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AUTEOR'S PREFACE

Within the brief period of twenty-five years, the
Philippine Islands have undergone a radical change. The
0ld paths of development, alternating between subjection,
coercion and corruption have been gloriously changed by
& new theory of devel&pmenh, - the ownership and manage~
ment of business ente#prises by the Philippine Govermment.

This extension of govermmental activities in
business has aroused a veritable storm of criticism and
condemnetion. Governor General Wood and the administration
at Washington condemn this course and want the FPhilippine
Government to get out of business.

In the following pages the author has sttempted to
show (1) that govermment ownership and management of
business enterprises is desirable inasmuch &s there is no
private capital to undertake them; (2) that in order to
encourage the investment of private capital in the Islands
the restrictive land laws should be liberalized and a
suitable immigrstion law should be enacted by the Philip-
pine ILegislature; and (3) that the policy of public
ownership and mansgement should be continued until they
can be disposed of with 1little or no loss to the Philip-
pine Government.,

The material for this thesis was obtained from
numerous official reports, newspapers, magazines, inter-

views, messages and statutes.
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CHAPTER I
INTRODUCTION: RBASONS FOR GOVERHMENT OWNER-
SHIP AND MANAGEMENT

The question of ownership and msnagement of business
enterprises by the Philippine govermment must be considered
from an entirely differemt standpoint than that of similar
operation of govermment-owned enterprises in other
countries,

The first point of consideration is the charscter of
thé people. In contrast with the United States and
England, the Philippines has not, under the Spanish regime,
developed any system whose key-idea is to give to the
eitizen free play to his individuality. The Filipino has
been used to dictation and has grown uy under the atmosphere
of subserviency. There was no stimuwlus to produection
under the Spenish policy of "absolute sequestration."l The

2 of Spain, which

encomendero and gratuitous labor systems
impoverished the people and robbed them of their property
and the fruits of their toil, had forcibly accustomed them
to look up to the ruling classes or the government for
guidance in their larger affairs. The individual has had

no encouragement in bettering his socisl, political and

1 Under the "Bbsolute sequestration,™ Spain prohibited the
Philippines from contact with foreign countries, except,
in 8 limited way, China, Japan and other neighboring
Agiatic kingdoms. The idea was to keep the Islands
in complete isolation,

2 The encomendero system was a scheme wherseby the encomendero
received tribute from their encomendados either in money
or in kind. In sddition to the tributs, the people
were required to work 40 deys each year on public works.
Phis gratuitous labor, however, was often misused and
applied to the personal benefits of the alecalde, the
encomendero, or govermment offieial, by compelling the
reople to work upon his house or lands. b



economic conditions, Individual business was unknown

and there was no incentive to encourage corporate bodies.
Therefore the idea of government owmérship and mansgement
naturally appeals to the Filipino people, while in some
countries, the people have been brought up under the spirit
of self-direction and prefer to exercise their own initiative
then to let the govermment do it for them.

In the second place, the industrisl habits of the
people are essential factors in determining the extent and
nature of govermment ownership and management, As 8 rule,
the people are egriculturists or fishermen, They have not
in the past been active in commercial enterprises, except
upon & small scale, Even today very few of the large in-
dustrial concerns in the Islands are owned by the natives,
"Most of the retail stores, the import and export business,
finaneial institutions end corporations are in the hands
of Americans and foreigners, especis lly Chinese.™ Centuries
of Spanish tutelage over the Filipinos had not stimmlated
the materisl progress and economic development of thé
Islands. The means of attaining masterial development were
not understood; the method” of acquiring wealth was merely
of a predatory nature. Happily, however, the change of
sovereignty from Spanish to American marked the beginning
of a real mgterial awskening. It afforded the people &

chance to direct bheir energies toward industrial snd economile

1
1 Wood~Forbes Special Mission Report to the Secretary of War,
October 8, 1921, PP. 19.
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development., Believing in the policy of America as
enunciated by President McKinley that "the Philippines
are ours not to exploit but to develop, to civilize, to
educate, to train in the science of self-govermment, ™
and confirmed by the immortal declaration of President
Taft that "the Philippines are for the Filipinos," the

