equal taxes. They
will both raise a substantial amount of
badly needed Federal revenue without
increasing by a nickel the taxes of the
citizen who is already paying his full
share, They will help balance the budg-
et, retire the debt, and meet the press-
ing obligations our Government faces.
In doing this, these measures will help
restrain inflation.

Mr. President, on behalf of the senior
Senator from Illinois [Mr. DoucLAs] the
Senator from Pennsylvania [Mr, CLARK],
the Senator from Minnesota [Mr. HuM-
PHREY], the Senator from Missouri [Mr.
HenniNGgs], the Senator from Oregon
[Mr. MorsEg], the Senator from Michigan
[Mr. McNamaral, the Senator from Ohio
[Mr. LauscHE], the Senator from Colo-
rado [Mr. CarrorLL], the Senator from
Ohio [Mr. Youncl], and myself, I intro-
duce for appropriate reference, a bill
which would reduce the existing 2745
percent depletion allowance for oil and
gas to 15 percent for those who receive
income from oil and gas properties in
excess of $5 million a year; from 27%
percent to 21 percent for those who re-
ceive income from oil and gas prop-
erties between $1 million and $5 mil-
lion a year; but which would keep
the existing rate of 27! percent for
those with income from oil and gas prop-
erties below $1 million a year.

I ask unanimous consent, Mr. Presi-
dent, that the text of this bill be printed
at this point in the REcORrD.

The PRESIDING OFFICER. The bill
will be received and appropriately re-
ferred; and, without objection, the bill
will be printed in the RECoRrD.

The bill (8. 2037) to amend the In-
ternal Revenue Code of 1954 to provide
graduated rates of percentage depletion
for oil and gas wells, introduced by Mr.
ProxMIRE (for Mr. DoucLas, himself, and
Senators CrarRk, HUMPHREY, HENNINGS,
MorseE, McNamarA, LAUSCHE, CARROLL,
and Youwc of Ohio), was received, read
twice by its title, referred to the Com-
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mittee on Finance, and ordered to be
printed in the REecorp, as follows:

Be it enacted by the Senate and House of
Representatives of the United States of
America in Congress assembled, That (a)
section 613 of the Internal Revenue Code of
1954 (relating to percentage depletion) is
amended—

(1) by striking out, in subsection (a),
“gpecified in subsection (b)" and inserting
in lieu thereof “specified in subsection (b)
and (d)";

(2) by striking out paragraph (1) of sub-
section (b) and inserting in lieu thereof the
following:

“(1) Oil and gas wells—The percentage
applicable under subsection (d) (1).”; and

(3) by redesignating subsection (d) as
(e), and by inserting after subsection (c)
the following new subsection: “(d) Oil and
Gas Wells.—

“{1) Percentage depletion rates—In the
case of oil and gas wells, the percentage re-
ferred to in subsection (a) is as follows:

“(A) 271 percent—if, for the taxable year,
the taxpayer’s gross income from the oil and
gas well, when added to (i) the taxpayer's
gross income from all other oil and gas wells,
and (ii) the gross income from oil and gas
wells of any taxpayer which coutrols the
taxpayer and of all taxpayers controlled by
or under common control with the taxpayer,
does not exceed $1,000,000.

“(B) 21 percent—Iif, for the taxable year,
the taxpayer's gross income from the oil and
gas well, when added to (i) the taxpayer’s
gross income from all other oil and gas wells,
and (ii) the gross income from oil and gas
wells of any taxpayer which controls the
taxpayer and of all taxpayers controlled by
or under common control with the taxpayer,
exceeds $1,000,000 but does not exceed $5,-
000,000.

“(C) 16 percent—if, for the taxable year,
the taxpayer’s gross income from the oil and
gas well, when added to (i) the taxpayer’s
gross income from all other oil and gas wells,
and (il) the gross income from oil and gas
wells of any taxpayer which controls the tax-
payer and of all taxpayers controlled by or
under common control with the taxpayer,
exceeds §5,000,000.

“(2) Control defined.—For purposes of
paragraph (1), the term ‘control’ means—

“(A) with respect to any corporation, the
ownership, directly or indirectly, of stock
possessing more than 50 percent of the total
combined voting power of all classes of stock
entitled to vote, or the power (from what-
ever source derived and by whatever means
exercised) to elect a majority of the board
of directors, and

“(B) with respect to any taxpayer, the
power (from whatever source derived and by
whatever means exercised) to select the man-
agement or determine the business policies
of the taxpayer.

“(38) Constructive ownership of stock.—
The provisions of section 318(a) (relating to
constructive ownership of stock) shall apply
in determining the ownership of stock for
purposes of paragraph (2).

“(4) Application under regulations.—This
subsection shall be applied under regulations
prescribed by the Secretary or his delegate.”

(b) The amendments made by subsection
(a) shall apply only with respect to taxable
years beginning after the date of the enact=
ment of this Act.

Mr. PROXMIRE. Mr. President, I
ask unanimous consent that the Douglas
oil depletion bill may also lie on the
desk for a week so that any Senator who
may wish to cosponsor it may do so.

The PRESIDING OFFICER., Without
objection, it is so ordered.

Mr. PROXMIRE. Mr. President, I am
introducing the bill for the senior Sena-
tor from Illinois [Mr. Doucras], and I
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shall read into the Recorp a statement
which he has prepared to accompany
the introduction of the bill:

DEPLETION ALLOWANCE AMENDMENT

Unjust tax differentials in the aggre-
gate cost the Government several billion
dollars a year in revenue. They have in-
creased over the years so that the tax
structure of the country is now seriously
eroded.

Among the most serious of these in-
equities and evasions is the excessive de=
pletion allowances in oil and gas. Unless
Congress cures this and other erosions
and injustices, they will continue to
spread like a cancer through our tax
system.

Mr. LONG. Mr. President, will the
Senator yield?

Mr. PROXMIRE. I yield to the dis-
tinguished Senator from Louisiana.

Mr. LONG. Do Iunderstand the Sena-
tor to say that he is now reading a state-
ment prepared by the senior Senator
from Illincis [Mr. DouGLas]?

Mr. PROXMIRE. That is correct.

Mr. LONG. When he talks about the
revenug——

Mr. PROXMIRE. I should like to
interrupt the Senator at this point. I
have very carefully gone over the state-
ment, and I may indicate some of my
own thoughts as I go along. The amend-
ment was submitted by me last year, as
the Proxmire amendment. I am de-
ligchted that the senior Senator from
Illinois should submit it this year.

Mr. LONG. The Senator is reading a
statement prepared by the Senator from
Illinois. I hope he is not associating
himself with the high interest rate policy
of the Senator from Illinois, which as
the Senator knows, is costing us $3 bil-
lion a year in additional costs to help
finance the national debt, partly as a
result of the great leadership of the
Senator from Illinois, among others, in
imposing so-called freedom on the Fed-
eral Reserve to raise interest rates. I
hope the Senator from Wisconsin is not
supporting that proposal, which has
thrown the budget out of balance and
has resulted in heaping on the working
people a hidden tax to the extend of $15
billion a year.

While it is true that there might be
some need for tax revision, I think the
first thing which should be done is to
remove the hidden tax of $15 billion a
year which has been imposed in line
with the general philosophy of the senior
Senator from Illinois. While there
should be equitable taxation, I do not
think the $15 billion of hidden taxes
should be imposed on the poor people
of the Nation. High interest rates oper-
ate as a hidden tax, unjust socially, and
unfair, I should like to have such taxes
removed before getting around to in-
creasing the tax paid by some of those
engaged in the oil industry.

I hope the Senator from Wisconsin, in
fiehting for fair tax treatment, will do
all that he can to help to remove the
unfair hidden tax of $15 billion which
the working people must pay to the
well-to-do classes for the privilege of
having a Republican in the White
House.
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Mr. PROXMIRE. The Senator from
Louisiana knows that I have strenuous-
ly and vigorously, on the floor of the
Senate, opposed the hard money policy.
Only recently, I pointed out how ex-
pensive it is to the Federal taxpayer.
Because of hard money the refunding
process will cost in the neighborhood
of $1 billion a year more in taxes than
it should. I agree that that is only a
part of the tax. The hidden part is
greater, because everyone who pays in-
terest, which is a large portion of the
American public, will have to pay more.

In defense of the Senator from Illinois,
he believes in using monetary policy as
an instrument of price stability. He is
far better trained in economics than I am
and, I think, than most other Senators
are.

The senior Senator from Illinois, in the
report of the Joint Economic Committee,
criticized the Federal Reserve Board for
its monetary policy during the recession.
He believes that at a time when many
persons are unemployed and there is
much idle plant capacity, interest rates
should not be pushed up, but should be
pulled down. So he cannot very well be
blamed for the present policy.

Mr. LONG. As the Senator from
Wisconsin knows, every time someone
tries to do something to reduce high
interest rates, he is confronted by the
policy of a man like Randolph Burgess,
who has spent 20 years in this particu-
lar field, and who pulls out the previous
statements made by the senior Senator
from Illinois.

This all proves one thing. One has
to be for the people all the time, or else
forget about them, because if he is for
the people only a part of the time, his
words will be used constantly against
his good intentions under different con=
ditions. A person cannot be for high
interest rates on one occasion and low
interest rates on another and make his
position understood. He must be con-
sistent. He must be on one side of the
fence or the other; otherwise, he will be
victimized, as the senior Senator from
Illinois has been. His words will be
used to help further such a policy as has
been imposed on the people; in some
instances for more than 20 years to
come.

The people will be paying high ine
terest rates years from now on long-
term bonds. I suppose my own little
children will be paying high interest
rates on bond issues to build schools in
Louisiana when their own children are
going to the same schools 20 years from
Now.

Mr. PROXMIRE. I feel very strongly
that the senior Senator from Illinois is
for the people all the time. His judg-
ment on monetary policy may differ
greatly from that of the Senator from
Louisiana and that of the junior Sen=-
ator from Wisconsin. But I know of no
Senator who believes more deeply in the
welfare of all the people, especially in
the little people, and that the little peo-
ple should have every consideration,
than does the senior Senator from Illi-
nois. The fact that we may disagree
with him is a matter, I am certain, of
;;:dsment, and not of where his heart

May 21

. Mr. LONG. Iam certain the Senator

from Wisconsin does not approve of the
part which the great Senator from Illi-
nois played in putting over the so-called
independence of the Federal Reserve
Board. There is no more independence
there now than there was before. It is
unfortunate that the Federal Reserve
Board is now in a position to heed the
advice of the Wall Street banker friends
who desire a higher interest rate policy
so that the people of the country will
have to pay them more when people must
borrow money.

Mr., CLARK. Mr. President, will the
Senator from Wisconsin yield?

Mr. PROXMIRE. I yield.

Mr. CLARK. I should like to ask the
Senator from Louisiana if he does not
think an attack on the senior Senator
from Illinois would be in better taste if
the Senator from Illinois were here to
defend himself.

Mr. LONG. Inasmuch as the Senator
makes the point, I may say that I have
tried to get the Senator from Illinois to
discuss this point on this floor time and
again. Perhaps we should wait until he
is here, and I shall be glad to do that.
But I have suggested to him time and
again that once he had helped to put
into effect the program, on which Mr.
Burgess spent 20 years in sending pam-
phlets across America seeking to sup~
port, the United States will be saddled
for many years to come. I do not think
a Democrat is serving the public when
he is supporting that kind of program.

Mr. PROXMIRE. The senior Senator
from Iliinois has made a great record in
the Senate, and even before he was
elected to the Senate, in figchting for the
interests of all the people against special
interests. He has been very consistent
in doing that. I think that is apparent.
If the Senator from Louisiana disagrees
with the position which the Senator
from Illinois and I take on the depletion
allowance, he is perfectly free to discuss
this issue, and we will welcome his dis-
cussion of it. We shall ke delighted to
have him oppose our proposal on the
merits of the issue. If he wants to dis-
cuss monetary policy at another time, I
shall be delighted to join with him in do-
ing all I can to achieve a much wiser
monetary policy than we now have.

Congress is confronted with an ex-
tremely serious problem. Congress,
which is responsible for the Federal Re-
serve Board, seems to have its hands tied.

I have heard the Senator from Loui-
siana say, again and again, that huge
amounts of hidden taxes are imposed
upon the little people. I agree with
him. But I have tried to do all I can
to persuade outstanding economists and
outstanding Senators to draft proposed
legislation which will permit Congress
to do something about this, and to do
it now. It has been very hard to achieve
any results. We can make speeches
about it, but we have not been able to
have passed bills which would correct
or cure the trouble.

When some are given favored treat-
ment, others chafe at the additional
burdens imposed upon them and demand
similar exemptions. Loopholes widen
into huge apertures; a breed of skilled
tax lawyers develops, skilled in helping
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wealthy clients avoid taxes in return for
big fees. The general taxpayer, too
public spirited or too uninformed to ob-
tain similar tax favors, is left bearing
the burdens. Democratic government is
itself weakened by the unfairness of
the whole setup. Just as injustices in
the collection of taxes helped to under-
mine the Roman Republic and the an-
cient regime in France, so similar prac-
tices serve to breed discontent here at
home and undermine men's faith in
their Government.

I should like to say, in my own be-
half, that there is no loophole in the
tax law which is more widely recog-
nized, which has become more notorious,
and which I think is more indefensible
than the oil-depletion loophole. If there
is any loophole which would persuade the
ordinary citizen, the loyal, taxpaying
citizen, to have less regard for his Gov-
ernment and less concern for paying his
taxes honestly, it is this loophole. He
has heard so much about it, and he
knows how hard the big oil boys have
worked and lobbied and campaigned
and entertained to persuade Congress to
keep this privilege on the books, that
the impact on the ordinary American
citizen has been very serious.

Mr. LONG. Mr. President, will the
Senator yield?

Mr. PROXMIRE. I yield.

Mr. LONG. Does the Senator, in his
tax proposals, plan to do anything about
the eapital gains treatment on the sale
of assets?

Mr. PROXMIRE. Lastyear I proposed
that kind of an amendment, and I ex-
pect to do so again this year. A num-
ber of Senators are introducing dif-
ferent kinds of tax bills. I may say
that this is not the end of the matter;
it is only the bzginning. We certainly
expect to introduce reforms of that
kind.

I think the capital gains provision
has been badly abused. The Treasury
has called our attention to it. There
is no question that it is a way to com-
pensate executives by enabling them to
receive income and enjoy tax privilege
by paying a small tax.

Mr. LONG. Certainly a case can be
made to support the capital gains treat-
ment. I was curious to know if the
Senator had in mind changing the cap-
ital gains law, because if he had, he
would find that today a person having
the benefit of the 27'%5-percent deple-
tion allowance is really no better off
than he would be if he had simply sold
his oil and gas property, once he had
discovered oil on his property, or sold
the mineral rights to it and took the
capital gains benefit on the income
which was derived from installment
payments for his property.

Mr. PROXMIRE. I think I can show
shortly that the oil operators are in-
finitely better off than if they had to
pay a 25-percent tax. In one particular
case a man had an income of $14 mil-
lion, but paid only approximately
$80,000 in taxes—in other words, a great
deal less than 25 percent; approximately
six-tenths of 1 percent, in fact. That
is the kind of advantage this tax loop=-
hole permits.
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- Mr. LONG. I do not know the case
the Senator from Wisconsin has in
mind. But I am sure he is referring
to a number of other factors which do
not appear in the example he has given.
For instance, he probably is referring to
a case in which a person drilled a large
number of wells, and wrote off the cost
of all the wells—which such a person is
permitted to do—in the same year in
which he drilled them. In other words,
by including his intangible drilling
costs, he thereby could reduce his tax-
able income, because of the additional
costs he incurred. If it is because of
the intangible drilling costs that such
a person is not paying a substantial
amount of tax, I do not think the Sen-
ator from Wisconsin has proven his
point.

Mr., PROXMIRE. Mr. President, of
course the junior Senator from Louisi-
ana is correct; the capital gains and the
intangible drilling cost provisions of the
law are extremely valuable—as I shall
point out—to the oil companies. The
depletion allowance is only one of a
number of special privileges they have.
If the junior Senator from Louisiana will
help us eliminate the oil depletion allow-
ance abuse, we certainly shall be happy
to cooperate with him in eliminating
some of the other advantages.

Mr. LONG. Of course the Senator
from Wisconsin knows that in order for
the United States to have oil, it is neces-
sary for those who are producing oil
to be able to make a profit from that
business; in fact, they must be able to
make enough profit to offset the risk that
they will not find any oil at all.

Methods have been improved: but in
the case of discovery wells, the ratio still
szems to be eight dry holes out of every
nine attempts; and even for the overall
drilling, if the development of previously
discovered fields is included, I believe it
will be found that a very high per-
centage—between 25 and 50 percent—of
all wells drilled result in dry holes.

Somewhere in the picture there must
be some allowance for the fact that
while a man may drill at great expense,
and may find oil, on the other hand he
may, after drilling at great expense, find
nothing. So some allowance must be
made to offset the fact that his invest-
ment—which might amount to as much
as $1 million for a single hole—might
all be lost. As a matter of fact, he
might have to drill a number of wells
before he would find any oil. The risk
he takes must be offset by some factor;
and that requires more than merely a
deduection for a particular loss, because,
in a great many cases, many of the in-
dependents must go out of business un-
less they find oil on their first or their
second attempt. Although it might be
all very nice to have a deduction al-
lowed later on, in order to cover that
cost, if there is not some allowance to
cover the risk undertaken, they would
not find it very attractive to go into the
business; in fact, it would be very
unattractive.

Mr. PROXMIRE. Mr. President, it
has been stated that eight dry holes in
nine attempts is the experience of the
oil companies. This is true on discovery
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wells, but it seems to me that the most
recent statistics indicate a far better
record than that, 25 percent at least work
out. But even if eight of nine dry were
the case, I may point out that no one
is saying that the dry-hole costs should
be ignored. Of course they should be
allowed for; of course the operators
should be allowed to write them off. We
simply question whether all intangible
costs should be written off entirely in
one year; or whether that advantage,
plus the advantage of writing off all the
intangible costs—which amount to
from 75 to 90 percent of the total costs,
should be permitted to be written off at
once—as they are. But even this priv-
ilege is not challenged in this amend-
ment.

Let me also point out to my good
friend, the Senator from Louisiana, that
insofar as the independents are con-
curned, in the case of those who might
be uamaged by such a loss, this bill will
not affect them, because any firm or in-
dividual with a gross of less than $1 mil-
lion will not be affected by the proposal
we make; and any firm with a gross of
between $1 million and $5 million will be
only very modestly affected, because our
proposal is to reduce the depletion al-
lowance from 27! percent to 21 per-
cent—which still would allow a great ad-
vantage over those who produce metals,
for whom there is a 15 percent depletion
allowarce, Only the giants—those with
a substantial income of $5 million or
more—will be fully affected by this
measure. These are persons who ob-
viously drill a great many more than 10
or 20 wells a year, but they can spread
their losses over their good production
and therefore are not seriously affected.

Mr. LONG. Mr. President, will the
Senator yield further

Mr. PROXMIRE. I yield to the Sen-
ator from Louisiana.

Mr. LONG. The argument the Sena-
tor makes, of course, has considerable
appeal, and indicates the Senator from
Wisconsin wants to be fair. Yet the
independent producer in many instances
is out of business if he fails in his first
attempt to find a produective well.

One trouble about the proposal of the
Senator to put allowances in brackets,
according to the size of a company, poses
this problem: Let us take a stockholder,
Grandma Jones, who holds 6 shares in a
company which may have $5 million or
$6 million worth of assets. She would
be denied the benefit of the 271% percent
depletion allowance, under the Senator's
proposal; while, on the other hand, an
independent producer who might be
worth $1 million would, under the Sen-
ator’s proposal, be permitted the benefit
of that allowance, even though he was
in better financial shape than Grandma
Jones, who had inherited 6 shares of
stock. Why should not the old lady,
who happened to own 6 shares of stock
in a substantial company, receive the
same tax treatment as the independent
who might be worth $1 million?

Mr. PROXMIRE. It is interesting,
Mr, President, that whenever Standard
0il Company or ofther corporate enter-
prises which have such enormous advan-
tages are mentioned, it is always Grand-
ma Jones who is said to have a little
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stock and who would be seriously af-
fected. The fact is that all stockhold-
ers, whether Grandma Jones or a
wealthy stockholder, have the same pro-
tection the big corporations have.
Grandma Jones is in the same position,
as a stockholder, as all the other stock-
holders of corporations, which can
spread their losses over their gains.
They can diversify. The problems of
the costs of explorations and bringing
in dry holes would not adversely affect
Grandma Jones. The fact is that the
big oil companies pay far less in taxes
than do other comparable corporations,
that their risks are less than those of
comparable corporations, and that the
case for giving them special tax treat-
ment cannot be rationally justified on
the basis that there are stockholders of
the company whose incomes are modest.

On that basis, justification could be
made for a complete exemption, I pre-
sume, for any corporation, because it
could be found that a widow or an
orphan depended on that company for
income, Therefore, it could be said that
when that corporation was forced to pay
the same taxes as every other company,
we were hurting the poor orphan or
widow.

Mr. LONG. Mr. President, will the
Senator yield?

Mr. PROXMIRE. Iyield.

Mr. LONG. The Senator knows I have
been fairly consistent in my efforts to
favor Grandma Jones. My efforts to
provide welfare increase and adequate
social security payments should show
that my heart is in it.

Mr. PROXMIRE. Grandma Jones has
no better friend than the distinguished
junior Senator from Louisiana.

Mr. LONG. While the Senator from
Wisconsin attempts to be eminently fair
to the independent producer, one point
that occurs to me is that in a number
of cases the practical application of his
proposal would mean stockholders—in
many instances small stockholders—
would be denied, because of the type of
corporation in which they have stock,
the same treatment, which the Senator
describes as favored tax treatment,
which the Senator would accord to some
very substantial producers in the oil and
gas industry.

I point that fact out to the Senator to
show him the complexities of the prob-
lems to which his proposal is directed. If
all the stockholders of Standard Oil
Co., for example, were millionaires,
I think the Senator's proposal would
not present this problem. A prob-
lem is presented when one recog-
nizes the fact that the vast majority of
stockholders are not wealthy. Perhaps
it may be that the ownership of most of
the stock is in the hands of the wealthy,
but I know that the vast majority of
stockholders are not wealthy, and they
could, with good grace, claim tax treat-
ment as favorable as that which the Sen-
ator would seek to accord to the inde-
pendent producer of oil and gas.

Mr. PROXMIRE. What we are try-
ing to do is to put all stockholders on
the same basis, whether they have stock
in oil corporations, steel corporations,
or automobile corporations. We are at-
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tempting to eliminate discrimination.
If some tax benefit should accrue to the
independent entrepreneur who owns an
oil company, it seems to me there is
some justification for it—and the Sen=
ator from Louisiana is much more fa=
miliar with the field than I am—be-
cause the entrepreneur takes risks, he
goes out and does the work, and he has
the imagination and initiative, and per-
haps he should have that extraordinary
reward.

It is important, therefore, that we not
only stop further erosion of the tax
structure, but that we begin to undo
some of the damage already done. It
would be plainly impossible to cure all
the defects at once. But a start can,
and should, be made.

SPECIAL PROVISIONS FOR OIL AND GAS

The most conspicuous of these abuses
is the 2712 percent depletion allowance
on income from oil and gas. Under the
present law, a host of costs and special
allowances are deductible from gross in-
come even before the depletion allow-
ance applies. These are:

First. Operating costs.

Of course, this is a deduction every
industry has, but perhaps it is the only
deduction every industry has which is
not a special deduction for the oil in-
dustry.

This is aside and apart from the de-
pletion allowance. There is this terrific
advantage of the fast writeoff, which
many experts say is more advantageous
than even the oil depletion allowance.

Second. Intangible drilling and de-
velopment costs. These can be written
off in 1 year and not spread over a period
of years, as is the case in other industries.
It has been estimated that between 75
and 90 percent of all costs can be written
off in 1 year in this manner. We have,
therefore, accorded to this industry vir-
tually the ultimate in accelerated depre-
ciation and fast tax writeoffs.

Third. Unsuccessful or dry holes, of
course, can be written off.

Mr. LONG. Mr. President, will the
Senator yield?

Mr. PROXMIRE. 1 yield.

Mr. LONG. When the Senator talks
about intangible drilling costs, he is re-
ferring to the taking of depreciation at
one time. A man drills an oil or gas well.
Assuming the well is successful, the cost
can be depreciated over a long period of
time, it is true; but it is also possible for
a person, if he desires it, to elect to take
his depreciation at one time, particu-
larly his intangible cost. That cost
might include the labor he hired to drill
the well, as an example. That labor is
gone. The pipe in the ground is not in-
tangible. That is an asset which will
remain there, but the labor to help turn
the rotary rig is used up at the time the
well is drilled.

Unless the person has a vast amount
of money to keep tied up in capital over
a long period of time, he has to have the
advantage of a fast tax writeoff in
order to drill more wells. But once he
takes the depreciation, it is gone; he
cannot take it again.

Mr. PROXMIRE. The enormous ad-
vantage to which I have referred is an
advantage with which I am familiar to
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some extent, as a small businessman. We
spent a lot of money in getting our
printing company going, and our de-
velopment costs were substantial. It
would have been wonderful if we could
have written the costs off at once.
Businesses all over America have that
problem. It would be a great advan-
tage if such little businesses could have
a fast writeoff of such costs, but they
cannot. They are required by the in-
ternal revenue laws to spread those
costs over a period of years. As the
Senator from Louisiana has pointed out,
that is a disadvantage, because they have
to have their money tied up. A fast
writeoff is another special benefit that
the oil industry has. We are not trying
to eliminate that advantage; but we are
tfying to put it in its proper perspec-
ve.

Mr. LONG. I hope the Senator re-
alizes that the problems of an oil or
gas producer differ, and very widely,
from those in other manufacturing in-
dustries. The oil and gas industry is
very speculative and risky.

I wonder if the Senator has looked at
the study made by the Chase National
Bank, which indicates that for do-
mestic producers in this country, even
when we consider the 27l percent de-
pletion allowance and the intangible
drilling cost, the profits have been just
about the same as those for the average
manufacturing industry in America.
Does the Senator know that?

Mr. PROXMIRE. I was aware of
that. The fact is, of course, that in all
industries one tends to get an equalizer,
bacause if there is an industry which
has great advantages, as the oil indus-
try has, what happens is that the stock
is bid up, more people enter the indus-
try, and competition becomes greater.
Therefore, the privilege becomes capi-
talized into the industry itself. Then
when one attempts to eliminate this
privilege one encounters the problem of
having a capitalized advantage which .t
is necessary to overcome, I recognize
that, certainly.

Mr. LONG. Perhaps the Senator is
touching upon the economic theory
known as the free-flow-of-capital the-
ory. That is one of the hidden secrets
of the capitalistic system which makes
it work. In other words, if a business
is very profitable, there is a tendency
for large numbers of people to go into
it. The competitive effect is that it
tends more or less to equalize conditions
as between industries. The fact that
the oil industry today is not producing
the full requirements of the Nation for
fuel, on the ene hand, and the fact that
even with these incentives it does not
appear to be any more profitable than
the average of the manufacturing indus-
tries would certainly at least tend to
support the argument that this industry,
with the tax advantages it is permitted,
is really about on the same basis as the
average manufacturing industry. I am
curious to know the Senator’s reaction to
that point.

Mr. PROXMIRE. My reaction is that
I am astounded and astonished. It is
my understanding that in Texas they are
now up to 12 days of production a
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month, and last year they were down to
7 days of production a month. We have
a tremendous amount of oil. We do not
need more. The President recently im-
posed quotas, over the strenuous objec-
tions of some of us. We have tried to
do what we could to have those quotas
rescinded.

We are not in a situation where we
desperately need more oil. The situa-
tion is almost the same as with the farm
problem. We have an embarrassing
abundance of oil.

Mr. LONG. Perhaps the Senator real-
izes there is a problem with respect to
limiting the amount of oil which is pro-
duced in Texas, and the same thing is
true in Louisiana. This relates to the
fact that there is only so much storage
capacity above ground. If one takes
more oil out of the ground than there are
tanks in which to store it, all that can be
done is to pour the oil on the ground and
waste it. It would be better to keep the
oil in the ground than to pour it on the
ground and watch it evaporate after it
has been extracted from the earth. Un-
derneath the ground the oil is in a sub-
terranean reservoir from which it can
be extracted. Once it is taken from the
ground, if there is no storage in which
to put it, the oil is simply lost. That
being the case, it makes no sense to waste
our resources. I know the Senator is a
conservationist and would not want to
waste the oil.

Mr. PROXMIRE. 1 agree with the
Senator from Louisiana completely.
That is why it seems to me to be ridicu-
lous to provide tax incentives to provide
for the exploration and the development
of this precious natural resource at a
more rapid rate than necessary.

Mr. LONG. Assuming that we were
cut off from the Venezuelan oil in the
event of war, and assuming we were cut
off from the Saudi Arabian oil, does the
Senator know that the productive ca-
pacity of all the wells in America is just
about that which is needed to provide
our own requirements for fuel?

Mr. PROXMIRE. Tt think this is the
most eloquent argument there is, per-
haps, for us not to provide incentives for
the more rapid exploration and develop-
ment of the oil we have. We have only
so much in the reserves in this country,
and if we provide incentives for develop-
ing that potential more rapidly, making
them proved reserves, with incentives for
keeping out the importation of foreign
oil, we will use up this precious resource,
and in the event of a national catastro-
phe and emergency we will be in a far
less powerful position.

Mr. LONG. Is the Senator familiar
with the fact that in this Nation we have
enough oil, which can be discovered, to
provide our oil requirements for the next
100 years, but that one cannot produce
the oil unless we have the wells? The
President’s committee made a study of
the matter. The reason the committee
proposed limiting oil imports was that
the number of new wells was falling off,
as the old wells were being depleted, to
such an extent that failure to maintain
the domestic industry could mean over
a period of time that we would not be
able to provide the domestic require-
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ments in the event of a national emer-

gency. I thought the Senator was
familiar with that.
Mr. PROXMIRE. Mr. President, I

was familiar with that, and was also
familiar with the fact that we have great
potential oil development. I am not sure
it is a 100-year supply, for that is not
exactly the figure I had heard. The
length of supply varies somewhat, de-
pending upon the usage of oil as fuel,
and other sources of consumption. It
might well be that the supply would last
100 years, but it might last for longer
than that or for less than that, because
of other factors.

One point is fundamental and very
simple. If we are going to preserve our
natural resources, we cannot do it by
providing tax laws to encourage imme-
diate or more rapid exploitation of the
resources we have.

Mr. LONG. Does the Senator ever
think about the matter from another
point of view? Suppose we have to fight
for survival in a national emergency.
Then the steel we have could not be put
into the oil wells, because the steel would
be needed for tanks, for ships, for planes,
for guns, and for all the various require-
ments of a war economy. Under those
conditions we would need t-e oil pro-
duection, but we could not allot steel for
it. We need to have the wells at the
time the fighting starts. Under the
proper conditions, rather than being
months or years away from being able
to produce the essential fuel require-
ments, we would be in a position to
produce them when the emergency arose.

The administration wisely recognized
that point, and that is the basis of the
concept upon which the administration
is seeking to maintain the fuel industry.

I hope the Senator also knows that if
we consider shale, which is a practical
source for fuel production even now,
and which exists in tremendous quanti-
ties in the Western States such as Colo-
rado and Wyoming, there is enough po-
tential fuel in the known shale reserves
to last this Nation 1,000 years. There
is that much oil which can be extracted
from the shale. So far as a danger of
running out of oil is concerned, that
danger does not exist. The danger is in
not being able to produce the oil when it
is needed.

I hope the Senator will give some
thought to that phase of the question,
and I think that phase is where so many
people fail to understand the problem.
The ability to produce the oil when it is
needed is the essential point of the whole
problem. It is not a question of the
ability to produce the oil ultimately.

Mr. PROXMIRE. Mr. President, to
continue my remarks, the next advan-
tage is:

Fourth. The 14-point reduction in
the tax itself—or a reduction from 52
percent to 38 percent on taxable in-
come—Tfor income derived from opera-
tions abroad in the Western Hemisphere;
Venezuela, Canada, Mexico, and so
forth.

Fifth. Royalty payments abroad, par-
ticularly in the Near East, may be dis-
guised as income tax payments for
which the foreign tax credit is then
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available so that a company then
escapes liability for U.S. tax by being
allowed to take a tax credit for payment
which a domestic taxpayer would be
permitted only to deduct from gross in-
come rather than to take as a credit
against tax.

Mr. JOHNSON of Texas. Mr. Presi-
dent, will the Senator yield?

The PRESIDING OFFICER (Mr.
Moss in the chair). Does the Senator
yield?

Mr. PROXMIRE. I yield to the Sena-
tor from Texas.

ORDER OF BUSINESS—UNANIMOUS
CONSENT AGREEMENT TO VOTE
ON WHEAT BILL

Mr. JOHNSON of Texas. Mr. Presi-
dent, I ask unanimous consent that the
distinguished Senator from Wisconsin
may yield to me for the purpose of pro-
posing an order for the Senate, with the
understanding that the Senator from
Wisconsin will not lose his right to the
floor by so doing.

The PRESIDING OFFICER. Is there
objection to the request of the Senator
from Texas? The Chair hears none,
and it is so ordered.

Mr. JOHNSON of Texas. Mr. Presi-
dent, I suggest the absence of a quorum,
and I shall ask that the order be
rescinded very shortly.

The PRESIDING OFFICER. The
clerk will call the roll.

The legislative clerk proceeded to call
the roll.

Mr., JOHNSON of Texas. Mr. Presi-
dent, I ask unanimous consent that the
order for the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. JOHNSON of Texas. Mr. Presi-
dent, I am informed that my colleagues,
the Senator from Wisconsin [Mr. Prox-
Mirel, the Senator from Pennsylvania
[Mr. Crarxl, and the Senator from
Minnesota [Mr. McCarTHY] have brief
statements which they desire to make,
which are unrelated to the wheat bill
In order to accommodate certain Sena-
tors who expect to be absent from the
Senate late tomorrow evening, I have at-
tempted to arrive at a unanimous-con-
sent agreement with the minority lead-
er concerning the wheat bill. Therefore,
at a later time, I shall again ask the in-
dulgence of my friend, the Senator from
Waisconsin, to propose a unanimous-con-
sent agreement which, in effect, would
be as follows: That at the conclusion of
the statements of the Senator from Wis-
consin, the Senator from Pennsylvania
and the Senator from Minnesota, 30
minutes, to be equally divided, be allotted
on all amendments to the wheat bill, an
hour to Senators in favor of the bill, and
an hour to Senators opposed to the bill.

If such an agreement were entered
into, I should expect the Senate to re-
main in session for a reasonable time
this evening—perhaps until 7 or 7:30
p.m., or even as late as a quarter to 8B,
so as to have as much discussion as pos-
sible. We would not expect final action
on the bill.

I would then ask the Senate to as-
semble tomorrow at an early hour—say
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10 o'clock—in the hope that amend-
ments could be offered, a motion to re-
commit could be made, and a vote on
final passage could be obtained at an
hour which would permit Senators to
keep speaking engagements tomorrow
evening.

I know that all Senators, whether
they come from wheat-producing States
or not, realize the necessity of early ac-
tion on the bill. I understand there is
an expiration date. Most members of
the committee feel that the Senate
should take very prompt action, because
less than 2 weeks are left.

Certain Senators are on their way to
the Chamber. I do not wish to ask the
Senator from Wisconsin [Mr. Prox-
MIRE] to indulge me further at this time.
Later, if he will permit me to do so,
when certain other Senators arrive in
the Chamber, I shall submit a proposed
unanimous-consent agreement.

I thank the Senator from Wisconsin
very much for his courtesy and consid-
eration.

Mr. DIRKSEN. Mr. President, will
the Senator from Wisconsin yield for a
question of the majority leader?

Mr. PROXMIRE. I yield.

Mr. DIRKSEN. In order that I may
have a clear understanding of the pro-
posal of the majority leader, would it
allow an hour on each amendment, to
be equally divided?

Mr. JOHNSON of Texas. No. It
would allow 30 minutes on each amend=-
ment, to be equally divided, and 2 hours
on the bill, to be equally divided.

Mr. DIRESEN. There was no sug-
gestion as to whether or not there would
be any votes tonight. My understand-
ing was that there would be no voting
tonight.

Mr. JOHNSON of Texas. I shall be
glad to agree to that.

I wish to have the Senate complete
action on the bill, and I wish every Sen-
ator to have an opportunity to say what
he wishes to say. This is an important
piece of legislation. I have the respon-
sibility of guiding through the Senate
proposed legislation reported by the
committees. I myself would not object
to a vote as late as 7:30 p.m., but if the
Senator from Illinois feels that he does
not want a vote at 7:30, I am prepared
to yield to his desires.

Does the Senator wish to ask me any
further questions?

Mr. DIRKSEN. No; but the Senator
from Delaware [Mr. WirrLiams] has just
come into the Chamber.

Mr. JOHNSON of Texas. I shall be
glad to yield to him, or to resume later,
when the Senator from Indiana [Mr.
CapeHART] is present in the Chamber.

Mr. WILLIAMS of Delaware. Mr.
President, what is the proposed unani-
mous-consent agreement?

Mr. JOHNSON of Texas. Mr. Presi-
dent, when the Senator from Indiana
[Mr. CapErART] and other Senators who
are interested reach the Chamber, I ex-
pect to propose a unanimous-consent
egreement that, following brief state-
ments by certain Senators, there be an
agreement as to time, which would al-
locate 30 minutes on amendments, to
be equally divided between the propo-
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nent and the opponents, and 2 hours on
the bill, to be equally divided. That
arrangement seemed to be satisfactory
to the minority leader. He came to me
and stated that certain Senators on his
side of the aisle from wheat-producing
States find it necessary to be away from
the city tomorrow afternoon, but he was
willing to have the Senate convene at
an early hour tomorrow. I have spoken
with the Senator from Minnesota [Mr.
McCarTHY] who is the author of one
amendment, and he seems to think that
would be agreeable to him. If no Sen-
ator objects, I should like to have that
order entered tonight.

Mr. CAPEHART. Mr. President, I
have just entered the Chamber. I un-
derstand that the majority leader was
discussing a proposed unanimous-con-
sent agreement.

Mr. JOHNSON of Texas. Let me ex-
plain the circumstances to my friend.

The Senator from Illinois [Mr. DIRK-
sEN] states that certain Senators on his
side of the aisle from wheat-producing
States, who are vitally interested in the
bill, need to leave the city tomorrow
afternoon. He would like to attempt to
arrive at an arrangement under which
there will be no votes on Friday. I do
not believe that we can arrange not to
have a vote on Friday, Monday, or any
other day—certainly not on any 2 or 3
days.

Certain proponents of amendments
will be unable to be present on Friday.
Friday and Monday are both bad days,
as Senators know. On those days, there
is a high absenteeism.

I suggest that we consult the Senator
from Minnesota [Mr. McCarTHY] who
has two amendments, and see if he would
be agreeable to having the Senate con-
vene early tomorrow, with a time limi-
tation of 30 minutes on amendments and
2 hours on the bill, to be equally divided.
The Senator from Illinois could yield 15
minutes to any proponent of an amend-
ment, and I could do the same on my
side. That arrangement is satisfactory
to the Senator from Minnesota [Mr. Mc-
CartHY]. I believe it would be satisfac-
tory to other Senators who are interested.
If it is satisfactory to the Senator from
Delaware and the Senator from Indiana,
I shall propose such an agreement.

Mr. ATKEN. Mr. President, will the
Senator yield?

Mr. JOHNSON of Texas. Iyield.

Mr. AIKEN. The Senator from Kan-
sas [Mr. CarLsoN] had a speech.

Mr. JOHNSON of Texas. The Senator
from Kansas spoke with me earlier in
the day, and expressed the hope that we
would not attempt to pass the bill to-
night. He would like to have it go over
until tomorrow. I assured him that that
would be satisfactory, and that I would
be glad to consult him and ascertain how
much time he desired.

Mr. AIKEN. If we have a limitation
of an hour to a side on the bill, and the
Senator from Kansas wished to speak for
45 minutes, as I have heard he desires
to do, that would leave only 15 minutes
on his side.