&‘apbuild-

people started upon their great tesk of national
ing., TUnenterprising and lacking both initiative and
capital as the people are, the Government has taken into

its own hands the ownership and mansgement of not only
those which are strictly public serviece corporations but
also bfcgll important industrial undertekings which are
usually left to private ownership and control. Despite

the "laissez faire™ policy inaugurated by Governor General
Wood, the Govermment stands pat on its present policy of
goverment ownership and management until the people can

be trained through observation and gradually increasing
experience to undertake them, or until they can be transfer-
red to some private concerns without great loss to the
government ., It is not unlikely, of course, that, in

many instances, the Govermment will be corrupt and that
considerable profits may be pocketed by the dishonest
officials. But this is also true to a certain extent

of every country, end in the Philippines the evil is likely
to be only temporary. The training and experience which

the people will gain along industrial and political lines will




in all probability ensble them to get beth the honest
control of the sources of production and distribution

and the economic benefit that results therefrom sooner
than if the undertaking of the enterprises were delayed |,
until among the people themselves were found men and
women with the initiative and the capital to direct

great industrial enterprises.

In the third place, native capital is inadequate
and American or other foreign capital is timid about
investing in the Islands. But forw;rd we must go,
and progress and development must be mede, or we shall
fail to attain that degree of economic buoyancy which
is essential if not indispensable to politicsl independ-
ence, Therefore, in the absence of native or American
or other foreign volunteers, it is far better for the
Government to be the pioneer in the enterprises, having
the welfare of the whole people throughout the coming
generations always in mind, rather then to adopt the
let-alone policy - & policy which is harmful in that it
stimulates lethargy and pessimism in the minds and
hearts of the people.

Furthermore, the Philippines, unlike other countries,
is practically undeveloped. Only an infinitisimal
fraction of its abuniant resources, fertile lands, and

powerful unharnessed natural forces is explored. The
bounteous resources of ‘the Islands are practically




undiscovered and unexploited, Native or American or
other foreign capital has not stepped in to ex»loit and
develop them, while in other countries, the natural
resources have been discovered and exploited, the forces
of nature have been harnessed to human use, and industrial
develorment has reached large proportions. Capital,
both national and foreign, is abundant. The policy of
most of the other countries seems to be to own and operate
what are strictly public service undertakings only, and to
leave 21l business enterprises in the hands of private
capitalists, who can undoubtedly operate them far more
efficiently and economically. At this period of
Philippine transition, the author ventures to think that
Government ownership and menagement tends to hasten the
material development of the Filipino peopdse.

0f course the question of ownership and mansgement
of public utilities and other business enterprises usually
handled by private individusls or concerns by the FPhilip-
pine Govermment is not without difficulties and discourage-
ments. While the principasl conception of our Legislature
is for the welfare of the whole people, and while politiocs
may have a tendency to steadily improve in the Islands,
these facts should not be used as the basis for tying the
hands of the Government with the management and operation
of industrial enterprises for all times, for these are mere

possibilities whieh are not likely to happen, It is not



at all improbable that the Yovermment might, as it has
already done in many instances, carry on its business in a
wasteful end inefficient mammer. The experiences of
people in other countries prove conclusively that Govern-
ment ownership and management of business is often more
expensive and less efficient than that of a privately
owned concern. It has also been proved that Govermment
accounting is not always as clear and accurate as that of
privately owned enterprises. Purthermore, the salaries
paid by the Government are woefully inadequate in some
caeses, and in others excessive. The results are, first,
that those oceupying "cinch™ jobs, I mean those political
job seekers and favorites of the parties in power, receive
nmuch more than they can hope for in commercial lines, and,
second, that the rank and file of govermment workers re-
ceive rates of pay much below the rates paid for the same
grade of work in privete employment. Not only is this
true, but government employees are virtually denied all
the opportunities for advancement that are open in
industry, business, and the professions. The brainiest
and most ambitious of govermment low salaried workers
leave the service when they get a chance, knowing that if
they remain the highest salaries they will ever get will
barely keep the proverbiasl wolf from the door. The
conditions of service and salaries are such that the best