Mr. JOHNSON of Texas. He would
have 15 minutes for an amendment. If
that were defeated, he could offer
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another amendment, and then he could
have time yielded to him on the bill.

Mr., AIKEN. I am sure we will use
up all the time that is allowed on the
bill.

Mr. JOHNSON of Texas. I am fear-
ful of that. That is why I want to pro-
vide for a minimum of time, so that Sen-
ators who have engagements on Friday
evening may keep them. I have been
reading about a do-nothing Congress,
and I want to do something to accom-
modate as many Senators as possible.

Mr. AIKEN. I have not heard a word
about a do-nothing Congress in the past
11 years.

Mr. JOHNSON of Texas. The Sena-
tor should read some of the slick maga-
zines.

Mr. ATEEN. Members of a do-noth-
ing Congress do not have the time to
read magazines.

Mr. CURTIS. Mr. President, will the
Senator yield?

Mr. JOHNSON of Texas. Iyield.

Mr. CURTIS. May I inquire when the
limitation of time would begin?

Mr. JOHNSON of Texas. At the con-
clusion of the statements by the Senator
from Wisconsin [Mr. Proxmirel, the
Senator from Minnesota [(Mr. Mc-
CarTHY], and the Senator from Pennsyl-
vania [Mr, CLARK].

Mr. CURTIS. In other words, if a
Senator desired to speak on the wheat
bill this evening, it would be under con-
trolled time.

Mr. JOHNSON of Texas. Yes; if the
Senator got to it tonight. I doubt that
he could get to it this evening.

Mr. CURTIS. I have been waiting
since 12 o'clock to speak on the bill.

Mr. JOHNSON of Texas. Iappreciate
the Senator’s situation. However, I have
nothing to do with the rules. A Senator
spoke on the China policy. Any Senator,
merely by saying “Mr. President,” may
be recognized, and he has the floor from
then on until he finishes with whatever
he wishes to say. I am a little hesitant
about telling any Senator just when he
should speak. I understand the Sena-
tor’'s situation. I do not anticipate that
we will have any votes on the wheat bill
this evening. I should like to work out
an arrangement which will suit the Sen-
ator from Illinois, the minority leader,
who said two or three Senators on his
side had to leave late tomorrow. There-
fore, I thought that we could meet at 10
o'clock tomorrow. We could accommo-
date several Senators. Of course it is
entirely immaterial to me. I have no
engagement, and I am able to remain
here.

Mr. CURTIS. I was going to suggest
that perhaps nothing could be gained by
operating under a limitation of time
this evening. If some of us were able
to speak on the wheat bill this evening
without limitation, we might simplify
matters. Perhaps that could be done.

Mr. JOHNSON of Texas. I believe
that is a reasonable suggestion. The
Senator is always reasonable.

Mr. CAPEHART. Mr. President, will
the Senator yield?

Mr. JOHNSON of Texas. I yield.

Mr. CAPEHART. I have a substitute
for the bill
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Mr. JOHNSON of Texas. Does the
Senator desire——

Mr. CAPEHART. I should like to
make a very brief statement. I have a
substitute for the wheat bill. I doubt
that any bill which could come before
Congress could be quite so important to
each individual Senator as the substi-
tute I shall offer. The substitute I shall
offer to the wheat bill would repeal all
farm price supports beginning with the
acreage year 1960, which means Janu-
ary 1. It would likewise freeze the so-
called Government surplus of from $9 or
$10 billion worth on the day the bill
would take effect, if it should be passed.
It would then permit an orderly disposal
of the surplus.

Mr. JOHNSON of exas. I am fa-
miliar with the amendment. I do not
want to impose on the other Senators
who are waiting to make some remarks

by having the Senator explain his
amendment at this time. I wish to be
courteous to all Senators. If the Sena-

tor objects——

Mr. CAPEHART. I object to any
unanimous-consent agreement unless I
can state what I want to do.

Mr. JOHNSON of Texas. I will not
ask my good friend the Senator from
Wisconsin to wait until the Senator has
made an explanation of his amendment.
I have no objection to increasing the
time and to follow the suggestion of the
Senator from Nebraska not to have the
unanimous-consent agreement go into
operation this evening, but to have it
start tomorrow. I wish to accommodate
the minority leader, who told me that
two or three Senators on his side had to
get away tomorrow. I wanted to make
sure that we would have an early vote
tomorrow.

Mr. CAPEHART. I was merely en-
deavoring to impress upon Senators that
my substitute would repeal, beginning
January 1, 1960, all price supports, and
that they ought to have some time to
think about it. They ought to have some
time to debate it.

Mr. JOHNSON of Texas. How much
time does the Senator suggest?

Mr. CAPEHART. I would agree to 3
hours on my substitute, with an hour
and a half to each side, and 2 hours of
debate on the bill.

Mr. JOHNSON of Texas. Does the
Senator believe that an hour and a half
will be needed on his side?

Mr. CAPEHART. I do not know, but
let me say——

Mr. JOHNSON of Texas. Would the
Senator agree to a unanimous-consent
agreement if we provided 30 minutes to
each side on an amendment, and 2 hours
on the Capehart amendment, with the
2 hours to be equally divided, and 2
hours for debate on the bill? A part of
the time on the bill could be yielded to
the Senator if he needed more time.

Mr. CAPEHART. I would think that
all 98 Senators would want to be heard
on the substitute, which would repeal all
price supports. I am perfectly willing to
agree to a unanimous-consent agree-
ment, but I am not certain that all Sen-
ators would agree, and 80 percent of
the Senators are not present this eve-
ning. I would be willing to agree to a
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unanimous-consent agreement if it pro-
vided for 3 hours of debate on my sub-
stitute and 2 hours on the bill, and
whatever other time is required on other
amendments.

Mr. JOHNSON of Texas. Very well.
I ask unanimous consent that when the
three statements previously referred to
have been concluded, that we have a
time limitation of 30 minutes on each
amendment, to be equally divided be-
tween the proponent and the opponent,
with the exception of the Capehart sub-
stitute amendment, on which 3 hours is
to be allowed, to be equally divided; that
we have 2 hours of debate on the bill,
to be controlled by the majority leader
and minority leader; that the time limi-
tation shall begin at the conclusion of the
morning hour tomorrow; and that the
Senate meet tomorrow morning at 10
o'clock.

I am told that the Senator from Illi-
nois wants 3 hours of debate on the bill.
I modify my request accordingly.

Mr. WILLIAMS of Delaware. Do I
understand correctly that the agreement
provides time on each and every amend-
ment?

Mr. JOHNSON of Texas. Yes; I have
made it very clear, and I told the at-
tachés of the minority to inform the
Senator from Delaware that the Wil-
liams formula was being followed, so
that he need not come to the Chamber.
However, they told me that he was al-
ready on his way.

The PRESIDING OFFICER, Is there
objection?

Mr. DIRKSEN, I expect the Senator
from South Dakota [Mr. Munbpr] to walk
in at any moment.

Mr. JOHNSON of Texas. I thought
he was the one we were trying to ac-
commodate.

Mr. DIRKSEN. I wonder if we could
defer the agreement for a few minutes.

Mr. JOHNSON of Texas. If it is not
satisfactory to the Senator from South
Dakota I will ask that it be reconsidered.

Mr. DIRKSEN. Very well.

The PRESIDING OFFICER. Is
there objection to the proposed unani-
mous-consent agreement? There being
no objection, the order is entered.

The unanimous-consent agreement, as
subsequently reduced to writing, is as
follows:

UNANIMOUS-CONSENT AGREEMENT

Ordered, That, effective on Friday, May 22,
1959, at the conclusion of routine morning
business, during the further consideration
of the bill 8. 1968, to strengthen the wheat
marketing quota and price support program,
debate on any amendment (except an
amendment by Mr. CaPEHART in the nature
of a substitute for the bill, designated as
“5-20-569-B,” upon which there shall be a
limit of 3 hours' debate), motion, or ap-
peal, except a motion to lay on the table,
shall be limited to one-half hour, to be
equally divided and controlled by the mover
of any such amendment or motion and the
majority leader: Provided, That in the event
the majority leader is in favor of any such
amendment or motion, the time in opposi-
tion thereto shall be controlled by the mi-
nority leader or some Senator designated by
him: Provided further, That no amendment
that is not germane to the provisions of the
said bill shall be received.

Ordered further, That on the question of
the final passage of the said bill debate shall
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be limited to 3 hours, to be equally divided
and controlled, respectively, by the majority
and minority leaders: Provided, That the
said leaders, or either of them, may, from
the time under their control on the passage
of the said bill, allot additional time to any
Senator during the consideration of any
amendment, motion, or appeal.

Mr. JOHNSON of Texas. It is clear
that we will have no votes on the wheat
bill this evening. I wish to thank my
friend from Wisconsin, my friend from
Pennsylvania, and my friend from Min-
nesota for indulging me. I shall ask for
a reconsideration of the unanimous-con-
sent agreement if it is not satisfactory
to the Senator from South Dakota [Mr,
MuonpT].

Mr. President——

The PRESIDING OFFICER. The
Senator from Texas.

ORDER FOR ADJOURNMENT TO
10 AM. TOMORROW

Mr. JOHNSON of Texas. Mr. Presi-
dent, I ask unanimous consent that when
the Senate completes its business today
it stand in adjournment until 10 o’'clock
tomorrow.

The PRESIDING OFFICER. Without
objection, it is so ordered.

TAX REFORM
DEPLETION ALLOWANCE

Mr, PROXMIRE., In addition to all
these provisions which would seem to be
quite generous, a further allowance is
permitted called the percentage deple-
tion allowance. In the case of gas and
oil, this amounts to an additional 27%
percent of gross income up to one-half
of net income. This allowance is, more-
over, permitted in perpetuity as long as
there is any flow of oil or gac from the
well. It is not limited to recapturing
the cost of the well in question, most of
which cost—as we have seen—is recov-
ered for tax purposes in the year the
outlay is made through the intangible
drilling and development cost deduction.

As a matter of fact, competent geol-
ogists and economists have estimated
that the cost to be recaptured averages
some 19 times the cost of the wells; not
twice or 3 or 5 times, but 19 times as
valuable as the depreciation allowance
would be. This allowance is in addition
to all other deductions and it continues
through time without relationship to the
taxpayer’s investment in the venture and
whether or not that investment has been
recovered for tax purposes.

The beginnings of this allowance go
back a little over 30 years when an effort
was made to revise the prevailing dis-
covery depletion provisions.

Mr. LONG. Mr. President, will the
Senator yield?

Mr. PROXMIRE. I am happy fo
yield, but I wish to say that the Sen-
ator from Pennsylvania, the Senator
from Nebraska, the Senator from In-
diana, and other Senators wish to speak
tonight, and, because the hour is late,
I must say that I will be able to yield
to the Senator only once.

Mr. LONG. Mr. President, did I un-
derstand the Senator to say that the
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depletion allowance permitted a person
to recover the value of his investment
19 times over in a single case, or did he
say that in the average case it permits
that recovery?

Mr. PROXMIRE. I said that a com-
petent economic study of the cost of the
well—not the value, of course, because
that is something else—indicated that,
on the average, the depletion allowance
had permitted oil operators to take 19
times the cost of the well in depletion
deductions.

Mr. LONG. Will the Senator make
available the study to which he has re-
ferred?

Mr. PROXMIRE. I shall be delighted
to make it available. I do not have it
with me at the time, but I shall cer-
tainly make it available in the future.

Mr. President, although by my own
limitation I cannot yield further to the
Senator from Louisiana, I thank him
very much for his extremely helpful col-
loquy. He has certainly demonstrated,
as before, his tremendous knowledge of
this subject.

From its ineeption, the percentage de-
pletion allowance has been 27'% percent.
As corporation income taxes have risen
from 14 percent to the present 52 per-
cent, the value of this allowance has
grown. Not only is this true but it has
brought in its train a host of similar
deductions on virtually everything else
that is extracted from the earth and sea,
including oystershells, clamshells, sand
and gravel. There would seem to be no
danger of dry holes here. It is almost
a perfect example of a case where in-
stead of closing a lcophole in the law,
an attempt has been made to make the
loophole universal.

These deductions for depletion allow-
ances in the extractive industries were
$3 billion in 1956, the latest year for
which official figures are available. For
oil and gas alone, the deductions came
to over $2 billion in that year.

OIL COMPANIES EFFECTIVE TAX RATES LESS THAN
HALF NORMAL RATE

The results of investigations which
appear in the compendium on Federal
tax policy, published by the Joint Eco-
nomic Committee in 1955—see page
902—show that in 1954, the effective tax
rate paid by one major oil company was
only 9.2 percent.

As I shall show, the average company
which is not engaged in the oil indus-
try paid an average effective tax of 48
percent. In other words, this oil com-
pany paid about one-fifth of the tax
which other nonoil companies paid.

For another company, the rate was
16.3 percent, while another paid only
18.5 percent. The effective tax rate paid
by 24 large petroleum companies was
only 22.6 percent, while all other corpo-
rations in that year paid taxes at an
effective rate of 48.1 percent. In other
words, the fact is that the oil industry
pays less than half the taxes which
other industries pay.

Mr. LONG., Mr. President, will the
Senator yield?
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Mr. PROXMIRE. I should like to
yield; but as I have explained to the
Senator from Louisiana, I cannot yield.
further because of the limitations I have
imposed upon myself. I shall be de-
lighted, at some later time, to engage
in a colloquy on this subject with the
Senator from Louisiana.

A study which the Senator from Illinois
[Mr. DoucLas] has made of 27 producing
companies dealing in oil and/or gas shows
that many paid infinitesimal fractions of
their profits in taxes.

In 1951, the Secretary of the Treasury
published official statistics on certain un-
identified individuals in the oil and gas
industry which showed that one indi-
vidual operation, having net income in
the years 1943-47 of $14.3 million, paid
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income taxes of only $80,000 in this
period.

In other words, he paid $6 in taxes for
every $1,000 of income.

Mr. President, a table submitted by
the Secretary of the Treasury in the
House hearings on the Revenue Act of
1950 gives examples of the excessive in-
come tax deductions from the depletion
allowance and the allowance for drilling
and development costs. I ask unanimous
consent that a table showing income,
deductions, and tax liabilities of 10 se-
lected individual oil and gas operators for
the 5-year period 1943-47 be printed at
this point in the RECORD.

There being no objection, the table was
ordered to be printed in the REcorp, as
follows:

Income, deductions, and tax liabilities of 10 selected individual oil and gas operators, for the
S-year period 1943-47

[Money figures in millions]

Net Income Special deductions Income tax liability
Taxable

Individual operator net in-
From From Percent- | Develop-| come Percent of
oil and other Total age de- ment Amount | total net

gas? sources pletion 2 | costs? income

$10. 5 $3.8 $14.3 22 $13.0 1-$0.9 $0. 08 0.6
5.0 B 58 3.1 21 . B 8.6
3.9 b 4.4 3.2 4.4 —3.2 .15 3.4
9.8 .3 9.6 2.7 0 6.9 6.1 63. 56
T .8 3.5 1.0 .3 2.2 14 40.0
1.7 1.4 3.1 .8 1.5 .8 .6 10.4
7.7 -1.3 6.4 3.5 21 .3 .5 7.8
2.1 3.6 5.7 L0 .6 4.1 2.2 38.6
L7 .1 1.8 ] L0 .3 .2 11.1
8.0 -7 7.3 2.9 3.7 2.7 22 30.1
A ) T I s S 62.6 9.3 61.9 20,9 26.7 14.3 13.93 2.5

! Income after deductions for operating expenses, depreciation, adjusted-basis depletion, exploration costs and

logses on abandonment.

? Excess of percentage depletion over adjusted-basis depletion,
* Development costs are expenditures for the nmg:lmtlon of mineral properties for J)roduct!.on, which are deducted
ose

as exPenscs in the year incurred. Consequently, t
and future cost or adjusted-basis depletion is correspon

current expense, however, does not diminish percentage dep

on the basis of income in those years,

e{xjgf'mdj tures are not include

in the tax basis of the property
¥ly reduced. The treatment of development costs as a
etion in subsequent years, since the latter is determined

1 While speeial dednetions more than offizet the total net income for the 5 years, some income tax was paid becanse
there were deficits only in some years, A deficit eaused by excess percentage depletion cannot be carried over

net taxable income of other years.
% Includes only 4 years, 194346,

Source: Bureau of Internal Revenue, special tabulation,

Mr. PROXMIRE, Mr. President, while
no such statistics have been published by
the Treasury in recent years, there is no
reason to suppose that the facts are
any different or any better now.

The justification given for such a high
deduction is that it is a needed induce-
ment for exploration and drilling. There
is something to this contention, but not
enough to justify the added allowance of
27Y% percent of gross revenue.

In the first place, the other tax fea-
tures provided for the industry—as we
have seen—are extremely liberal and, in
addition to this, the capital gains freat-
ment, which I have not gone into, gives
even further advantages.

WHAT THE BILL DOES

I am, therefore, proposing this bill
which would reduce the depletion allow-

ance of 271 percent to 15 percent if the
taxpayer’s gross income from oil and gas
wells exceeds $5 million in any one year,
but that the allowance be reduced only
from 27% percent to 21 percent for those
with a gross income from oil and gas
wells of between $1 million and $5 mil-
lion, and that the depletion allowance

remain at 27, percent for those whose
gross incomes from oil and gas wells does
not exceed $1 million per year.

Mr. YARBOROUGH. Mr. President,
will the Senator yield?

Mr. PROXMIRE. Under the same
limitation which I imposed before, I am
happy to yield to the distinguished Sen-
ator from Texas.

Mr. YARBOROUGH. As I understood
the explanation by the distinguished
Senator from Wisconsin, the differen-
tial in percentages of allowance which
the bill would establish is not based upon
the net profit of any operator, but upon
the gross income.

Mr, PROXMIRE. That is correct.

Mr. YARBOROUGH. So the smaller
operator might actually be losing money,
but still have the proposed reduction in
the depletion allowance apply to him,

Mr. PROXMIRE. That is correct. It
is not the net income; it is the gross in-
come figure. But it would rarely happen
that a million-gross operator would lose
money. 5

Mr. YARBOROUGH. One other ques-
tion: Does the Senator from Wisconsin,
in the proposed change in the depletion
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allowance, draw any distinction between
the development of foreign oil and do-
mestic 0il? Would he apply the law the
same way for oversea production as he
would to production from wells drilled in
the United States?

Mr. PROXMIRE. That is correct; it is
tpe same for both—overseas and domes-

ic.

Mr. YARBOROUGH. Would oil pro-
duced by the Arabian-American Co. in
Saudi Arabia receive the same treatment
as oil produced in America by an Ameri-
can company?

Mr. PROXMIRE. If the income were
brought back to this country and deple-
tion were taken, it would receive the
same treatment.

Mr. YARBOROUGH. Can the Sen-
ator from Wisconsin tell us on what
basis the Arabian-American Oil Co. pays
taxes to the United States on oil which
it sells?

Mr. PROXMIRE, The Senator from
Texas has touched on another interest-
ing loophole which the big oil corpora-
tions enjoy. What they do is to pay
taxes in lieu of royalties. They pay
taxes in such a way that in many cases—
perhaps in most cases—they pay virtual-
ly no taxes to the Federal Government.

Mr. YARBOROUGH. The Senator is
speaking, is he, of oil which is produced
abroad?

Mr. PROXMIRE. That is correct.
That is a loophole I would be delighted
to plug. If the Senator from Texas will
introduce a bill to do so, I shall be happy
to support it.

Mr. YARBOROUGH. I think it should
be plugged. I point out to the Senator
from Wisconsin that his proposed
amendment would put the American in-
dependent producer in a worse competi-
tive position with foreign oil than he is
in now with respect to the depletion
allowance. The independent producer
in America has to compete with those
who can produce oil abroad and put it
down at dockside in the United States
for a dollar a barrel cheaper than the
American oil producer can sell it, and
the foreign producer pays virtually no
taxes to the U.S. Government. Yet the
foreign producer is treated in this pro-
posed change in the depletion allow-
ance just like a domestic producer who
pays taxes to his local county or State
or school district, and his income taxes
to the United States.

It seems to me that any tax plan
which sought to do justice to the inde-
pendent producer in America would not
place him in a worse competitive posi-
tion with respect to the foreign pro-
ducer. It would not worsen his com-
petitive position with respect to Ameri-
can or foreign companies overseas—and
most of the companies producing oil
overseas are really American companies.

Mr., PROXMIRE. I could not agree
more wholeheartedly with the Senator
from Texas. On the other hand our
bill in no way agegravates that disad-
vantage. The foreign producer does
have an advantage in the present law.
There is no way I can see of preventing
it without additional legislation. Let us
introduce it. I would favor the Com-
mittee on Finance holding hearings on
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that matter. I would be delighted to
have the whole subject considered in
detail. I think a tax system could be
provided which would procure equitable
taxes from oversea operations as well
as from domestic operations,

Mr. YARBOROUGH. I express ap-
preciation to the Senator from Wiscon-
sin for frankly stating what is the fact,
namely, that under his proposed law
the independent American producer,
who has his capital invested in the
United States and who employs his help
in America and pays his taxes here, will
be worse off, competitively with foreign
oil, than he is right now. The domestic
producer will be in a worsened position,
competitively with imported foreign oil,
in his struggle for existence than he
would be without the Senator’'s proposal.

Mr. PROXMIRE. The small inde-
pendent, of course, is taken care of by
the graduation in the tax. He is not
touched if his gross income is $1 million
or less.

Mr. YARBOROUGH. He may not
have any profit.

Mr. PROXMIRE. He can go broke on
his gross income. But the small pro-
ducer whose gross income is $1 million
or less is not touched; and $1 million is
a lot of money.

Mr, YARBOROUGH. But it costs a
quarter of a million dollars to drill one
oil well, I point out. With a million dol-
lars, an operator might drill four wells
on a lease, but he would be a very small
oil operator.

Under the allowable system, which
limits the producer to 20 barrels per well
a day, and that is where the allowable
is put to keep the domestic producer in
business in competition with foreign oil,
the independent American oil producer
has a hard job to survive, even under the
existing tax structure.

Mr. PROXMIRE. Until he grosses $5
million, he still enjoys a fat 21-percent
depletion allowance under our bill. Of
course, no tax law can help the man who
loses money. That is a sad, but true,
fact of life.

My second point is that if income is
brought in from abroad, a tax has to be
paid on it.

Mr. YARBOROUGH. On imported
0il?

Mr. PROXMIRE. Yes. If an Ameri-
can company brings back to the United
States its income, it will have its deple-
tion allowanc: lowered, too.

Mr. YARBOROUGH. Under the pro-
visions of the Senator’s hill?

Mr, PROXMIRE. That is correct.

Mr, YARBOROUGH. But the foreign
oil importer is already getting a credit
on its U.S. income taxes for the income
taxes paid abroad; and under an ar-
rangement with Saudi Arabia the com-
pany is allowed to pay income taxes in
lieu of royalties. That gives oil import-
ers a great advantage, because it is not
now paying very much in the way of in-
come taxes to the United States. To
increase the tax of the American inde-
pendent producer, in the face of com-
petition from foreign oil, is to cripple
gm domestic producer in that competi-

on,
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Mr. PROXMIRE. The whole argu-
ment of the Senator is correct, because
he is talking about the notorious “golden
gimmick,” the advantages which the
really big oil companies have had; and
their most profitable operations have
been their foreign operations. I could
not agree more with the Senator. I am
pointing out that I shall join him in cor-
recting this inequity.

But I do not see the logic of not intro-
ducing proposed legislation which will
plug the loophole which presently exists
in the law, or the logic of deferring the
consideration of such proposed legisla-
tion or not considering it at all, simply
because it will not plug all of the loop-
holes.

Mr. YARBOROUGH. But instead of
plugging the big loophole—which occurs
in the case of the imported foreign oil—
the Senator’s proposal would simply
worsen the position of the American op-
erators who drill for oil here in the
United States, produce the oil here, and
who pay their taxes in the United States.

Mr. PROXMIRE. Mr. President, the
fact is that this proposal will plug a
very large and a very serious loophole.

This amendment is not a punitive one,
for, first, it does not do away with the
depletion allowance altogether; and sec-
ond, it would not affect at all the small
wildeat driller or the small producer,
except to his competitive advantage.

BILL PROTECTS SMALL PRODUCER

There is a good reason for this last
provision. Drilling for oil and gas in-
voles some risk. It is estimated that
only about one in nine wells which are
drilled actually produce gas or oil. .The
small driller, with only a few wells over
which to spread this risk, does not have
enough wells to assure that he will hit
the 1 in 9 and may, in fact, drill 20 or 30
dry holes before hitting oil or gas. Con-
sequently, without a great number of
wells over which to spread the risk, he
takes a greater risk than the large drill-
er, who will average 1 in 9 successful
wells if he drills 100 or 200 wells a year.
It is only proper that this fact be rec-
ognized in the law. This is precisely
what my amendment is intended to ac-
complish.

The Treasury estimated a year ago
that the adoption of this amendment
would result in a net revenue increase
to the Federal Treasury of $305 million
to $310 million per year. At the present
time I believe this amount would be at
least $320 million. Others have esti-
mated that it would bring in as much as
$400 million to $500 million additional
revenue a year. I may say that the
latter estimate—the more substantial
estimate—is one made by the Library
of Congress.

Mr. President, I ask unanimous con-
sent that three tables showing the
amount of depletion which corporations
took as income tax deductions in the
period 1946 to 1956, these same de-~
ductions by total asset classes for the
years 1946-55, and a further table show=
ing corporate depletion deductions and
net income by total asset classes for the
years 1952 to 1955, be printed in the
Recorp at this point in my remarks.
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There being no objection, the tables were ordered to be printed in the REcorp, as follows:
TasLe 1.—Selected corporale business deductions, all corporations, 19/6-56
[Dollar amounts in millions]

Deduction 1046 1047 1048 1949 1950 1951 1952 1953 1954 1955 1956
Compensation of officers.----.---.-| $5,143.1 | $6,026.4 | $6,783.3 | 6,743.0 | $7,606.8 | $8,122.0 | $8 430.0 776.7 | $9,113.2 | $10,480.7 | $11,045.1
Interest paid 2,251.0 2,501. 4 2,758.7 3,045.1 83,2119 3,700. 5 5,013.2 5, G80. 9 6, 270. 6 7,058, 4 8,281, 0
A M U ST 580.5| e68%20| 74U7| 88613 o0a2| 11,0808| 11,69.8| 12,1949 | 12,476.9| 14,2026 | 150885
Contributions or gifts.. 213.9 241.2 249.3 222.6 252.4 343.0 3908.6 44,5 313.8 414.8 418.0
Fav s a4 A L T98.9 1,210.3 1,711.3 1,476.2 1,700. 3 2,085.1 2,126.5 2,801, 8 2,358.6 . 805, 5 3,084.3
Depreciation 4,201.7 5,220.1 6, 208, 6 T,190. 5 7, 858, 8,829.0 9,604, 4 10,410, 6 } 13,6015 13,418.8 14,8529
Amortization 4.5 58.9 38.9 30.6 43, 201.9 8313 1,515.3 T 2, 5%). 3 2,625.9
Advertising.________.___.__________ 2,408.3 | 3,0822| 34860 87727 4,00n0| 4,5529| 5028| 5489 5770.2( 66018 7,061.6
Amounts contributed under pen-

$101 PIANS, @0}~ o mmemmnmmmemmeme so| nosss| 115 nmer| news| gamolf 4ELE] 3%EE] AMEE) (BEEE] haee
Other 3. 5,892.1 T,338.4 B,062. 8 7,908.7 8,373 9,709.7 10, 483, 11, 520. 5 11,445.5 12,950.1 14, 325. 4
Total selected deductions. ... 27,638.6 a3, 560. 1 47,844, 1 40, 056. 8 43,824.2 50,9918 56, 803. 4 62,273.3 65,191.2 74,975.1 81,7811

1 Deductions elaimed under see. 23(p) of the Internal Revenne Code for amount
contributed by employers under pension, annuity, stock-bonus, or profit-sharing
plans, or other defe compensation plans,

t Contributions under employee welfare plans, Returns.

TABLE
[Millions o. dollars]

2.—Corporale deplelion deductions by total assels classes, 1946-551

3 Includes bad debts, repairs, and rent paid on business property.
Source: Internal Revenue Service, Statistics of Income, Corporation Income Tax

Assets classes 1946 1047 1048 1049 1950 1851 1852 1053 1654 1955
Under $50,000. . $3.3 $3.9 $4.0 8.7 $.0 §3.5 .1 $4.7 $4.2 $5.7
$50,000 and under ALLLS 3.7 4.6 5.5 4.0 4.4 3.7 5.2 3.7 4.3 5.2
$100,000 and under $250,000 10.8 14.7 16.1 11.9 12.6 12.1 13.5 13.5 15.7 2.2
$250,000 and under $500,000 12.8 18.9 21.4 161 17.1 21. 4 21.2 21.4 22.6 26.0
$500,000 and under $1,000, 23.2 3L 8 40.8 21.4 a5 41.4 35.1 8.6 32,2 45.1
$1,000,000 and under $5,000,000_ 71.3 108. 3 126, 1 101.0 120.8 160.8 150. 3 154.0 7.4 1815
£5,000,000 and under $10,000,000_________________ 38.3 .3 T2.6 57.5 68, 5 83.8 85.7 83.3 3.7 80.0
$10,000,000 and under $50,000,000__. . ... 130.7 165. 5 245, 2 2131 278.9 318,90 200.7 306, 1 200.3 351, 2
$50,000,000 and under $100,000,000. .. ... __ 8. 6 B5.7 80,7 97”8 1152 120.8 131.2 110.8 134.0 178.1
$100,000.000 or more SabLd . 445.0 T13.8 1,076. 5 8951 1,038. 8 1,209.3 1,370.0 1,530.3 1,517.9 1,560,0
Total 709 1,201 4 1, 608, 9 1,426. 5 1,691.8 2,065.8 2,129 2,284.3 2,242. 4 2,779.0
Percentage distribution
Ll U R S 0.4 0.3 0.3 0.3 0.2 0.2 0.1 0.2 0.2 0.2
$50,000 and under $100,000° - .5 .4 33 -3 .8 .2 i .2 .2 T
$100,000 and under $250,000_ - 1.4 1.2 .0 .8 T LG i .6 o 10
$250,000 and under £500,000_ - L3 1.6 13 1.1 1.0 1.0 1.0 .9 1.0 9
$500,000 and under $1,000,000. g 3.0 2.6 2.4 2.2 L9 2.0 L7 1.7 1.4 1.6
$1,000,000 and under $5,000,000 i 9.2 9.0 7.4 7.1 7.1 7.8 7.1 6.7 6.6 6.9
$5,000,000 and under $10,000,000_ - 4.9 4.5 4.3 4.0 4.1 4.1 4.1 3.6 3.3 2.9
£10,000,000 and er $50,000,000 - 16.8 13.8 14.4 14.9 16. 5 15.4 14.1 3L.4 12.9 12.6
$50,000,000 and under $100,000,000____________.__ 5.0 7.1 5.3 65 0.8 5.8 6.2 5.2 6.0 .4
$100,000,000 or more. 57.2 59.4 63. 4 62.7 61. 4 62.9 i, 8 67,4 67.7 67.3
Total 100. 0 100.0 100.0 100.0 100.0 1000 100, 0 100. 0 100.0 100.0
1 All returns with balance sheets, Source: Internal Revenue Service, Statistics of Income, pt, 2
Note.—Detail may not add to totals because of rounding,
TasLe 3.—Corporale depletion deductions and nel income by lolal assets classes, 1952 '-55
[Dollar amounts in millions]
1952 1953 1954 1955
Assets classes Depletion Depletion Depletion Depletion
Net in- |Depletion| deductions | Net in- |Depletion| deductions | Net in- [Depletion| deductions | Net In- |Depletion| deductions
come? | dedue- | as percent | come dedue- | as percent | eome dedue- | as percent | come dedue- | as percent
tions of net in- tions of net in- tions of net in- tions of net in-
come come come come
Under $50 $382. 5 $2.6 0.7 £370.6 $3.2 0.9 §354.9 $3.3 0.9 §422.6 $4.7 L1
$50,000 and under $100,000_ - 577.0 4.7 .8 530, 3 3.1 6 518, 1 2.9 .6 631.3 4.1 i
$100,000 and under $250,000. 1, 364.9 11.2 .8 1,251, 1 11.2 .9 1,281.3 13.3 1.0 1.571.8 20.8 1.3
$250,000 and under $500 i 1,336.0 17.5 1.3 1,228.0 18.0 1.5 1,252.2 17.5 1.4 1, 580, 6 2.0 14
£500,000 and under §1,000,000.. 1,644.7 27.4 1.7 1,473.2 28.8 2.0 1,459.3 23.9 1.6 1,871.0 3.0 2.0
£1,000,000 and under $5,000,000 4,716.4 129.2 2.7 | 4,331.5 120.1 2.8 | 4.172.5 120.8 2.9 | 5208.6 155.2 2.9
4,000,000 and under $10,000,000_ 2,319.1 4.6 2.8 | 2,188.6 70.2 3.2 | 2,025.7 9. 5 29| 2,410.3 65. 5 2.7
$10,000,000 and under £50,000,000_ 6, 105. 7 250.9 4.1 6,123.9 263. 6 4.3 | 55550 245.0 4.4 6, 736. 3 305. 1 4.5
1,000,000 and under $100,000,000. 2, 806. 5 122.4 4.4 | 2,85.4 106, 7| 2,848 113.4 4.0 31749 157.6 5.0
$100,000,000 or more 10,106.5 | 1,350.5 7.1 21,384.2 1, 515. 6 7.1 | 20, 085. 6 1,480. 9 7.4 | 26,568.5 1,835.9 6.9
Total.c.ceecncnssasacaneaasasss]| 40,3683 ] 1,980.9 4.9 41,7509 | 2,140.3 5.1 39,518.4 | 2,080.3 5.3 | 50,270.9 | 2,608.1 5.2

I Returns with balance sheets and net income.
2 Compiled reccipts less compiled deductions as shown in Statistics of Income,

Mr. PROXMIRE. Mr. President, the
first table shows that in 1956, the total
amount of deductions for depletion by
all corporations was in the amount of
$3,084,300,000. The second table shows
that some $1,869 million of the corporate
depletion deductions in 1955, or some 67.3
percent of them, were taken by corpora-
tions with net assets of over $100 million.

Thus, the really big corporations took
the giant’s share—two-thirds—of the
depletion allowances.

Mr. President, back in 1950, Secretary
of the Treasury Snyder came before the
House Ways and Means Committee and
urged that it reduce the depletion al-
lowances. He made a very cogent argu-
ment for his position, and he further

Source: Internal Revenue Service, Statistics of Income, pt. 2,

placed in the Recorp a great many facts
and figures which were informative and
persuasive. I ask unanimous consent
that his testimony and exhibits, which
appear in the hearings of the Ways and
Means Committee on the Revenue Re-
vision of 1950, volume 1, February 3,
19?3% be printed in the Recorp at this
point.
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There being no objection, the testi-
mony and exhibits were ordered to be
printed in the REecorp, as follows:

REVENUE REVISION OF 1950—TESTIMONY OF
SECRETARY OF TREASURY SNYDER

[From Hearings, Ways and Means Commit-
tee, 81st Cong., 2d sess., vol. 1., Febru-
ary 3, 1950]

SPECIAL DEPLETION ALLOWANCES

Depletion in ordinary accounting usage is
intended to permit taxpayers to recover the
cost of mineral properties over the pro-
ducing life of the properties. Depletion is
the counterpart of depreciation which is
intended to permit recovery of the cost of
other assets over the period of their useful
life. When the original investment has
been recovered, no further depreclation is
allowed for tax purposes. However, in the
case of depletion, special provisions which
allow recovery of more than the cost of
mineral properties have been in the law
since 1918.

Under present law, special allowances are
granted on the basis of specified percentages
of gross income for different types of min-
erals, The percentage of gross income al-
lowed is 27! percent for oil and gas, 23
percent for sulfur, 15 percent for metals
and a large number of nonmetallic min-
erals, and 5 percent for coal.

Percentage depletion continues for the
life of the property and generally results in
the tax-free recovery of many times the
cost. It is granted to those purchasing
properties as well as to those operating prop-
erties they have developed. The allowances
have become more valuable as tax rates
have been Increased.

Furthermore, the benefits from percentage
depletion are increased by provisions which
permit development costs to be deducted as
an expense in the year incurred instead of
being treated as a capital cost to be re-
covered later through depletion deductions.
This is equivalent to a double deduction for
the same costs, once when they are incurred
and again under percentage depletion. In
the oil industry during 1946 and 1947, for
every $3 million allowed as percentage de-
pletion, another $2 million was deducted as
development costs.

The combination of percentage depletion
and the expensing of development costs pro-
vides a mechanism for pyramiding extensive
holdings in oil assets with payment of little
or no income tax.

As the President has indicated, millions of
dollars are made annually from operating oil
properties on which little or no income tax
is pald. The President mentioned one out-
standing example. You will find others in
the attached material (exhibit 2), In the
examples cited, annual incomes, on the av-
erage, of over $1 million were obtained on
which an average tax of only 2214 percent
was paid. This is the rate now paid by per-
sons with incomes of less than $25,000.

These illustrations suggest how much ad-
ditional revenue the Government would gain
by limiting some of these special allowances.

You will find from an examination of the
materials I am submitting to assist the com-
mittee in considering revision of these pro-
visions that:

First, the estimated revenue loss is be-
tween 400 and 500 million dollars annually.
This is as much as the yield of all the retail
excises.

Second, the allowance is especially exces-
slve in the case of oil and gas and exempts a
higher proportion of the earnings of this in-
dustry which may expense more of its de-
velopment costs than the other mineral in-
dustries.

Third, the provision has been found to be
of little benefit to small prospectors on whose
behalf it is so frequently supported.
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Fourth, these deductions enable high-in-
come individuals to reduce to negligible pro-
portions taxes on income from sources totally
unrelated to these industries.

There are a number of ways in which the
necessary revision of present allowances can
be accomplished. In general, these involve
elther the limitation of percentage depletion
or the termination of the option to expense
development costs. The benefits of expens-
Ing development costs are confined to the
finding of new properties. Percentage deple-
tion on the other hand may be obtained on
established as well as new properties, and re-
gardless of whether the recipient contributed
to the development of the property. The
reduction of percentage depletion would tend
to reduce windfalls while protecting incen-
tives for exploration.

A reasonable way to reduce the excessive
benefits would be to limit the percentage of
gross income which might be deducted as
depletion. A reduction in the present net
income limitation would leave the more ex-
cessive allowances untouched while reducing
the benefits on the small, less profitable
properties.

Specifically it is proposed that percentage
depletion for oll, gas, and sulfur be reduced
to 15 percent of gross income and that per-
centage depletion for nonmetallic minerals
be reduced to 5 percent. The existing 15
percent rate for depletion allowed to the
metals would be left unchanged.

It is further proposed that oil and gas
operators who elect to expense Intangible
drilling and development costs be required
to reduce income from the property by the
amount of such expensed costs in comput-
ing their depletion allowance. This require-
ment will reduce the extent of the double
deduction now enjoyed by oil and gas enter-
prises with respect to certain of their capital
costs.

Together these proposals would remove the
more obvious inequities of the present system

without interfering significantly with produc-
tion incentives.

-

ExHIBIT 2

SPECIAL DEPLETION ALLOWANCES FOR MINERAL
PROPERTIES

One of the major avenues of escape from
income tax is the special depletion allowance
now accorded mineral properties. This sub-
Ject has received consideration by congres-
sional committees on a number of occasions,

Nearly 25 years have passed, however, since
the date of the investigation of depletion
costs on which present allowances were es-
tablished. In the intervening years there
have been important basic changes in those
industries.

This study presents current information
on the basic aspects of this problem and
discusses the considerations affecting the
desirability of the present allowances.

I. PRESENT PROVISIONS

The Federal income tax recognizes deple-
tion of wasting mineral assets as a deductible
cost in determining net taxable income.
The purpose is to allow the taxpayer to re-
cover tax free the capital he has invested In
the mineral property. Special allowances in
excess of cost are granted to certain groups
of taxpayers. In most cases these special
allowances are based on a percentage of gross
income. Of less importance are special al-
lowances based on discovery value.