men can practically never be kept in the Government service.
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It is the humble opinion of the writer, however,
that the advantages of ggvernmen‘b ownership and management
of business enterprises, as far as the FPhilippines is
concerned, counterweigh the great and manifold disadvantages.
This is true even if the enterprises are operated only at
cost. The Government has resorted to its many pioneer
business undertakings not for the primary purpose of
raising revenues, for many of the enterprises are being
operated at a loss, but for the higher and nobler purpose
of educating the people, of encouraging private capital,
and of developing the potential resources of the country.
The training and experience which the people will gain,
together with the development of the enormous resources
of the Islands for all incoming generations, will more
than justify the efforts and money which the Government
has invested. It is the view of the writer that on the
whole the Govermment should continue owning and managing
its different undertskings until they can be safely tran-
sferred to private persons or concerns, with little or no
loss to the government. But for all intents and purposes,
while the govermment engages in business activities, a
standard of excellence should be set in the quality of
work done, in the efficiency of service rendered, in the

conditions of labor, in strictness of accounting, and in

upright menagement.

11



CHAPTER II
CAPITAL INVESTIENT IN THE PHILIPPINES

Since the establishment of American sovereignty in
the Philippine Islands at the close of the Spanish-American
war in 1898, there has been attained in the Philippines a
degree of progress and enlightenment unexcelled in the
colonial history of any nation. This splendid achievement
has been made possible through the heroic efforts and
characteristic pluck and endurance of both the American
and netive officiels of the Philippine Govermment.

But despite the progress thus far attained in govern-
ment, education, sanitation, commerce, communication and
transportation, the development of Philippine natural
resources and of manufacturing amd industrial plants has
hardly started. Like the "promised land" of the Israselites,
the Philippines is endowed by nature with wonderful and
limitless possibilities. The opportunities for capital
investment in the leading products of the islands, hemp,
copra, sugar and tobacco, in spite of the advantages offered
by free trade with the United States, have only been half-
heartedly embraced by native, American or other foreign
capitsal. Capital investment has alsoc hesitated over the
minersl resources of the Aprchipelago. The development
of the minor tropical products such as quinine, cuteh,
castor o0il, kapok, coffee and tea is practically untouched.

Paper, brick and tile, leather, and canning industries have

12



never been developed. The production of rubber has not
been conducted to any great extent. There are several
other activities which might be profitaebly developed.

The chief drawback, however, in the development of these
possibilities has been the lack of capital. The govern-
ment is doing everything possible to further the Islands?
development, but due to the insdequacy of its financial
resources, the investment of private capital is urgently
needed.

It is generally recognized by both American and native
officials of the Philippine Govermment thst the one thing
needed to carry on the development of the magnificent and
extensive resources of the Islands is capital. The Fhilip-
pine Commission, in its annual report1 to the Secretary of
War for 1914, said:

"Perhaps the greatest need existing at the

present time is the introduction of capital

properly directed in the development of the

agricultural resources of the Islands, The

laying out of sugar and coconut plantations

operated by up-to-date men with modern machiner

would be of incalculable benefit to the people.”

This need is further illustrated by the following quotations
from men whose opinions, because of their first hand know-
ledge of conditions in the Islands and of their past or
present official positions, may be regarded as authoritative:
"x x x What is needed here is capital x x
It is-true that it might be possible in the

course of severasl generations to develop the la-
tent resources of the Philippine Islands without the

1 Annval Report of the Philippine Commission to the Secretary
of War, 1914,
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assistance of outside capital and finally to
accumulate enough to develop the domestic
business from within. But why wait? We had
better attract for our use the accumulations
of wealth already made in other countries,
sure that the advantages which flow from them
will far more than offset any possible dis-
advantage due to the fact that some o{ the
profits will leave the country x x x"

"There is nothing which Americens can
bring-- I do not even except education or &
free form of govermment - which can do more
for the civilizetion and etevation of the
Filipinos than the investment of American
capital in the development of the Islands."®

"x x x There is need of American cagital,
American brains and Americen mechinery."

"The most urgent need of the Philippines
is capital x x x".