(a) Percentage depletion

Percentage depletion is computed as a
specified percentage of gross income, with-
out regard to the capital cost of the property.
The rates range as high as 27! percent of
gross income in the case of petroleum, but
the deduction is limited to 50 percent of the
net income (computed without regard to de-
pletion) from the particular property. The
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following percentages of gross Income are
allowed different minerals under present law.

Percentage
rate on gross
Mineral: income
a1 £ T B T S S s ST 2714
Sulfur..__ ——— 23
Metals ¥ o 15
Coal _—ly B

Bauxite, fluorspar, flake graphite,
vermiculite, beryl, feldspar, mica,
tale (including pyrophyllite), le-
pidolite, spodumene, barite, ball,
sagger, and china clay, phosphate
rock, rock asphalt, trona, bento-
nite, gilsonite, thenardite, and
potash 15

Percentage depletion continues to be de-
ductible even after 100 percent of the in-
vested capital has been retrieved tax free.
The total tax-free recoveries may be substan-
tially in excess of the cost of the property,
and in a large number of cases amount to
many times the capital investment.

(b) Discovery depletion

Those minerals which are not eligible for
percentage depletion may qualify for dis-
covery depletion, under certain conditions.
Owing to the wide range of minerals ex-
cluded because they are eligible for percent-
age depletion, and the special conditions at-
taching to the use of discovery depletion, it
applies only to certain nonmetallic sub-
stances and is of limited significance at the
present time.

Under discovery depletion, a taxpayer who
discovers a mine on an unproven tract, the
value of which is materially larger than the
cost to the taxpayer, is allowed depletion de=-
ductions designed to amortize the appreci-
ated discovery value over the economic life
of the mine. As in the case of percentage
depletion, the annual deduction for discovery
depletion is limited to 50 percent of the net
income from the property. However, aggre-
gate tax-free recoveries under this method
are limited to the discovery value.

(¢) Cost or adjusted-basis depletion

Percentage depletion is one of the most
complex provisions in the tax law. Deple-
tion allowances are computed with respect
to each individual mineral property. Min-
eral-tax payers commonly own several, and
in many cases thousands of properties. Each
year for each property the taxpayer takes
the largest depletion deductlon allowable.
Both gross and net income must be deter-
mined for each scparate property to compute
percentage depletion. Moreover, a corporate=
tax payer's accounting for each property en-
titled to percentage depletion must reflect
each of the three different depletion con-
cepts: (1) Allowable depletion, including
percentage or discovery, (2) adjusted-basis
depletion, and (3) strict cost depletion.

In all cases the taxpayer is allowed deple=
tion based on cost as a minimum. The an-
nual cost depletion (usually termed ad-
justed-basis depletion) 1is computed by
spreading the original cost, less amounts pre-
viously recovered tax free, over the estimated
remaining life of the property, measured in
units oI mineral product. Increased deduc-
tions for percentage depletion reduce the re-
maining cost or adjusted basis more rapidly
Therefore, the adjusted-basis depletion,
which represents the minimum annual de-
duction, must be recomputed at a lower fig-
ure each year after percentage depletion is
taken.! When the original cos® is exhausted

1In addition to determining the minimum
annual allowance, the adjusted-basis deple=-
tion is Important in computing the net op-
erating loss deduction. Under the present
2-year carryback and 2-year carryforward
of net operating losses, the loss to be carried
over is reduced by the excess of percentage
over cost depletion (and similar tax-exempt
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through depletion allowances the adjusted-
basls depletion is reduced to zero, although
percentage depletion may continue to be de-
ducted.

Corporations also account for annual cost
depletion computed without regard to
amounts recovered from time to time
through percentage depletion, in determin-
ing their net profits for reports to stockhold-
ers and other purposes. Cost depletion in
this sense is also recognized for tax purposes
in connection with the treatment of liquil-
dating dividends in the hands of the stock-
holders.*

For purposes of determining galn or loss
upon sale or other disposition of a depletable
property, the tax basis is reduced by the
total amount of allowable depletion (per-
cantage, discovery, or adjusted-basis deple-
tion) in previous years® While percentage
depletion may continue even though more
than 100 percent of the basis has been recov-
ered tar free, the basis for determining gain
or loss is reduced only to zero.

(d) Ezxpensing of capital costs

In addition to depletion allowances, cer-
taln capital costs of developing mineral
properties are treated as expenses incurred
in doing business and allowed as deductions
in the year incurred. This expensing treat-
ment does not reduce allowable percentage
depletion in future years, which is based
on the income from the developed prop-
erty. This results in a double deduction for
recovery on the same capital investment.

Owners of oil or gas wells have wide op-
portunities for expensing capital costs in-
curred in developing their properties. At
their option, they may treat intangible drill-
ing and development costs of wells (includ-
ing expenditures for labor, supplies, repairs,
and hauling) as current expenses deductible
from taxable income from any source. For
example, 80 percent of an oill operator’s
capital outlay, exclusive of depreciable items,
may be for intangible drilling and develop-
ment costs. If this is deducted as a current
expense, and thus recovered tax free at the
outset, only 10 percent of the investment re-
mains to be recovered through depletion
allowances. Hence, depletion allowances
based on the entire income in effect overlap
the inltial deduction of a large portion of
the capital outlays.

In the case of mines, development costs
can be immediately offset against income
only to the extent that there are receipts
derived from the mine during the develop-
ment period. However, if considerable
quantities of ore are taken out while de-
veloping a mine to full producing status, it
is possible for a taxpayer to recoup, tax free,
immediately a large part of the capital costs
of development.

II. BACKGROUND AND DEVELOPMENT OF SPECIAL
DEPLETION ALLOWANCES

The original income-tax legislation pro-
vided a “reasonable allowance,” not to ex-
ceed 5 percent of gross income, for wasting
mineral assets. This was later changed to a
more specific allowance of depletion based
on cost, or 1913 value.

Allowances in excess of cost depletion were
first granted in the form of discovery deple-
tion in 1918 as a measure to stimulate min-

items) in the year in which the loss occurs.
Similarly, the amount of the loss which is
deductible is reduced by the amount of such
exempt income in the year to which the loss
is ecarried.

*Under existing law dividends to stock-
holders are taxable to the extent they are
paid out of earnings and profits. For this
purposc, earnings and profits are computed
on the basis of cost depletion.

# For years prior to 1932 the excess of per-
centage over cost depletion was not applied
to reduce the tax basis.

CONGRESSIONAL RECORD — SENATE

eral exploration for war purposes and to
lessen tax burdens on small-scale prospec-
tors who made discoveries after years of
fruitless search. Discovery depletion deduc-
tions allowed the discoverer of any new min-
eral deposit to retrieve not only his costs
but also the materially larger appreciated
value of the property at the time its profit-
abllity was established. Since no limit was
placed on the discovery depletion deduction,
in many cases the deduction was in excess
of the income from the discovered property
and served to offset income from other
sources. To prevent such excessive dis-
covery depletion allowances, the annual de-
duction was limited in 1921 to 100 percent
of the net income from the mineral prop-
erty. In 1924, the limit was reduced to 50
percent of the net income from the prop-
erty, in order to provide for the taxation of
at least one-half of the income from these
properties.

Percentage depletion was substituted for
discovery depletion in the case of oil and
gas properties in 1926 and extended to met-
als, sulfur, and coal in 1832. The original
percentage-depletion rates, still embodied in
present law, were in general fixed at levels
which would permit the respective industries
approximately the eame total annual deple-
tion they had previously enjoyed under
discovery depletion.

Despite the recommendation of the Treas-
ury in 1942 that percentage depletion be
eliminated, it was extended in 1942 and 1943
as a temporary measure to certain nonmetal-
lic minerals at the 15-percent rate applicable
to metals. In 1947 the temporary wartime
extensions were made permanent, and in
addition some items not previously covered
were granted the special allowance. Since
1847 a wide range of nonmetallic producers
who have not been granted percentage deple-
tion have sought similar preferential tax
treatment.*

III. SURVEY OF DEFLETION AND RELATED
ALLOWANCES

Information on percentage depletion and
other special allowances for mineral produc-
ers has been recently developed through a
special survey of 350 corporation income-tax
returns, These returns accounted for about
three-fourths of all corporation income-tax
allowances for depletion for the year 1946
(table 1). Although the survey group does
not necessarily represent a cross-section of
the mineral industries, the high proportion
of tax allowances for depletion provides re-
liable information on the mineral-depletion
provisions. The statistical data obtained in
the course of this survey are presented in
tables 1 to 10.

While the survey covers corporations only,
it is estimated that corporations account
for more than 80 percent and individuals for
less than 20 percent of all depletion deduc-
tions.

(a) Ezxzcess depletion and resulting revenue
loss

The allowable depletion deducted by the
corporations included in this survey amount-
ed to $56556 million in 1946 and $839 million
in 1947. Of these amounts only 10 to 15
percent represented adjusted-basis deple-
tion which would have been required to re-
cover orginal investment cost® The remain-
ing 85 to 90 percent constituted the excess

*Within the past 3 years bills have been
introduced in Congress to extend percentage
depletion to amblygonite, oil shale, tripoli,
marble, pumice, scoria, limestone, crushed
stone, perlite, diatomaceous earth, granite,
borax, calcium and magnesium carbonates,
shell, sand, gravel, stone, and all other non-
metallie clays and minerals.

®In most cases the adjusted-basis deple-

tlon was approximately equal to cost deple-
tion.
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allowance attributable to the special deple-
tion provisions for mineral industries (table
2).

)T'he indicated revenue loss for all corpora-
tions in the survey due to excess depletion
was about $180 million in 1946 and $290
million in 1947 (table 3). On the basis of
these findings it is estimated that the total
revenue loss for all corporations due to ex-
cess depletion was nearly $250 million in 1946
and $400 million in 1947.

(b) Distribution of excess depletion by
industry groups

The excess of percentage depletion over
cost or basis depletion was correspondingly
high for most industry groups. Relatively
low excess depletion for a few industries, such
as coal and the stone, clay, and glass group,
reflects either a low-percentage depletion
rate (6 percent for coal) or ineligibility of
important components of the industry for
percentage depletion.

A high proportion of the excess depletion
shown in table 2 was received by corporations
whose major activity was other than mining
and quarrying. In 1946, for example, $345
million or more than 70 percent of the total
excess was deducted by manufacturing en-
terprises (notably in the petroleum field)
representing large integrated firms whose
predominant industrial activity was not min-
eral extraction.

(¢) Distribution of special depletion and
related allowances by mineral products

Survey data for 1946 and 1947 showing the
distribution of depletion allowances (includ-
ing deductions for development costs) classi-
fled by the principal mineral products are
presented in tables 4 and 5. As shown in
these tables, the bulk of the benefit of per-
centage depletion in excess of basis deple-
tion was derived by the oil and gas group.
They received almost 85 percent of the ex-
cess depletlon compared with 55 percent of
the gross income for corporations included
in the survey.

Total deductions for development costs by
the selected corporations were $394 million
in 1946 and $486 million in 1947. Compari-
son of the development-cost deductions with
the excess of percentage over basis depletion
for these 2 years indicates that for every $3
allowed as percentage depletion another 82
was deducted as development costs. In ad-
dition, substantial deductions were taken for
exploration costs and losses on abandonment,
amounting to $204 million in 1946 and $255
million in 1947.

Nearly all of the development-cost deduc-
tions were taken by oil and gas producers,
and these producers also claimed most of the
allowances for exploration and losses on
abandonment.

Substantial variations are also shown by
tables 4 and 5 in the relative tax benefits
derived from special depletion allowances
among different types of mineral producers,
due in large part to disparities in the rates of
percentage depletion. In 1947, for example,
allowable depletion was about equivalent to
basis depletion for nonmetallics not entitled
to percentage depletion, about 38 times basis
depletion for coal, 5 times basis depletion for
metals, and 16 times basis depletion for oil.
Sulfur producers were entitled to virtually
no basis depletion, yet more than one-third
of their aggregate net income was excluded
from taxation through excess percentage
depletion.

The relative importance of special deple-
tion allowances for different type of mineral
producers is presented in table 6. As shown
in this table, all the corporations included
in the survey had depletion deductions equal
to about 40 percent of their net income
before depletion in the years 1946-47. By
contrast, the amount of basis depletion re-
quired to recover remaining cost ratably
over the useful economic life was only 6 per-
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cent of net income in 1946 and 3.6 percent
in 1947. Significant variations are shown
among mineral products. Thus, depletion
allowances in 1946 amounted to 49 percent
of net income in the case of oil and gas
compared with 115 percent for nonmetallic
products not entitled to percentage deple-
tion, and 18 percent for all nonmetals.

(d) Depletion allowances in relation to size
of firm

The distributions of various mineral-de-
pletion allowances in dollar amounts and in
relation to income, by size of firm, for 1946
and 1947, are shown in tables 7 and 8.

As shown in table 7, about three-fourths
of the total depletion allowances and of the
excess of percentage over basis depletion was
received by very large corporations, with
assets of at least $100 million. By contrast
these firms received slightly less than two-
thirds of the total gross income from
mining.

The percentage of income excluded from
taxation through depletion allowances tends
to be greater for larger corporations (table
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of $100 million and over had depletion al-
lowances of 20 percent of their gross and
38 percent of their net income, as against
9 percent of gross income and 34.5 percent
of net income for corporations with assets
between $100,000 and #1 million. The bene-
fits of special depletion allowances, reflected
in the ratio of allowable depletion to basis
depletion, also tend to increase with the
size of the firm. In 1947, for example, the
allowable depletion of corporations with
assets of 100 million and over was 13 times
their basis depletion as compared with about
8 times for corporations with assets between
$1 million and $10 million.

IV, ILLUSTRATIVE CASES SHOWING TAX EFFECTS
OF SPECIAL ALLOWANCES
In connection with the survey of special
depletion and related allowances, the effect
of these provisions on the tax liabilities of
particular taxpayers was studied.
Substantial reductions in income taxes
were obtained by a number of Individual oil
and gas operators for the 5 years 1943 to
1947. In 10 illustrative cases, summarized
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economic income (based on cost or basis de-
pletion) varied from 63.5 percent to as low
as six-tenths of 1 percent. This represents a
striking difference between the effective rates
of tax actually paid and the general statu-
tory rates on such income, which ranged as
high as 90 percent in these years.

During the 5-year period these 10 individ-
ual taxpayers received a total economic net
income of $52.6 million from oll and gas prop-
erties. This net income was computed after
all deductions for operating expenses, depre-
clation, basis depletion, exploration costs,
and losses on unsuccessful ventures. These
taxpayers also received a total of £9.3 million
of net income from other sources. Of their
aggregate net income from all sources, total-
ing £61.9 million, 77 percent was eliminated
for tax purposes through the special
deductions.

Similar information for 20 corporations
taken from income-tax returns for 1947 is
shown in table 10.

(NoTte.—In the following tables figures are
rounded and will not necessarily add to to-
tals. Percentages were computed on the hasis

8). 1In 1947, for example, firms with assets in table 9, the effective rate of tax on net of unrounded figures.)
TasLE 1.—Percentage of allowable mineral depletion tncluded in survey of selected corporations, 1946
[Money figures in millions]
Allowable depletion for Allowable depletion for
Allowable | selected corporations? Allowable | selected corporations *
depletion depletion
Industry group? for all cor- Industry group ! for all cor-
porations ? Percent of porations 2 Percent of
Amount industry Amount | industry
total total
Mining and quarrying: Manufacturing:

Matnl mining.. $46.1 $35.1 T6.0 Chemicals and allied produets. . __...._.. i $14. 4 $0.7 7.1
CoR): D e T e 51.0 17.6 3.4 Petroleum anil coal products.. 388.0 350. 6 0.3
Crude oil and natural gas_ 124.1 ™7 68,6 ron, steel, and products. ... 210 17.3 52.3
Nonmetallie mining. - e oemeeeeeeeeeeen 15.8 12.8 80, 8 Nonferrous metals and products £ 23.5 14.5 61,8
Mining not all .3 g | 32.0 Stone, clay, and glass produects_. S 21 .1 7.1

Other manufactaring . ________ 3.3 0 0

‘Total mining and quUATYINg. . ccccceeeeas 237.3 138.1 58.2

Total facturing. 452. 4 802.2 86T
Obhar pronips- co s et s e 55,5 24.5 4.2
Total all groups S T45.1 554.9 745

! The industry classification is the business activity reported on the tax return.
‘When multiple businesses are reported, the classifieation is the business activity
h accounts for the largesr.‘;:ermntaga of total mlf L

whic!
b &“mblb depletion is the deduction permitted for

rations,
neome tax purposes, and is

the larger of either adjusted-basis depletion er percentage depletion,

Bource: Statistics of Income for 1946, pt. 2, preliminary, for all
of Internal Revenue, Statistical Division, special tabulation, for t

rations; Burean
selected corpo-

TasLE 2.—Mineral depletion allowances for selecled corporations, by indusiry groups, 1946 and 1947

[Money figures in millions]

1046 1947
Excess over basis depletion ¥ Excess over basis depletion ?
Industry groups !
Number Allowable Number Allowable

depletion * Percent of depletion ? Percent of

Amount allowable Amount allowable

depletion depletion

Mining and quarrying:

gsa] m?ninu A8 $35.1 $28.7 82.0 i $64.0 $54.9 85.9
53 17.6 10.5 59.9 52 21.6 14.9 9, 2
Crude oil and natural gas. 66 72.7 62.0 85. 4 60 110. 5 100. 2 0. 9
Nommetallic mining_ .. 18 12.8 12.5 081 17 16.0 15.8 08, 8
not allocable 1 .1 ) 5.0 1 iy | (O] 23.3
Total mining and quarrying 208 138.1 113.8 82.4 196 212.2 185. 8 87.6
Manufacturing: Chemieals and allied produets....ceeue.. 14 9.7 7.3 75.5 14 $1L..7 0.4 80.3
Patro]eum and coal 45 350. 6 321.9 01.8 44 538.7 509.0 4.4
Iron, steel, and products. . - oo cccecccmecacm e ———— 14 17.3 11.0 63. 4 16 25.9 17.2 66.3
Non!errous metals and product: 8 14.5 5.1 .8 8 17.5 10. 4 59.4
Btone, clay, and glass product: b 2 Q] 32.5 5 .2 .1 56.3
Total facturing 86 392.2 345.3 88.0 87 594.0 540, 1 91.9
Other groups. 60 245 20.8 84.9 61 32.6 28.0 86,0
Total all groups 352 554.9 470.9 86,5 344 838.7 759.9 00. 6

! The industry classification is the hus[nass activity reported on

When multiple businesses aré reported, th e!mlﬂmtlon
which accounts for the largest percentage of toml mno!pts'
2 Allowahle depletion is the deduction permitted for

the larger of either adjus

ted-basis depletion or percentage depletion.
2 Basis depletion is the deduction necessary to recover the un

the tax return, the taxpayer’s depletable

is the business activity unamortized portion, or
able depletion.
income-tax purposes, and is 4 Less than

portion of

mpurl:y over its estimated remaining useful life. The
, i3 reduced each year by the amount of sllow-

Source: Burean of Internal Revenue, Statistleal Division, special tabulation,
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TasLe 3.—Computed revenue loss resulting from excess mineral depletion deductions, selected corporalions, by indusiry groups, 1946

and 19471
[Tn millions]
Industry group ? 1946 (352 1647 (344 Industry group ? 1946 (352 | 1047 (344
returns) returns) returns) returns)
Mining and quarrying: Manufacturing—Continued
Metal R s d $10.9 $20.9 Petroleum and coal products. . . . cocmeeeooo $122.3 $193.4
R e e e s 5 4.0 5.7 Iron, steel, and prod e e 4.2 6.5
Crude oil and natural gas 28.6 38,1 Nonferrous metals and produets_ oo .. 19 3.9
Nonmetallic mining_____ & 4.8 6.0 Stone, clay, and glass prod s 0] ®
Mining not allocable 3 ® @
Total manacturing - - oo oo mcee o mamamanaas - 1312 207.5
Total mining and quarrying . - - oo oo oocmciaaaeas 43.3 70.6 || Other groups. . _ £ o - 7.9 10.6
Manufacturing: Total all groups. N 182. 4 288.8
Chemicals and allied products o 2.8 3.6

1 Computed at the standard corporation rate of 38 pereent.
2 The industry classification is the business activity reported on the tax return,

When multiple businesses are reported, the classification is the business activity
which accounts for the largest percentage of total receipts.
3 Less than $50,000.

TasLE 4.—Mineral depletion and related allowances for selected corporalions, by principal mineral products, 1946
[Money figures in millions,

Income subject to Depletion Other capital recovery
depletion deductions
Number of
Principal mineral products corpora- Exploration
tions Develop- costs and
Gross 1 Net * Allowable * Basis ! ment losses on
costs ¢ abandon-
ment &
Metals:
Iron 20 £335.0 $56, 2 $18.9 $5.6 $6.1 80.1
Copper.. v Z 12 240.4 9.2 23.3 12.0 .6 L0
and zine.. i 22 68. 9 21.0 10.5 25 5.0 .3
Gold and silver 2 5 Sas 14 47.1 16.0 6.1 .3 9 £ §
Other metals. .. 1 B alfl 8 37.8 / 8.3 @ W1 m
Metals not allocable 23 9 2.1 3.0 .3 O] 2
Total, metals i 85 761.3 200. 2 65.0 20.8 12.7 L8
1:
Anthracite. .. 4 17 200. 6 .7 8.1 5.0 g} e
Bituminous, lignite, ete__ . Gl 52 432.8 4.5 16.2 5.0 (0]
Total, coal & 69 642, 4 72.2 24.3 10.0 (U]
01il and gas 163 1,837.6 604.2 447.1 . 419 381.2 161.3
Sulfur 8 6. 2 .5 12.3 (L IR0 ot i 2.7
Nonmetals: "
Entitled to percentage depletion 8 _ 19 90. 4 20.0 59 e e R 0.1
Not entitled to percentage depletion 8 56. 1 13. 4 -2 2 0.3 20.0
Total tals b 146. 6 33.3 6.2 22 .3 2.2
Grand total. 352 3,451 1,244. 4 554.9 74.9 394.2 2)4._6

1 Gross income subject to depletion represents the amount for which the taxpayer
sells, or could sell, in the immediate vicinity of the mine or well, the erude mineral

output thereof.

1 Net income subject to depletion re ts the gross income subject to depletion
less the allowable tax deductions attributable to the particular mineral property.

i Allowable depletion is the deduction permitted for income-tax purposes, and is
the larger of either adjusted-basis depletion or percentage depletion.

4 Basis depletion is the deduetion necessary to recover the unamortized portion of

the taxpayers’ depletable property over its estimated remaining useful life. The
ugﬁorﬁmd portion, or adjusted basis, is reduced each year by the amount of allow-
a)

§ Development costs are expenditures for the preparation of mineral cproperties for
production, which are deducted as e in the year incurred., Consequently,
these dit are not ineluded in the tax basis of the property and future cost or
adjusted-basis depletion is correspondingly reduced. The treatment of development

costs as a current expense, however, does not diminish percentage depletion in sub-
uent years, since the latter is determined on the basis of income in';.lehoee ears.
Tax deductions for exploration ¢osts represent expenditures which are made in the

search for mineral deposits but which cannot be attributed to the capital costs of

particular depletable properties, Aband losses rep tax deductions for

recovery of capital invested in particular mineral properties which are abandoned

belore recovery of adjusted basis. Both exploration costs and abandonment losses

re nt tax deductions for capital recovery in addition to depletion deductions,
Less than $50,000.

f The following nonmetallics are entitled to percentage depletion: Fluorspar, ball
and mﬁsr clay, rock asphalt, potash, flake graphite, vermiculite, beryl, fol "
miea, tale, Iepldolite, spodumene, barite, bauxite, china clay, phosphate rock, -
tonite, trona, gilsonite, and thenardite.

Source: Burean o!interna] Revenue, Statistical Division, special tabulation,

TasLe 5.—Mineral depletion and related allowances for selected corporations, by principal mineral products, 1947
[Money figures in millions]

Int?:ﬁe ﬁ?‘m Rl Other capital 1 m&goal;u ﬁ?lm Deslitt Other capital
pletlion gpletion recovery etion @ on recovery
deductions B v deductions
¥ Num- Num-
Prineipal mineral ber of Explo- Prinecipal mineral ber of Ex?lo-
products corpo- ration products corpo- ration
rations De- cOSts rations De- costs
Gross!| Net? | Allow- | Basis ¢ | velop- and Gross 1| Net? | Allow- | Basis | velop- | and
able ? ment |losses on able ment (losses on
costs § | aban- costs ¢ | aban-
don- don-
ment ¢ ment *
g e e 7| s55| 5| 0ol @ 1| o
IO e e e it 21 10.8 | $90.3 . 7 $0.5 A er metals.... .. A . =
i cigi el e v o § 10 B 921  Metalsnotatiocable.| 12| she| 16| ss| 4| 1 .3
Lead and zine_ ... 23 09,4 35.3 14.6 a1 4.8 .1 Total metals. _.... 86 (1,000.2 | 899.2 | 104.2| $28.3 | $14.3 £3.2
Gold and silver..... 12 66,8 243 9.1 2 L1 1.6

Bee footnotes at end of table,
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TaBLE 5.—Mineral depletion and related allowances for selected corporations, by principal mineral products, 1947—Continued
[Money figures in millions]

Income subject Other eapital Income subject Other capital
to depletion Depletion recovery de- to depletion Depletion recovery de-
ductions duetions
Num- Explo- Num- Explo-
Prinecipal mineral ber of ration Principal mineral ber of ration
products corpo- De- costs products corpo- De- costs
rations Allow- velop- and rations Allow- velop- | and
Gross!| Net? | able? | Basis¢| ment | losses Gross!| Net? | able? | Basis4 | ment | losses
costs § o1 costs 8 on
ahan- aban-
don- don-
ment ¢ ment 8
Nonmetals:
16 | $211.6 | $18.3 $7.5 $4.7 (i Jlhn EStatessssy, Entitled to percent-
_age depletion *____ 17 | $68.7 | $20.2 $8.7 $1.8 ™ 3
55 | 6125 8n.2 25.4 6.2 $.1 $.3 Not entitled to per-
centage depletion. 9| 1022 53.4 .3 .3 $.4 $25.1
71 £24.1 105, 4 33. 0 10.9 | .3
153 |$2,601.5 |$1,544.9 | $677.7 $42.6 | $471.1 $109.9 Total nonmetals. 26 170.9 73.6 2.0 21 .4 25. 4
R e 8 80.3 43. 8 14.9 (M) B a st 25.8
| Grand total_..__ 344 14,775.9 [2,106.9 | 838.7 78.8 | 4806.0 254.5

! Gross income subjeet to depletion represents the amount for which the taxpayer
sells, or could sell, in the immediate vicinity of the mine or well, the crude mineral
output thereof.

2 Net income sabject to depletion represents the gross income subject to depletion
less the allowable tax deduetions attributable to the partieular mineral property.

3 Allowable depletion is the deduction permitted for income-tax purposes, and is
the larger of either adjusted-basis depletion or percentage depletion.

4 Basis depletion is the deduction necessary to recover the unamortized portion of
the taxpayers' depletable property over its estimated remaining useful life, The
unamortized portion, or adjusted basis, is reduced each year by the amount of allow-
able depletion.

$ Development costs are expenditures for the preparation of mineral properties for
production, which are deducted as expenses in the year incurred. Consequently,
these expenditures are not included in the tax basis of the gro:wﬂy and future cost
or adjusted-basis depletion is correspondingly reduced. The treatment of develop-

ment costs as a current expense, however, does not diminish percentage depletion in
subsequent years, since the latter is determined on the basis of income in those years.

® Tax deductions for exploration costs represent expenditures which are made in
the search for mineral deposits but which cannot be attributed to the capital costs
of particular depletable properties. Abandonment losses represent tax deductions
for recovery of capital invested in particular mineral properties which are abandonod
before recovery of adjusted basis. Both exploration costs and abandonment logses
m?resmt tax deductions for capital recovery in addition to depletion deductions.

Less than $50,000.

! The following nonmetallics are entitled to percentage depletion: Fluorspar, ball
and sagger clay, rock asphalt, potash, flake graphite, vermiculite, beryl, feldspar,
miea, tale, lepidolite, spodumene, barite, bauxite, china clay, phosphate rock, ben-
tonite, trona, gilsonite, and thenardite,

Bource: Bureau of Internal Revenue. Statistical Division, special tabulation,

TasLe 6.—Allowable and basis depletion related to income, selected corporations, by principal mineral products, 1946 and 1947

[Percent]
1946 1947 1046 1947
Percent of Percent of Percent of Percent of Percent of Percent of Percent of Percent of
gross i net i gross i net i gross income | net ineome | gross income | net income
Principal mineral Prineipal mineral
products products
Allow-| Basis | Allow-| Basis | Allow-| Basis | Allow-| Basis Allow-| Basis | Allow-| Basis | Allow-| Basis | Allow-| Basis
able |deple-| able |deple-| able |deple-| able | deple- able |deple-| able |depie-| able {deple-| able |deple-
deple- | tion ? | deple- | tion ? | deple- | tion ? | deple-| tion 2 deple-| tion ? [ deple- | tion 2 | deple- | tion 2 | deple-| tion 2
tion ! tion ! tion ! tion ! tion ! tion ! tion ! tion !
b6 1.7 826 9.9 85 2.4 20.5 83| Ollandgas. .. ._._..... 24.3 22| 4.3 4.6| 251 1.5 43.8 27
0.6 49| 255 13.1 10. 4 7 20.1 g R R e 18. 6 *) 35.7 (0] 18. 8 (t] 33.9 ™
15.2 3.5 50.0 1.7 14. 6 3.0 41.3 B.6
= 128 5| 37.8 L5| 13.0 +3Y 8m4 .9 || Nonmetals:
Other metals. ... |86 | ) 44.3 .3 6.6 @ 40.3 5 Entitled to percent-
Metals not allocable__| 0.4 .9 | 356 37| 10.0 7| 3.0 2.2 age depletiont.__...| 6.5 22| 27| 10.1]| 126 26| 43.0 89
Not entitled to per-
Totul metals._._.._. 85 27| 322 10. 3 10.3 23| 260 6.8 centage depletion___ .3 .2 L5 12 .8 2 .6 .4
Coal: Total nonmetals__ 4.2 1.4 18.4 6.5 5.2 1.2 12.2 28
Anthracite_. ... ____ 3.8 23| 20.0| 17.9 3.5 22| 40.8 25.6
Bituminous, lignite, QGrand total_......| 16.0 21| 44.4 60| 17.5 1L.6| 386 3.6
peat. ... Y 3.7 11| 355 1L0 4.1 LO| 28.7 6.9
Total coal........] 3.7 1L.5| 31| 13.6 3.9 1.3 30.8 10.1

! Allowable depletion is the deduction permitted for income-tax purposes, and is
the larger of either adjusted-basis depletion or percentage depletion.

2 Pasis depletion is the deduction necessary to recover the unamortized portion of
the taxpayer’s depletable property over its estimated remaining useful life. The
ugﬂn&:ﬁ{:ﬁd portion, or adjusted basis, is reduced each year by the amount of allow-
al on.

3 Less than 0.1 of 1 percent.

4 The following nonmetallics are entitled to percentage depletion: fluorspar, ball
and saﬁer clay, rock, asphalt, potash, flake graphite, vermiculite, beryl, feldspar,
miea, tale, Iopldollte. spodumene, barite, bauxite, china, ¢lay, phosphate rock, ben-
tonite, trona, gilsonite and thenardite.

Source: Burean of Internal Revenue, Statistical Division, special tabulation.

Tasre 7.—Mineral depletion and rvelated allowances for selected corporations, by size of total assels, 1946 and 1947
[Money figures in millions]
Income subject Other eapital Income subject Other capital
to depletion Depletion recovery de- to depletion Depletion recovery de-
ductions ductions
Num- Explo- Num- Explo-
Total assets classes 1 | ber of ration Total asset classes ! ber of ration
(in thousands) corpo- De- costs (in thousands) corpo- De- | costs
rations! Allow- | | velop- | and rations ! Allow- velop- | and
Gross?| Net? | able4 | Basis# | ment | losses Gross?| Net? | ablet | Basis®| ment | losses
costs ¢ on costsf | on
aban- aban-
don- don-
ment 7 ment 7
146 1047
$100 under $1,000_ . oo $20 | $22.7 $5.3 $2.0 $0.1 $0.1 $0.1 || $100 under $1 St ememn $25.8 £6.7 $2.3 $0.1 $0.1 (2
$1,000 under $5,000__...._ 105 | 207.3| 47.3| 18.9 3.8 0.2 2.0 || $1,000 under SRR 101 | 268.3| 72.5 26. 8 3.4 1.0 1.8
£5,000 under $10,000.....- 46 | 135.4 | 47.7 18,9 3.4 5.3 2.3 || $5,000 under $10,000....—- 42| 160.1 60.0 23.5 3.1 7.4 3.6

Bee footnotes at end of table,
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TaBLE 7.—Mineral depletion and relaled allowances for selected corporations, by size of total assets, 1946 and 1947—Continued
- [Money figures in millions]

Income subject Other capital Income subject Other capital
to depletion Depletion recovery de- to depletion Depletion recovery de-
ductions ductions
Num- Explo- Num- Explo-
Total assets classes ! ber of ration Total assets classes | ber of ration
(in thousands) corpo- De- costs (in thousands) corpo- De- costs
rations!? Allow- velop- and tions ! Allow- velop- | and
Gross?| Net? | ablet | Basls & | ment | losses Gross?| Net? | ablet | Basis * | ment | losses
costs ¢ on costs & on
aban- aban-
don- don-
ment ¥ ment
1046 1947
£10,000 under $50,000....- $00 | $670.0 | $100.7 | $81L.8 | $13.4 | $40.4 $19.3 || $10,000 under $30,000. ... $07 | $870.2 | $301.7 | $118.4 | $14.4 | $50.0 $25.8
$50,000 under $100,000.... 17 283.1 B8.6 35.9 8.7 15.7 8.9 || $50,000 under $100,000.... 14 | 353.3 117.2 51. 4 10,7 16.5 13.2
$100,000 and oVer— .. 64 12,120.3 | 861.3 | 395.7 45, 313.2 171. 2 || $100,000 and over l 68 (3,108.7 |1,604.8 | 614.3 47.1| 390.8 209.6
.5 17 7T T o 4 SN 348 (3,447.8 [1,241.0 | 553.2 74.8 | 392.0 203.7 Total - o o taut 842 |4,768.6 (2,162.9 | 836.8 78.8 | 484.8 254.1

1 Total asset classes are based on the net amount of total assets after reserves for
damciat dapletlun amortization and bad dehts, as aI the close of the taxable
year 1 énl:v corporations with bal sheets i d C the
number of corporations differs slightly from that i.u the tabulations by Lndyustry
grou and by principal mineral produe
roas ineome subject to depletion represents the amount for which the taxpayer
t t . d[ae]l in the immediate vicinity of the mine or well, the crude mineral
ou sut thereo
et Income subject to depletion regrmnts the gross income suhject to depletion
lsm the allowable tax deduetions attributable to the ticular mineral property.
4 Allowable depletion is the deduction permitted for income tax purposes, and is
the larger of either adjusted-basis depletion or percentage depletion.
¥ Basis depletion is the deduction necessary to recover the unamortized portion
of the taxpayers depletable property over its estimated remaining useful life. The
ugghn(l‘oﬁli:&d portion, or adjusted basis, is reduced each year by the amount of allow-
al o] on,

¢ Development costs are expenditures for the preparation of mineral properties for
production, which are deducted as expenses in the year incurred. Consequently,
these expenditures are not included in the tax basis of the property and future cost
or adjusted-basis depletion is correspondingly reduced. The treatment of devel-
opment costs as a current expense, however, does not diminish percentage depletion
in subsequent years, since the latter is determined on the basis of income in those

ears.

7 Tax deductions for exploration costs represent expenditures which are made in
the search for mineral deposits but which cannot be nurihmed to :he ca ital costs
of particular depletable properties. losses rey eductions
for recovery of capital invested in partlculm- mineral propcrt.iee which are abandoned
before recovery of adjusted basis. Both exploration costs and ahandonment losses
rs{)rasent tax deductions for capital recovery in addition to depletion deductions,

Less than $50,

Source: Burean of Internal Revenue, Btatistical Division, speeial tabulation.

TasLe 8.—Allowable and basis depletion related to income, selected corporalions, by size of total assets, 1946 and 1947

Percent of gross income | Percent of net income Percent of gross income Percent of net income
Total assets classes ! (in thousands) Total assets classes ! (In thousands)
Allowable Basis Allowable Basis Allowable Basis Allowable Basis
depletion ? | depletion ? | depletion ? | depletion * depletion ? | depletion ? | depletion ? | depletion *
1946 17
8.9 0.4 2 1.7 || $100 under $1,000. o oemeeeee 9.0 0.3 34.5 1.0
9.1 1.8 30. 4 8.4 || $1,000 under $5,000_______ oo 8.9 1.2 36.8 4.6
13.9 2.5 30.7 7.1 || $5,000 under $10,000. .. - oeeeuu-- 14. 6 1.9 89.1 5.1
12.2 2.0 42.5 6.9 || $10,000 under $50,000. - oo eacaaceeax 13. 6 16 39.2 4.7
t!cﬂ 000 under $100,000.«caeeeemean-n 12.6 3.0 40. 4 9.7 || $50,000 ander $100,000. caaeeecaecan- 15.3 3.1 43.8 9.1
000 P @ SR e R 18.5 21 456.8 5.2 || $100,000 and over. ..o .cooooao-i- 19.7 L5 38.2 29
Total 16.0 21 4.4 6.0 Total 17.5 16 38.6 3.6

1 Total asset classes are based on the net amount of total assets after reserves for
dupredst{ou depletion, amortization and bad debts, as of the close of the taxable
mr ‘Onl corporations with balance sheets are included. Gonsequenuy.

¥
mber of corporations differs slightly from that in the tabulations by in
groups and by principal mineral produets.
3Allmble depletion is the deduction permitted for income tax purposes, and is
the larger of either adjusted-basis depletion of percentage depletion.

3 Basis depletion is the deduction necessary to recover the unamortized pm'tlim
o! l.he taxpayers dcpletahle property over its estimated remaining useful life,

hI . m;:lnomon, adjusted basis, is reduced each year by the amuumoiahow-
able depletion.

Bource: Bureau of Internal Revenue, Statistical Division, special tabulation,

TanrLe 9.—Income, deductions, and tar liabilities of 10 selected individual oil and gas operators, for the 5-year period 1943-47
[Money figures in millions]

New income Bpecial dedue- Income tax New income Bpecial deduc- Ineome tax
tion liability tion liability
Tax- Tax-
Individoal o = = able » Individual - 5 = ablte -
operator m er- 8- net 'er- operator ‘rom er- o nel er-
oil From cent- | velop- |income cent of oil From cent- | velop- |income cent of
and | other | Total | age de-| ment Amount| total and | other | Total | age de-| ment Amount| total
gas! |sources le- | costs? net in- gas ! |sourees ple- | costs # net in-
tion 2 come tion 2 come
e e awrn ] | 10D $3.8| $14.3 2.2 | $13.0 [+—$0.9 $0.08 0B8] Goonenacaeaa-] $7.7| —$51.3 $0. 4 3.5 21 $0.8 $0.5 7.8
B 5.0 .8 5.8 3.1 2.1 .6 5 LN | - PR TR 21 3.6 5.7 1.0 .6 4.1 2.2 38.6
3.9 N 4.4 8.2 4.4 |4-3.2 .16 3.4 i L7 1 1.8 .8 1.0 .3 .2 11.1
9.3 .3 9.6 2.7 0 6.9 61 63, 5 8.0 -7 7.3 2.9 s By 27 22 30.1
27 .8 3.5 L0 .3 2.2 14 40.0
PO L7 L4 a1 .8 L& .8 .6 19. 4 Total._____| 52.6 9.3 619 20.9 26.7 14.3 13.93 2.5
1] after dedueti for operating expenses, depreciation, adjusted-basis subsequent years, since the latter is determined on the basis of lnwme in tmw

de':cletl.on. exploration costs and losses on abandonment.
1 Excess of percentage depletion over adjusted-basis depletion.

i Development costs are expenditures for the preparation of mineral cprapert!as for
production, which are deducted as expenses in the year in onsequently.
these erpenditum are not included in the tax basis of the perty and future
of adjusted-basis depletion Is correspondingly reduced. The treatment of develop-
ment costs as o current expense, however, does not diminish percentage depletion in

i Whl!.e special dednetlons more than offset the total net income for the &

some income tax was paid because there were deficits 01133 in some s. A deficit
caused excess percentage depletion cannot be carried over net taxable
tnmma of other years.
Includes only 4 years, 194346,

Bource: Bureau of Internal Revenue, special tabulation,
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Mr. PROXMIRE. Mr. President, in
1955, the Joint Economic Committee
asked a number of tax experts to par-
ticipate in its study of Federal tax pol-
icy for economic growth and stability.
One of the finest papers which was pre-
sented to the Committee was that by
William F. Hellmuth, Jr.,, of Oberlin
College, who wrote on the subject of the
“Erosion of the Federal Corporation In-
come Tax Base.” This paper appears
on pages 888 to 917. I ask unanimous
consent that a section of that paper,
which appears on pages 897 to 903 and
which deals with the percentage deple-
tion question, be printed at this point
in the RECORD.