Realizing, therefore, that only capital could remove
the stone of economic paralysis which had bound the Philip-
pines in a tomb of darkness and misery for so long and
which had up to the American regime prevented it from
development, the Fhilippine Govermment has done and is still
doing eveBything that is humanly possible to encourage the
investment of capital in the Islands.

The organic act of July 1, 1902,5 provides, among
other things, that the Philippine govermment may grant
franchises, privileges and concessions with right to

exercise the law of eminent domain to construct and operste

1 Inaugural Address of Gov-Gen. W, Cameron Forbes, Hov., 24, 1909
2 Speech, Ex-President Wm. H, Taft, October 16, 1913.

3 Dean C, Worcester, in the N. Y. Tribune, Nov. 22, 1913.

4 Annual Report of Gen.F.McIntyre to the SecWar, 1920, pp.lZ2.

5 Public No. 235, July 1, 1902, Sections 74-75.
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works of public utility and may cross public property of
the United States, including streets, reservaetions, etc,
and that of the insular govermment or of a province or
nmunicipality. This provision is again embodied in

the new organic act, approved on August 29, 1916, known
as the Jones Law.l

The Act of February 6, 1905° amended the act of
July 1, 1902 by guaranteeing to any company building
railroads in the Philippine Islands interest at a rate
not to exceed four per cent per annum on actual cash
invesgted.

The tariff laws of 1909% 1913,%4 end 1922,5 which
opened freely the American merket to Philippine products,
offer inducements to the investment of enterprising capital,
in the Islands. Under the organic law of the FPhilippines
no duties mgy be levied on exports from the Islands. Past
expe rience, however, clearly demonstrates that no advantage
has been taken of these privileges.

In his messageeat the opening of the Legislature in
1911, Governor Genersal Forbes recommended -

"That the Governor Genersl be authorized

to purchase bonds of companies organized by

propriators of sugar estates in provinces

where there are considerable numbers of sugar

haciendas, for the purpose of assisting the
owners thereof in building sugar centrals x x x."

1 Public No. 240, August 29, 1916, Section 28.

2 Public Ho. 43, February 6, 1905, Section 4.

3 Public No. 5, August 5, 1909.

4 Public No. 16, October 3, 1913.

5 Public No. 318, September 21, 1922,

6 Message of Gov-Gen. to the Fhil. Leg., October 16, 1911l.



Ex-Governor Senersl Francis Burton Harrison in his

1

message— to the Philippine Legislature on October 16, 1913,

said:

"Every legitimete business enterprise
should and will receive the protection of the
insular govermment x x x The duty of govern-
ment ie to see thet every business man re-
ceives an equal opportunity before the law x x"

Again, in his letter® to the Editor, The Far Hastern
Bureau, September 9, 1915, he said:

"I take pleasure in saying to you per-
sonally that I am desirous of aiding legi-
timate business in the Philippines in every
poseible way. Last year, by depogiting
government funds in locel banks, I made
available P2,000,000 for loans at 8% per
annum to the sugar growers of the south,
and this year I have made available F2,700,000.
To aid the tobacco growers of the north,

1,000,000 was likewise made available, The
windoro Sugar Estate Company has been eided
in & similsr way, by depositing F900,000 of
government funds in local banks, and aid has
also been given to other agriculturists and
business concerns in various ways."

Governor General Wood in his letter® to all Chembers
of Commerce in lsnila, said, among other things:

"I am sure that you all realize the
great desirability of encouraging the in-
vestment of outside capitael in the development
of out nationel resources x x X The policy
of the govermment X X X is to encourage such
investment in every way practiceble, along
lines of development rather than of exploit-
ation x x x".