There being no objection, the excerpt
was ordered to be printed in the Recorbp,
as follows:

DEPLETION

Present depletion deductions are probably
the most glaring and most widely con-
demned source of erosion in the corporate
income-tax base. These deductions may also
be the ones which have been most liber-
alized and extended over the past 15 years.

Corporations have been permitted a tax
deduction for the exhaustion of oil and min-
eral resources since 1913. In economics and
in our tax law, the principle is well estab-
lished that the gradual exhaustion in use of
a well or mineral deposit represents a cost
of production for which deductions should
be allowed in computing net income. Con-
troversy exists as to timing and total amount
of depletion deductions allowable.

On the basis of tax neutrality be-
tween different industries and economic ac-
tivities, deductions from income over the life
of a property would be limited to original
cost, with annual tax-free recovery reflecting
the portion of the total deposit which is ex-
tracted during the year. Using the business-
income yardstick, there would be depletion
deductions based on actual cost or in some
cases no deductions at all for depletion.®
Full recovery of actual cost under cost de-
pletion would correspond to tax treatment
of depreciation or amortization for other
capital assets.

Existing legislation allows taxpayers own-
ing an economic interest in mineral deposits
the choice of a depletion deduction based on
cost or percentage depletion. Percentage de-
pletion gives an annual deduction equal to
the smaller of a statutory percentage of gross
income from mineral property or 50 percent
of net income from the property before any
allowance for depletion. Total tax-free de-
ductions under percentage depletion are not
limited or even necessarlly related to capital
cost, Annual percentage depletion deduc-
tions are related to production, prices, net
income, and statutory percentages. There is
no ceiling on the total amount of these de-
ductions and over the life of a property they
may total many times a taxpayer's actual in-
vestment costs. Thus percentage depletion
deductions diverge from allowable deduc-
tions which conform either to tax neutrality
or to business-income concepts and are an
important element of erosion.

The dollar estimate of the excess of per-
centage over cost depletion is based on
Treasury studies of those corporations which
accounted for 75 to 80 percent of all deple~
tion allowances claimed by corporations dur-
ing 194649,

*8mith and Butters, op. cit., pp. 80-84
Some businesses make no deduction for de-
pletion due to the difficulty of estimating the
future life of a deposit accurately.

Journal of Political Economy, June 1950, pp. 222-240,
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Excess of allowable over basis
Number of | Allowable | Adjusted
Year corpora- | depletion basis
tions depletion | Amount | Percent of | Percent of
allowable | net incomea
1946 352 $555 $75 $480 86.5 39.4
1947, 344 839 T 7060 90, 6 35.0
18, 260 1,291 i 1,214 94,0 36.3
1040... 260 1,120 61 1, 059 4.6 40.1
IR e 2 3, 805 202 R | o
Weighted average... L. - i - - Sy
Note.—See also an interpretation of the 1846-47 data by D. H. Eldridge, Tax Incentives for Mineral Enterprise.

Sources: 1946 and 1957 data from Revenues Revision of 1950, hearings before the Committee on Ways and Means,
House, 813t Cong., 2d sess,, vol. I, pp. 194, 197; 1948 and 1949 data from E. E. Oakes, Incentives for Mineral Indus-
tries, the President’s Materials Policy Commission, Resources for Freedom, vol. 5, pp. 14-15.  Admittedly adjusted-
basis depletion is not identical to cost depletion but is based on cost less allowable depletion (larger of percentage

or cost depletion) in prior years.

This table indicates that total allowable
depletion deductions were at least 10 times
depletion deductions based on cost. As legis-
lation in 1951 and 1954 further liberalized
percentage depletion and extended the oppor-
tunity to expense (currently or deferred)
exploration and development costs so they
never are charged to a depletion basis,
allowable depletion may now be nearer 20
times cost depletion. These figures conceal
a wide variation between individual products.
Percentage depletion deduction as a multiple
of cost depletion during 1946-49 varied from
a high of over 200 for sulfur to 19 for oil
and gas down to about 314 for copper and
coal. Note that oil and gas accounted for
more than 80 percent of all depletion
deductions:

Allowable depletion compared with adjusted
basis depletion for certain products, 1946-
49 combined

[In millions]
Allow- | Prod-
Allow- | Adjust-| able as | uet per-
able |ed-basis| multi- | cent of
deple- | deple- | pleofl | total
tion tion | adjust- | allow-
ed basis| able
Allproduets. .| $3, 805 §202 37 100. 0
Oflandgas. . - cceeae-- 3,143 167 18. 0 82.8
60 U] 0} L6
136 38 3.5 3.6
182 49 3.7 4.8

1 Allowable depletion for sulfur was less than $300,000
for all 4 years combined. Individual years' totals were
too small to be reported in tables. Thus sallowable
depletion for sulfur was at least 200 times the amount
of adjusted-basis depletion and possibly much more.

Source: Computed from Treasury depletion studies
of several hundred large companies for 194649, op. cit,

The most recent Statistics of Income indi-
cate corporate depletion deductions of $2,-
126 million for 1852, Corporate depletion in
1955 might amount to $2,500 million, assura-
ing increased dollar volume and another $100
million for the liberalization of depletion by
the 1954 code. Ninety percent of this total
gives $2,250 million as the conservatively es-
timated amount of corporate income ex-
cluded from taxable income due to over-
generous percentage depletion.?

Erosion of the tax base due to depletion
has been rapid in recent years and perhaps
has now come to a position of equilibrium,
at a position of great liberality, with per-
centage depletion now available to every

2 8ince corporations account roughly for
80 percent of all depletion, an additional
$500 to $600 million of depletion erosion
would be estimated for the 1955 individual
income-tax base. Revenue Revision of 1950,
hearings before the Committee on Ways and
M’e;iél;. House, 81st Cong., 2d sess,, vol, I,
p. b

metallic and nonmetallic mineral from anor-
thosite to zine, including even oystershells
and peat. Under section 613(b) of the 1954
Code, only soil, sod, dirt, turf, water, and
mosses, or minerals from sea water, the air,
or similar inexhaustible sources are not eli-
gible for percentage depletion.

But this hope—that there will be no fur-
ther erosion from depletion—is probably too
optimistic. Industries entitled to a low rate
of percentage depletion are continually
pressing for higher rates; pass-through of
depletion deduction opportunities to cor-
porate stockholders in extractive industries
has been requested. A Federal circuit court
recently held that the value of finished brick
could be used in the income measure for
percentage depletion® If this view prevails
for brick, other industries will push for equal
treatment, possibly even to the wvalue of
gasoline for a vertically integrated oil com-
pany.

The statutory history of depletion is a
superb example of at least three types of tax
changes which erode the corporate tax base.

The initial break from cost depletion came
in 1918 when Congress allowed, to the dis-
coverer only, tax-free deductions based on
value of property at the time of the dis-
covery or within 30 days thereafter. This
was probably the first instance under the
Federal income tax where increment of value
after 1913 was not taxed. Usually, of course,
discovery of oil or minerals increases the
value of a property substantially over cost.
This higher value was justified as an in-
centive to exploration and discovery to meet
the World War I emergency. A comparable
situation arose during World War II when
percentage depletion, restricted until then
to oll and gas (1926), and sulfur, metal
mines, and coal (1932), was extended in
1942 to 3 nonmetals and in 1943 to 10 addi-
tional nonmetallic minerals. This expan-
slon of percentage depletion was limited to
the period of the war emergency to encour-
age production of minerals belleved to be
scarce for meeting the wartime demands.
After both wars, these incentive features
first introduced to meet temporary emer-
gencles were not rescinded nor allowed to ex-
pire, but instead remained permanently in
the tax structure. The first generalization
is that temporary tax incentives are diffi-
cult or impossible to terminate.

A second observation from experience with
depletion is that simplification of tax ad-
ministration is often advanced at the ex-
pense of revenue or equity or both. To over-
come administrative difficulties from the use
of discovery value,' percentage depletion was

8 Cherokee Brick & Tile Co, (122 Fed. Supp.
59 (5 CCA, 1954)).

¢8Such questions as what was a new dis-
covery, determination of value just after the
discovery, and whether the owner was the
discoverer plagued tax administrators.
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allowed in 1926 for oil and gas wells. A
figure of 2714 percent of gross income was
‘chosen, apparently to give approximately
equal dollar deductions wunder the new
method as had been available under the dis-
covery value method. But this percentage
method became more valuable as tax rates
rose far above the 1926 corporate rate of
13.5 percent and as price levels increased,
causing a high revenue cost to the Treasury
and arousing the envy of other industries
still restricted to cost or discovery value
depletion. And the percentage depletion
method, as noted above, unlike the cost and
discovery value methods, has no overall
limit so that deductions continue as long as
& property is producing income.

A third lesson is that it is difficult to limit
tax favors to just those who discover a new
oll or mineral deposit or even to a few
selected entire industries, however justified
this special incentive is on grounds of rela-
tive risks or probable scarcity relative to
needs for economic growth and national
security. The other extractive industries re-
garded the avallability of percentage deple-
tion at liberal rates to a few industries as
unfair discrimination and a tax deduction
to which they were equally entitled. Politi-
cally the have-nots broke the dikes against
percentage depletion in 1947, 1951, and again
in 1054. Coverage was extended, percentage
rates were raised, processes covered were
broadened, and even mine residues were
made eligible for percentage depletion. Ap-
parent discrimination against certain indus-
tries was ended by extending the liberal de-
ductions to all® Companies exploiting sand
and gravel pits and oystershells now qualify
for percentage depletion along with oil com-
panies and uranium prospectors, though at
different rates,

The incentive value of percentage deple-
tion for certain scarce minerals has been
blunted by extending the favors to all. One
problem is that there are no yardsticks to
indicate the incentives needed to get the
goclally desired amount of investment in
different fields. Congress has no guide to
determine which industries are entitled to
percentage depletion and what depletion
rates produce the needed amount and dis-
tribution of investment in the extractive in-
dustries.®
~ The economic defense of generous per-
centage depletion results from national
policy to provide an incentive or subsidy
for certain selected minerals for reasons
of national security. But on grounds of tax
neutrality, tax equity, and conformity to
business income accounting practice, the
excess of percentage over cost depletion
reflects erosion in the income-tax base. In
fact from the standpoint of accounting or
economics, it is questionable whether these
deductions are properly called depletion
slnce they do not relate to any capital sum
which is being exhausted. In some cases
the income against which the statutory
percentages apply includes not only extrac-
tion but also processes which are essentially

5 No reduction in depletion rates has ever
been voted by Congress. In 1954 every
amendment extending percentage depletion
‘was passed in the Senate. It was impossible
even to get the necessary 10 Senators to re-
quest a record rollcall on any of these
votes. See CONGRESSIONAL RECORD, vol. 100,
pt. 7, especially pp. 9301-0319.

® The President’s Materials Policy Commis-
sion, op. cit., vol. I, pp. 33-35. The Commis~-
slon recommended that percentage deple-
tion be retained because of its strong in-
ducement to risk capital to enter the min-
erals field. It also recommended that no
depletion rates be railsed above the 1952
level and that recent additions to minerals
eligible for percentage depletion be reexam-
ined to see if incentives are needed for their
production.
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manufacturing in character, such as finished
brick or industrial talc.

The excess of percentage over cost-deple-
tion deductions reduces corporate taxable
net income by about $214 billion in 1855
and this figure, under existing legislation,
will tend to increase with an expanding
economy.

EXPLORATION AND DEVELOPMENT COSTS

Exploration and development costs are
closely allled with the problem of depletion
for mineral and oil producers. Current tax
legislation allows these producers the option
of capitalizing or expensing development
and, with qualifications, exploration costs.

Oil and gas producers have enjoyed this
option since 1817, first by Treasury regula-
tion, now codified by the 1954 Internal
Revenue Code. Intangible drilling and de-
velopment costs include all costs of labor,
fuel, repairs, materials, and econstruction,
except cost of assets which have a salvage
value, the latter assets being depreciated.
The development costs eligible for expensing
account on the average for about 75 percent
of the costs incurred in bringing in a well.”

The Revenue Act of 1951 extended this
option even more fully to mining. A tax-
payer with mining interests may now decide
each year for each mine to expense or cap-
italize development costs. Mine exploration
and development costs can be deducted cur-
rently or set up as deferrsd expense to run
over the life of ore benefited. In either case
a deduction in lieu of cost depletion is given,
but percentage-depletion deductions con-
tinue undiminished. Before 1951 all de-
velopment costs in excess of current net in-
come from a property during the develop-
ment stage had to be capitalized.

This option to expense what are essentially
capital costs is another loss to the tax base.
Tax neutrality and conformity to business
accounting would require that these costs
be capitalized and amortlzed over the life
of the assets or, if the assets cannot be
moved, over the life of the mineral deposit,
if it will be exhausted before the assets are
fully depreciated.

The erosion here is twofold. First, the
option to expense development costs allows
deductions to be taken sooner than if these
costs were capltalized and deducted gradu-
ally over a period of years. This means that
total deductions to any given date are larger
than if these costs were spread over several
years, Secondly, expensing of development
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costs combined with . percentage depletion
allows double deductions for the same costs.
To the extent that development costs are
expensed, there is no need for depletion to
recover investment. If 75 percent of the
cost of an oll well is expensed, only the
remaining 25 percent remains to be recovered
tax free through cost depletion. But with
percentage depletion, the annual and total
deductions bear no direct relation to capital
costs but depend on gross and net income.
The dollar amount of deductions under per-
centage depletion is not influenced by the
election to capitalize or expense.

Thus, with the expensing of development
costs, percentage depletion becomes more
than ever an additional deduction which
must be justified on grounds other than re-
covery of costs for these are recovered
through expensing. Leasehold costs cannot
be expensed but they are usually In the
form of royalty payments. Development
costs may be offset agalnst income from all
sources, a feature which has attracted cor-
porations (and individuals) primarily inter-
ested in other Industries to finance new oil
wells, thus reducing or even eliminating
their taxable income while building up their
capital assets.®

The Treasury study for 1946-47 cited above
reported that 96.8 percent of all corporate
development costs were claimed by oil and
gas producers and that these deductions
were about two-thirds of the excess of per-
centage over cost depletion. Applied to 1955,
this suggests about $1.5 billion of costs
which are expense in addition to being re-
covered through percentage depletion. With-
out percentage depletion, to avoid any ero-
slon these costs would still not be expense
but would be capitalized and deducted grad-
ually over the life of the assets or the life
of the well, whichever is shorter; from this
point of view erosion would be at least $1.1
billion a year at first, declining gradually
as annual depreciation charges accumulate
for all such property in use.

The great value of these tax-saving fea-
tures to the oil industry is documented by
published 1854 annual reports. The fol-
lowing table compares the tax position of 3
companies which specialize in crude-oil pro-
duction, 24 large oil companies combined
(whose annual reports were available), and
all corporations. Note that the effective tax-
rate increases from 9.2 percent for Tide-
water, to 22.6 percent for 24-company aggre-
gate, to 48.1 percent for all corporations.

Federal tazes and effective lax rates for oil companies and all corporations, 1954

Per share
Net income| Federal in-| Effective
before tax | come tax tax rate
Earnings | Federal in-
before tax | come tax
Millions | Millions Pereent
Tidewater Assoclated Ol CO. . eememceeeemeeeeeceem $38.0 $3.5 9.2 $3.45 $0, 32
Humble 0il & Refining Co. 174.8 285 16.3 4.86 .70
Bkelly Ol Co.........-. 36.1 6.7 18.5 6.28 1.16
24 large petroleum panies 2,541.0 575.0 2.6 =
All corporations___. 34,042.0 16, 369.0 48.1

Source: Annual reports: Department of Commerce estimate of corporate profits and Federal tax lHability.

Since the Revenue Act of 1951, mining
companies may expense a limited amount of
exploration costs, even if for a productive
property. The limit on such costs of & min-
ing taxpayer was raised to $100,000 a year
and $400,000 total by the 1954 code. The
cost here is relatively small, although tax-
payers are increasing their tax saving by
incorporating each mine separately. Ex-
ploratory expenses above these limits by
mining corporations must be capitalized.
Only exploratory expenses which lead to dry
holes may be expensed currently by the oil
and gas industry. This conforms to neu-

trality and accounting concepts.

7 Oakes, op. cit., p. 17.

Mr. PROXMIRE. Mr. President,
among other points he makes is that in
1954, one major oil company paid taxes
at an effective rate of 9.2 percent, an-
other at 16.3 percent, and still another
at 18.5 percent. He shows further that
24 large petroleum companies paid taxes
at an effective rate of only 22.6 percent.

#J. K. Butters, L. E. Thompson, L. L.
Bollinger, Effects of Taxation: Investments
by individuals, pp. 201-202 (1953). Some
investors regard investments in the oil in-
dustry as a source of tax exempt income,
competitive with State and municipal se-
curities,
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TAX RATES OF SPECIFIC COMPANIES Company C Company G
Mr. President, I, myself, have been e
collecting some facts and figures on the Nebreakss NEDTMIN b o Net income Net income | of in-
taxes paid by oil and gas producing com- before Tnoome after come o ir;eﬂf)o;u}; IJ:::;;; magga s
panies, I have collected figures for Year mgge taxes “’gﬁe %:"cg;fg taxes taxes | income
these 27 companies since 1945; and I before Do
have figures which show the amount of taxes
income taxes they have paid, compared
g 1058  $804,716 , 000
with their net income before taxes. As 13- i "éﬁ(‘,: Pl B A B ) Yor.540| 115,000
we all know, since World War II, these 1956._.| 4.770,405| 261,837 | 4.508 658 A
taxes for most corporations have been jooy—| PaeS| HIES| haemo| T el s
in the neighborhood of 47 to 52 percent. 1933| &aoidot| Toud| A3z | L0 G0  EOOH g
However, these oil and gas companies 19:5,1:: im{ 107 399: 397 %‘5392: 710 10. .15 1851 __ 935, 134 137, 220
have paid taxes at a considerably lower 1950 3696584 | sa7,072| 289412 22001 1900..  BOASEZ | 147, e
1949.__| 3,373,448 679,563 | 2,603, 895 20.14 g ,
rate than what one would believe they jous | 150 82 982, 3, 560, 302 21. 63 }gig g 319 %g. 22;
should pay, and what other corporations 1947-| 228108 | 520781 | 1704338 ) 238 o7 gyem \ 664
actually pay. W5 33895 256 33, 639 76 15| 461448 180,88
I am calling these companies company
A, company B, company C, and so forth, Conipany. D Company H
for they have done nothing illegal, and P
erce
I do not wish to condemn t.l_aeu_l, but a Nt Bieoms ot intoma | oLIE
merely wish to condemn the principle of Net income Net income | of in- before Income l:"i—'r e
percentage depletion. Thus, I have not . | beforo Incomo | after | come Ha0E | *inota taxes oot st
reason to go after any of the individual gt B+ E taxes | income befory
companies; but I do wish to illustrate beroé: i
f
the effects of t_h_e great many legal tax 1058...| $1,760, 704 ol 1,760,704 0
avoidance provisions of the tax code on 58| $156,130 | 1$13,000 £169, 130 0 19571 2,176,228 | §160,000 | 2,016, 226 7.35
the taxes which these companies actu- 1057 271515 5, 000 266, 515 Lot 908 (12,047, 008 bl et ot
ally 1956 472, 556 35, 000 437, 556 7.41 1985...1 1,904,072 000 | 1,908,072 4.81
pay. . s 1054...| 2,276,416 238,320 | 2,038, 086 10. 47
1955 549, 093 15, 000 534, 093 2.73 & o T gt s
Mr. President, I ask unanimous con- 1954 | 309,405 ... __ 300,405 |_...___. o Bl MR st BB X2 IR
: . 1953 3083, 453 11,332 202, 121 3.73 - L h s
sent to have tabulations in that connec- (g5 160, 084 25, 656 133, 308 1615 1051 1,992,234 411,166 | 1,581,068 20. 64
tion printed at this point in the Recorn. 1051 1504 23| dor e 198 4950-.21 2,200, 271 u P ||
1950 ... 277, 51 i .
_‘There being no objection, the tabula- ja"| 177187 1,000 176, 187 .3 Note.—Recordsavailableonly for last 9 years,
tions were ordered to be printed in the {m ggg s ﬁ &03 ;3; g; lg- g{'
RECORD, as follows: 10460 130923 1000 13923 7 Company 1
1945, 140, 101 1, 500 138, 601 1.07
Company A Percent
1 Credit Net income Net income | of in-
: ¥ hl:efm Ir:aoomo ma!t.er :.::?m?.o
Percent Compaﬂy E oar come Xes come o8
Net income Net income | of in- bﬁfoﬁu
re Income after come taxes
Year income taxes inecome taxes to
taxes taxes hl::?m Nettw i}mome 3 Netmirt;eoma
ore ore neome r 3
taxes Year | income taxes income ‘32; ﬁ ‘;: %; % E.'
uay b oo | amsirs| Cheo
1058_..| $22, 485, 135 (0] $22,485,185 ... oovn ; : :
1957__.| 35,208, 079 | $5,260,000 | 29,948,970 14,04 }3‘&' g;g 3- 2;;; 2{.‘, % g
1056__. 29,523,395 | 8,024,000 | 26,409,305 10.24 26,156 | 5,387, 897 48
1955...| 28, 143,673 2,780,000 | 25, 363, 673 9.88 1958._.| $8, 108, 706 $800, 000 | $7, 308, 706 410, 539 4' m’ 704 g: 10
1054 .| 21,029,684 | 1,252,000 | 19,777, 648 5.95 1057.._| 11,303,747 | 1,600,000 [ 9,703,747 404 | 4 477 260 "ol
1953__| 18, 812, 590 367,000 | 18, 445, 590 1.95 1056...| 11,379,241 [ 1,900,000 | 9,470, 241 202,087 | 3 253 014 585
1952_..| 16, 550, 361 654,000 | 15,806, 361 3.95 1955...| 8 509,136 | 1,500,000 [ 7,000,136 628 | 2,876,957 2 46
1951__| 17,369,652 | 1,073,000 | 16,206, 652 6.17 1054...| 5820,750 |...o._..._.. 320, 7 201,176 | 2,572,003 705
1950...| 18,467,607 | 3,068,000 | 15, 399, 607 16.61  1053...] 6,420,968 | 1,048, 000 5,372, 068 504 487 2, 667, 514 15. 90
1949 | 14,750, 193 375,000 | 14,384, 193 254 1052...| 5601723 | 1,400,000 | 4,201, 258, 488 406,732 | 3423
1048__.| 27,367, 25 4,725,000 | 22 642 252 17.27  1951._| 5,866,052 | 2,000,000 3, 866, 052 65, 966 368, 046 64.13
1947__| 17,740,626 | 2,830,000 | 14,919, 626 15.04 1050...| 4,051,476 | 1,500,000 [ 8,451,476
1946__.{ 10,130,975 | 1,275,000 | 8, 855,975 12,50 1040.__| 4,928 459 | 1,020,000 [ 3,008, 450 .
1945 5,611,770 215, 000 396, 770 3.83 10M8._| 5,706,543 960,000 | 4,806, 543 16.65 112 months ended June 30,
1047__-] 8,650,374 600,000 | 3,050,374 16.44 2 Credit.
1946..| 3,248, 813 200,000 | 3,048, 813 6.16 3 Credit taxes.
! Not available. No-ﬂ:'.;In total analysis 1956 equals 1957 on this com-
pany, e
Company B Company F Company J
= Percent Percent Percent
Net income Net income | of in- Net income Net income | of in- Net income Net income | of in-
before Income after come before Income after come before Income after come
Year income taxes income taxes to Year income taxes Income taxes to Year income taxes income taxes to
taxes taxes income taxes taxes COme taxes taxes J
before before before
taxes taxes taxes
1958 $4,871,004 |  $525,000 | $3, 846,004 12,01 1958...| $54,865,871 | $7,400,000 | $47, 465,371 13.40  1058...| $2,950,700 $00,000 | $2, 860, 700 3.05
1957_.| 5,392, 505 150,000 | 5, 242, 505 2.78  1957...| 51,278,749 | 4,550,000 | 46,723, 740 8 1957._.| 38,154,900 20,000 | 3,134, 800 .63
1958._.| 6,075,352 | 1,005 000 5, 880, 382 15.70  1956_..| 67,517,000 | 15,700,000 | 51,817,000 23.25 1956...| 3,168, 540 75,000 | 8,093, 540 2,87
1055...| 5,975,382 485,000 | 4,965, 220 9.90 1935.__| 56,259,000 | 9,900,000 | 46,359,000 17.60 1955 3,686,274 150,000 | 3,506,274 4,10
1054, 3,291,733 38,172 | 3,253, 561 1.16  1954.__| 50,383,000 | 8 700,000 | 41,683,000 17.27 1954...| 3,570,162 860,000 | 8,210, 162 10.08
1053 | 5,504,074 | 1,552,500 | 4,441,574 27.75  1053._| 55,775,000 | 14,900,000 | 40,875, 000 26,71 1953.._| 3,363,004 500,000 | 2,863, 064 14.86
1952...| 4,436, 030 660,500 | 3, 766, 530 15.09 1952...] 52,488,000 | 14,400,000 | 38, 0SS, 000 27,43 1952 2,561,162 267,461 | 2,203, 701 10. 44
1951 5,561,770 714,880 | 4,846,800 12.85 1951_| 58,503,000 | 17,300,000 | 41,293,000 20,53 1051__.| 3,071,870 965,230 | 8,006, 140 24,30
1950-| 5,709,537 | 1,023,900 | 4,685, 637 17.93  1050__| 57,407,000 | 15,000,000 | 42, 407,000 26,13 1950.| 2,302,720 519,263 | 1,783,466 | 22.55
1949 3,250,028 163,040 | 3,006, 858 5,00 1049.._| 46,457,000 | 10,390,000 | 36,007,000 22.35 1049...| 1,551, 5860 104,000 | 1,447, 586 6.70
1048___1 6,205 858 808,000 | 5, 306, 958 14.28 10481 74,080,000 | 19,863,000 | 54,217,000 26,81 1948._ | 1,344,021 150,000 | 1,194,021 11.16
1947..| 4,011,073 | 1,023,126 | 2, 987, 047 25,51 1947 40,655,000 | 9,298,000 | 31,357,000 22.87 1047..-| 1,230,364 50, 000 730, 364 4.06
1046..| 2,080,032 | 417,000 | 1,672,932 19.05 1946 22,500,000 | 3,585,000 | 19,014,000 15.86 1946 __ 400,171 409,171 |-eeeaeee
1945...| 2,321, 605 205,908 | 2,115,697 8.87 1045.._| 16,371,000 | 1,228 000 | 15,143,000 7.50 1945, 328, 260 828,260 |02

CV——555
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Company K
Company O Company R—Continued
! Farcent Percent
Net incor
otincome| Net income | of in- Fot S o 4 essoms Netafh;:fme i Net income P O
of in-
Year | incomse w.:eae i!:eomoa wumc “to Year int:ggo taxes income | taxesto before Income after cour;c
t Sdetan taxes income ear | income taxes income | taxes to
IR balore before taxes taxes income
s taxes fore
taxes
1058.._| $14,145,331 | $2,300,000 | $11, 845,331 16,23 1958... (O] (&)
1957.__| 17,935,378 | 3,400,000 | 14,538, _p5  1957...| 81,573,165
igg_" ig_ :ég_ ﬁ %: %_ 000 13: 816, mI?? i? % %?5.55;5--- }. 6“.%0435: 084 ----- {’-) ----- 3{31!: 532' oo 3‘33. g} % sg' éﬂm!;. gg 32% %g
| 15500, "900.000 | 13/699/264 | 12,18 - 1,006,718 3 14,040,795 | 4,645,000 | 10,2067 :
1054 | 11541464 | 1278154 | 10,263,310 | 1001 1954 1,690,567 |  $42,130 10,850,226 | 2,351, Wi g | 2o
1953.-| 11762,519 | 1 500,080 | 10172430 | 13,52 198 L7326 | 50,000 Gaelo | TN | SimiE) WE
1052 0218224 | 1875000 | 7,343 32 1eml| 1502077 | 40,000 & 226,656 | 1,635 6.60s 0o6 | 1087
o e it e o _ a0 lem| pad ! 266 220,656 | 1,635,000 | 6,504.656 | 1087
ol tmi ie®) p® B8 Ga) BB U om fm| me) e ad
1040 8716231 | 1,800,000 | 6,916,231 | 20,65 1849.-| 3,382140 42,328 | 8382 140 1.25 1,983, 250 : o
1948 | 17245547 | £.000,000 | 13245 547 [ 2319 1948| 4236.057 | s 00 | 388717 824 s s okt el b
00| 030056 | 3 o000 dotaes| Segs 14l 1817480 48,019 | 1,468, 561 322
194.0| 63250 L0000 | £aseo| iwes 06| Cesmoon| 1021 )| ereses )| 1l
945 qza5007 | C2on.00( Bormoer | eor 193} SN0 4l  e04B| 62 SR
: : . B37 # A L T07 1.91
T was il ) kil pe o
pany quidated Apr. 11, 1957 | 26 ' &7 T i e
P’ R I R Bl N e
1940 3| 4,158, 672 42,322 | 4,116,350 1, Year | income Toxes om axos t
ot ibos et Byorig P‘fﬁﬁf_ﬁ 1948 3| 4,853,435 | 848,900 | 4, 004, 535 0l taxes i h:gggo mm?
Year o Income or come bemfom
come taxes income taxes to ! Not available. :
e ot :?Etx?goft 105448 restated
] es for restate. risi
taxes estimates of recoverable oil and g?ksﬁ I::tl‘lrl\tc:r SR of $2' ::‘:lii g{?‘li : Si% 3403 %’ égg' g‘f ; b
LT e em—" e taxl\ ;:lrfﬁgggzrxiggmy O felt not liable for Federal income : 5:.3 g;é gﬁ>% 4,352,841 7.02
8, 494, 1,785,000 | 6,700,844 |  21.01 v 4,24, L 2o | 4o Eg? gﬁg
7844057 | 1500000 | 6344057 | 1912 Company P L .00 | 5108179 it
L T LT 5,525,948 | 583,000 | 042048 [ - 10,55
8,086,702 | 1,983,000 | 6108702 | 2452 Perce 518752 | 1,426,000 | 4193762 | 2536
7.805,345 | 1,000,000 | 5005345 | 2434 Net income q e 3,280,578 | 064000 | 4316 578 :
7,612,733 | 1,726,006 | 5,786,727 | 2297 before I st [ 2,044,322 | 100,000 | 275352 oo
’g: ?g, m ;. ?‘;;‘5)_ :xmﬁ 6,002, 536 20.54 Year | ~income 1;:;)3510 lna{!g:;a t::?mo 4,736,153 342,000 | 4304, 1§§ ? ;g
S s % 100,000 ;: g;g: 064 | 3138 trves pasaasCliboe 1%@3 0% f@%‘& 000 gﬁ%’ 034 S
3,519,208 | 1,008,760 | 2,450,448 |  30.37 o 1,800,404 | 30,000 | 1779404 1.6
112 months ended June 30,
Company M {%g:: $F:I fli?‘;' i]*l'-g %;g % Sg. ;l;n;i. 2:’:1133 '5 66 ? Includes credit of $171,642 prior years’ tax adjustment,
{E,g g'g"? 607 o 900, 007 7:?{} ;ﬁ;‘]’rgtc—ln total analysis 1956 equals 1957 for this com-
Net income Net income Pg; ?ﬁnt 1054 6, 2&!1)’ gég :;g?lg: ‘ g’ ;3{11 P 750 i
before Incoma after come 19631 6761834 | 51,000 [ 6 534 76 SR
Year | income taxes income | taxesto 1962.| 7,023 582 540,000 , 483, 582 700
toa taxes | income 10510 7,008,444 | 535000 [ 6473444 763
beors 1901 6616108 | 415,000 | 6,201,103 6.27 Net liipome Fersent
foxes  IMO 4040020 | 20.000 | 4,670,020 5.47 Keloee T b LR
Sori gv gg.gﬁ 159'[[0 | 5,846,055 5,86 Year income ue'l:ggm inarw oo
1058...3162, 843,223 [$16, 000,000 8136, 543,228 | 10,49 46| 25enmi8 | 151000 | 3981718 508 iy toxes | incomo
lorgion CReet M dinis | el el 2mwi| brow| a6 oo
, 961, 000, 961, ;
Eoiina anm) e : S
257, 854 | 43,500,000 | 164,257,654 | 3008 s 9 soor| Proonss | BHE0| LA 0
792,000 | 30,500,000 | 145292000 | 14,68 Joso| 649, 0s0 0 e .
981,000 | 51,500,000 | 169,481,000 | 23,30 Net I Porcent o8| | 300 | 18000 A
360,000 | 32,000,000 | 129,360,000 | 19,83 N o Net nooma | ‘ofin- " 08— LERRE| 0 %
480,000 | 18,000,000 | 120,480,000 |  13.00 g e e come  ods| 08 o7 i
080,000 | 52,000,000 | 130, ot 000 na Year | income taxes income |taxesto 1993 408, 107
207,000 | 20,100,000 | 124,107,000 | 1899 Spcs txes |income OB 2303
332,000 | °7, 500,000 71, 832, 000 9.45 fris 10| T
; , 500,000 | 70, 895,000 11, 82 ¥ 1949 16, 000 e
1058....| $16, 144,274 | 83,27
Company N 1057 | *10.137.785 | 4,000,000 | iy co7 74 | s | Oredit
1056._| 10,500,047 | 2,703,000 | 7.887.047 | 25 c
tese ) wmasort | Do | noston |14 e
Porcent 4.l 14, ,967,000 | 12,517,813 | 13.58
Neggomel oo TR T b IS HEEE)
Year | income tazes jer | ome | 1g517| 190680 | 385000 Tmeem| R Aoy niams ot In “ofim:
v como | taxest0 1660"|  og ca8 | 400,000 | 5803038 | 699 beforo | Income | atr | come
R }gtg_“ 5 183, 830 210, 000 1978 830 i Year int:omu taxes income | taxes to
e 18T 77w | a7 | 7onass|  gos = o o e
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%g?;.i_ gg'g%g-g 0| $5 378 973 0 1045 '997: 075 %% @ gg’ % :ﬁ
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1052 | 2,334,532 09, 844 " 231, % Fawnh S| |78 2 ’ i on i3
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1050 282202 49,750 232,452 | 17.63 Y o L g i come 1| JObL) peuws| smsm 206
1949 | 1,225, 576 6,049 | 1,218 627 ol e inoome | taxesto 055 1580 gt | Zisdooo| i
1048 | 1,395,517 20,053 | 1, 366, 464 2,08 nico taxes | meome 10| 700,000 | 1200000 | 450000 157
1948... S0 a S 306, 464 208 before.  1949..0| 6,656,347 | 875000 | 5,781 1.1
Pa| i o0 | 3,003 e s.| 9030713 | 2,250,000 | 6750, s | aeor
1945 | 1,537, 851 406,500 | 1,131,051 | 26,44 6| Tanwe| 20,000 508100 17.38
1058 3,620,812 | 1$068,000 | 4,588 312 s W il o il 5
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NorE.—In totals analysls, 1956 equals 1957 on this com- Wl 50600 | Lowoo0 | o ioRoni| 1649 tiveJan:d, 1066 mothodof chareing intaneibie develon:
ment costs was cl d. 1956 netg‘ % nsl“}:&ii% hag

pany,
1 Credit
been $1,470,000 less without such change.



Company V, liguidated
Percent
Net income Net income | of in-
befora Income after come
Year income taxes income taxes to
taxes taxes income
before
taxes
1054 .| $4,173, 767 $4,173,767 | oo
10953...] 3,951, 367 $350, 000 3, 601, 367 86
10621 4,414,623 660, 000 3, 754, 623 14. 95
1951...] 3,112,871 3,112,871 | .
1950.. 904, 526, 000 1,878, 836 27.61
1040|1592, 448 7,500 584,948 1.26
1048.__ 461, 640 2,400 450, 240 .52
1047 416, 506 4, 100 512, 406 .98
1046___ , 052 1,282 816, 770 3.44
1046 2_ 176, 841 5, 250 171, 591 2.97
1045 2. 2083, 539 6,127 287,412 2.00

1 Before $653,408 loss on wells abandoned.

212 months ended Apr. 30. In 1946, the company
changed to a calendar year basis so 1946 taxes are shown
both ways.

Company W
Percent
Net income Net Income | of in-
fore Income after come
Year? income taxes income taxes to
taxes taxes income
before
taxes
1958 1| $16, 726,337 | 2 $175,000 | $16, 551, 337
19571_.| 18, 877,380 0 18, 877, 389
1957_..| 18,877,380 18, 877, 380
1056_ 5,040, 752 3 5,040, 752 |.
105664 (%) (%) 5
1055...| 8,305,446 | -oeon-o-- 3, 395, 446
1654__.] 10,260, 358 & 100, 000 10, 360, 388
1953_..] 11, 500, 382 9 500, 000 12, 000, 352
1952... 12, 100, 165 200,000 | 11, 900, 165
1951_..| 15,195, 639 1, 900, 000 13, 205, 639
1050 .. 128, 200, 000 6, 928, 542
1840, .. , 483, 443 200, 000 7,283, 443
1048 | 17,017,474 3, 000, 000 14, 917, 474
1047... B, 266, 897 400, 000 4, 86, 807
1046 1, B4 A58 e ee 1, 844, 156
1945...| 5,422,254 450, 000 4,072,254

112 months ended Aug. 31.

2 Forelgn income taxes.

8 Bame for both consolidated and co, only,

4 Consolidated.

¢ Same.

§ Credit.

T Credit taxes.

Note.—In total analysis, 1956 equals 1957 on this com-
pany, etc.

Company X
Percent
Net income Net ineome | of in-
before Income after come
Year income taxes income taxes to
taxes taxes income
before
taxes
1958_..| $4,642 978 $670,023 | $3,072, 955 14. 43
1057... 7, 670, 654 840, 709 6, 820, 945 10. 96
1956 .. 6, 057, T08 400, 000 5, 657, 708 6. 60
1055..... 6, 720, 029 400, 000 @, 320, 029 5. 95
1964...] 5,245,527 |oeeuncmmannn 8 245, 527 |acccacesa
1053... 4, 470, 659 240, 000 4, 230, 659 5.37
1052... 635, 408 450, 000 3, 185, 498 12.38
10561...] 3,702, 765 550, 000 3, 152, 765 14. 85
1850...] 3,770, 706 696, 200 3, 047, 506 18. 46
1040, 4,022, 266 640, 907 3, 381, 350 15.93
1948.. 4, 731, 952 001, 906 3, 830, 046 19. 08
17... 2, 940, &97, 621 2, 343, 129 20. 32
1046 . 1,394, 512 163, 073 1, 230, 539 11756
1945... 666, 557 G066, 557 |-ccccence
Company ¥
Percent
Net income Net income | of in-
before Income alter come
Year | income taxes income | taxes
taxes taxes income
before
taxes
1058...| $6, 231, 481 0| $6, 231,481 0
1957...] 7,802 218 $570, 000 7,232, 218 7.81
1956...| 7,850,604 | 650,000 | 7,200,694 8.27
1955.2. 8, 440, 374 500, 000 7, 49, 374 5.02
19541 8,256,034 400, 000 , 856, (34 4.85

CONGRESSIONAL RECORD — SENATE

Company ¥Y—~Continued

Net income Net Income | of in-
before Income after come
Year | incoms taxes Income | taxes to
taxes taxes income
before
taxes
$8, 874,068 | $1,275,000 | $7, 500, 068 14.37
8,101,335 | 1,255 000 6, 846, 335 15. 49
8, 009, 124 1, 185, 000 6, 524, 124 14.79
7,047, 367 1, 050, 000 5, 907, 367 14. 89
7,048, 753 710, 000 6, 338, 753 10.07
9, 186, 038 + 125, 000 7,461, 038 18.78
4, 883, 007 THO, 000 4,123, 907 15. 56
2, 428, 249 815, 000 2,113, 249 12.97
1, 934, 850 175, 000 1,769, 850 0.04
Company Z
Percent
Net income Net income | of in-
fore Inecome after come
Year | income taxes income | taxes to
taxes taxes income
before
taxes
1958_..| $2, 065, 816 $2, 065, 816
1057._. 2,215, 12,215, 200
10566 3. T46, 447 746,
1956 3.) 1,602 602,
1055. . 1, 262, 1,202,177
1954, 1,720, 1, 720,086 |-
1953_.. 1, 508, ., 058, 088 1.
1952 1, 547, 1, 547,48
1851... 703, T03, 47
1950. .. 151, 488 151, 488
1049__. 154, 707 154, 707
1048 134, 881 134, 881
1 Adjusted.

% 7 months ending Dec. 31,
3 In totals analysis, May 31 ending years used.

Note.—Years end May 31 prior to 1957,
Company A-Z

Percent

Net income Net income | of in-

before Income after come
Year income taxes income taxes to
taxes tuxes income

before

taxes

ercent
Net income Net income | of in-
before Income after come
Year income taxes income taxes to
taxes taxes income
before
taxes
19581 $31, 647,420 (254, 074,902 | $33, 825, 276 |- ceccnuna
1957...] 35,000,503 [ 31,827,610 | 35, 669, 750 |.cccaaeea

1 State and foreign income taxes included.

* Credit.

Mr., PROXMIRE. Mr. President, we
have already seen some of the methods
which are used to bring about this great
tax advantage for those who invest in
oil and gas properties. I have asked that
further explanations of some of these
methods be prepared, so that I might also
place them in the REcorD.

The first is a comparison of the tax
advantages which come from an invest-
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ment in an oil property, as compared
with an investment in depreciable facili-
ties, or what would be called ordinary
investment. I ask unanimous consent
that this comparison be printed at this
point in the RECORD.

There being no objection, the compari-
son was ordered to be printed in the
REcoRD, as follows:

COMPARATIVE TAx BENEFITS IN INVESTMENT
IN Om PROPERTY AND IN DEPRECIABLE FA=
CILITIES
Taxpayer A invests $100,000 in developing

an oll property. Taxpayer B invests $100,000

in, say, a manufacturing enterprise through
purchase of $100,000 of depreciable facilities.

In the year in which these investments are
made, Taxpayer A in computing his Federal
tax liabllity, may claim a deduction for that
portion of the $100,000 outlay which goes
into intangible drilling and developments
costs, 1.e., costs of labor, fuel and power, ma-
terials and supplies, tool rental, repairs of
drilling equipment, ete., incurred during the
drilling of wells and their preparation for
production. Such outlays may aggregate
two-thirds of the total capital outlay in
bringing the well into production. Of his
initial $100,000 outlay, therefore, Taxpayer
A will have recovered, for tax purposes, all
but one-third in the first year, through the
privilege of expending certaln capital costs.
Most if not all of this remaining one-third
will represent depreciable facilitles, e.g.,
drilling rigs, structures, etc., which are sub-
ject to depreciation allowances for tax pur-
poses. Assuming the average useful life of
these facllities is, say 10 years, Taxpayer A
may claim, for tax purposes, an additional
deduction of about 625 percent of his capital
outlay.! Together with the intangible drill-
ing and development cost deduction, there-
fore, he may claim in the year of his invest-
ment close to 756 percent of his outlay.

Taxpayer B, on the other hand, can claim
as a tax deduction, with respect to his capi-
tal outlay in the year the investment is
made, only the amount allowable as depre-
clation on the facilities he acquired. As-
suming the average economically useful life
of these facilities 1s, say 10 years (and
ignoring salvage value), the most liberal
depreciation he can claim would be 20 per-
cent of his outlay.

Assuming both A and B are corporate tax-
payers, taxpayer A will enjoy a tax advan-
tage of $28,000 (=52 (.75X100,000—.20
3 100,000)) in the year in which the invest-
ment is made with respect to direct capital
recovery charges.

In addition, however, taxpayer A can
claim a percentage depletion allowance
equal to 271 percent of the gross income
produced by the oil property up to 50 per-
cent of the net income therefrom. If, con=-
servatively estimated, the oil property
duces an annual gross income of $50,000 and
a net income of, say, $25,000, annual de-
pletion allowances will be $13,750. Ac-
cordingly, taxpayer A's total deductions for
intangible drilling and development costs,
depreciation, and percentage depletion will
exceed his actual $100,000 investment in less
than 2 taxable years. Over the same 2 years,
taxpayer B’s capital recovery deductions
through depreciation will total 36 percent of
his investment. In 2 years’ time, therefore,
taxpayer A will enjoy a tax advantage com-
pared to taxpayer B of $33,713, or more than
one-third of the original capital outlay.

Since total percentage depletion allow-
ances which may be claimed are not limited
by the unrecovered investment in the prop-

1Using the double declining-balance de-
preciation method, the first year's deprecia-
tion deduction would be 20 percent of
$33,333, or $6,666.
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erty, taxpayer A may continue to claim per-
centage depletion so long as the well con-
tinues to produce. In this example, there-
fore, he will be able to claim, during the re-
maining 8 years of production by the well,
additional deductlions of $110,000, or total
deductions over the 10 years of about $210,-
000, more than double his actual investment.

Taxpayer A's actual savings, with a 52
percent corporate tax rate, will amount to
almost $110,000, or 10 percent more than
his actual investment. On the other
hand, taxpayer B's actual tax savings will be
$52,000, less than half taxpayer A's.

Mr. PROXMIRE. Mor. President, one
of the really major loopholes in the tax
code—and this one was discussed in part
of the colloquy in which I engaged, or
was raised in the collogquy which I had,
with the Senator from Louisiana [Mr.
Lonc]—is the method by which capital
gains may be applied to oil and gas prop-
erties. As this subject is little under-
stood, I have again asked that a memo-
randum be prepared concerning it; and
I ask unanimous consent that this mem-
orandum, entitled “Application of Capi-
tal Gains Treatment to Income From
0Oil and Gas Properties,” be inserted at
this point in the REcorb.

There being no objection, the memo-
randum was ordered to be printed in the
RECORD, as follows:

APPLICATION OF CAPITAL GAINS TREATMENT TO
IncoME FrOM OIL AND GAS PROPERTIES

A taxpayer owning rights in an oil and gas
property may sell a fractional share in these
rights and claim capital gains treatment
with respect to the excess of the proceeds
from the sale over his adjusted basis in the
fractional share sold. The character of the
fractional share as a capital asset within the
meaning of section 1221 of the Internal
Revenue Code of 1954 is not and has not
been seriously questioned. The distinguish-
ing characteristic of such fractional shares
is that the original owner permanently di-
vests himself of all interests therein, i.e.,
no provision is made for a return of the
rights to him after a specified period of time,
or after a specified volume of production or
number of dollars of royalties realized with
respect to the fractional share.

On the other hand, for some considerable
time past there has been considerable con-
fusion about the tax treatment of “carved
out” oll payments. These differ from assign-
ment or sale of fractional shares in that the
taxpayer does not permanently relinguish
rights to income in the oll and gas property
but merely assigns or sells some portion
thereof for a limited period of time. For
example, he may sell the next 2 years’ pro-
duction, or the next 100,000 barrels, or the
next $1 million worth of output. Upon satis-
faction of these conditions, the rights revert
to the taxpayer. Numerous court decisions,
at variance with Treasury rulings, main-
tained that the proceeds fromr such sales
should be treated as capital gains.

Quite recently, however, the U.S. Supreme
Court in the Lake case, ruled that proceeds
from sale or exchange of carved-out oll pay-
ments were to be construed as realization
of future income and therefore subject to
ordinary income-tax treatment., The Treas-
ury Department apparently feels that the
Supreme Court ruling is sufficiently broad
and sufficiently definite as to preclude fur-
ther dispute about the tax treatment of
carved-out oil payments. However, the in-
genuity of the American taxpayer must never
be underestimated.

Mr. PROXMIRE. Mr. President, in
addition, I ask unanimous consent that
a paper by Paul Haber, J.D., Ph.D,, en-
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titled “Writeoffs, Cost Depletion, and
Percentage Depletion—An Appraisal,” be
printed at this point in the REcorbD.

There being no objection, the article
was ordered to be printed in the REcorb,
as follows:

WeITEOFFS, CosT DEPLETION, AND PERCENT=-
AGE DEPLETION—AN APPRAISAL

(By Paul Haber, J.D,, Ph.D.)
INTRODUCTION

Our Federal tax system is supposed to be
based on the principle of progressive tax-
ation or “ability to pay”"—the higher the net
income, the higher the rate of tax. In the
case of taxpayers who engage in the business
of crude oil, however, this principle is made
to work in reverse—the higher the net in-
come from the production and sale of crude
oil, the lower the rate of tax.

There seems to be considerable miscon-
ception as to the true value of the tax sub-
sidy to crude oll. It is generally assumed
that it consists of “percentage depletion”
only, which is supposed to be worth about
#1.5 billion a year. Those who are ac-
quainted with the subject know that the
“‘writeoffs’” subsidy is worth at least 87
billion more. Nobody, however, seems to be
aware of the fact that “‘cost depletion” also
represents a subsidy to crude oil. Because
this last subsidy is concealed in a provision
of the code which on the surface seems to
have nothing to do with depletion, it seems
to have escaped everybody's attention. It
is the “sleeper” subsidy and it is costing
the country at least $5 billion a year.

WHO ENTERS THE CRUDE OIL BUSINESS?

Consider the tax situation of individuals
in the following groups:

1. The stockholders who own large blocks
of stock in the corporations listed on the
varlous stock exchanges, who receive fabu-
lous incomes from dividends;

2. The active heads of these listed corpora-
tions, who receive substantial salaries for
their services and dividends on any stock
they may own in the corporation;

3. The professional advisers for these cor-
porations, who receive large fees for their
services;

4. The movie stars and other independent
professional men who earn large salaries and
fees;

5. The more than 150,000 partners, stock-
holders and sole proprietors, who own the
thousands of medium-size businesses in this
country, who derive substantial income from
dividends, salaries, interest, or profits.

The more than 200,000 individuals who
comprise these 5 groups derive incomes
anywhere from $100,000 to $25 million a year,
are subject to taxes in the very top brackets.
Would it be reasonable to assume that if
these people are smart enocugh to earn such
large incomes, they are naive enough to pay
it out in taxes? Especially, when the tax
laws applicable to crude oll offer them a safe
and sure way out by transforming the “pro-
gressive tax rates” into “regressive tax rates,”
s0 that instead of paying out 80 percent of
their incomes in taxes and keeping 10 per-
cent they are able to keep 90 percent and pay
out 10 percent?

THE WRITEOFFS SUBSIDY

Mr. Smith, whose income is $1 million a
year, decides to avall himself of the tax sub~-
sidies to crude oll instead of paying a 90-per-
cent tax on the income. He spends his in-
come buying fractional interests in a large
number of pools or joint ventures which en-
gage in the search for ofl. In this manner,
he spreads the risk over a large number of
drilling operations, one or more of which are
bound to find oil.

The million dollars thus spent by Mr.
Smith is costing him $100,000, because the
tax laws permit him to write off the cost of
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the search for oil, irrespective of whether the
search results in a dry hole, a commercial
producer, or a gusher. Only a small fraction
of the cost of the search must be capitalized,
less than 12 percent, when the well finds any
oil at all. Thus, as far as the costs of the
search are concerned, the odds are 9 to 1 in
favor of Mr. Smith, because Mr. Smith is
drilling for oil with money which would oth-
erwise have gone to pay the income tax on
the million dollar income. These 9-to-1 odds
in favor of Mr. Smith more than make up for
the risk of not finding oil. In actual prac-
tice, because the risk is spread over a great
many drilling operations, the overall odds in
favor of Mr. Smith are 20 to 1 that he will
come out a happier man drilling for oil than
he would be paying income taxes. When a
taxpayer enters the crude-oil business, he
forgets about income taxes; there simply are
not any to pay, as we shall see below.

The best evidence as to Mr. Smith's proba=-
bilities of becoming a happy and prosperous
oilman can be attested by the more than
55,000 wells which are being drilled each year
in this country, at an average cost of 150,000
per well, or a total cost of $2,250 million a
year. We are drilling in this country 6 times
as many wells as the rest of the world does,
even though our oil reserves are less than
one-sixth the world's reserves (our 30 billlon
barrels to the world’s 200 billion barrels).

Drilling for oil is like playing dice with the
Treasury: “Heads I win, tails you lose,” with
the Treasury always on the losing end. As a
matter of fact, high tax rates are a boon to
the crude-oil industry rather than a burden,
because the higher the rate of tax the lower
the net cost (the after-tax cost) of the drill-
ing operation. This explains why the Ameri-
can Petroleum Institute does not support the
National Association of Manufacturers in its
fight to reduce the top tax bracket from 80
percent to 40 percent. If the rate were re-
duced to 40 percent, the search for crude oil
would fall off tremendously, because the
taxpayer's share of the cost of the search
would have been increased from 10 percent
(100 percent less 90 percent tax) to 60 per-
cent (100 percent less 40 percent tax). As a
matter of fact, the phenomenal growth of
the crude-oil industry dates back to the year
1940, the year in which the wartime rates
were first brought into the statute.

It is evident from the above that tax-
wise it is far more profitable when the drill-
ing operation is done by a taxpayer (as an
individual) who is in the 90 percent tax
bracket than by a corporation which is
subject to the 52 percent tax bracket. That
is why at least 40,000 wells a year, out of
the total of 55,000, are drilled by individual
taxpayers and only 15,000 are drilled by the
major oil companies. On this altogether
plausible assumption, the value of the
“writeoffs” subsidy is $6,5567 million, com-
puted as follows:

90 percent of 40,000 wells

multiplied by $150,000_-.. 5,400, 000, 000
52 percent of 15,000 wells

multiplied by $150,000-_.- 1, 157, 000, 000
Total value of

tax subsidy.__—-__- 6, 557, 000, 000

THE “COST DEPLETION" SUBSIDY

Having gotten rid of his original income
in the search for oil, the taxpayer's next
problem is to get rid of the income from
the oll property after an oll discovery. Since
the taxpayer has no cost basis in the oil
property (having previously written off the
cost of the search through “writeoffs”), the
taxpayer cannot compute the deduction for
depletion on the basis of full discovery value
of the property. His deduction for deple-
tion is limited to *percentage depletion”
(27% percent of the gross income from the
property, not to exceed 50 percent of the
net income from such property). This,
however, would leave him with a substan-
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tial amount of income from oil, subject to
ordinary income tax rates. To relieve him
of such excess income the code contains
a “sleeper” provision which makes it pos-
sible for him to convert the income from the
oil property into capital gain without his
giving up owrership in the property.

During the hearings conducted by the
Senate Committee on Economic Growth
(“Federal Tax Policy for Economic Growth,”
84th Cong., 1st sess.,, Joint Committee
on the Economic Report), neither Prof.
Horace M. Gray nor Prof. Arnold C. Har-
berger, nor Prof. James R. Nelson—who
argued against the depletion subsidy—were
aware of the “sleeper” provision in the code.
Messrs. Henry B. Fernald, Lowell Stanley,
and Arthur A. Smith, who argued In favor
of depletion, were, of course, careful to keep
the “sleeper” provision well hidden under
cover,

The “sleeper” provision

Section 1239 of the 1954 code, which cor-
responds to section 117(o) of the 1939 code,
provides as follows:

“(a) In the case of a sale or exchange,
directly or indirectly, of property described
iz subsection (b)—

“1, Between a husband and wife; or

“1. Between an individual and a corpora-
tion more than 80 percent in value of the
outstanding stock of which is owned by such
individual, his spouse, and his minor chil-
dren and minor grandchildren; any gain rec-
ognized to the transferor from the sale or
exchange of such property shall be consid-
ered as gain from the sale or exchange of
property which is neither a capital asset nor
property described in section 1231.

“(b) This section shall apply only in the
case of a sale or exchange by a transferor of
property which in the hands of the trans-
feree is property of a character which is
subject to the allowance for depreciation.”

In simple English, this section states that
when property which is subject to deprecia-
tion, such as real estate, patents, etc., 1s sold
to a spouse or to a corporation controlled
by the transferor (and/or the transferor’s
spouse, minor children, and minor grand-
children), the gain realized on the sale is
ordinary income not capital gain. The same
rule applies when the sale is from one cor-
poration to another corporation, if the sell-
ing corporation owns 80 percent or more
of the stock of the buylng corporation. The
purpose of this provision in the code is to
prevent fictitious sales, for the sole purpose
of establishing a higher depreciation basis
in the hands of the "related” transferee by
the payment of i1 capital-gains tax on the
part of the transferor.

Section 1239, however, does not apply to
property which is subject to depletion, as
distinguished from property which is sub-
ject to depreciation. Consequently, a tax-
payer (whether an individual or a corpora-
tion) who has no cost basis in an oil prop-
erty (such costs having been previously writ-
ten off from the taxpayer’s income) is not
limited to the deduction of 27 percent of
the gross income from the property (“per-
centage depletion'). The income from the
prcperty can be made fully deductible
through “cost depletion” by the sample de-
vice of a “sale” of the property for its full
discovery value to one's spouse or to one’s
“controlled” corporation. The 25-percent
capital-gains tax incurred on the transac-
tlon is then reported on the installment
basis, spread over the life of the oil property.
In this way the income from the oil prop-
erty automatically is limited to a maximum
tax rate of 25 percent, payable as, when, and
if the oll is produced.

The value to the crude-oll industry of this
loophole in the law is approximately $5 bil-
lion a year. Since the value of all the oil
minerals produced in this country each year
is $8 billlon (see “Facts and Figures for
1956," p. 149, published by the American
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Petroleum Institute), the depletion, if it
were computed on the “percentage deple-
tion" basis, would have amounted to $2.2
billion (271 percent of $8 billion). Com=-
puted on a “cost depletion"” basis, the de=-
pletion is automatically increased from $2.2
billion to $8 billlon, at a tax savings of
some $5 billion.

PERCENTAGE DEPLETION
This subsidy, which has been assumed
generally to be the principal villain in our
tax laws, is by comparison with the last two
subsidies a small handout. Its principal
purpose is to scoop up the tax leftovers to
which the taxpayers in the crude oil busi-
ness may unexpectedly be exposed to. Thus,
if the property should be found to contain
oil after the deductions have been taken
under the “cost depletion” methods, *“per-
centage depletion” steps in to absorb the
excess income with which the taxpayer is in-
convenienced. “Percentage depletion” may
be sald to act as a sort of basket for any
leftover income, left after the “cost deple-
tion” subsidy has been fully avalled of,

The value of “percentage depletion” sub-
sidy to the crude oil industry is compara-
tively small, less than half a billion a year,
as compared with a total of some $12 billlon
from the “writeoffs” and “cost depletion"
subsidies. This being the case, why does the
crude oil industry so bitterly resist any cut
in the 274 -percent rate?

Is it because by resisting a cut in the very
smallest subsidy the people's attention re-
mains focused on ‘“percentage depletion” as
the apparent villain and is thus diverted
from the real villalns—"writeoffs” and “cost
depletion”—which are worth at least 256
times as much? There is no other expla-
natlon.

THE GROWTH OF THE INDUSTRY

As would be expected, an industry which
is the beneficiary of three tax subsidies ag-
gregating close to $13 billlon a year would
grow fast and big.  The crude oll industry
has grown very fast and very big. The
shares of the listed oil companies are worth
more than $50 billion, or more than the
combined value of all the listed shares of
the steel, chemical, and automobile indus-
tries. This does not include the value of the
tens of thousands of unlisted companies, the
stock of which is held by the hundreds of
thousands of spouses, minor children, and
minor grandchildren of the top bracket
taxpayers engaged in the crude oil business.
And to think that less than 20 years ago
the crude oil industry was a small indus-
try by comparison with either steel, chemi-
cals, or sutomobiles.

The rate of the crude oil industry’s growth
may be better appreciated when the stock
splitups of a lew of the major oll companies
are taken into consideration. Humble Oil
Co., the second largest subsidiary of Standard
Oil of New Jersey, has split its stock 5 times
since 1922; 4 shares for 1 in 1922; 3 shares
for 1 in 1933 (a depression year); 2 shares
for 1 in 1943; 2 shares for 1 in 1951; 2 shares
for 1 in 1967. Thus, each share of the 1922
vintage stock is today 96 shares, and this
does not take into account the many stock
dividends voted by the company from time
to time. The stock is selling for approxi-
mately 100 times its earnings after taxes.
What makes this stock so valuable? When
90 percent of a corporation’s true income
(concealed in the writeoffs and cost deple-
tlon) is exempt from income taxes and only
10 percent is subject to tax, a stock is bound
to sell for 100 times the amount of earnings.
In reality, however, the value of the stock
reflects the fact that 90 percent of the com-
pany’'s true earnings are exempt from tax.

Standard Oil Co. of California split
its stock twice in recent years: 2 for 1 in
1951 and 2 for 1 in 19566. The same is true
of Texas Co. Standard of New Jersey had 2
recent splitups: 2 for 1 in 1951 and 3 for 1 in
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1956. The latter company now has more
than 200 million shares outstanding, selling
around $50, or a total of more than 10 bil-
lion.

It may be interesting to observe that after
each stock splitup the price of the postsplit
stock soon catches up with the price of the
presplit stock. Apparently you cannot keep
a crude oil stock down. When a stock re-
mains unsplit, as in the case of Superior Oil
Co. of California, its prize zooms to
fantastic heights. This stock has recently
been selling at 1,800 per share, even though
its earnings are about 810 a share. Thus,
the stock is selling at 180 times its net earn-
ings, For the b6-year period from 1952 to
1956, the company wrote off on the average
$38 million a year; its net income before
depletion was $9 milllon a year, on the av-
erage; the average amount of income tax
paid by it was $40,000 a year. Even a relig-
ious organization could not ask for more.

The Oil Record, published by the Petroleum
Institute Projects, lists several hundred oil
companies, giving their financial operations
for the 5-year period from 1852 to 1958.
These results, of 25 companies selected at
random, are reproduced in the table below.
To appreciate the significance of the figures
in the table, it is suggested that they be
examined carefully, reading each line across
rather than down.

Name of company | Writeoffs Net Incoma
income | tax paid
Union Ofl & Gas Co.
of Lonisiana. .. ...._| §7,000,000] $3,000,000] $30, 000
Euperior Oil Co, of
California. .. ... ....| 36,000,000) 9,000,000 40, 000
Texas Pacific Coal &
e e e 6,000,000 7, 500, 000{ 800, 000
Franco Wyoming 0Oil
Co._—iooooenooon..| 1,680,0000 1,700,000 160,000
Kewanee Oil Co....._| 7,000,000] 2,000, 75, 000
Crown Central Pe-
trolenm Co...._._._| 1,700,000| 1,750,000 500,000
General Crude Oil
Co__.__..__.oe.._..| 6,000,000 3,500,000 200, 000
Bishop Oll Co-_...... , 000! 370, 000| 18, 000
Humble Oil Co___.___|130, 000, 000]160, 000, 000{33, 000, 000
Tidewater Oil Co____| 35, 000,000| 35, 000, 000 4, 000, 000
Sunray Mid-Conti-
nent Ol Co. - ___._ 44, 000, 000| 42, 000, 000{16, 000, 000
Phillips Petroleum
Ci emezenai--a=a| 90,000,000 85,000,000{22, 000, 000

oo
Reserve Oil & Gas
700, 000
30, 000, 00010, 000, 000
600, 000 45, 000

Kerr-MeGee Oil In-

dustries.____.__.__.| 7,500,000 3,500,000 350,000
Anderson-Pritchard.

[ T S e 7,750,000| 4,750,000| 500,000
Arpo Ol Co.oeoeeeeee 2,750,000 4,000,000 225 000
Drilling & Explora-

tiod Co_.__._._.....| 2, 900,000 750, 000 22,000
Petroleum Explora-

ton_ ... 500, 000 750, 000 80, 000
Getty 0il Co -| 5, 000,000f 10,000,000 1, 500, 000
Aztee Ofl & Gas Co.. 650, 000 600, 000 - - . - -~
Weststates Petro-

Jeum Co.oreancnens 575, 000 150, 000 30, 000

Is it any wonder that the growth in the
ranks of oil millionaires keeps pace with
the growth in the ranks of unemployed?
Such crude distortion of the principle of
progressive taxation in the case of crude oil
is bound to cause periodic depressions.
When the people's purchasing power is being
drained by high taxes in order to make up
the loss of $13 billlon in revenue which
should come from the crude oil industry,
there is bound to be unemployment. Some
people in high office say that the current
depression is temporary—the economy
is catching its breath. A more correct ex-
planation for the current condition would
be: The people are taking a rest to get up
more strength to pay the taxes which should
be paid by our largest industry.

How can we fight the battle of peace with
any degree of success, when our own house
is in such disorder? Our cause is not too
convincing so long as people are allowed to
bore into the vitals of pur national economy
through excessive drilling, to add to the
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swollen ranks of oil millionaires and the
swollen ranks of jobless.

In order to eliminate one of the principal
causes of periodic depressions and to restore
a modicum of social justice, the following
changes in our tax laws are proposed:

1, The deduction for intangible drilling
costs should be limited to situations where
the well finds no oil;

2. Intangible drilling costs should be capl-
talized when the well does find oil;

3. The loophole in section 1239 should be
plugged, to discourage fictitious sales to re-
lated taxpayers or a controlled corporation,
to prevent a stepped-up depletion basis
based on cost;

4, Enact legislation to prevent the tens of
thousands of reciprocal sales from one tax-
payer to another, for the twofold purpose of
establishing capital gains and cost-deple-
tion basis. Apply the dealer rule to sales of
oll properties which now applies to sales of
real estate;

5. Eliminate percentage depletion as an
unwarranted handout.

The above changes in our tax laws would
discourage tax drilling and encourage scien-
tific drilling. It would bring many billions
of revenue to the Treasury.

The world’s known oil reserves are esti-
mated at 250 billion, enough to last us more
than 100 years. Why not start using them?

The crude oil industry now enjoys a 83
monopoly price per barrel of oil and a $13
billion tax subsidy. The people can make it
give up one or the other through reduced
consumption of gas and oil.

Mr. PROXMIRE. Finally, Mr. Presi-
dent, I ask unanimous consent that cor-
respondence between Dean Erwin N.
Griswold, of the Harvard Law School,
and Mr. Rex G. Baker, who was then
general counsel of the Humble Oil &
Refining Co., which first appeared in
the Harvard Law Review, volume 64, No.
3, January 1951, and which was repro-
duced by the Joint Economic Commit-
tee in the Compendium on Federal Tax
Policy, for Economic Growth and Sta-
bility, be printed at this point in the
RECORD.

There being no objection, the cor-
respondence was ordered to be printed
in the REecorp, as follows:

PERCENTAGE DEPLETION—A CORRESPONDENCE!

(By Rex G. Baker, general counsel, Humble
Oil & Refining Co.; Erwin N. Griswold,
dean, Harvard Law School)

(Eprror’'s NoTe—On September 18, 1950,
Dezan Erwin N. Griswold made a speech be-
fore the tax section of the American Bar
Assoclation? In which he referred to “gross
Inequities of the law in favor of the oil and
gas interests.” A number of newspaper ac-
counts of the speech reported this as an
attack on the percentage-depletion provi-
slon of the Internal Revenue Code® On

1This correspondence appeared In the
Harvard Law Review, vol. 64, No. 3, January
1951, and is reproduced here with the per-
mission of the authors and the Harvard Law
Review.

2 Sec. 86, AB.A.J. 999, 1057 (1950).

3Internal Revenue Code, sec. 114(b)(3),
provides as follows: "In the case of oil and
gas wells the allowance for depletion under
sec. 28(m) shall be 27Y% percent of the
gross income from the property during the
taxable year, excluding from such gross
income an amount equal to any rents or
royalties pald or incurred by the taxpayer
in respect of the property. Such allowances
-shall not exceed 50 percent of the net income
of the taxpayer (computed without allowance
for depletion) from the property, except
that in mo case shall the depletion allow-
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the basis of these reports, Mr. Rex G. Baker,
general counsel of the Humble Oil & Re-
fining Co., wrote the letter that began the
correspondence reproduced herein. Neither
author had any intention to publish these
letters at the time they were written. No
revisions have been made except to elimi-
nate those parts irrelevant to the percent-
age-depletion controversy and to add foot-
notes where it has been thought useful to
refer to source materials.)
SEPTEMBER 22, 1950.

Dear DeEaN Grisworp: You will recall our
conversation in Washington concerning the
percentage-depletion allowance for oil and
gas wells,

Your remarks before the tax section re-
garding the depletion allowance recelved
widespread publicity, and I am afraid they
will be very damaging to the producers of
oil and gas in view of your reputation and
the responsible position you occupy in the
education world.

Both in peace and in war the country must
have and is very dependent upon oil and gas.
Our civilian economy and the national safety
would be jeopardized if we failed to maintain
adequate reserves of petroleum and a back-
log of reserve producing capacity. This
means that it ls essential to our country's
welfare and safety that the exploration for
oil and gas within the United States be con-
tinued at an accelerated rate due to increas-
ing demands for petroleum and its products
year after year.

The exploration for petroleum is an ex-
tremely costly and hazardous business. Oil-
men must lease vast areas, must spend large
sums in geophysical operations, must drill
very expensive wildcat wells, of which 4 out
of 5 on the average are dry holes, and must
then make enormous expenditures of money
in developing proven or semiproven acreage.
Rick capital is not invested unless there is
hope of reward.

The producer of oil depletes his capital
asset. If he is to stay in the business he must
find and develop new sources of supply. If
the depletion allowance were taken off, our
present tax laws would tax away a large por-
tion of his capital.

It must be remembered that a large per-
centage of exploratory activity is carried on
by the independent wildcatter. He often
spends a lot of money and goes broke with-
out finding anything. To say that he would
be protected by charging off losses lgnores
the fact that until he finds oil he has no
income against which to charge off his losses.
This is quite typical of the wildcatter. If he
finally succeeds in finding oil he creates new
capital and must be rewarded for the risks
he has taken. This reward can be adequate
only if the depletion allowance is maintained.

The fact of the matter is that the oil in-
dustry has consistently spent in exploratory
effort a good deal more than the 271, -percent
depletion allowance. It has thus had to look
elsewhere for funds with which to help fi-
nance its quest for oil.

The 271, -percent depletion allowance was
established in 1826. Congress has made
searching Inquiries on several occasions
since as to the necessity for the depletion
allowance and the wisdom of maintaining it
at 27 percent. Each time after full inves-
tigation and inquiry it has sustained the
274 -percent allowance. This fact alone
should, it seems to me, cause anyone to be
sure of his ground before he launches an
attack upon the depletion allowance.

Herewith I enclose some material which I
belleve you will find helpful in your future
consideration of this matter: a booklet en-
titled “Let's Keep on Hunting OIil," some
statistical data which will show that the 30
leading oll companies have found it neces-

ance under sec. 23(m) be less than it would
be if computed without reference to this
paragraph.”
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sary to secure new capital by issuing stock
and borrowing, that their net worth has con-
sistently been lower than the comparable
fizures of manufacturing companies, that a
large percentage of the net investment of
the 30 leading oll companies is in oil and
gas producing facilities, data showing the
ratio of dividends to net income, the cost of
replacing crude petroleum, this cost having
steadily risen, financial information for the
25 leading oil companies which shows mod-
erate incomes, and a chart showing a com-
parison of petroleum prices with the price
of coal and all commodities. This chart
shows that the public have been the bene-
ficlaries of the depletion allowance in the
fornr of low prices for petroleum products.

Your attention is also invited to the hear-
ings before the Committee on Ways and
Means of the House of Representatives re-
lating to the 1950 revision of the revenue
laws.t

Yours sincerely,
REex G. BAKER.
SEPTEMBER 25, 1950.

Dear Mr. BaxEr: Thank you very much
for your letter of September 22, which has
reached me this morning. I particularly ap-
preciate its fair and restrained tone. This
is in considerable contrast with the attitude
which is often taken on this matter by
others in your area.

As a matter of fact, I said nothing at all
in my speech in Washington about percent-
age depletion. My remarks were directed
entirely to the so-called in-oil payment pro-
visions which had been added to the bill by
the Senate’® This seemed to me, and still
seems to me, to have been a rather clear
matter of special privilege. Naturally, I am
pleased that it was finally eliminated by the
conference committee.

As I have indicated, I did not talk about
percentage depletion and had no thought of
doing so. There is lots to talk about tkere,
though. In the first place, I would want to
meake it plain that I have never advocated
eliminating the depletion allowance. That
would be taxing capital. There would be no
more sense in it than in eliminating the
depreciation allowance.

Nor do I disagree with you at all as to the
importance of oil in our economy, and the
desirability of encouraging the industry,
particularly with respect to exploration. I
do think, though, that there is real reason
to question whether the present 271;-per-
cent depletion allowance is not excessive,
whether it does not cost more than other
ways of achieving the same results, and
whether a very large proportion of the bene-
fits do not now go in fact to persons who are
not the ones who do the exploring and take
the risks.

How about direct subsidies to explorers,
for example? Might this not be a better
way, and at the same time, a cheaper way?
We use subsidies in maritime shipping and
elsewhere in our economy. It might be a
much more effective stimulus than the pres-
ent backhanded way of doing it through the
depletion allowance.

4 Hearings before Committee on Ways and
Means on H.R. 8920, 81st Cong., 2d sess., 49—
60, 100-101, 119, 133-134, 177-309, T33-T740,
818-895, 901-926, 1267-1269, 1282-12886, 2975.-
2083, 2999-3001, 3017-3026, 3028-3029, 3040-
3046 (1950).

®The Revenue Act of 1850, as reported by
the Finance Committee of the Senate, pro-
vided that the amount received from the
sale of the right to obtain a stated amount
of production from an oil, gas, or mineral
property, while retaining a continuing in-
terest in such property, should be treated as
proceeds from the sale or exchange of a cap-
ital asset. H.R. B020, Blst Cong., 2d sess.,
sec. 214 (1950) (as passed by Senate); see B.
Rept. 2375, 1st Cong., 2d sess., 66, 91 (1950).
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For example, may I call your attention to
the sentence In your letter which reads as
follows: “To say that he would be protected
by charging off losses ignores the fact that
until he finds oll he has no income against
which to charge off his losses.” I think you
will agree that this s really no argument,
since it is equally applicable to the percent-
age depletion deduction. The wildcatter
gets no depletion deduction until he finds
oil. In other words, the method I suggested
then, as far as this point is concerned, would
be just as effective, indeed, even more effec-
tive (because I would allow a 100-percent
deduction until all principal costs had been
recovered while percentage depletion allows
only a 271 -percent deduction) than is the
percentage depletion allowance.

You must know of situations where the
present system of taxing oll production
works out outrageously, I hear about actual
cases from time to time, and they must
come to your attention much more fre-
quently. What I would like to see us do is
to work out a system which would maintain
adequate incentive and stimulate further
production of oil without granting enormous
tax advantages to drones and others who
take little or no risk. I think it is a very
real problem, and it would be a great con-
tribution if people in your area, who are
famililar with the situation, would devote
themselves toward developing a sound and
sensible solution to it.

At any rate, having the benefit of percent-
age depletion, it would seem to me to be the
heart of wisdom for persons interested in the
oil industry not to jeopardize that advantage
by seeking to get additional tax favors which
are less warranted. I refer, of course, to
such things as the in-oil provision, and
others which are suggested from time to
time. There is a good deal of feeling about
percentage depletion but it is very likely
that nothing can or will be done about it. I
would point out, though, that the commu-
nity property problem was finally solved,
though it seemed for many years at least as
difficult. The surest way that I can think
of to focus attention of other parts of the
country on the percentage-depletion situa-
tion, and possibly to produce fairly strong
reaction, is to push it even more in the way
of tax privileges.

Very truly yours,
ErwIN N. GRISWOLD.
OcToBER 11, 1950,

Dear DeanN Grisworp: I did not have an
opportunity to hear your speech in "Wash-
ington, My information came from re-
marks made by people who did hear it and
from press reports. It is reassuring to be
told that you had nothing to say in your
speech about percentage depletion. As for
the “in-oil” payment provision referred to,
I quite agree with you that this proposed
legislation was not justified. I do not know
who sponsored it. It is my belief that no
responsible person in the oil industry did so.
I, too, am pleased to know that the confer-
ence committee eliminated this measure
from the bill that was finally passed.

It helps clarify our thinking for you to
state that you have never advocated elim-
ination of the depletion allowance. I agree
with you that to do so would amount to tax-
ing capital. The question is at what point
the depletion allowance should be placed in
order to encourage the generation of risk
capital so essential in finding oil. Those of
us in the oil industry who have lived close
to the subject believe that the 2714 -percent
depletion allowance is more than justified.

The rate of 2714 percent for the depletion
allowance has resulted over a period of years
in a depletion which has been very nearly
equal to the actual expenditures for finding
oil by the industry. A survey by the Mid-
Continent Oil and Gas Association of com-
panies producing approximately half of the
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oil in the United States showed that in the
period 1925-48 the expenditures for finding
oil were within 10 percent of the allowable
depletion. In 3 of the 5 years, 1944-48, the
expenditures for finding oll exceeded the al-
lowable depletion of this group of produc-
ers and for the 5-year period, 1944-48, al-
lowable depletion was within about 6 per-
cent of the expenditure for finding oil.
These close relations indicate that the al-
lowable depletion does have a direct effect
on expenditures for finding oil and that the
amount is not excessive in relation to the
capital risked in the search for oil.

The rate of 271, percent for dcpletion was
determined by Congress after study of ex-
perience on the part of the industry in the
years immediately prior to 1926 when this
method was first adopted. The rate has
been reexamined subsequently a number of
times and approved by Congress in spite of
attack by the Treasury Department. The
depletion provision has encouraged the
search for oil, resulting in great discoveries
and supplies. Even if the rate of 2714 per-
cent had been too high at one time, it has
become part of the industry’s cost and price
structure so that any change in the rate
now would tend to affect supply and price.

You have raised the question whether the
271, percent depletion allowance does not
cost more than other ways of achieving the
same results. Percentage depletion prob-
ably costs less than any other way which
could be devised to compensate for the risks
involved in the exploration for oil and to
encourage the necessary amount of explora-
tion. This is probable from an economic
standpoint, because the provision stimu-
lates efficiency on the part of operators,
since depletion is limited to 50 percent of
the net profit margin. The operator has, in
addition to the normal simulus of profit
from efficiency, the further attraction of a
tax incentive under the present law. The
depletion provision also attracts into the
search for oil some capital that otherwise
never woud be risked in the industry, some
of which adds to the discovery of oll and
some of which is lost forever.

Direct subsidies to explorers probably
would cost more and be less effective than
percentage depletion. In the year 1949 there
were 14,109 dry holes drilled in the United
States. The average cost of these wells was
at least $50,000 and the total cost was about
$700 million. The Treasury Department
has never claimed that taxes could be in-
creased by any amount approaching such a
figure through a change in percentage de-
pletion. Even if Government subsidies in-
volved paying only part of the cost of dry
holes instead of the complete cost, the cost
of the program might be greater than 8700
million & year because of the additional
number of dry holes that could be encour-
aged by the subsidies. A drilling contractor,
unable to find sufficlent work to keep all
of his rigs busy, for example, very probably
would be led by subsidies into drilling wells
even if he did not expect to establish pro-
duction. Efforts to limit the cost of the
subsidy by controlling the drilling location
of wells would involve the Government in
endless details and expense regarding geo-
logy, geophysics, and other matters, and
subject the industry to stifiing controls by
men in Government who know nothing
about the business of finding oil.