In almost e%ery report of the Philippine Commission

prior to the passage of tye Organic Act of 1916 there were

1 Kessage of the Gov-Gen. to the Phil, Leg., October 16, 1913,
2 Published in the Par Bastern Fortnightly, Sept. 9, 1915.
3 Published in the Manila Times, June 16, 1923,
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recommendations that the United States Congress should
make certsin changes in the land laws of the FPhilippine
Islands. The Philippine Legislature being authorized by
the organic act to legislate on this subject, passed the
Public Iend Actl The Public Land Act continued, with
slight modifications, the restrictive features contsined
in the orgsnic asct of 1902. The maximum area of homestead
was increased from 16 to 24 hectares, but the limitations
on leasing and purchasing public lands were continued;
that is, an individual may purchase not to exceed 100
hectares, a corporation not to exceed 1,024 hectares, and
an individual or corporation may lease 1,024 hectares,
The Act2 creating the National Development Company
containg, among others, the following provision:

"Section 1. If, for the proper attain-
ment of its purposes, the National Develop-
ment Company should find it necessary to ac-
quire, hold and manage, alienate or encumber
lands, mines, or mining claims in excess of
the 1imit as to area established by law, said
company is hereby authorized to acquire, hold,
manage, alienate, and encumber such lands,
mines, or mining claims during & period of
ten years from and after the date of their
acquisition, possession, or administration, in
order to prepare and facilitate the alienation
or other disposal of the samre, The Governar
General may, however, extend this time from
year to year, whenever necessary in order to
facilitate the sale or disposal of such agri-
cultural lands, mines, or mining claims, pro-
vided the total of such extensions shall not
exceed ten years.® ,

This act has the effect, among other things, of granting,

1 Act No. 2874, 4th Phil. Legislature, Special Session, 1919.
2 Act Ho. 2849, 4th Phil. Legislature, Special Session, 1919.
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by lease or by sale, more tracts of land to the Hational
Development Company than that allowed in the general land
act. This power is without reservation or restriction.
It is the view of the writer that the restrictive provision
of the Public Land Act which fixes the limit as to area

of alienable lands which may be acquired and held by an
individual or corporation can be taken advantage of by
individual or corporate purchaser or lessor through the
National Development Company.

By Act lo. 29321 the eligibility to explore public
lands containing petroleum or other mineral oils and gas
is limited to citizens of the United States or the Philip-
pine Islends and to duly constituted corporations or
associations wholly composed of citizens of the United
States or of the Philippine Islands, but at the instance
of the State Department, the act has been amended by Act
No. 3054% to include citizens of countries which exténd
similar privileges to citizens of the United States or
of the Philippine Islands.

Act No. 2596° which was pessed in 1916 guarsnteed
five per cent dividends upon the stock of certain classes
of new industries for a period of five years from the time
of organization, but no sdvantage has been taken of this

law,

1 Act No. 2932, 5th Phil. Leg., lst Session, Aug. 31, 1920.
2 Act No. 3054, 5th Phil. Leg., Special " May 22, 1922,
3 Act No. 2696, 3rd Phil. leg., 4th Session, Feb. 4, 1916.



In his reportl to the Secretary of Wer for 1920,
Genersl Frank McIntyre, said:

"The Fhilippine Commission, until it

wes as a legislative body replaced by the

Fhilippine Legislature, ani the legislature

since, have done everything possible to in-

duce the investment in the islands of

Americen capital. The result remains

discouraging.”

The United States Revenue Act of 19182 while it
does not apply to the Philippine Islands, applies to
American citizens resident in the Philippine Islands or
earning income in the Philippine Islands. The effect of
this is to place citizens of the United States residing
in the Philippine Islands in practically the same position
as citizens of the United States resident in foreign
countries.3

American business men resident in the Fhilippine
Islands have complained of the tax imposed by the Revenue
Act of 1918. The claim is that it places them at & dis-
advantage in competing with citizens of the Philippine
Islands and with citizens of foreign countries resident
in the Philippine Islands, in thet citizens of the United
States resident in the Philippine Islands are required to
pay the income tax imposed by the Fhilippine laws?, end
in addition to that, to pay the taxes imposed by United

States laws on American citizens,

Viewed from the stamdpoint of the interest of American

1 Annual Report of thé Chief, Bur.of Ins. Affairs to the
Secretary of War for 1920.
2 U. S, Revenue Act of 1918, Pub. No.254, 65th Cong.,H.R.12863.