Subsidies in maritime shipping are closely
related to the fact that the Government
has imposed regulations on the shipping in-
dustry which result in high costs relative
to the merchant marine of foreign countries.
There is no comparable reason for subsidies
in petroleum production. The oil-producing
industry feels that it is entltled to reason-
able tax freatment to avoid the taxation of
the capital which it creates through the
discovery of new reserves, but it does not
seek subsidies which at best would be de-
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structive of efficiency, difficult of interpre-
tation and administration, and extremely
expensive to the taxpayers, Oilmen are by
nature individualists and are opposed in
principle to Government subsidies,

You further inquire whether a very large
portion of the benefits from the depletion
allowance does not go to persons “who are
not the ones who do the exploring and take
the risks.,” Statistics cited by the Treasury
Department in its latest proposal to reduce
percentage depletion make it clear that the
great majority of the benefits go to the com-
panies—both small and large—which are
now engaged in exploration and develop-
ment® All of the large oll companies which
produce more than half of the oil in the
United States, are engaged in extensive and
expensive exploration and development pro-
grams. A review of the annual reports of
these companies demonstrates the vast sums
of money, running into the billions of dol-
lars, which have been poured into the search
for and development of new reserves within
the past few years. The small operators,
similarly, are spending sums proportionately
as large considering their production. It is
not true, as is sometimes alleged, that the
small operator searching for oll today sells
his property upon development of produc=
tion. Oceasionally some operators sell pro-
ducing properties, principally to put their
estates in ligquid conditions to pay inheri-
tance taxes, but the great majority of the
operators, who discover production today de-
velop their properties and produce them.
Such operators are receiving the benefits of
the reasonable tax provisions applicable to
oil production as a result of taking risks
in exploration and development.

The purchaser of a proved property, who is
still taking considerable risks with respect to
the amount of recoverable oil and the fu-
ture price, generally pays a price which means
that percentage depletion is of no benefit to
him because it is less than cost depletion.
At the present time, for example, developed
oil reserves in the ground generally sell for
about $1 a barrel which exceeds the per-
centage depletion, amounting to a maximum
of 71 cents a barrel on the present price of
$2.58 a barrel. If the percentage depletion
provision is applicable and appears to place
the purchaser in a position to save taxes, it
influences the price he is willing to pay for
the property and so results in a benefit to the
operator who found and developed it. An
inflationary trend which raises the price of
all commodities may result in tax bencfits
even to a purchaser whose cost depletion at
the time of the purchase exceeded the pre-
vailing percentage depletion, but that is the
reason for criticism of the conditions which
bring about inflation and not for criticism of
the operator who purchased an oll property
on the basis that it was a reasonable invest-
ment at the prices then prevailing.

Perhaps the criticism that the benefits of
percentage depletion go to persons who are
not the ones who do the exploring and tak-
ing of rick is meant to apply to royalty own=-
ers. Even the royalty owner, however, may
take risks and there are, in fact, many
royalty owners who are also engaged in ex-
ploration and drilling. In fact, many inde-
pendent operators regularly buy royalties as
part of their business. Basically, however,
the reason for application of percentage de-
pletion even to the royalty interest is to
protect the capital of the royalty owner
which arises from the discovery and de-
velopment of oil. The royalty owner, as
much as the producer, has a known capital
value as soon as production is established
and is entitled to protection of that capital
value before his income is subjected to the
ordinary tax rates.

% Hearings before Committee on Ways and
Means on H.R. 8820, 81lst Cong. 2d sess.,
Dp. 49-60 (1950).
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In your comments relative to the "in oil”
‘provision you seem to imply that percentage
depletion is an advantage amounting to a
tax favor, even though you can see it is war-
ranted more than the provision regarding oil
payments.” In the opinion of the oil indus-
try the percentage depletion provision is
merely a recognition of the penalties in-
herent in the risks involved in finding oil,
and is necessary to avoid a tax penalty
amounting to taxation of its capital to which
it should not be subjected. Percentage de-
pletion merely places the oll industry, inso-
far as the of capital is concerned, on
an equal footing with other industries which
do not create new capital through discovery
of hidden resources.

Yours sincerely,
REx G. BAKER.
Ocrtoeer 14, 1950,

Dear Mgr. BAxer: The figures which you
cited in your last letter are interesting and
significant. However, they do not, I believe,
take account of the fact that a large propor-
tion of these expenses are deducted in com-
puting income taxes, in addition to the per-
centage depletion deduction. I am refer-
ring, of course, to the optional deduction
allowed for intangible drilling costs, and
other similar deductions® The figures you
give would be more persuasive to me if they
showed a comparison between the costs on
the one hand and the aggregate deduction
on the other. By aggregate deduction, I
mean not only percentage depletion, but also
the deduction allowed for intangible drilling
costs and other expenses. I do not believe
that the comparison would be nearly as fa-
vorable as the figures you give indicate. In-
deed, I should think this might be a major
weakness In your argument.

Now let me turn to the last paragraph of
your letter. The basic difficulty here, it
seems to me, is one which is rarely disclosed
in discussions from the oil country. This is
the “discovery” allowance which is implicit
in percentage depletion. I know of no other
area in our tax law where very large incre-
ments in capital value are wholly exempt
from taxation. You say that percentage
depletion is necessary to enable the in-
dustry to preserve its capital. But this
is obviously using capital in a double
sense, and in a sense which is not ap-
plicable to other taxpayers. For other
taxpayers, that capital, recoverable through
depreciation, or on sale, or otherwise, is
their investment in the property. Only in
the oll business do *discoveries” become
capital for tax purposes. Frankly, I find
some trouble seeing why this should be so.

You suggest that this is necessary because
of the risks involved in finding oil. I do
not minimize these risks. I know that in a
sense, they are very great. However, I think
a pretty good case can be made for the
proposition that large outfits, like the Texas
Co., or the various Standard Oil companies
do not take very substantial risks, except in
a sense analogous to that In which it is
sald that the New York Life Insurance Co.
takes risks. Or, to put it another way, when
the operations are on a large scale, as in the
-life insurance business, the probability that
things will come out somewhat as planned
is very great. I do not mean to say that the
probability is nearly as great in the oil in-
dustry as in the life insurance business.
Nevertheless, experience has shown over the
past 20 years that the big oil companles
stand a high probability of success. They
have no difficulty recovering the costs of
their unsuccessful ventures from the prod-
ucts of their successful ones. I really seri-
ously question whether it can be shown that
percentage depletion is a necessary compen-

7 See p. 366,
2 U.8. Treasury Regulation III, sec. 29.23
(m)—16 (b) 1943.
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sation for risks taken in these cases. The
situation with respect to wildcatters, and
the problem of stripper wells, are quite dif-
ferent. But the big companies account for
a very large proportion of the production.
It is far from clear to me that percentage
depletion is ever necessary either (a) to com-
pensate them for risks taken or (b) to safe-
guard their capital investments.
Very truly yours,
ERwIN N. GRISWOLD.
OcToBER 16, 1950,

Dear DEaN GriswoLp: Enclosed is a section
of yesterday’s Houston Chronicle which con-
tains a good deal of information concerning
the oil and gas industry.* It will give you
some idea of the enormous cost involved in
finding and developing oll and gas, and of
the tax burdens borne by the industry.

Yours sincerely,
Rex G. BAKER.
OcTOBER 20, 1950.

DeAr M. BAKER: It was good of you to send
me the oll progress section of last Sunday’s
Houston Chronicle. I have looked at this
with much interest.

I must confess, though that I am still not
impressed by the tax burdens borne by the
industry. I have no doubt that the industry
presents many problems and bears a good
many burdens. But its tax burdens would
surely seem to be lighter than those carried
by most other industrial enterprises. Take
a look someday at the proportion of taxes to
net income of three large oil companies, on
the one hand, and three large nonoil indus-
trial enterprises on the other. ‘The figures
are astounding.

If you say that you are not talking about
the big companies, but about the little fel-
lows, then I think we might meet on common
ground. But a very high proportion of the
tax benefit goes to the big companies.

Very truly yours,
Eawin N. GRISWOLD.

OcToBER 26, 1950,

Dear DEAN Grisworp: It is a pleasure to
recelve your letters of October 14 and 20 on
the subject of taxes paid by the oil industry.
Your interest in this subject leads me to set
forth a few additional points about the oper-
ations of the oil industry, for it seems that
the lack of general understanding of the
peculiarities of oil production is one of the
principal reasons why the tax provisions re-
lating to oll production are often criticized.

A crucial point, as brought out in your
letter of October 14, is the question of con-
tribution of the developer of oil production
and the measure of the capital which he is
entitled to recover free of tax. Two points
seem pertinent on this guestion,

In the first place, let us consider two indi-
viduals investing $500,000 each, one in the
search for oil and the other in an office
building. The individual searching for oil
may spend $100,000 on each of five different
leases and establish production on only one of
the leases. The other individual erects an
office building with his $500,000. Would it
be fair to allow the oil operator to recover
as capital on his productive lease only the
$100,000 that he put into that lease? If the
individual is to risk his money in the search
for oil it would seem that he would do so
only with the prospect that he would re-
cover more than the $500,000 spent on all of
his ventures if he is successful. There is
always the chance that he may find no pro-
duction with his investment and all of his
capital may be lost. To offset that risk
there must be the attraction of a reward
commensurate with his success if he finds
oll. Another individual might wventure
$500,000 in the search for oll and discover

* Houston Chronicle, Oct. 15, 1950, sec. E.
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twice as many barrels of reserves as his com-
petitor, due to skill and good fortune. In
this latter case he has made a contribution
to society which is worth twice as much as
that of his competitor. As soon as the oil
is discovered and developed it can be sold
in place, without being produced, for a
known capital value, and, in case of such
sale, taxes are on the basis of capital gain
rather than current income,

The second point is that a producer of oil
realizes two distinet kinds of income; namely,
a capital gain on the sale of an asset which
has been held for a long period of time and
a short-term income on the operation of a
producing property. The capital gain is
measured by the difference between his in-
vestment in establishing the production and
the price at which he could sell the oll in
place and turn it over to someone else who
would then make the current profit on the
operation of the producing property. The
percentage-depletion provision results in
substantially the same rate of taxation as
would result from the separation of income
into its two component economic parts and
the taxation of one part as capital gains and
one at current income-tax rates. In the
absence of such consideration in the income-
tax laws, operators discovering and develop-
ing oil would be encouraged to sell their oll
in place rather than to continue in business.
It would seem to be in the public interest
for tax policy to permit and encourage suc-
cessful operators to stay in the business
rather than to sell their properties to others
who may have been less successiul in the
search for oil.

You raise the question whether the oper-
ations of large oil companies do not in effect
reduce the risks of this business to those
comparable with a life-lnsurance company
and suggest that the probability that things
will come out somewhat as planned Is very
great. I am sure you would find that the
life-insurance companies do not consider
their business in any way comparable with
that of oil production, else with their large
funds they would already have entered this
business. A life-insurance company not only
knows the risks but also the precise amount
of money which it is going to spend and
take in. The company engaged in the search
for oil has not such assurance. It only
knows that if it has average experience more
than 1 out of 3 wells that it drills will be
dry, but it has no way of knowing how
much oil its productive wells will develop
or what the value of that production will
be when the oil is produced over a period
of 20 or 40 years. A decline in the price of
crude oil, for example, such as occurred be-
tween 19268 and 1933, can wipe out the
apparent profits anticipated on the basis of
cost and price realizations at the time of
the investment. Naturally, the investments
of the oil companies made during the de-
pression seem very successful, but so do
practically all other investments made at the
same time. That fact does not provide any
assurance against a decline in prices. The
big oil companies are definitely taking very
substantial risks which may break them as
well as make them in the future. The
Humble Oil & Refining Co., for example, has
spent millions of dollars in Florida and to
date established only a very small produc-
tion. Unless our efforts and luck in that
area Improve, we stand to lose a very large
sum of capital that Humble has risked in
the venture. If we do lose our investment,
we can deduct it in calculating our income-
tax payments Just as any other business
could deduct its losses on an unsuccessful in-
vestment, but that does not return to us
the capital which Humble has risked. In the
year 1949 alone Humble's dry-hole costs were
$32,267,000, and even after consideration of
the reduction in income taxes due to such
loss it 1s clear that we risked and lost a very
substantial sum of money. We can have no
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hope of realizing a return on that invest-
ment. Indeed, the Investment itself is wiped
out.

One final observation may help to throw
additional light on the question of the oil
industry’s risks and the relation between
its costs and deductions. I mentioned in
the previous letter that a survey by the Mid-
Continent Oil & Gas Association showed a
close relation between the expenditures for
finding oil and the allowable depletion. In
your letter of October 14 you ask about the
optional deduction allowed for intangible
drilling costs. The same study previously
referred to shows that the investment of
the companies included in the survey in
drilling and equipping productive wells ex-
ceeded their expenditures for finding oil.
The sum of the expenditures for finding oil
and for drilling and equipping productive
wells was approximately twice the total al-
lowable depletion of the companies for the
period 1925-48. The investment in drilling
and equipping productive wells was re-
covered only once as a deduction of in-
tangible drilling costs and depreciation of
tangible drilling costs. I did not mention
this fact in my previous letter because per-
centage depletion relates to the depletion
of the oil itself and, therefore, to the ex-
penditures incurred in the search for oil
rather than to the tangible and intangible
investments in drilling, which are recovered
through the option to expense intangible
drilling costs and the depreciation of other
drilling costs. This evidence is gquite sig-
nificant on the point which you considered
& weakness in my previous argument.

In your letter of October 20, 1950, you
suggest that we look at the proportion of
taxes to net income for three large oil com-
panies on the one hand and three industrial
enterprises on the other. The point you are
referring to can be illustrated from the
comparison of the reports of United States
Steel and Humble. In 1948 United States
Steel showed a net income before Federal
income taxes of $239 million, compared
with Humble's net income on the same basis
of $240 million, while United States Steel
paid Federal income taxes of $109 million
and Humble paid $54 million. In 1049
United States Steel paid $126 million in
Federal income taxes on a net income be-
fore taxes of $292 million, whereas Humble
pald Federal income taxes of §18 million on
an indicated net income before taxes of
$138 million. The explanation of the differ-
ence in the effective rate lies, of course, in
the fact that a considerable part of Hum-
ble's net income really represents capital
gain on the sale of its oil, and this capital
gain should be taxed at 25 percent rather
than at the normal corporate income tax
rate, also in the fact that Humble is taking
its depreciation on intangible drilling costs
as it makes such investment rather than
spreading the depreciation over the life of
the properties, If Humble were to quit
drilling or to reduce its drilling operations,
the effective income tax rate would ma-
terially increase. Over a period of time the
only difference between the effective tax
rate on a steel company and an oifl-produc-
ing company would be because of the per-
centage depletion, which is thoroughly jus-
tified in order to afford fair treatment of
the capital gains realized on the sale of oil
as it is produced.

I have taken the liberty to write at length
on points suggested by your letters because
you have shown a genuine interest in an gb-
Jjective inquiry about the facts with respect to
the tax provisions on oil production. We find
in our own operations that the business of
exploration for and development of oll and
gas is very complicated and not always fully
understood even by some of the operators
engaged in this business. It has been my en-
deavor to set forth information which may
help to give you a better picture of the prob-

‘even more money on other activities.
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lems of oil production. We believe that the
problems and peculiarities of the oil-produc-
ing business warrant and require the tax pro-
visions now applicable with respect to per-
centage depletion and the option to expense
intangible drilling costs.
Sincerely yours,
REX G. BAKER,
NoveEMBER 6, 1950.

Dear MR. BAKER: Please let me thank you
for your letter of October 26. I have read
it with much interest, and I would like to
make certain observations.

In the first place, it seems to me entirely
clear that the costs of any oil operations
should be fully deductible from income,
including subsequent income from other op-
erations, where there is no current income
agalnst which the costs may be deducted.
Taking as an example the situation given
near the beginning of your letter, if a per-
son epent $100,000 on each of five different
leases, and established production on only
one of the leases, I would allow the full
$500,000 to be deducted against income, other
current income from any source if there was
such income, or against subsequent income
from any source. This could he done by a
system of carryovers. If the present 5-year
limit * on carryovers is not enough, I would
have no objection to its being extended. I
am entirely in favor of taxing no more than
the net income of oil operations. I still
find it somewhat difficult to see why we
should tax less than that net income, which
may be, and often is, the result of the 27
percent depletion allowance, which goes on
without limit, and without relation to (a)
actual depletion sustained or (b) the aggre-
gate amount invested by the taxpayer in ofl
production.

The rest of your letter is devoted to what
seems to me to be the heart of your argu-
ment. In substance, you seem to be saying
that all income from oil production should,
in effect, be taxed as capital gain, and that
this gives an adequate justification for the
present depletion allowance. This argu-
ment, T must confess, I find very hard to
follow.

Is it not clear that income derived from
oll production is business income? Is there
any other sort of business income which is
taxable as capital gain? When the grocer
sells ycu a can of peas, he sells you property,
but the gain is taxable as ordinary income,
no matter how long he has held the peas.
The same is true of a manufacturer, or of a
real-estate operator. Indeed, the same is
true of every other sort of business income,
Why should income derived from oil pro-
duction be treated in any other way? Per-
haps the answer is that all income should
be treated as capital gain. That would, of
course, be attractive, and it would not result
in discrimination between different types of
business activity, as is the situation now.
But it would hardly produce the revenue
which, for better or for worse, is necessary
under current conditions.

You mention the fact that in the year
19040 alone Humble's dry-hole costs were
$32,267,000. But every nickel of that was de-
ducted against other income, and Humble
was not taxed on anything in excess of its
net income. On the contrary, Humble paid
taxes on much less than its economic net
income, as can easily be shown by comparing
the company’s net income, in its reports to
stockholders, and the much lower figure for
net income which was undoubtedly given on
its income tax return as a result of the 2715~
percent depletion deduction. It is true that
Humble risked and lost a lot of money on
dry holes. But it is also true that it made
And
no one suggests that it should be taxed on
anything more than its net Iincome, after

®Internal Revenue Code, sec. 122.
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making full allowance for all the losing
ventures. Frankly, I find it very hard to see
why the dry-hole costs, fully allowed as tax
reductions, have any bearing on the justifi-
cation of the depletion allowance. There
are many other industries which have to risk
large sums, without any immediate or cur-
rent tax deduction. I need to refer only to
the steel industry for an illustration. There,
large sums must be spent which are capital
costs, and not deductible at all, except
through carefully measured and limited de-
preciation deductions. In this respect, it
seems to me that the oil industry has a great
tax advantage, quite apart from the un-
limited depletion deduction.,

When all is said and done, your argument
seems to boil down to the proposition that
income from oil production should be taxed
as capital gain. This appears near the end
of your letter when you state that the per-
centage depletion deduction "“is thoroughly
justified in order to afford fair treatment of
the capital gains realized on the sale of oil
as it is produced.” This arguement seems
to me to be clearly unsound. I can see no
reason why, if valid at all, it would not be
equally valid to all other income from pro-
duction. Take, for example, the income
from farms or from manufacturing. The
farmer produces property. The manufac-
turer produces property. Yet no one has
ever seriously argued, I believe, that their
galns on the sale of this property should be
taxed as capital gains, or that they are cap-
ital galns. The income from the conduct of
the business is clearly business income. Oil
production is clearly a business. I can see
no reason why the income derived from the
business of oil production should not be
taxed as ordinary income. I repeat that I
refer only to the net income, after full
allowance for all costs incurred and for all
capital actually invested in the business.
But the percentage depletion deduction goes
far beyond this. It gives a very large de-
duction, which bears no relation either to
costs or to actual capital investment. I am
still puzzled why anyone should think that
it has a proper place in a fair and equitable
tax system.

I have no hostility to the oil industry.
On the contrary, I admire its great achieve-
ments, and its great contributions to the
country, its economy, and its defense. But
there are also many other forms of activity
which contribute greatly to the country, its
economy, and its defense. Why should they
not all be treated the same? Why should
the oil industry be the recipient of a tax
deduction, enormous in the aggregate, which
bears no relation to its costs, or to the cap-
ital invested in oil production?

Very truly yours,
ErwIiN N. GRISWOLD.
NovemBser 8, 1950.

Dear Dean GriswoLp: Your letter reveals
the difficulty that even a man of your abil-
ity has in understanding the real nature of
the oil business and the risks involved in
finding and produecing oil. After all, the
basic principle involved in the depletion al-
lowance is rather simple. The man who ex-~
plores for oil must invest vast sums of risk
capital. He may lose this capital altogether
on unsuccessful ventures. He may through
Iuck or skill succeed in finding an oilfield.
If he does, he creates new capital. In pro-
ducing that oil he depletes the corpus, and
if the taxing away of his capital is to be
avoided he must have a depletion allowance.
Only in this way can he, under our existing
tax rates, have enough left with which to do
further exploratory work with the hope of
finding new reserves to replace those de-
pleted by production.

There is no way to compare his real situa-
tion with that of the steel manufacturer
or the farmer mentioned in your letter. The
man who builds a steel mill can depreciate
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every dollar of his investment in time, and
through depreciation get his capital invest-
ment back tax-free. The farmer who raises
a crop does not deplete the corpus of his
farm, for he is able to grow a new crop
year after year. Therefore, any sums he may
realize from the sale of his crops are ordi-
nary income. Of course, he can charge off
depreciation on his tools and equipment be-
cause they wear out and must be replaced.

Thus in its essentials depletion does noth-
ing more than afford the ollman an oppor-
tunity to replace his capital. This is exactly
what 1s done with the owner of the steel
mill who is allowed depreciation on his plant
investment. To me this analysis is sim-
plicity itself and I cannot see how its valid-
ity can be questioned.

I sincerely hope that you will be able to
come to Texas some day. Perhaps you would
enjoy a trip to the oilfields and an oppor-
tunity to witness the widespread wildeat
operations which are taking place in this
part of the country. Then I believe you
could better understand why the enormous
risk capital involved in operations must be
regenerated out of the depletion allowance
on the oil that is found and produced.

Sincerely yours,
REX G. BAKER.

NovemMBER 27, 1950.

DeAr Mg. BAKER: It seems to me that your
position boils down essentially to one matter;
namely, that oll producers are entitled. to
special tax treatment because their income is
essentlally capital gain,

The argument that the present percentage
depletion allowance is necessary to enable
you to recover your actual cost will not
stand up, particularly as applied to a com-
pany like yours. I have made it plain that
you, or any other oil producer, should be
able to recover all of your actual investment
before any tax liabiilty is incurred. As a
matter of fact, though, the combination of
the deduction of intangible drilling costs
plus percentage depletion gives you, and
most oil producers, a deduction far in excess
of your costs. I have no doubt, for example,
that the aggregate of these two deductions
taken by Humble in the years since per-
centage depletion became avallable is far in
excess of the aggregate of Humble's actual
costs in those years. There is no other type
of business enterprise in this country which
receives deductions In excess of costs
through depreciation or otherwise.

In the case of certain independent wild-
catters, it may be that a succession of dry
holes will produce costs which cannot be off-
set, under present laws, against subsequent
income. This should be largely taken care
of, however, by the present provision of the
law allowing losses to be carried forward for
b years. If this is not enough, I would have
no objection whatever to any change in the
law which would make it plain that no oil
producer was subject to tax until he had re-
ceived deductions equal to all of his costs
which had not previously been effectively de-
ducted from gross income.

Let us try to test your capital gains argu-
ment. Suppose we had a tax, like the Eng-
lish tax or the Canadian tax, in which capi-
tal gains are not taxed at all. Could you
successfully maintain the position that in-
come from oil production is not subject to
tax at all, because it is capital gain? It
seems to me that the answer to this is quite
plainly “No.”

The tax systems which do not tax capital
gains all draw the line closely between what
they regard as capital gain and profits from
trade or business. It is clear that the opera-
tions of oil production are a trade or busi-
ness, within this concept, as well as under
our own law.

We do not have to speculate about this.
The Canadian income tax is a clear example.
Under that law, capital gains are not taxed,
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But it has never been seriously suggested,
as far as I know, that the income from the
production of oil and gas in Canada should
be wholly exempted from tax on the ground
that it is capital gain. On the contrary, it
is clear that it is regarded as income from
trade or business, and subject to tax as in-
come. It is true that there is special allow-
ance for depletion under the Canadian tax
law. This may, however, be a reflection of
the special deduction allowed in the United
States law.

On the whole it seems to me that the
best position you have developed is the
capital-gailn one. Even on that basis,
though, I think you claim too much. Under
our law capital gains are taxed, though at
a maximum rate of 25 percent. But the per-
centage depletion deduction is supposed to
reflect the old discovery-value allowance.
The effect of this was to make the capital
galn on the discovery of oil (or other min-
erals) wholly exempt from tax. In other
words, discovery value—and, therefore, per-
centage depletion, to some extent—clearly
goes too far. I think I could understand a
provision which said that income from oil
and gas production should be taxed as capi-
tal gain, and which, accordingly, completely
eliminated the percentage-depletion deduc-
tion. Trying to get both capital-gain treat-
ment, and the percentage-depletion deduc-
tion, as in the recently defeated provision
about in-oil payments, is clearly trying to
get too much. And if income from oil pro-
duction was taxable as capital gain, I should
feel that, under current conditions, the
present 25-percent rate was far too low.

However, it still seems to me that taxing
income from oil production as capital gain
would be quite wrong. Such income 1is
clearly income from the conduct of a trade
or business and is not capital in its nature,
even though it arises, in a sense, out of in-
creases in the value of property. After all,
the income of any manufacturer or retailer
likewise arises out of increases in the value
of property; namely, the property which is
manufactured or sold. Such income, how-
ever, is clearly not capital gain. There is
no better reason, as far as I can see, why
the business income of oil producers should
be taxed as capital gain merely because it
is derived by selling the property that they
produce.

You suggest at various places in your let-
ters that the oil producer should be able to
get tax free the capital he has produced.
I do not know any other line of actlvity in
which a person recovers tax free any capital
he may have produced. Even in the case of
capital gains, the basis for determining gain
or loss will be only the amount actually in-
vested in the property. It is only the oil
industry which gets a return free of tax in
excess of its actual capital investment.

Thus, the percentage depletion allowance
turns out to be nothing more than a special
subsidy. If that fact were more generally
understood, I cannot help wondering wheth-
er the present allowance would be continued
unmodified.

Very truly yours,
ErwWIN N. GRISWOLD.
DecEMBER 12, 1950,

DeAar DEAN GriswoLp: As I interpret your
letter of November 28, you insist that oil
producers recelve special and unwarranted
tax treatment and that all their income
should be taxed as ordinary income, despite
the fact that in your letter of September 25,
you concede that oil producers are entitled
to a depletion allowance, merely questioning
the advisability of placing it at 2714 percent.
Actually, the depletion allowance is appli-
cable to relatively few oll-producing proper-
ties. In practice, cost depletion applies to
the poorer properties. Furthermore, per-
centage depletion is limited to 50 percent of
net income derived from a producing prop-
erty., Thus, in general, it is improper to
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refer to 2714 percent depletion rate as appli-
cable to all oil properties.

The producer of oil receives two different
kinds of income. He realizes a capital gain
or loss on the sale of an asset held over a
long period of time and a normal income on
the operation of a producing property. The
income-tax law authorizes the taxation of
income and not capital. Therefore, any capi-
tal gain from the sale of an asset held over a
long period of time should not be taxed as
normal income. Only the income derived
from producing operations can justly be
taxed as normal income. Consequently, the
depletion allowance, which makes it possible
to avold the taxing away of capital, does not
give special treatment to the oll industry
and is completely justified. This is proved
by the fact that the profit figures for the oil
industry clearly follow the same pattern as
for other industries.

There is no evidence that the tax provi-
sions have resulted in advantage for oil pro-
ducers as compared with businesses in gen-
eral. The falrness of a tax cannot be judged
by merely looking at the most successful
operators, but must be tested by considering
the average results for all operators.

The function of such profits as are realized
after taxes is to direct investment capital
into different activities in proportion to need.
There is no evidence that profits have been
so high as to attract any more capital into
the oil industry than is needed. While the
oil industry has constantly expanded, the
expansion has contributed greatly to the
maintenance of low prices for fuels, to eco-
nomic progress, and an expanding economy.
If the profit rate on oil production had been
reduced by higher taxes, the capital attracted
into the industry would have been reduced;
additions to oil reserves would have been less.
The smaller supply of energy would have
retarded economic progress in the United
States, and the price of gasoline and other
petroleum products to the consuming public
would have been materially increased.

Thus, it seems clear that the wisdom of
the depletion allowance is more than justi-
filed, and experience has demonstrated that
the depletion allowance is not excessive but
has been only enough to generate new risk
capital required in exploring for oil.

Yours sincerely,
REX G. BAKER,

Mr. PROXMIRE. Mr. President,
that completes my presentation on the
oil-depletion-allowance question.

Mr. CLARK. Mr. President, will the
Sen:t.or from Wisconsin yield briefly to
me

Mr. PROXMIRE. I yield.

Mr. CLAREK. In connection with the
comments made by the Senator from
Wisconsin on the oil depletion al-
lowance, I wonder whether he noticed
an article entitled “A Plan For Tax Re-
form,” which was written by Robert Lu-
bar, and was published in the March
1959, issue of Fortune magazine. The
article sets forth, under a subheading
“That Famous 27.5 Percent,” a presen-
tation of the depletion question which
refers to the present rate of depletion
allowance as ‘“the classic example” of
“peferential treatment” in the code. I
wonder whether he will be willing to
have an excerpt covering the section on
depletion allowance printed in the Rec-
orD immediately following the insertions
he has made.

Mr. PROXMIRE. Mr. President, I
shall be delighted to have that done. I
think it extremely significant that For-
tune magazine—which is primarily writ-
ten for top executives in big industry,
and subscribed to by them—has recog-
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nized the inequity of this tax privilege
and the fact that it has very little justice
to it. The article speaks eloguently on
that point.

Mr. CLARK. Then, Mr. President, I
request unanimous consent that the
cited excerpt from the article be printed
at this point in the Recorb.

There being no objection, the excerpt
was ordered to be printed in the Rec-
ORD, as follows:

THAT FaAMoUs 27.5 PERCENT

Let us consider some of the most impor-
tant of the preferential treatments now
lodged in the tax structure. The classic
example is the percentage depletion allow=-
ance given producers of oil and gas and
virtually every other mnatural resource.
Since most of the benefits of percentage de-
pletion go to corporations rather than to
individuals, the subject will be more fully
discussed later in this series, in the article
on the corporation tax. But the points at
issue are important to a discussion of per-
sonal-income taxation.

There were good grounds in public policy
for the special stimulus that the 27.5 per-
cent allowance gave to oil exploration, as
Fortune argued in an article 9 years ago
(*The Depletion Uproar,’” April 1850). But
there have been a good many changes in the
United States and the world sinece then.
In that pre-EKorea day, for one thing, the
Federal revenue requirement was only half
as big as it is today, and the Nation could
more easily afford preferential treatment of
certain forms of income. Today the deple-
tlon allowance puts $700 million of personal
income out of reach of taxation. A second
change is that the defense argument for
percentage depletion is not so weighty as it
once was, for nobody any longer expects the
kind of war in which proved oil reserves
will play a decisive part. And finally, there
is a political and emotional reality that
must be taken into account: the depletion
allowance has become the very symbol of
special tax treatment. It cannot be over-
looked in any program that undertakes to
introduce broad principles of uniform tax-
atlon. If the depletion allowance remains
untouched, the case against other kinds of
preferential treatment collapses at the start.
In a reformed tax system, therefore, the
allowance for depletion of a natural re-
source should be based on full recovery of
the developer's initial investment—and no
more. The step down iIn the allowance
would have to be gradual, of course, so as
not to have the retroactive punitive effect
of destroying property values already set up
on the basis of percentage depletion.

WITHHOLDING AT THE SOURCE ON
DIVIDENDS AND INTEREST

Mr. PROXMIRE. Mr. President, I ask
unanimous consent to introduce, on be-
half of myself, the Senator from Illinois
[Mr. DovcLas], the Senator from Penn-
sylvania [Mr. Crargl, and the Senator
from Minnesota [Mr. McCarTHY] a hill
to withhold at the source on dividends
and interest, as is now done in the case
of wages and salaries.

It is often forgotten that while the
basic income tax is withheld at the source
for those who earn wages and salaries,
that is not true for dividends and inter-
est. Consequently, vast sums which are
received by individuals as dividends and
as interest—and which should be treated
as ordinary income—are never reported
on the tax returns of these individuals,
and no tax is paid on these sums. In
fact, this is one of the most glaring ex-
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amples of actual tax avoidance which
is to be found in our tax structure.

The latest conservative estimate from
thoroughly competent and authoritative
tax experts which we have is that ap-
proximately $1.5 billion in dividends paid
out are never reported as income. Thus,
there is this large gap between the divi-
dends which individuals receive and the
dividends which are reported and on
which income tax is paid. Even if as
much as one-fifth of this amount—and
this is certainly a generous estimate—
is paid to those who need not report their
income because they have incomes which
are below the level—$600 a year—on
which income tax is paid, that still leaves
approximately $1.2 billion in dividends
which are paid, but on which no tax is
collected.

Withholding the basic tax of 20 per-
cent at the source would thus bring in an
estimated $240 million a year. In addi-
tion, if the basic tax were withheld, the
individual who received the dividends
would then not be able to escape or evade
the full tax, and he would have to report
the receipt of this income on his return.
Since the great bulk of dividends go to
those in the upper income groups, and
since it has been estimated that the aver-
age rate of income tax which is paid by
those who receive dividends is at least
40 percent, this part of the bill would, in
fact, bring in additional revenue in the
neighborhood of $500 million a year.
Of course, I have been dealing only with
that part of the bill which has to do with
withholding on dividends at the source.

In addition to that, Mr. President, the
bill provides for withholding at the source
of certain interest payments. Daniel
Holland and C. Harry Kahn estimated
that for the taxable year 1952, the dif-
ference or gap between the interest which
was received by individuals and that
which was reported on tax returns was
$3.4 billion. They estimated that some-
thing like 60 percent of interest receipts
were not reported in that year.

Of course, a greater proportion of in-
terest payments are received by low-in-
come groups than are dividend payments,
and, in addition, there are numerous ad-
ministrative difficulties involved in col-
lecting and withholding interest at the
source. Consequently, at least $250 mil-
lion could be derived in additional income
to the Government from this part of the
bill, and if ways and means can be de-
vised—and, we hope, with the help of the
Treasury itself—to solve some of the ad-
ministrative problems, much greater
sums than this could be recouped.

Such a system as is proposed in this
bill to withhold taxes on certain dividend
and interest income would help very
much to improve compliance with the law
of the land. From the point of view of
those people who do not want to break
the law, this bill would have the very
good effect of helping them to be as
honest as they would wish to be. From
the point of view of the deliberate evader
of income tax payments on dividends and
interest, this bill would produce a great
gain in revenues above those from the
actual withholding itself, as this type of
person is more often than not in a
bracket much higher than the one from
which the basic or minimum rate is with-
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held. It would further have the virtue
of reducing the rewards for deliberate
dishonesty.

Mr, President, I see no reason what-
soever why this bill or a similar bill
should not be passed by the Congress of
the United States. Further, it ought
to have the very active support of the
administration, which, while it is very
vocal in its opposition to inflation and
deficits, nonetheless has refused to use
its powers of persuasion to effect any
really equitable change in our tax laws
and has thus, by its neutrality, aided and
abetted those who now escape taxation
altogether on income which is properly
taxable.

There will be those who will say that
we should not withhold on interest and
dividends. But the best answer to that
opposition is that we now do withhold
on personal incomes and on wages and
salaries at the source. This is not too
cumbersome and as a result, only 5 per-
cent of wages are not reported as income,
compared to 60 percent in the case of
interest and vast sums received as divi-
dends. If it can be done in the case
of the wage earner, it certainly can be
done in the case of those who receive
income from dividends and interest.

Mr. President, I ask unanimous con-
sent that two memorandums and a table
dealing with the question of withholding
on interest and dividends be printed in
the Recorp at this point in my remarks.

There being no objection, the memo-
randums and table were ordered to be
printed in the Recorp, as follows:
WITHHOLDING INDIVIDUAL INCOME TAX ON

DIVIDENDS AND INTEREST PAYMENTS

I. THE NEED FOR WITHHOLDING
A. Extent of dividend and interest gap

Virtually every study made of income re-
porting for the Federal individual income
tax shows a significant gap between the
amount of dividends and interest which
should be reported and the amount actually
reported on individual tax returns. The ex-
tent of this gap cannot be measured with
precision for the following reasons:

1. The basic data are taken from the In-
ternal Revenue Service's Statistics of In-
come, part 1, and the Department of Com-
merce series on personal income. Since the
income concepts in these two sources differ,
adjustments to reconcile these differences
must be made before an estimate of nonre-
ported income can be arrived at. While the
character of those adjustments is fairly
clearly established, the specific data required
to express them quantitatively is not always
available, For example, the commerce series
includes in personal income dividend and
interest receipts of nonprofit organizations
and of self-insured corporate pension funds.
Buch receipts on behalf of individuals need
not be reported in the individual taxpayer’'s
return, and therefore, must be subtracted
from the commerce total as one step in ar-
riving at the “to be reported” income-tax
total. The measurement of these receipts,
however, is imprecise at best, since no reg-
ular statistical series contains this informa-
tion.

2. Even after the difference between the
Commerce Department and Statistics of In-
come tables is approximated, there is a prob-
lem in allocating the remaining nonreported
dividends between individuals required and
those not required to file tax returns and
then between taxable and nontaxable re-
turns. Some of the nonreported dividends
and interest, for example, undoubtedly are
received by individuals with less than $600
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in gross income- (income tax definition of
gross income) who need file no tax return.
Some individuals with gross income less than
$600 do file returns as a means of claiming
refunds for taxes withheld on wages. At
present, one can only guess at the amount of
dividends and interest received but not re-
ported by these individuals. In addition,
some dividends and interest are received by
individuals required to file tax returns but
who pay no tax because their exemptions and
deductions exceed their adjusted gross in-
comes, How much of the nonreported in-
terest or dividend receipts go to people in
this situation?

Recognizing these difficulties, it is, never-
theless, possible to make a fair approxima-
tion of the amount of dividend and interest
income which should, but does not appear
on tax returns. Daniel Holland and C. Harry
Kahn estimated the dividend and interest
gap at 1.1 billion and $3.4 billion, respec-
tively, for the taxable year 1952. About 13
percent of properly reportable dividends and
61 percent of interest receipts were not re-
ported for that year. This compares with a
b-percent gap for wages and a 30-percent gap
for entrepreneurial income (cf. Daniel M.
Holland and C. Harry Kahn, Comparison of
Personal and Taxal'e Income, Federal Tax
Policy for Economle Growth and Stability,
papers submitted by panelists appearing be-
fore the Subcommittee on Tax Policy, Joint
Economic Committee, November 1955, pp.
313-338, especially pp. 318-320 and 336-337).
The Holland and Kahn results accord closely
with the estimates of Selma F. Goldsmith for
the taxable years 194446 (cf. Selma F. Gold-
smith, Appraisal of Basic Data for Construct-
ing Income Size Distributions, Studies in In-
come and Wealth, vol. 13 (National Bureau
of Economic Research, 1951)).

More recently, in a paper presented to the
American Finance Association, December 29,
1957, Holland estimated the dividend “gap”
for the taxable year 1955 to be about $1.235
billion, or about 12.1 percent of total divi-
dend receipts adjusted for comparability with
tax returns. Even if one assumes that 20
percent of this “gap”—about $250 million—
were the dividends received by individuals
not required to file returns and/or by indi-
viduals required to file returns but not tax-
able (because deductions and exemptions
exceeded income), there remains about $1
billion of dividends which should have ap-
peared, but did not, on taxable individual
returns in 1955.

Using the techniques developed by Gold-
smith, Rechman, Holland, and Kahn, the
interest gap for 1955 appears to be about
£4.6 billlon. Agaln assuming that 20 percent
of this amount was recelved by Individuals
not required to file returns and/or by indi-
viduals filing nontaxable returns, there re-
mains about $3.7 billion of personal interest
receipts which should have been reported,
but were not, on taxable individual returns
in 1965.

B. Revenue loss attributable to nonreporting
of dividends and interest

Determination of the revenue loss involved
in nonreporting of dividends and interest is
complicated not only by the statistical
vagaries in measuring the dividend and in-
terest gap but also by the lack of persuasive
evidence concerning the distribution by tax-
able income brackets of the nonreported in-
come. The $1 billion dividend gap esti-
mated above, for example, may imply a reve=
nue loss as lttle as 150 million or as much
as, say, $350 million (and conceivably the
upper amount could be significantly larger).

The Bureau of Internal Revenue conducted
an extensive investigation of the amount and
kind of error appearing on individual tax re=-
turns for the taxable year 1848, This audit
control program indicated some concentra-
tion of nonreporting at the lower end of the
income distribution and, in addition, a rela-
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tively larger rate of underreporting at the
lower than at the upper ranges of the in-
come distribution. These results can hardly
be taken as definitive, but suggest that the
average effective rate which would be appli-
cable to dividends and interest not now re-
ported would be somewhat lower than that
in fact applicable to reported dividends and
interest receipts. Even supposing that the
appropriate effectlve rate were only 20 per-
cent in the case of dividends, however, non-
reporting of this income in 1955 probably
resulted in a $200 million revenue loss to the
Treasury. If one applies a 15 percent effec-
tive rate (allowing for the effect of exemp-
tlons and deductions) to nonreported inter-
est, the revenue loss in 1055 from this source
appears to be about $475 million. Even al-
lowing a 50-percent margin of error in com-
puting the dividend and Interest gap leaves
a revenue loss of about §350 million. This
amount should certainly be regarded as a
rockbottom estimate,

C. Reasons for monreporting

Three sets of reasons may be adduced for
the failure of taxable individuals to report
the full amount of their taxable dividend
and interest income. The principal reason
probably is dellberate evasion. Holland's
most recent study of the dividend gap shows
a good positive correlation of the size of
the gap with tax rates over time, A second
reason is honest forgetfulness. It is a rea-
sonable assumption, for example, that many
taxpayers do not know and make no regular
effort to determine the amount of interest
credited to their savings accounts, and
simply overlook this income item in pre-
paring their tax returns. Taxpayers re-
ceiving relatively small quarterly dividends
from a number of corporations, similarly,
may easily forget one or more such re-
ceipts because of poor bookkeeping. A final
reason for nonreporting may be ignorance
of the law's requirements. The acerued in-
terest on U.S. savings bonds, for example,
need not be reported on the taxpayer's return
until the bonds are redeemed. It is quite
possible that many taxpayers are not aware
that they must include such reallzed interest
in their groes incomes for tax purposes. Con-
Jecturally, some taxpayers may reason that
since U.8. savings bond interest need not be
reported until the bond is redeemed, it is not
required to report savings account interest
until withdrawn.

Whatever the reason for nonreporting of
interest and dividends, a system of with-
holding on such incomes would contribute
materially to improving compliance with the
law's requirements. From the point of view
of the taxpayer who is not a willing evader
of the law, dividend and interest withhold-
ing has the positive virtue of assisting him
to be as honest as he would wish to be.
From the point of view of the deliberate tax
evader, withholding, by substantially reduc-
ing the rewards of dishonesty, might well
produce a net gain in revenues above those
from the withholding itself.

II. WITHHOLDING PLANS

Three major efforts have been made to
provide for withholding on dividends and
interest.

A. The 1942 plan

The first of these was in connection with
the introduction of withholding on wages
and salaries in 1942, The plan then pro-
posed would have withheld tax at the rate of
10 percent on dividends and interest pay-
ments in excess of the amount of such pay-
ments determined to be nontaxable on the
basis of withholding exemption certificates
to be filed with the payor by the dividend
or interest recipient. The paying corpora=-
tion would have been required to file
quarterly returns showing dividend and in-
terest payments and to furnish the dividend
or interest recipient a receipt for the tax
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withheld, very much like the withholding
receipt provided wage and salary earners.
‘When the dividend or interest payment was
made to a nominee of the recipient, rather
than to the reciplent directly, the paying
company was, nevertheless, to be required
to withhold the tax,

In rejecting this proposal, major em-
phasis was placed on the compliance prob=-
lems raised by the proposed requirement for
a withholding exemption certificate. It was
polnted out that a relatively much larger
number of such certificates would call for
no withholding of tax (whether or not tax
was actually payable) than in the case of
wage and salary certificates. The payor or-
ganization, it was argued would incur sub-
stantial costs in soliciting exemption certifi-
cates from each stockholder or interest re-
cipient of register on the payment date, in
maintaining a file of such certificates, and
in collating interest and dividend payments
with the taxable status of each reciplent.

In addition, the proposed withhoelding
scheme could hardly be applied In the case
of coupon bond interest. Transactions in
the coupons, it was argued, would not in all
cases involve the bond-issuing organization
so that a substantial volume of such Inter-
est might be realized without opportunity
for a withholding agent to withhold the tax
due.

B. The 1950 plan

The proposal in 1950 would have provided
for withholding tax at the rate of 10 percent
from dividends only. No provision was
made for exemption certificates, although
certain types of payor organizations were to
be exempt from the withholding require-
ment. The withholding company was to be
required to provide the dividend recipient a
withholding receipt although this might
take the form of a notation on the dividend
check or check stub of the amount of tax
withheld. As in the 1942 plan, the paying
company was to be required to withhold tax
where the dividend payment was made to
the shareholder’s nominee. Provision for
returns by witholding companies was to
be made in regulations.

The 1950 plan was criticized primarily on
the basis that it would require withholding
on dividends paid to both nontaxable in-
dividuals and tax-exempt organizations.
Moreover, it was argued, the plan would in-
volve a good deal of expensive paperwork
by the payor corporation with respsct to
very small amounts of dividend payments,
a significant proportion of which would be
nontaxable in any case. Furthermore, it
was maintained that proper administrative
procedures, for which adequate provisions
were made in then existing law, would great-
ly increase taxpayer compliance. Specifi-
cally, the Bureau of Internal Revenue was
directed to make fuller use of the informa-
tion return, form 1099, which all payor cor=-
porations were required to file for all divi-
dend payments in excess of $100.! The
administrative problems of collating such in-
formation returns, many of which showed
nominees or street addresses as payees, with
individual tax returns, of determining any
difference in aggregate dividend payments
between amounts reported on the informa-
tion return and those reported on the tax-
payers’ returns, and of determining the
amount and collecting any tax due on the
basis of such differences were not adequately
or persuasively delineated to the tax-writing
committees.

For example, take the not unreasonable
case of an individual taxpayer owning shares,
in, say, 10 companies, each of which makes a
quarterly dividend payment. Some of these
payments might well be below the minimum

iCurrently, the payor corporation must
file a form 1099 for all dividends which ex-
ceed $10 annually.
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amount for which the payor is required to
file an information return. Suppose, there-
fore, that 30 of the 40 payments involve the
filing of an information return. Suppose,
moreover, that in some of these cases, the
taxpayer's minor child is registered as a co-
owner of the shares and the dividend is ad-
dressed to the child. With an adequate in-
vestment in machinery, the problems of
collating the information returns, of asso-
ciating them with the taxpayer's income tax
return, and of determining the amount of
any tax deficiencies would not be insuperable.
Such machinery was not available to the
Bureau of Internal Revenue in 1950, however,
and is not now.

C. The 1951 plan

In connection with the Revenue Act of
1951, the Treasury proposed withholding on
dividends, interest, and royalties at a 20 per-
cent rate. As in the 1850 proposal, no exemp-
tion certificate was to be filed by the divi-
dend, interest, or royalty recipient, although
certain specified classes of payments were
to be exempt from the withholding require-
ment.

On this occasion, the Committee on Fi-
nance spelled out its objections to the plan
in considerable detail (S. Rept. No. 781, 82d
Cong., 1st sess., pp. 65-67).

1. The committee indicated that although
there may be substantial underreporting of
dividend, interest and royalty income, it was
not impressed by the results of the investi-
gation presented to it and accordingly did
not feel that a solution of the problem as
drastic as that contained in the House bill
was warranted. Specifically, the committee
report pointed out that no information was
available with respect to the number of per-
sons receiving dividends, interest and royal-
ties who do not file a tax return. Accord-
ingly, accurate information was not available
with respect to either (1) the number of
individuals now required to file returns and
who would be required to file for refunds or
(2) the number of individuals who should
file returns but do not do so. “Information
of this type is essential to any appraisal of
the need and the desirability for legislation
in this area.”

2. Withholding would impose expensive
administrative burdens upon withholding
agents and would work great hardships on
many taxpayers. This hardship would be
particularly severe with respect to nontax-
able individuals and tax-exempt organiza-
tions who would be deprived of the use of
amounts of tax withheld until such time as
claims for refunds were processed and re-
funds were paid. The committee observed
that no adequate system for providing quick
refunds had yet been called to its attention.
- 8. The 20-percent withholding rate would
be applied to dividends, interest, and royal-
ties without allowance of personal exem-
tions. This would impose greater hardship
on recipients of investment income, particu-
larly those with large families, than is in-
volved in the withholding on wage earners.

4, Substantial administrative burdens
would be imposed upon withholding agents
even though the proposed plan would not
require payor corporations to notify stock-
holders of amounts withheld from divi-
dends. Thus payor corporations, in the in-
terest of good stockholder relations, would
in practice be required to indicate to divi-
dend recipients why dividend payments
have suddenly been reduced and what the
amount of tax withheld was in each case.

5. The plan would have required with-
holding on royalty payments. The commit-
tee was skeptical of the need for withhold-
ing in this area and assumed that virtually
complete reporting was the practice.

6. The Senate Finance Committee asserted
that more effective use of the information
returns then required by the law would
substantially improve taxpayer compliance
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in reporting receipts of dividends and in-
terest.

The legislative history of efforts to with-
hold taxes on dividends and interest shows
the following major objections:

1. The extent of under- or non-reporting
of dividend and interest income has not
been accurately or adequately expressed by
those favoring withholding.

2. Statistical investigations have not ade-
quately revealed the type of problems with
respect to underreporting of dividends and
interest, on the one hand, and of over-
withholding on dividends and interest,
ehould a withholding plan be adopted, on
the other.

3. Compliance problems for withholding
agents would be very great even if the with-
holding plan did not require the payor to
furnish payees with formal withholding
statements.

4, Any withholding plan would require de-
velopment of a system of quick refunds for
dividend and interest recipients who are
either not taxable or who would have too
much tax withheld. No adequate plan for
such quick refunds has yet been presented.

III, A PROPOSAL FOR DIVIDEND AND INTEREST
WITHHOLDING

The principal stumbling block to with-
holding on dividends and interest appears
to be the problem of avolding overwithhold-
ing on nontaxable individuals and tax-
exempt organizations without imposing sub-
stantial compliance burdens on dividend and
interest payors. The 1851 plan went far in
the direction of eliminating compliance bur-
dens for withholding corporations by requir-
ing no withholding receipt and no elaborate
return form to be filed with the Government
at the time of remission of withholding taxes.
Elimination of the receipt and return form
requirements, however, necessarily involved
across-the-board withholding at a uniform
rate on the gross amount of dividends and
interest paid. This necessarily involved over-
withholding on payments made to tax-
exempt organizations, nontaxable individ-
uals, and individuals the effective rate of tax
on whose total Income is less than the with-
holding rate.

A compromise between considerations of
avoiding overwithholding on the one hand
and minimizing compliance burdens for
withholding corporations on the other, there-
fore, is highly desirable. The following plan
might well represent such a compromise
without sacrifice of substantial improvement
in compliance by individual dividend and in-
terest reciplents.

A. The basic withholding plan would be
identical with that proposed in 1951

The payor company would withhold a flat
percentage of dividend and interest pay-
ments. At present tax rates, this withhold-
ing rate would be 20 percent, l.e., the first
bracket rate The payor would not be re-
quired to keep records of each dividend or
interest payment or of the amount withheld
with respect to each payment. The payor
would not be required to submit withholding
receipts to the individual at the end of each
quarter, The payor would remit to the In-
ternal Revenue Service 20 percent of the
gross dividend and interest payments made
(subject to the exceptions provided in the
1951 plan: cf. Revenue Act of 1951, HR. 4473,
sections 201-204). The dividend or interest
recipient would make the following entries
on his tax return: (1) the net amount of
dividends and interest he received after
withholding, (2) one-quarter of the net
amounts received (i.e., if the withholding

*If allowance were to be made for the
standard deduction in order to minimize
overwithholding, the withholding rate would
be 18 percent, as in the case of wage and
salary withholding.
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rate were 20 percent, the amount withheld) 2

{3) the sum of 1 and 2, which is the total

dividend or interest recelved before with-

holding.

The taxpayer would compute his tax on
his total taxable income including the
amount in 8 and would take a credit against
his final tax lability for the amount com-
puted in 2.

B. The payor corporation would attach to
the dividend or interest check, if the check
were in an amount less than, say, $1,000, a
simple refund claim form on which the
dividend or interest recipient would indi-
cate exemptions from tax on nontaxability
either because of inadequate gross income,
or deductions or eremptions in excess of
income

The dividend or interest reciplent com-
pleting this form would send it to the pay-
ing corporation, upon receipt of which the
paying corporation would immediately re-
fund the tax withheld. The quick refund,
in other words, would be provided by the
payor corporation rather than the Internal
Revenue Service. The payor corporation
would remit these refund clalm forms to
the Treasury quarterly as a basis for reim-
bursement by the Treasury for the refunds
of overwithheld tax. The refund claim
forms would then be used by the Internal
Revenue Service as a check agalnst indi-
vidual tax returns. This would, of course,
require elaboration of existing maciiinery for
collating Information returns with individ-
ual tax returns. Since such collating would
be required only where the dividend or in-
terest recipient actually claimed a refund,
it may be fairly assumed that the magni-
tude of the collating task would be sub-
stantially less than that presently involved
in tracing information returns to tax
returns.

Further simplication might be achleved
by requiring the payor corporation to attach
refund claim forms only to the first quar-
terly or semiannual dividend or interest pay-
ment and to determine whether tax should
be withheld on subsequent payments within
the year on the basis of the dividend or
interest recipient’s response to the first pay-
ment. ;

The proposal to make payor corporation
attach the refund claim form only in the
case of dividend or interest checks in
amounts less than the suggested $1,000 takes
into account the fact that where dividend or
interest payments exceed this amount the
likelihood of overwithholding would be at
best remote. In the case of interest pay-
ments this proposal might not materially re-
duce the load on the paying company in view
of the likely concentration of interest pay-
ments at the lower end of the income dis-
tribution. In the case of dividends, however,
providing that the quick refund mechanism
would be available only with respect to divi-
dends less than $1,000 could be expected to
reduce paylng corporations’ compliance bur-
dens quite significantly below what they
would be if the refund claim form were to
be attached to all dividend checks.

Admittedly this proposal would involve
additional accounting burdens for dividend
and interest payors. The magnitude of these
burdens is clearly less than would be the
case under a withholding plan involving
fillng of exemption certificates by the in-
terest or dividend reciplent. They are some-
what, but presumably only moderately,
greater than those involved in the 1851 plan.

*If tax were withheld at 18 percent the
amount of tax withheld to be reported by
the taxpayer in this step would be 22 percent
of the net dividend or interest receipt. The
formula for determining this amount is
T equals t, divided by the quantity 1 minus
ty (net interest or dividend receipt), where
ty equals the withholding tax rate.
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The possibilty of eliminating the overwith-
holding problem by use of this device while
substantially improving revenue collections
from dividend and interest sources, however,
must surely be more persuasive than the
modest additional cost which would be in-
curred by dividend and interest payors.

—

WITHHOLDING INDIVIDUAL IncoME Tax oW
DIVIDENDS AND INTEREST PAYMENTS

1. TECHNICAL FEATURES IN PROPOSAL FOR DIVI-
DEND AND INTEREST WITHHOLDING

Since, with the exception of the provision
for quick refund, the dividend and interest
withholding proposal outlined in the prin-
cipal memo is substantially ldentical to the
1951 plan, the technical problems discussed
in connection with that plan should be re-
viewed in connection with this proposal.

A. Coverage

As originally proposed, the 1951 plan was
to apply to virtually all dividend and in-
terest receipts of individuals. As passed by
the House, however, the plan excluded with-
holding on interest on bank deposits and
series E bonds even though these are the
most important sources of interest for indi-
viduals.

Presumably, the basis for these exclusions
was the complaint received from bank rep-
resentatives that withholding on savings
account interest would discourage savings
by individuals. It was also argued that
withholding on interest included in redemp-
tion proceeds on series E bonds would be
regarded by holders of E bonds as a reduc-
tilon in net interest ylelds and would,
therefore, discourage E-bond sales.

Certaln types of dividend and interest
payments were specifically excluded from
the 1951 plan either because the practical
problems of withholding were too great or
because the reciplent was not generally sub-
ject to income tax. The specific exclusions
were:

(a) SBtock dividends or stock rights.

(b) Distributions to shareholders in con-
nection with corporate reorganization and
the redemption of outstanding stock.

(c) Dividends paid by Federal Reserve
banks, Federal land banks, Federal home
loan banks and cooperative banks.

(d) Dividends paid by a corporation, all
the stock of which is owned by one or more
(a) governments; (b) political subdivisions
thereof; (c) international organizations; or
(d) wholly owned instrumentalities or agen-
cles of any of the foregoing if such instru-
mentalities or agencies are exempt from tax.

{e) Dividends and interest paid by a for-
eign corporation.

(f) Dividends and interest pald by one
corporation to another corporation if both
corporations are members of the same affili-
ated group which is required to flle a con-
solidated return for the taxable year, or
which did file a consolidated return for the
preceding taxable year.

(g) Interest payments by State and local
governments.

(h) Interest payments made by individ-
uals,

(1) Interest paid on open accounts, notes,
and mortgages.

(j)) Interest on egquipment trusts.

(k) Tax-free covenant bond interest as
defined in section 1451 (1954 Code).

(1) Interest and dividends subject to with-
holding under section 1441 (1954 Code).

(m) Dividends and interest on corporate
obligations, issued prior to effective date of
the withholding proposal enactment, pald
pursuant to a lease under which the obligor
is required by the terms of the contract to
absorb the tax.

(n) Patronage dividends of cooperatives.
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B. Withholding on bank deposit and series E
bond interest

As noted above, withholding on bank de-
posit and serles E bond interest was dropped
from the 1951 plan on the basis that such
withholding would discourage these forms
of savings. The argument, in effect, as-
sumes that the volume of such savings de-
pends on illicit tax exemption for their in-
terest accruals rather than on the rate of
such acecruals. Whatever objections may be
raised to withholding on this type of in-
come, certainly no serious consideration
should be given to this argument.

Little difficulty is to be anticipated in
withholding on individuals' bank deposit in-
terest. The bank would reduce credit to in-
dividuals’ accounts by the amount of tax
to be withheld. These amounts would, of
course, be remitted to the Treasury by the
bank. The computation by the individual
on his tax return for the amount of tax
withheld on bank deposit interest would be
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the same as in the case of dividends. All
the individual taxpayer would need to know
would be the net amount of interest cred-
ited to his account annually.

There was some fear in 1951 that with-
holding on series E bonds would involve
mechanical difficulties. The Treasury, how-
ever, submitted a plan whereby banks and
other agents authorized to redeem E-bonds
would be provided with tables showing gross
redemption values, the amount of interest
included in this redemption value, the in-
come tax to be withheld on the interest and
net amount to be paid at redemption. For
example, the redemption of a $50 face-
amount bond at maturity would include
$12.50 interest on which tax in the amount
of 18 percent would be withheld, resulting in
a net redemption of $47.75. The individual
taxpayer would, of course, gross up the $10.25
interest (equals net redemption proceeds
minus original purchase price of $37.50) in
the same manner that he would gross up net
dividends receipts.

Additional lax or refund due on selected amounts of dividends, assuming inlegrated
withholding and dividend received credit

£100 £500 $1,000 £10,000
($14 withheld) ($70 withheld) ($140 withheld) (81,400 withheld)
Wages or salaries and amount
withheld ( ) on such income Addi- Adadi- Addi- Addi-
Tax lia- | tional | Tax lia- | tional | Taxla- | tional | Taxlia- | tional
bility tax due | bility tax due | bility tax due | bility tax due
or re- or re- or re- or re-
fund ( ) fund ( ) fund ( ) fund ( )
A. Bingle person, no dependents
¢ 103 et Y, ($70) $13 (120 $1,683
) 3123 (D 103 (7 1,080 520
(7) 303 (7) 374 (6) 2,301 601
32 801 51 998 78 3, 370 1,190
B. Married person, 2 dependents
(814) [ 717) VSO ($140) $950 (5444)
14) (70) LT (140) 1,154 (246)
14) (70) §6 (134) 1,365 (35)
14) (14) 546 (14) 2,067 247

Nore.~—Tax putati ded

Mr, PROXMIRE. Mr., President, I
further ask unanimous consent that the
bill may lie on the desk for a period of 1
week, so that any Senator who may de-
sire to do so may cosponsor it.

The PRESIDING OFFICER. With-
out objection, it is so ordered.

The bill will be received and appro-
priately referred; and, without objec-
tion, the bill will lie on the desk, as re-
quested by the Senator from Wisconsin.

The bill (S. 2038) to amend the In-
ternal Revenue Code of 1954 to provide
for withholding of tax at source on
interest and dividends, introduced by
Mr. ProxMire (for himself, Mr. DoucLAs,
Mr. Crarg, and Mr. McCARTHY), was re-
ceived, read twice by its title, and re-
ferred to the Committee on Finance.

Mr. CLARK. Mr, President, will the
Senator yield?

Mr. PROXMIRE. I yield to the Sen-
ator from Pennsylvania.

Mr. CLARK. I wonder if the Sena-
tor would be willing to include in his
madterial on withholding of taxes on div-
idends and interest, a reference to an
exhaustive study made by Selma F.
Goldsmith, of the Department of Com-
merce, entitled “Appraisal of Basic Data
Available for Constructing Income Size
Distributions.” The study was pub-
lished in volume 13 of the Conference on

fons equal to 10 percent of gross income after dividend exclusion,

Research in Income and Wealth Studies
by the National Bureau of Economic Re-
search (1951) showed that 63 percent
of all interest, 23 percent of all divi-
dends, and only 5 percent of all civilian
wages and salaries are not reported for
income tax purposes.

Mr. PROXMIRE. I thank the Sena-
tor. I think the reference is a useful
one. The facts cited from the study
further demonstrate how much can be
recovered by our Federal Treasury by
providing for this very, very simple re-
form. From the standpoint of simple
justice if a wage earner has his income
tax withheld, certainly the recipient of
dividends or interest should have his tax
withheld.

THE SITUATION AT THE CAPE
CANAVERAL MISSILE RANGE

Mr. HOLLAND, Mr. President, I be-
lieve that on yesterday all Senators
noted a news item to the effect that all
of the unions whose members are em-
ployed at the huge guided-missile base
at Cape Canaveral, other than the one
union which was striking, declined to
honor the picket line, and did so on
the ground of the importance of the
work being done there. The necessity of
protecting the tremendously important
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national inferest in that connection
suggested their doing so.

A few minutes ago, I noted the fol-
lowing item on the Associated Press
ticker:

CAPE CANAVERAL, FrLA.—An attempt by
striking carpenters to halt all union activity
at the missile test center apparently failed
today.

Other union workers refused to honor the
carpenters’ picket lines despite a show of
strength by most of the 115 strikers.

A few hours later, business agents of
other unions represented at the cape failed
to show up at a meeting called by the
carpenters.

The carpenters summoned the business
agents to ask them to keep their union
members off the job at the missile launch-
ang area and nearby Patrick Air Force Base.
However, only carpenters union representa-
tives attended the session.

A carpenter spokesman expressed disap-
pointment, but declined further comment.
He sald the union may still get the business
agents together.

Mr. President, I wish to compliment
the agents of the other unions and the
members of the other unions for recog-
nizing the supreme importance to the
Nation of continuance of the vital
guided-missile tests which are being
conducted there, and for the action
they have taken in refusing to recog-
nize that picket line.

Mr. President, in a little lighter vein,
let me say that at almost the same time,
there came over the ticker the follow-
ing item, also from Cape Canaveral:

CaPE CANAVERAL, Fra—America’s seven
candidates for a trip to outer space today
were given their first look at the launching
site from where one of them will be blasted
aloft in a rocket sometime in 1961.

The mercury astronauts arrived unher-
alded late last night “for famillarization of
the Atlantic missile range and its facilities,”
an Air Force spokesman said.

Their schedule and the length of their
stay was not announced immediately, but it
was expected to be only several days.

Mr. President, it seems to me that
nothing could more appropriately punc-
tuate the point made by the earlier com-
ment that the Nation's vital activities
are involved in the operations there than
the arrival of the astronauts there, to-
day.

AMENDMENT OF INTERNAL REVE-
NUE CODE OF 1954, RELATING TO
REPEAL OF PROVISIONS ALLOW-
ING CERTAIN TAX CREDITS

Mr. McCARTHY. Mr. President,
earlier today, on behalf of myself, the
Senator from Pennsylvania [Mr.
Crark], the Senator from Illinois [Mr.
Dovucras], and the Senator from Wis-
consin [Mr. Proxmirel, I introduced a
bill which provides for the repeal of sec-
tion 34 and section 116 of the Internal
Revenue Code of 1954, This is the sec~
tion which allows credit against tax and
exclusion from gross income for divi-
dends received by individuals. It is esti=
mated that the removal of this privilege
will produce approximately $400 million
a year in additional revenue for the
Federal Government.

Members of the Senate are familiar
with the background of these provisions
in the Internal Revenue Code. In the
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early years of income tax legislation, a
situation arose under which a man who
received income from salary and wages
payed a smaller tax than the man who
received the same amount of income
from dividends. This disparity was
eliminated by the Tax Adjustment Act
of 1943, when the law was changed so
that those with incomes from dividends
paid a tax which was equal to that paid
on similar incomes derived from wages
and salaries. In 1954, the tax bill,
which was passed with the strong sup-
port of Secretary of the Treasury
George Humphrey, gave preferential
treatment to those with incomes from
dividends. The act of 1954 provided a
$50 deduction for dividend income in
addition to the regular deductions which
were given to all taxpayers, and it pro-
vided for a straight deduction from in-
come taxes of an amount equal to 4 per-
cent of the dividend income up to 4
percent of the individual's taxable in-
come. The original bill proposed by
the Treasury proposed a tax deduction
which would have risen to 10 percent.
The amount was reduced to 4 percent.
This provision, it should be noted, is
not a deduction from taxable income,
but a tax credit; in other words, a de-
duction from the tax itself, and is deter-
mined in this way: After the tax liabili-
ties of taxpayers are determined, a man
with income from dividends is permitted
to subtract from this amount an amount
equal to 4 percent of the amount of his
dividends, with a top limit of 4 percent
of his taxable income. A man who re-
ceives an income from salary or wages
has no such privilege.

The arguments advanced for this
preferential treatment included, first, the
argument that the tax laws had been
devised to punish success since the tax
laws encouraged people to invest in tax-
exempt rather than in risk-capital
through stock purchases. In my opin-
ion, this point was never proved, but if
it were true in 1954, the proper action,
it seems to me, should have been by
way of removing the tax exemption
from bonds. In any case, no one could
call the stock market sluggish today.
On the contrary, if there is need for
incentive, it is to encourage people to
buy government securities, either State
or Federal.

The basic question is whether spe-
cial treatment should be given to the
man whose income comes from invest-
ments in corporate securities, as against
a man whose income comes from wages
and salaries. There is nothing in my
bill which discriminates against the in-
vestor, and it is not a soak-the-rich
proposal. The man who invests is en-
titled to his income. Investment capi-
tal is needed in our economy just as
labor is needed. The question, how-
ever, which is important here, is
whether or not income from invest-
ments is to be given preferred tax status
as against income from labor. It is my
opinion that income gained in the way
of wages and salaries should not be
taxed more heavily than income from
investments.

The second argument which was ad-
vanced for the administration bill of
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1954 was that section 34 and section 116
would decrease the burden of double
taxation. The argument was that, since
corporations had already paid a tax on
profits, it would be double taxation if
individual investors should pay indi-
vidual taxes on their dividends.

We must recognize that nearly all par-
ticular taxes are compromises of compet-
ing claims—economic or social desir-
ahbility, plus consideration of ease of ad-
ministration, and, in some cases, politi-
cal expediency.

It also should be noted that the im-
position of two or more taxes on the
same income has considerable precedent,
and is not necessarily unjustified.

A person is taxed once on income he
receives, and again when he spends it
on any of the many items that carry ex-
cise taxes—ecars, gasoline, jewelry, to-
bacco, and so forth.

A farmer pays a property tax on the
value of his land, and the size of the
tax is closely related to the income the
farm will yield. Then he is taxed by the
Federal Government, and, in many
States, by the State government on the
income the land produces.

When a man with income from salary
or wages hires help for his family, the
wages he pays were first taxed as his
income, and are then subject to tax on
his employee’s income.

Of course, legally, the corporation tax
and the tax on dividends to individuals
do not result in double taxation. The
corporation and its stockholders are, by
law, different persons from the individ-
uals who are taxed on their dividend in-
come.

But even in the economic sense, the
taxation of dividends is not usually dou-
ble taxation in the strict sense of the
term. In the case of the large corpora-
tion, it requires little imagination to note
the separation of the stockholders and
the corporation. Taxing both the prof-
its of the public corporation and the
dividends received by the stockholders is
not so much double taxation of the same
income as separate taxation of the in-
come of two related economic entities.
It is on this basic that undistributed
profits of a public corporation are not
included in the taxable income of the
stockholders. None of the supporters
of the dividend eredit are urging that un-
distributed profits of corporations be as-
signed to stockholders annually, and thus
become subject to personal income tax
rates.

Richard Goode, in his excellent work
on the corporation income tax, points
out that the validity of the double taxa-
tion criticism is limited also by the ef-
fect of the corporation tax on the prices
of stocks. The corporation income tax
should be reflected in the market price
of stocks. An anticipated increase in
corporation income tax should be re-
flected in a decline of the price of stocks.
An anticipated reduction should nor-
mally be reflected also in an increase in
the market price of stocks. A corpora-
tion tax is, in effect, a one-time levy on
stockholders. It immediately depresses
the value of the stock. Stockholders
who later buy the stock escape the tax.
And since stock ownership changes so
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frequently, it seems unlikely that many
present owners are subject to double tax-
ation.

Actually, the corporation profits tax is
largely a regressive tax. Its cost is ulti-
mately paid by the consumer who pur-
chases the company’s goods or services—
and to this extent it is more of a sales
tax than a corporation tax. In effect,
corporations tend to price their goods to
the level that they will be able, after
taxes, to pay dividends comparable to
what the investors would receive even if
there were no tax. The pertinent ques-
tion for the Senate is whether the cor-
poration profits tax is inequitable,
whether it actually is so high as to in-
jure the economy. If so, the proper step
is to reduce the corporation tax.

We all recognize that overlapping of
faxation is inevitable whenever revenues
come from more than one source. If
paying a tax on dividends is double taxa-
tion, then there is scarcely a taxpayer
who cannot complain of double taxation
in comparable instances. The fact is
that the individual investor pays only
one tax on his personal income. If we
decide to give deductions for every claim
of so-called double taxation, there will
not be much left of the local, State, and
Federal tax structure.

Finally, there is no evidence that those
who benefit by the dividend credit and
exclusion section are in need of special
tax relief. In 1955, for instance, 75 per-
cent of all reported dividends were con-
tained in only 2.2 percent of the returns
filed. No studies have indicated that
this small percentage of our population
is in greater need than those who make
their income by working for wages or
salary.

Mr. President, I ask unanimous con-
sent to have printed at this point in the
Recorp a table drawn up last year by
the Senator from Illinois [Mr. DovcLas]

There being no objection, the table

was ordered to be printed in the Recorp,
as follows:

Married taxrpayer with two children and in-
come of $10,000 per year

JOINT RETUEN OF TAXPAYER A—ALL INCOME
FROM WAGES AND SALARY

Income $10, 000. 00
Less 10 percent standard deduc-

tion -- 1,000.00

Income after deduction-. 9, 000.00

Less personal exemptions..._.__ 2, 400. 00

Taxable income. .. ... 6, 600. 00

—_——————

Tax owed 1,372.00

~ JOINT RETURN OF TAXPAYER B—ALL INCOME
FROM DIVIDENDS !

Income from dividends...______ $10, 000 .00
Less dividend exclusion..._.._.__ 100. 00
Income after dividend ex-
elusion .. . ol 9, 900. 00
Leﬁs 10 percent standard deduc-
tion 9290. 00
Income after 10 percent
standard deduction and
dividend exclusion..... 8,9810.00

!8tock on which dividends paid owned
Jointly by husband and wife.
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Married tazpayer with two children and in-
come of $10,000 per year—Continued

Less personal exemption___.____. #$2,400.00

Taxable Income acacae_ - 6, 510. 00

Tax liability before credit....... 1,852.20
Less 4 percent of dividends up to

4 percent of taxable income.._._ 260. 40

Tax-owed. ot n e soiiny 1, 091. 80
Difference between taxpayer A

and taxpayer Bo.coeccecoeeea 280. 20

Mr. McCARTHY. Mr. President, this
table illustrates the tax difference be-
tween a family which receives $10,000 a
year from salaries as compared with the
tax of a similar family with the same
income from dividends. The tax advan-
tage to the family living on dividends is
$280.20, or 20.4 percent. My bill will re-
move this disparity. I believe that the
Congress will be acting responsibly in
taking this step to put taxpayers on an
equal basis—and at the same time raise
an estimated $400 million in revenue.

The PRESIDING OFFICER. The bill
will be received and appropriately re-
ferred and, without objection, the bill
will lie on the table, as requested by the
Senator from Minnesota.

The bill (S. 2036) to amend the In-
ternal Revenue Code of 1954 to repeal
provisions allowing credit against tax
and exclusion from gross income for
dividends received by individuals, intro-
duced by Mr. McCartHy (for himself,
Mr. Crarx, Mr. Doucras, and Mr. Prox~
MIRE), was received, read twice by its
title, and referred to the Committee on
Finance,

Mr. McCARTHY. Mr. President, I ask
unanimous consent that the bill I have
introduced may lie on the table for a
week so that other Senators may sponsor.
it if they wish to do so.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. PROXMIRE. Mr. President, will
the Senator yield?

Mr. McCARTHY. 1 yield.

Mr. PROXMIRE. First, I should like
to commend the Senator from Minne-
sota for what he has done. I think he
is completely right. There is no ques-
tion that the present dividend exclusion
is discriminatory and favors the divi-
denc recipient. There is no reason for
it. The fact that corporation income is
taxed is no ground for excluding div-
idend income from taxation. It is just

as illogical to say that, because a cor-

poration pays an income, the same in-
come should not be taxed when it goes
in dividends to a stockholder, as it is to
say that an individual who owns a home
and pays an income tax to the Federal
Government should not have to pay a
tax to the local government on the prop-
erty he owns because that tax is just as
much a tax on his income. True, it is
in a different form, but the fact is that
the tax reduces his income, and comes
out of his income, and has to be related
to his income. Therefore, as the Sen-
ator from Minnesota has so well said,
there is a combination and a casca.dlng-
of taxes on some incomes. When a per-
son pays a sales tax or an excise tax.
the same thing occurs. i
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Mr. McCARTHY. The Senator from:
Wisconsin is exactly correct. The point
the Senator makes applies even more
pertinently to the whole area of sales
taxes. This is the most obvious case of
double taxation. Since a man’s income
is taxed when he receives it, if, when he
spends what is left, he is assessed a sales
tax, it is clearly a case of double tax-
ation.

Mr. PROXMIRE. I should like to ask
the Senator from Minnesota a further
question. Is it not true that the cor-
porate income tax, in the judgment of
many economists, does not fall exclu-
sively on the stockholder, but falls in
many cases on the customer and falls
to some extent on the wage earner who
works for the particular corporation?
All the people who contribute to the
corporate entity, whether they contrib-
ute as customers, wage earners, or stock-
holders, have their income diminished.

Mr. McCARTHY. 1 will say to the
Senator from Wisconsin that in the
opinion of most of the tax economists it
is essentially a regressive tax. It is my
opinion that is the reason why, at the
time the particular exclusion was given
in the way of dividend income—when
Congress had the easy choice of reduc-
ing, if they wished to, the rate of tax
of corporate income—the choice was
made, because the corporate income tax
is essentially regressive and is in the
nature of a sales tax.

Mr. PROXMIRE. Ithank the Senator.
from Minnesota.

AMENDMENTS OF THE INTERNAL .
REVENUE CODE

Mr. CLARK. Mr, President, I am
happy to join with the senior Senator
from Illinois [Mr. DoucLasl, the junior
Senator from Wisconsin [Mr. PROXMIRE],
and the junior Senator from Minnesota
[Mr. McCarTHY] in sponsoring these
bills to close tax loopholes.

On the 5th of March I made a speech
on the floor outlining my views as to
why the budget of the President was in-
adequate and insufficient to meet the
needs of our national defense and of our
domestic economy. At that time, I sug-=
gested 11 specific tax loopholes which, if
closed, would raise an additional $7 bil-
lion of revenue, or enough to permit ad-
ditional appropriations of from $4 bil-
lion to $5 billion in the coming fiscal
year and still leave a substantial sur-
plus to make a payment on the national
debt.

- 'The bills which have been introduced
this afternoon are the first step to
achieve that result.

I wish to state how grateful I am to
my colleagues for joining in the intro-
duction of these bills. I wish to be the
first to acknowledge that the Senator
from Wisconsin and the Senator from
Illinois were ahead of me in introducing
the bill reducing the oil depletion allow-
ance—and this is no doubt true of sev-
eral other Senators.

Before very many more weeks have
passed, there will be additional bills in-
troduced to close other loopholes. Next
week when the Treasury-Post Office ap-
propriation bill comes before the Senate,
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we shall have an opportunity to provide
funds to increase the number of in-
ternal revenue enforcement personnel,
and, by virtue of the additional verifica-
tions and audits of tax returns which
the inereased personnel can perform,
obtain many hundreds of millions of
dollars in additional revenue.

Mr. President, the purposes for which
revenue raised by closing loopholes
could be used are threefold. First, it
would provide funds for additional pub-
lice services, such as schools, urban re-
newal and housing, area redevelopment,
hospitals, medical research, and the like.
Second, it would make available sums
for debt retirement. Third, it would
permit, eventually, I hope, tax reforms
which would make our tax system more
equitable than at present.

Mr. President, we had in mind pre-
senting these loophole-closing bills in
the form of amendments to the insur-
ance tax bill which passed the Senate
earlier this week, but we did not wish to
complicate that bill with amendments
which had not been adeguately dis-
cussed in the Senate at this session.
Accordingly we determined on the pro-
cedure we have followed this afternoon.

I hope our friends on the Finance
Committee, to which I assume these bills
will be referred, will give them careful
consideration and will indeed hold hear-
ings on them, because, Mr. President, it
is our intention to bring these bills for-
ward as proposed amendments to later
tax legislation, in the constitutional
manner provided by law, when proposed
tax legislation comes to the Senate after
having been passed by the House of
Representatives.

We hope very much that when we do
propose these bills as amendments to
pending tax legislation we shall not be
met with the argument that this is a
maiter being raised for the first time, or
that the committee has had no oppor-
tunity to consider the proposals; because
the bill which is before the Senate may
have to be passed within 1, 2, or 3 days in
order to prevent existing tax legislation
from expiring. So that such may not be
the fact, we are bringing these bills before
the Senate and engaging in this discus-
sion of them on the 21st day of May, in
order that about 6 weeks of notice can
be given before the bills are actually
brought to a vote in the form of amend-
ments,

Mr. President, on behalf of myself, the
Senator from Illinois [Mr. DoucLas], the
Senator from Wisconsin [Mr. Prox-
Mire], the Senator from Minnesota, [Mr.
McCarTHY], and the Senator from Maine
[Mr. Muskie]l, I introduce for appropri=-
ate reference, two bills dealing with de-
duction for expense account spending;
the first to amend the Internal Revenue
Code of 1954 to provide for additional in-
formation on cerfain returns, and the
second to amend the Internal Revenue
Code of 1954 to prohibit the deduction
of cerfain expenditures as trade or busi=
ness expenses.

I ask unanimous consent that the bills
lie on the table for 1 week in order that
additional Senators may have an oppor-
tunity to join as sponsors.
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The PRESIDING OFFICER. The bills
will be received and appropriately re-
ferred; and, without objection, the bills
will lie on the table for 1 week.