% See Regulations No. 45, U.S. Internal Revenue.
4,Act No. 2833, Phil., Leg., 3rd Session, March 7, 1919,
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business men ard corporations in the Fhilippines, it would
seem obvious that American citizens should not be handi-
capped by the United States Government in their competition
with others engaged in like trade in the Philippine Islends,
and, therefore, they, as foreigners, should be subjected

in the Philippine: Islands only to those taxes imposed by
the Philippine Govermment, Surely, foreign governments
in their eagerness to secure trade outside of their country
will relieve their citizens of the direct taxes, by way

of income taxes, etc., on such busiress, Similarly,

the Filipino citizen is subjected only to the tax of the
Philippine Government on his earnings and income derived
from sources in the Philippine Islands.

Viewed from the standpoint of the interests of the
Philippines, the Philippine Government, in order to develop
its idle resources, is anxious for the investment of
American cepital, and to encourage such capital it is
disposed to levy lighter income taxes than that imposed
by the United States Govermment. This effort, however,
will be futile if the United States Govermment in the
case of its own citizens supplement® the taxes imposed
by the Philippine Government so they shall be at least
equal the taxes imposed in the United States.

However viewed - whether in the interest of American
citigens doing business in the Philippine Islands or in

the interest of the efforts of the Philippine Government to
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secure capitael for development in the islands - the
éonclusion is clear that there is an imperative need for
the laws! to be so smended that American capital invested
in the Philippine Islands should pay only the income or
prafit taxes imposed by the Philippine Govermment.

Appreciating the disasdvantageous position of American
citizens in the Philippine Islands, the Philippine
Legislature passed the following resolution® on this
sub ject:

"Be it resolved by the Senate, the House

of Representatives of the Philippines concur-

ring, That the Resident Cormissioners be, and

they hereby sre, instructed to ask Congress

for the amendment of the United States Inter-

nal Revenue Act of 1918, in the sense that

American citizens who are bona fide residents

of the Philippine Islands shall not be subject

to any income tax greater than that required

of the other residents of said Islands.”

The great injustice of the Revenue Act of 1918 has
been removed by the passage of the Revenue Act of 19213
which places American business men and corporations in
the Philippines on the same footing as their foreign or
Filipino competitors. Relieved of the handicap created
by the iniquitous revenue act of 1918, and protected by
the Act of 1921, we may now hope thet American capital shall
henceforth gravitate toward the development of the virgin

resources of the Philippine Islands.

1l The Revenue Act of 1918, ;Public No.254, 65th Congress,
H. B, 12863.

2 Concurrent Resolution #13, Phil. leg., 1lst Session,
February 9, 1920,

3 Public Ho. 98, 67th Congress, Section 262, November 23,

1921.
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The Philippine govermment, despite its persistent
and continuous efforts, has failed to attract to any great
extent the investment of native, American or other foreign
capital, which is most essentizl to the development and
progress of the Islands and people. The native capital
is inadequate and American or other Fforelgn capital is
hesitant about investing in the Islands, The experiences
of unsafe and dubious investments during the Spanish regime
hawfe 8o prejudiced most of the native capitalists that
they hesitate to engage in large financial enterprises.
katerisl upbuilding through the investment of capital
by the people is mnegligible. Economic and industrial
developments, considering the fact that the people are
handicapped by the lack of both initiative and capital,
must, therefore, be necessarily slow, And to the
American or other foreign investor, the FPhilippines does
not seem an attractive field for investment.

The commonest excuse of American or other foreign
capital for not investing in.the Islands has been the
political uncertainty. It'ﬁnost unfortunate that this
particular objection can not be removed. It is an
incontestible fact, however, that American or other
foreign capital has invested in places quite as remote
as the Philippine Islands and in territories the status
of which is quite as uncertain as that of the Fhilippines,

Pollowing closely the political uncertainty there
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were given two other reasons why capital could not venture
into the Islands. They are, first, the unsatisfactory
land laws, and, second, the impossibility of securing
satisfactory labor in sufficient quantity without proper
immigration laws,