The bills, introduced by Mr. CrArk (for
himself, Mr. DovcLAs, Mr. PROXMIRE, Mr.
McCarTHY, and Mr. MUSKIE), were re=-
ceived, read twice by their titles, and re-
ferred to the Committee on Finance, as
follows:

S.2039. A bill to amend the Internal Reve-
nue Code of 1954 to provide for additional
information on certaln returns; and

5. 2040. A bill to amend the Internal Reve-
nue Code of 1954 to prohibit the deduction
of certain expendifures as trade or business
expenses,

Mr. YARBOROUGH. Mr. President,
will the Senator yield?

Mr. CLARK. I am happy to yield to
the Senator from Texas.

Mr. YARBOROUGH. I wish to com-
mend the Senator from Pennsylvania
for his announced determination to
seek additional funds for the Internal
Revenue Service, so that there may he
a reasonable number of agents pro-
vided and so that a reasonable check
may be made with regard to some of
the loopholes which have been discov=
ered and with regard to the failure of
certain persons to file adequate tax re-
turns.

_Mr. CLARK. I thank my friend for
his support, and I look forward to work-
ing with him on the floor next week in
an effort to have that done.

Mr. President, it appears that from $5
to $10 billion are being spent annually
on expense accounts, which are claimed
as business expense deductions for in-
come tax purposes, at an estimated
revenue loss of from $1 to $2 billion. It
is my view that a large portion of these
expenditures should not be allowed as de-
ductions, and I estimate that the enact-
ment of these bills would raise at least
an additional $800 million in taxes a
year.

Most of these expenditures are in the
following categories: Entertainment at
nightclubs, theaters, sporting events,
maintenance or operation of yachts or
seasonal or vacational lodges or houses,
gifts, dues or initiation fees in social
organizations, and traveling expenses to
conventions outside the United States.

A well-advised individual quoted in an
article by V. Henry Rothschild and Ru-
dolph Sobernheim in the July 1958 issue
of the Yale Law Journal stated, with re-
spect to the expense account aristocracy:

In cities like New York, Washington, and
Chicago it is safe to say that at any given
moment well over half the people in the
best hotels, restaurants, and nightclubs are
charging the bill as an expense of their
company.

Uncle Sam pays 52 percent of the cost
of the theater tickets or nightclub per-
formances, all on the theory that this is
a justifiable business expense.

I make the statement that permitting
this type of tax deduction lowers public
moral standards and results in an
utterly unjustifiable reduction of the
revenue which the Federal Government
is entitled to receive.

Mr. President, the two bills I am in-
troducing at this time have a common
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objective: to raise a substantial amount
of public revenue by ending tax abuses
permitted by that popular business de-
vice—the expense account.

As I stated before, expense account
spending has been estimated by a Reve-
nue Service spokesman to total between
$5 and $10 billion a year, and the annual
total has been increasing sharply in
recent years. Deductions claimed for
these sums have been computed to result
in an annual revenue loss of from $1 to
$2 billion.

The Internal Revenue Code permits
expense account spending to be deducted
by corporations and business executives
as “ordinary and necessary expenses in
carrying on a trade or business,” if cer-
tain broad administrative standards are
met.

This general rule permitting deduc-
tions of “ordinary and necessary"” busi-
ness expenses has probably been the sub-
ject of more tugging and hauling by tax-
payers and tax lawyers on one side and
internal revenue representatives and
courts on the other than any rule of
comparable length ever devised by Con-
gress. Under the circumstances it is
searcely surprising to find that the words
“ordinary and necessary” have been tor-
tured to cover some rather “extraordi-
nary and unnecessary” deductions.

Thus in one recent case the $17,000
cost of a 6-month big game safari to
Africa by the head of a dairy company
and his wife was held to be an “ordinary
and necessary” business expense of the
dairy because of the promotional value
to the business of the game and film
brought back. The facts that this for-
tunate couple were “both experienced
hunters” and that their trip included
stopovers in London, Paris, and Rome on
the way to Africa were not considered to
contradict the tax ruling in any way.

Mr. YARBOROUGH, Mr, President,
will the Senator yield?

"Mr. CLARK. Iyield.

Mr. YARBOROUGH. Is the Senator
from Pennsylvania of the opinion that
shooting lions and elephants in Africa
increased the yield of milk of the cows
of the dairy owner who charged the
safari trip to his expense account?

Mr. CLARK, Ii is for the very reason
that I have hesitated to accept that
theory that I have introduced the pro-
posed legislation.

Mr. President, the situation is so
ridiculous that it almost speaks for it-
self. My good friend from Texas, who
comes from a cattle-producing and dairy
State, can judge far better than I what
the effect of the safari on the milk yield
of the cows in question would be. I think
he is correct in assuming that it would be
very little, indeed.

In another case a prominent movie
actress was allowed to deduct as ordinary
and necessary business expenses, the
costs of gifts of a $775 oil painting to her
agent, a $920 silver tea set and coffeepot
to her dialog director, and an $810 gold
necklace and gold clips to her dress de-
signer. In each instance, the actress
certified and the tax authorities found
that the gift was made solely for busi-
ness, not personal reasons, and that its
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value was commensurate with the serv-
ices rendered. One may be permitted a
doubt as to whether similar gifts by a
surgeon to his operating room staff or a
school prinecipal to his teachers would
have been held deductible.

I wonder what the national bank ex-
aminers would have done if the president
of a bank had made similar gifts to cus-
tomers of the bank and attempted to
charge them off as business expenses.
Mr. President, permitting the cost of
gifts between businessmen to be charged
as tax deductions is a racket, and the
Congress should put an end to it.

Other rulings have allowed as deduct-
ible business expenses part or all of the
costs of food and liquor at nightclubs,
tickets for hit musicals, expenses of at-
tending the Kentucky Darby, the Mardi
Gras, football games, country club dues
and initiation fees, the costs of main-
taining seasonal residences, yachts, and
hunting lodges.

In almost all of these instances the
auditing agent is faced with a well-nigh
impossible task of determining whether
the entertainment expense was under-
taken primarily for reasons of personal
pleasure or for reasons of duty and busi-
ge;isy and then of allocating costs accord=-

I contend, Mr. President, that the Gov-
ernment should cease to subsidize the
yacht and lodge owners, the Stork Clubs,
and the theatrical and sporting events in
America by this indirect means. If the
privileged few in business circles who
enjoy the luxuries permitted by the ex-
pense accounts wish to continue to do so,
let them do it at their own expense as
in the case of the overwhelming majority
of other taxpayers.

Expense account spending would be
nondeductible on income tax returns un-
der one bill I am sending to the desk on
behalf of the senior Senator from Illinois
[Mr. DoucLas], the junior Senator from
Wisconsin [Mr. ProxMIRE] and the junior
Senator from Minnesota [Mr. Mc-
CarTrY], if the money has been used for
entertainment at night clubs, theaters
and sporting events. Similar tax prohi-
bitions would cover spending for main-
tenance of yachts and hunting lodges,
gifts between businessmen, country club
dues and travel to conventions outside
the United States.

It will be said that tighter administra-
tion of existing tax laws could rule out
most claims for deductions in these cases,
and fhat no change in the law is neces-
sary. This may be true in theory, but
it belies the facts.

Once an extension of deduction priv-
ileges for expense account spending is
conceded it tends to become considered
as a fixed and definite right by all tax-
payers affected. Administrative at-
tempts to tighten the rules and exclude
such expenditures from privileged tax
status raise immediate and overpowering
opposition.

The tax amendment proposed would
prevent a corporation or business execu-
tive from claiming as deductions the
sums spent for items on which the re-
turn to the taxpayer in terms of per-
sonal services is apt to be high and the
business purpose subordinate or indis-
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tinguishable. To force auditing agents
to pass on the reasonableness of claims
when the personal and business purpose
of the expenditures are almost sure to
be blurred is totally unrealistic.

I do not pretend that the list of items
cited in this bill will eliminate all tax
abuses in the expense account field. It
would eliminate some of the worst. Per-
haps hearings will indicate that the list
should be lengthened or revised. I hope
very much that such hearings will be
scheduled on this and other bills dealing
with tax loopholes bills to be introduced.

The second bill which I am introduc-
ing at this time on behalf of Senators
DoucLAS, PRoXMIRE, McCARTHY and my-
self is designed to enable the Internal
Revenue Service to enforce existing rules
regarding all expense account deduc-
tions more thoroughly.

Corporations and other employers are
today required to file information returns
in the case of compensation payments
of more than $600 per person. The
amounts included on those returns, how-
ever, are only those which the employer
regards as compensation. The purpose
of this bill is to permit the Internal Rev-
enue Service to acquire information as
to employer payments whether or not
the employer regarded them as compen-
sation. In this way the payments would
be identified, and the Service could in-
dependently consider payments taxable
to the employee or nontaxable reim-
bursements of expenses.

Two exemptions are contained in the
bill. The first would eliminate report-
ing of payments totaling less than $200
to any person per year, and the second
exempts disclosure of payments made
equally available to all employees or class
of employees, unless the group consists
primarily of officers, shareholders, or
highly compensated employees.

The additional control that this pro-
posal would give over expense account
deductions would act as a brake on loose
use of this item on tax returns.

Anyone who doubts the effectiveness
of such a move should review the his-
tory of a recent proposal in this field.
In 1957 the Treasury Department put
out a tax form containing a new line
6-A to require total reimbursed ex-
penses to be reported in the employees
gross income and claimed business ex-
penses to be deducted with appropriate
itemization. Strong protests from many
quarters led to the abandonment of this
requirement in short order. “You have
no idea of the pressure that was brought
on the Service from people who get ex-
pense account money” said one official
of the Internal Revenue Service.

The proposal made in this bill was fa-
vored by the Treasury in the past—H.R.
7893, 82d Congress, 2d session, section
104—and the exemptions which are in-
cluded make the proposed requirement
entirely reasonable.

Mr. President, I enjoy luxuries as
much as does the next man, but I see
no reason why such services should be
subsidized by the U.S. Treasury. Itisno
longer open to question that expense ac-
counts, which are enjoyed by the privi-
leged few, are widely and flagrantly
abused. These bills will eliminate some

May 21

of the worst abuses and provide the ad-
ministrative means to eliminate others.
Mr, President, I yield the floor.

IRRESPONSIBLE STATEMENT BY
JAMES HOFFA

During the delivery of Mr. CLARK’S
speech,

Mr. WILLIAMS of Delaware.
President, will the Senator yield?

Mr. CLARK. Mr. President, I ask
unanimous consent that I may yield to
the Senator from Delaware without
losing my right to the floor and that his
remarks may be printed in the REecorp
after the conclusion of my remarks, since
I should like to have my remarks con-
nected with the remarks of the Senator
from Minnesota and of the Senator from
Wisconsin.

The PRESIDING OFFICER. Is there
objection to the request of the Senator
from Pennsylvania? The Chair hears
none, and it is so ordered.

Mr. WILLIAMS of Delaware. Mr.
President, I ask unanimous consent to
have printed in the body of the REcorp
an ediforial which was published in to-
day’s issue of the Wall Street Journal
entitled, “The Public Be Damned.”

This editorial calls attention to the re-
cent irresponsible statement by James
Hoffa, when he threatened Congress and
the American people with a nationwide
strike as a protest against any law he did
not like.

This statement by Mr. Hoffa demon-
strates the great need for Congress to
pass adequate legislation curbing the
power of such arrogant and irresponsible
individuals.

There being no objection, the editorial
was ordered to be printed in the Recorb,
as follows:

THE PusrLic BE DAMNED

It was a long time ago that one of our
leading tycoons, questioned about the pub-
lic interest In a private declsion he had
made, was quoted as saying, “The public be
damned.”

Mr.

Nonetheless, the phrase has passed into
history as a symbol of arrogance and ruth-
lessness on the part of private power over
the public weal. It is usually encountered
in schoolbooks under a Nast cartoon por-
traying the stereotyped “robber baron” of
the turn of the century.

Yet the Goulds, the Fisks, the Vander-
bilts, the Rockefellers and all the rest had
in their day mot so much power all com-
bined as one or two men each now holds in
their little fingers. And just the other day,
one of these men, Jimmy Hoffa, told us how
he might use that power, though later he
promised not to use it right now.

Mr. Hoffa, the durable boss of the Team-
sters Union, envisioned one solitary strike
throughout the United States to tie up all
the employers of the Nation at one time.
And his threat was given a rousing endorse-
ment by William Bradley, president of the
International Longshoremen's Union.

Now the cause of all this is the fact that
the Congress of the United States is consid-
ering legislation to regulate labor unions,
In one much discussed bill the regulation is
s0o mild it would hardly affect Mr. Hoffa’s
power at all; even in another form it would
seek only to apply to the conduct of some
labor unions the same legal restrictions,
such as the antitrust laws, that apply to
other types of economic organizations of
people, such as shareholders in a business.
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But Mr. Hoffa disapproves. So does Mr.
Bradley. Disapproving, they are prepared to
show employers a thing or two. And the
Congress, And the public. For a general
strike is a strike against everybody, big em-
ployers, little employers, housewives, and
employees everywhere who may not share
the Hoffa views but who are put out of
work just the same.

Technically speaking, the Messrs. Hoffa
and Bradley may not be able to order the
steelworkers or the bakery workers not
to work, But they can order the longshore-
men not to load cargo and the truckdrivers
not to carry it, and when the members do
as they are told it will not be long before
there is no steel in the shops and no bread
in the stores.

Now the disturbing part of all this is that
under our present laws no one can say
“nay"” to the Messrs. Hoffa and Bradley. Or
to Mr. McDonald if he wants to shut down
all the steel mills. Or to Mr. Reuther if he
wants to shut down all the auto factorles.

And the shocking part of it is that the
public has not only let this power grow but
seems to be apathetic about its continuance.
People can get excited when some labor of-
ficial, as many have, dips his hand in the
union till or has somebody knocked in the
head. Very few show concern about the
power of unions to knock the country in the
head.

Perhaps it's just one of those cases where
people ignore a threat until it becomes a
real disaster; a ‘“Mein Kampf” always seems
too arrogantly fantastic to be true. If so,
no one ought to be surprised if one day a
Jimmy Hoffa says “the public be damned"—
and the public finds that it is.

WHEAT ACT OF 1959

The Senate resumed the consideration
of the bill (S. 1968) to strengthen the
wheat marketing quota and price sup-
port program.

Mr. CURTIS. Mr. President, I wish
to speak briefly on the pending legisla-
tion, Senate bill 1968, a bill dealing with
the support price on wheat and the
wheat program. 3

I regret that this bill is before us. It
seems to me that we should have a bet-
ter program for our wheat farmers. I
offer no criticism of individual members
of the Committee on Agriculture and
Forestry, or of individuals in the De-
partment of Agriculture; but it seems to
me that the bill falls far short of being
of value to the wheat farmers and the
consumers of bread, or to the U.S. Treas-
ury.

As I understand, the bill would call
for a reduction of the support price on
wheat to 65 percent of parity unless the
farmer should choose to cut his acreage
by 20 percent.

It is debatable how many farmers
would choose to cut their acreage by 20
percent. Some would. Perhaps all of
them would be compelled to increase
their production per acre. The costs to
a farmer are so great that he must pro-
duce every bushel he can in order to
remain in business.

I do not believe that the passage of
the bill would reduce the amount of
wheat production. It would lessen the
income of our wheat farmers. This is
particularly true if the farmers, as indi-
viduals, find it impossible to apply the
20 percent acreage reduction.

We should bear in mind that the acre-
age has been reduced and reduced, year
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after year. We should also bear in mind
that the proposed legislation would in
no sense reduce the cost of bread or of
other food made from wheat. For many
years we have seen the price of wheat go
down. Likewise, we have seen the price
of bread go up. That situation is true
now, and it has been true for some years.
If we should lower the price of wheat—
and the support price does fix the price
of wheat—when we know that such ac-
tion would not lower the price of bread,
who would gain?

The economics of the bill need further
scrutiny. The bill in its present form is
of very doubtful value. I am unable to
state exactly how much wheat the Fed-
eral Government owns. It is reported to
be in excess of a billion bushels, perhaps
a bhillion and a third. If the support
price fixes the market price of wheat,
and Congress lowers the support price
of wheat, we will also lower the value of
the wheat owned by the Government by
several hundred million dollars. Again
I say that the economics of the bill need
some attention. I cannot see how it
will benefit the farmers, the consumers,
or the Federal Treasury.

Mr. President, I would have no right
to criticize the proposed legislation if I
did not suggest something else. The or-
ganized wheat growers of the country
and many individual wheatgrowers fa-
vor what is called the domestic parity
plan. It is before the Senate. It has
been offered by the distinguished Sena-
tor from Kansas [Mr. CarLsoN]. Other
Senators have joined as cosponsors.
Many persons believe it would work, and
a sizable group of wheat producers want
it enacted. It will lessen the cost to
the Federal Treasury. It will increase
the income of wheat farmers. It is
based on the principle that that part of
our wheat production which is con-
sumed in our country should have a fair
American price, and that if production
goes over that, a lower price should pre-
vail in order to export the wheat and
use it for other purposes.

That is my first suggestion.

My second suggestion is that the Gov-
ernment ought to be about the business
of providing greater uses for the prod-
ucts of farms. About 3 years ago I spon-
sored legislation which created a Presi-
dential commission to recommend indus-
trial uses of our farm surpluses. They
made an excellent report. The Senate
last year passed a bill to implement that
report. The Committee on Agriculture
and Forestry has again reported such a
bill. It has not yet been called up. I
am sure it will be.

However, the entire program has not
moved forward as it should have done.
Bureaucracy is not excited about it. All
through the years, ever since the Depart-
ment of Agriculture has been created,
the bureaucrats have made no noticeable
efforts to find new uses for what the
farmers produce. They have resisted the
creation of the President’s bipartisan
commission to find new uses, The bu-
reaucracy have not backed legislation to
implement the recommendations of the
commission as they should. They will
go along if they are forced to do so, pro-
vided every little nook in the bureaucracy
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can have something to do with it and
maintain or enlarge its domain,

What we need, Mr. President, is to
have someone become excited about the
farm program, and do something for
agriculture, rather than to maintain the
status quo in the Department of Agri-
culture, or to enlarge the scope of the
Department of Agriculture and the vari-
ous sections of it, because people are in-
terested in having bigger and better jobs.

Mr. President, the hour is late. I
merely wish to recite a few illustrations.
I hold in my hand a piece of paper. We
are short of paper in this country. We
must import it. Quite often the pub-
lishers of the country become concerned
about the short supply of paper.

We could add to the present ingredi-
ents of paper about 10 percent by the
use of starch made from farm products.
However, if we folded the paper it would
be brittle and would crack. Scientists
tell us it is a small undertaking in re-
search to overcome the brittleness. Yet
nothing is being done about such re-
search, because our program of research
and pilot development and finding new
uses is stalled on dead center., Were we
to put 5 percent of starch from our farm
surpluses into the paper used in the
country, it would take 100 million bushels
of grain.

That is only one use.

At the present time there is a great
need in industry for industrial alcohol,
plasties, fuels, and everything else that
is derived from aleohol. It is not made
from farm products, because it can be
made cheaper from petroleum.

That does not have to be the answer.
The way alcohol is made now from farm
products is through the fermentation
process. After the starch is taken out
of the surplus grains and alcohol is made
from it, the residue is not fit for human
consumption. It is a high protein and
very good for livestock, but it is a waste
product so far as human food is con-
cerned.

It is believed by many capable sci-
entists that, with a little research, we can
separate the starch from the protein in
our surplus grain and have remaining a
protein residue which is fit for human
consumption. That protein residue then
will have a very high value. It will sell
by the pound, instead of by the ton. It
will no longer be a waste product.

Second, the starch which is turned
into aleohol will be a byproduct. It will
be much cheaper. It will compete with
alcohol made from other sources.

I might add, Mr. President, that there
is no surplus of profein in the world.
Our surpluses are in starch. All the
foreign countries want protein. If the
required research and development could
be carried on, so that we could have a
concentrate of protein, there would be
a market for it throughout the world.
At this time Italy realizes that a diet of
macaroni and spaghetti has its defi-
ciencies, even though it is very tasty, and
that the Italian people need more pro-
teins. We could take our farm sur-
pluses, remove the starch from them,
turn them into industrial uses, and have
a concentrate of protein, with a great
sale value and a worldwide market.
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Mr. President, the recommendations
of the Welsh Commission, the bipartisan
Commission appointed by the President,
call for a program of broad research and
pilot testing and trial commercializa-
tion. These things are the answer not
only to the wheat problem but also to
the problems of agriculture generally.

The task force on sugar, potatoes, and
all the other products pointed out that
industry can use our surplus agricultural
products. The earth produces 250,000
plants; but not more than 150 have ever
been domesticated—not 150,000, but 150.
It remains for research to find industrial
uses for the rest of those plants, whether
those uses be for paints and varnishes,
or drilling muds, or paving materials, or
what not. Thus they will have a value.
Also, the good earth will produce things
besides food.

The bill before the Senate continues
up the same blind alley of not bringing
relief to farmers, not enlarging markets,
not saving the Federal Government
money, and certainly not doing the con-
sumer any good.

Mr. President, I am disappointed with
the bill. I hope its basic premises can
be reexamined. I hope the amendment
which will be offered by the distin-
guished junior Senator from Kansas
[Mr. CarLsoN]1, providing for the domes-
tic parity plan, will be adopted.

I urge, although it is not a part of the
proposed legislation, that the program of
industrial uses for farm products move
forward. It is my hope that someone
wil rise up in the bureaucracy and decide
that Government agencies have a re-
sponsibility to find markets for the
farmers of the country.

ADJOURNMENT UNTIL 10 A.M.
TOMORROW

The PRESIDING OFFICER. Pursu-
ant to the order previously entered, the
Senate will stand adjourned until 10
o’clock tomorrow morning.

Thereupon (at 6 o’clock and 51 min-
utes p.m.) the Senate adjourned, under
the order previously entered, until to-
morrow, Friday, May 22, 1959, at 10
o'clock a.m.

NOMINATIONS

Executive nominations received by the
Senate May 21, 1959:

DIPLOMATIC AND FOREIGN SERVICE

John M. Cabot, of the District of Colum=-
bia, a Forelgn Service officer of the class of
career minister, to be Ambassador Extraor-
dinary and Plenipotentiary of the United
Btates of America to Brazil.

The following~-named persons for appoint-

ment as Foreign Service officers of class 4,
, and secretaries in the diplomatic

service of the United States of America:

Harry Grossman, of California.

Paul Eelly, of Pennsylvania.

Edward W. Lawrence, of Virginia,

Robert F. Lent, of New York.

Henry C. Martin, of Virginia.

George Lewls Warren, Jr., of Connecticut.

Miss Emily C. Cox, of South Carolina, for
appointment as a Forelgn Bervice officer of
class 6, a consul, and a secretary in the
diplomatic service of the United States of
America.
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The following-named persons for appoint-
ment as Forelgn Service officers of class 6,
vice consuls of career, and secretaries in the
diplomatic service of the United States of
America:

Mrs. Erna V. Beckett, of California,

Miss Evelyn Blue, of New York.

Miss Jean M. Chisholm, of Minnesota.

Miss Edna Grenlie, of Wisconsin,
Clement J. Mulligan, of Maryland.
Willlam E. Paul, of Pennsylvania.

Rafael F. Torres, of Texas.

Mrs. Marguerite Whitehead, of Washington,
Deering E. Wilson, of Indiana.

The following-named persons for appoint-
ment as Foreign Service officers of class 7,
vice consuls of career, and secretaries in the
diplomatic service of the United States of
America:

Robert G. Adam, of California.

Josiah H. Brownell, of Iowa.

Maurice C. Burke, of Massachusetts.
Allen Cooper, of New York.

John M. Curry, of New York.

Charles S. Hellyer, of Florida.

Miss C, Patricia Junk, of Ohio,

James E. Kiley, of California,

Miss Loreice E. Lutfy, of Michigan,
Paul B. McCarty, of Massachusetts,
Miss Carmen McKee, of Washington.
Louis M. Marrano, of California.
Miss Georgiana M. Prince, of Illinois.
John Susko, of Pennsylvania.

Miss Martha E. Turnbull, of Ohio.
Elwin T. Vangas, of New Hampshire.
Robert E. Waska, of Texas.

The following-named persons for appoint=-
ment as Foreign Service officers of class 8,
vice consuls of career, and secretaries in the
diplomatic service of the United States of
America:

Robert L. Bruce, of California.

Homer M. Byington III, of Connecticut.

Thomas J. Carolan, Jr., of Maryland,

Allen E, Caswell, of New York.

Gordon A, Cornell, of Massachusetts,

William O, Dingwall, of Maryland.

Frazier Draper, of Florida.

Brandon H. Grove, Jr., of New York,

James T. Hackett, of California,

Keith M. Heim, of Nebraska.

Henry A. Holmes, of the District of Co-
lumbia,

Miss Carolyn E. Kingsley, of Minnesota.

William H. Mansfield III, of Connecticut.

Frank Micelotta, of New York.

William G. Miller, of Massachusetts.

Gerald Joseph Monroe, of New York,

Albert W, Noonan, Jr., of Illinois.

William Ophuls, of New York.

Nicholas Platt, of the District of Columbia,

Russell O, Prickett, of Minnesota.

Walter F. Schepp, Jr., of New York,

Robert Siegel, of New York.

Miss Helen M. Steiner, of New York.

James P, Sullivan, of Pennsylvania.

T. Elkin Taylor, of Georgia.

Thomas M. Tonkin, of Illinois.

The following-named Foreign Service Re-
serve officers to be consuls of the United
States of America:

Robert E. Boles, of the District of Co-
Iumbia.

Joyce R. Herrmann, of Indiana,

Robert G. Mahon, of California,

The following-named Foreign Service Re-
serve officers to be vice consuls of the United
States of America:

Robert H, Lupton, of New York.

David L. Milbank, of California,

Richard J. Shugrue, of Virginia.

‘The following-named Foreign Service Re=
serve officers to be secretaries in the diplo-
matic service of the United States of
America:

Robert G. Bent, of Maine,

Robert G. Brewster, of Illinols.
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William D. Carey, of Virginia.

Morris H. Lax, of Maryland.

Frank H. Oram, Jr., of the District of
Columbia.,

TENNESSEE VALLEY AUTHORITY

Brooks Hays, of Arkansas, to be a member
of the Board of Directors of the Tennessee
Valley Authority for the remainder of the
term expiring May 18, 1960, vice Frank
James Welch, resigned.

APPOINTMENTS IN THE NAVY AND
MARINE CORPS

The following-named midshipmen (Naval
Academy) to be ensigns in the restricted
line of the Navy, subject to qualifications
therefor as provided by law:

James A. Eelly

Peter S. VanNort

Daniel E. Ralston, midshipman (Naval
Academy) to be an ensign in the Supply
Corps of the Navy, subject to qualifications
therefor as provided by law.

Richard M. Krol (Naval Reserve Officers’
Training Corps) to be an ensign in the line of
the Navy, subject to qualifications therefor
as provided by law.

Alan G. Brown (Naval Reserve Officers’
Training Corps) to be an ensign in the Sup-
ply Corps of the Navy, subject to qualifica-
tions therefor as provided by law.

The following-named Reserve officers to be
lieutenants in the Medical Corps of the Navy,
subject to qualifications therefor as provided
by law:

Donald J. Conlon

Fredrick Y. Durrance, Jr.

Hugh A. Klotz

The following-named Reserve officers to
be permanent lieutenants (junlor grade) and
temporary lieutenants in the Medical Corps
of the Navy, subject to qualifications there-
for as provided by law:

George R, Hilty IIT George W. Oden
John L. Ickler Vincent J. Scavo
Richard A. Lockwood Donald E. Willard, Jr.

The following-named Reserve officers to be
permanent lieutenants and temporary lieu-
tenant commanders in the Medical Corps of
the Navy, subject to qualifications therefor
as provided by law:

Fred R. Edens

George F. Monahan, Jr.

Daniel P. DeLave, Reserve officer to be a
lieutenant in the Medical Corps of the Navy
and to be promoted to lieutenant commander
when his line running mate is so promoted,
subject to qualifications therefor as pro-
vided by law.

The following-named (Naval Reserve avia-
tors) to be lleutenants (junior grade) in the
Navy, subject to qualifications therefor as
provided by law:

Julian R. Abbott Daniel G. MacIntyre
James B. Aucoin Charles H. McNeil
Richard B. Baumstark Wendell E. Miller
Clyde A. Beagle, Jr.  Charles K. Moran, Jr.
Dennis G. Bisek Charles P. Muhl, Jr.
Ronald R. Boyle
Brian K. Bryans
Richard W. Burt, Jr.
Willlam L. Cain
Carl E. Campbell
Donald V. Davis
Jimmy W. Davis
Robert V. Dean
James F. Dorsey, Jr.
James M. Ferry
Charles R. Foster
John K. Gardella
Thomas V. Golder

Allen F. Spousta
David R. Streeter
Theodore R. Swarta
James W. Thomas

Lewis 8. Gray Charles T. Wells
Jim F. Hagan John V. Wheeler
Sam H. Hawkins William L. Wilke
Jack M. Jackson Benjamin B.
Milton L. Jines Woodworth

Willlam D. Kiper

A, Courtney Yelle
Christian A. Lange, Jr.
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The following-named officers in the Medical
Corps of the U.S, Navy for permanent pro-
motion to the grade of rear admiral:

Allan 8. Chrisman

Calvin B. Galloway

Bernard D. QGarrett, U.S. Navy, for tem-
porary promotion to the grade of lieutenant,
subject to gqualification therefor as provided
by law.

Robert M. Stanford, U.8. Navy, for perma-
nent promotion to the grade of lieutenant
(junior grade), subject to qualification
therefor as provided by law.

William D. Munsey, U.S. Navy, for perma-
nent promotion to the grade of lieutenant
(junior grade), subject to qualification
therefor as provided by law.

The following-named officers of the Navy
for permanent promotion to the grade indi-
cated:

LIEUTENANT COMMANDERS, LINE
Wayne E. Spainhour Dewitt L. Freeman
Jacob P, Smith Eenneth L. Melin
John L. O'Neill Lyman L. Andrews, Jr.
Paul J, Cunningham Joseph N. Malnerich
Robert B. Read Leo B. Marx, Jr.
Leland E. Kirkemo Homer K. Cooley, Jr.
Robert L. Clarke James B. Shaffer
George R. Gill Erving L. Gordon
Robert Cummings Morrell E. French
Harold O. Richards Roy E. Forbis
Joseph L. Delaware Warren D. Cress
Harold K. Matthes Walter T. Laws
Robert F. Byrnes William E. Haney

Joseph Casco Paul L. Spargo
Robert P. Buerger Leonard J. Reinhart
John C. McEee Paul Moore

‘William C. O’Brien
Roman V. Maraszek
Donald W. McMaster
James C, Skipper, Jr.
‘William P, Pendery
John C. McCabe
Walter Scott

Daniel V. Marshall, Jr.
Fred W. Woessner, Jr.
Robert S. Sutherland
Lester M. Heller
George F. Bean
Melvin W. Jasper
James L. Mullen
John H, Brandenburg

Robert E. Curry
Rutherford “B"
Morgan
Robert W. Edwards
John M. Sands, Jr,
Jack H. Cranton
Billy F. Dunlap
James K. Burton
George A. Parker
Richard R. Carlson
Robert H. St. Clair, Jr.
Elton V. Conger
John F. Condren
Robert F. Roemer
Richard J. McAndrew

Edward F. Roth Gerald Johnson
Gordon R. Barnett Francis E. Rivers
Jimmie C. Jones George Elmies

William P. Becker
Stephen E. Gamwell
Robert J. Blaisdell
Mahlon H. King

John Grentzer
Shuler H. Mayes
Alfred C. Dinnel
William E. Hubert
Marvin S. Blair Eugene N. Berglund,
Henry S. Morgan, Jr. Jr.
Lincoln H. Lj,ppmoott John A. Jenkins

Jr. eorge H. Garbark

Thomas J. Murray John W. Hamilton

Wi H, Miles John L. Howard
M;rr:eisnn, Smith Jack Caldwell
Calvin R. Davis Prentice J. Custer
David D. Work

ter
m;. D‘?elgitzler Stuart T. Faulkner
Robert A, Moore Willoughby W. Penney
Ray L. Humphries Edward Ciulis

Remb dt C. Robin-Robert A. Burt, Jr,
i Francis N. Masuen

Robert F. Wheeler
g;ﬂ;‘}ﬁ“f_‘hm' Herbert A. Yarbrough
Sam K. Irving Albert W. Bradbury
Ernest C. Connelley,Arthur W. Price, Jr.

el
Henry E. Sodke, Jr. s + B ENETAN.
Charles D. Everhart  John P. Blair
Harold L. Cravens D" Hunt Willlams
Richard A. DuvVall  Lawrence E. Willson,
Thomas J. Quarton Jr.
Phillip F. Mohr John J. Dulhagen
Robert 8. Hoyle Frederick J. Brown
Richard R. Justice Billy D. Howard
Carl Durtche, Jr. Jack N. Lindsley
Paul J. Hoffman Ernest “G" Greene

Albert C. Lauer
Gordon W. Bailey
George “L"” Ayers, Jr.

John W. Brown
Royal W. Baker
Ernest J. Mills

William W. R. Meyring James D.

Joseph W. Brown, Jr.

O'Shaughnessy

Marvin D. Montgomery Carson R. Tallent

Robert Tull

Earl R. Bergsma
‘William J. Vaught
Robert H. Lenson, Jr.
Frank C. Brtek
Robert A. Du Biel
Isaac N. Pell, Jr.
Milton E. Fife
Francis Y. Thigpen
Burke W. Stout

Laurens W. Youmans,

Jr.
Burke D. Lucas, Jr.
Frederick T, Rooney
David B. Holland
Clell Stewart
Robert V. Rasko
Richard D. Herman
Julius H. Moessner
John J. Gallagher
Harry W. Cook
Bruce W. Robertson
Melvin A. Feher
Hugh W. Smith
Philip P. Doyle
Joseph P. Gregonis
Joseph L. Reilly, Jr.
Harry M. Wagner
Robert Heiderer

Donald D. Whitney, Jr.

Albert T. Holt
Horace G. Smith, Jr.
Robert J. Sadler
John D. Nevins
John S. Grischy

Robert E. Brownlee, Jr.

Albert H. Folenshee
Robert G. Wallace

Henry L. Newbill III
Harvey Black
James A. Beaubouef
Wayne J. Pike
William R. Dolan, Jr.
William L. Burns
George J. Webb
Charles P.
Gehrmann, Jr.
John B. Warfield
John C. Humphreys
Keith E. Bailey
Robert H. Hunter
EKenneth R. Karr
Robert A. Norin
George D. Quinn, Jr.
Herman G.
MeGrath, Jr.
George D. Hudson
Frank J. Last, Jr.
Richard T. Zettel
Howard D. Mentzer
Gerald W. Smith
George E. Richards
Leroy V. Altg, Jr.
Howard N. Martin
George H. Edmondson
Edward J. McCarthy
James E. Odom, Jr.
Louis J. Collister
Frank T. Hemler
Paul D. Diamantides
Harold L. Jones
Joseph M. Schnelders
James C. Wilkins, Jr.
Edward L. Carpenter
Thomas L. Tranter
Wayne F. Smith, Jr.

Walter T. Broughtonwilliam H. Velt
I

Robert J. Baker
George E. Barton
Cletus A. Albright
Carl W. Moses
Edward F. O'Brien, Jr.
Walter H. Welmer
Robert A. Kidd
Obed R. Quelland
Robert J. Born
Myron J. Abbott
Robert B. Phillips
John N. O. Mork
John W. Sugden
Francis E. Vincent
Merion W. Croft
Robert Friedman
Earle T. McFarland
Hubert E. Adkisson
Robert D. Sante
Jerome R. Lanzit
Clayton E. Risley, Jr.
FPhilip 8. Callihan

Joseph C. Finnigan

Andrew A. Tonkovie

Harry C. Scarborough,
Jr

Willard M. Mound
Paul E. Spencer
Henry J. Alrey
Burna D. Levi, Jr.
Wallace E. Sharp
George J. Rehe
Robert M. Gardner
Hoyt P. Maulden
Max A. Zesiger
William J. Forgy
‘Wayne C, Shepard
Harold R. MacMillan
Donald C. Oliver
Harold R. Miller
George M. Miller
Howard N. Wegmet
Henry F. De Ment
Lachlan B. Popple-
well

LIEUTENANT COMMANDERS, SUPPLY CORPS

Elgie L. Burrus
John M. O. Jones
Emil Anderson

Alfred R. EKallaus, Jr.

Dean C. Stafford, Jr.
Robert W. Stewart
Garnett “E" Howard
Francis Roche
Raymond A. Jones
‘Walter H. Bray

Charlie B. Aycock, Jr.

James A. Hart, Jr.

Frederick R. Norden=-
gren
Wilfred A. Cooper
John W. Elmore
Donald J. Churchill
Henry E. Little
Charles F. Bach, Jr.
Harry L. Conner
Allan H. Josselyn, Jr,
Wallace F. Rodgers
William Earchere
Jesse McDugald

LIEUTENANT COMMANDERS, CHAPLAIN CORPS

William T. Eennedy
Calvin H. Elliott, Jr.

Reginald A. Berry
John A. Keeley

Marshall E. Erenne-Edward T. Madigan

man
Bashford 5. Power
Arnold P. Spohn
Ross H. Trower

Robert W. Radcliffe
Robert L, Deal
Milton U. Ray
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LIEUTENANT COMMANDERS,

8807

CIVIL ENGINEER

CORPS

Jason M. Patrick

David L. Flynn

Townsend H. Cush-W. J. Blevins

man, Jr.
David P. Cunning

Richard D. Mitchell
John P. Theriault

Frank M. Laurenzano Alan C. Gault

Lawrence H. Eding
Bernard L. Hansen
Richard L. Divoll

Paul Bixby

John C. Allen

Robert B. Bartlett

LIEUTENANT COMMANDERS, DENTAL CORPS

Ernest E. Davies
June L. Cox

LIEUTENANT COMMANDERS, MEDICAL SERVICE
CORPS

Calvin "F" Wallace
James O. Atkinson
Woodrow C. Manley
Stewart P. Tipton
Jack A. Chapdelaine
David J. McLellan
William H. Shepherd
Robert W. Eastman

Joseph A. Guidry
Manfred W. Coggburn
Chester C. Fennell
Harry E. Sinclair
Omar A. Tunks
Lucian L. Haggard
Joe W. Russell

Euris J. Brooks

Robert L. Cannon, Jr.
Harry W. Le Bleu
Claude T. Hopson
Byron C. Raybourn George J. Sabbag

The following-named (Naval Academy
graduate) for permanent appointment to
the rank of second lieutenant in the Marine
Corps, subject to the qualifications therefor
as provided by law:

Arthur E. Archambault

The following-named (Army Reserve Offi-
cers Training Corps) for permanent appoint-
ment to the rank of second lieutenant in the
Marine Corps, subject to the qualifications
therefor as provided by law:

Robert M. Hall

Thomas A. Boyd, Jr.
Nova Longest
Thomas L. Hollis

CONFIRMATION

Executive nomination confirmed by
the Senate May 21, 1959:
INTERNATIONAL ATOMIC ENERGY AGENCY

Paul F. Foster, of Maryland, to be repre-
sentative of the United States of America to
the International Atomic Energy Agency.

HOUSE OF REPRESENTATIVES
TaURsDAY, May 21, 1959

The House met at 12 o’clock noon.
The Chaplain, Rev. Bernard Braskamp,
D.D,, offered the following prayer:

Romans 14: 19: Let us therefore fol-
low after the things which make for
peace.

Eternal God, inspire us in this mo-
ment of prayer with a wholehearted
desire to meet and discharge faithfully
the duties and demands of our high
vocation.

Grant that we may define and in-
terpret the meaning and significance of
our life in terms of the service that we
are rendering to establish the kingdom
of righteousness on the earth.

May our minds and hearts be filled
with glorious hopes and longings for the
coming of that day when all men and
nations shall seek and follow those ways
which make for peace.

In Christ’s name we pray. Amen.

The Journal of the proceedings of
yesterday was read and approved.
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