These two metters had been constantly deliberated
upon by the Philippine Commission since its organization
in 1900. Efforts had time and again been made to secure
from Congress legislation which would,in whole or in
part, meet these objections. However, these efforts
had not only failed, but had demonstrated rather clearly
thet from Congress no remedlal legislation could be hoped
for. Such being the case, by the organic act of 1916
the Philippine Legislature was given full authority to
legislate on these metters, i, e., public lands and
immigration, subject to the 9pprovai of acts of these sub-
jects by the President of the United States.l

The result to date is disappointing. The Philip~
pine lLegislature has not handled these subjects in a way
to accomplish the desired object. It is true, a land
law (Public Land Act No. 2874) has been passed which is
an improvement on the old land law, but it falls far short
of recognizing the great need of the Islends and of the
fact which is becoming more and more clearly established
in the world, that the only title to land, or, in fact, to
territory, is the beneficial use of it. FPerhaps the

1 Public No., 240, August 29, 1916, Sections 9-10.
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failure to pass & proper immigration law, as well as &

nore libersl land law, hes been due to the timidity of cer-
tain members of the legislature who fear competition. It
would be well for thoge members who are moved by such
reasoning to think of a plan by which they can in future
keep their neighbors out of the Islands, The real
question is whether immigrants are to be received now

under purely Philippine regulation and control, backed up
by the United States Government, or will receive them later
when the Philippine position will perhaps be too weak to
maeintain control or to impose restrictions. God forbid
the sdvent of the day when the Filipino claim to the idle
and unoccupied lands of his country will be scorned as
ageinst the claim of those who are prepared to occupy &and
use it! The case of China furnishes a formidable example.
Her weakness has reluctantly permitted economic and
political penetration of foreign nations, resulting in the
slashing of China into territories, concessions and spheres
of influence.,

The Legislature has done nothing to meet the need of
immigrants and laborers for these unused and unoccupied
lands. It ie believed that every one who is interested
in keeping "the Philippines for the Filipinos"™ should be
interested in urging that unless used the Philippines will

not be for the presgent or future Filipinos; thet it is
only by placing in beneficial use as rapidly as it can be
<
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done with due regard to the interests of the people the
territory which God has given to them that they may hope
to benefit by it now, or hold it as their own in future.
It is true the investment of capitel must precede
the supply of immigrant labor, but it is equelly true that
the opportunity of securing the outside lsbor must be provided
a8 an inducement to capital, Every cautious investor
must know that he will have an aveilable labor supply before
he makes the investment. It is for this reason that the
immigration question is more pressing than at first appears.
It is the view of the writer thet the Philippines
should be opened to immigration, under suitable restrictions.
The govermment should control this immigration so that
immigrents would be brought in as needed and to localities
where needed, and the immigrants should be of a clase
readily absorbed by the Filipinos so as to strengthen the
Filipino people numerically end in those respects in which

they are weakest.
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CHAPTER III
GOVERIMENT - OWNED-AND-MANAGED ENTERFRISES

In the absence of private capital to assist in the
development of the Islands, the Philippine Government
hasg itself undertaken this pioneer work. The government
has launched upon the path of govermment ownership not
for the primary purpose of raising revenue, but to lead
end educate public opinion in promoting the general economic
welfare of the country. Thus the Philippine Government
has become the owner and msneger of various corporate
enterprises, either as a majority stockholder or as an
owner of all the stock. These are the Division of Cold
Storege and Ice Plant, the Manila Railroad Company, the
Philippine National Bank, the National Coal Company, the
National Development Company, the National Cement Company,
the Investments of the Philippine National Bank in Cocoanut
0il, aend the Philippine Hational Bank Sugaer Centrals.

The Division of Cold Storage and the Kenila Railroad
Company are tax-exempt, All the rest are governed by
the corporation laws of the Islands and are subject to
taxation by the insular governrent. With the exception
of the Philippine NWational Bank, all the above mentioned

enterprises are not operated under a dividend-paying basis.

THE DIVISION OF COLD STCRAGE AND ICE PLANT
By direction of the Secretary of War, this plant was

N

erected with insular funds for the pr imary purpose of
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furnishking ice to the Army end Navy in the Philippine

Islands, and upon completion was placed under the adminis-~

tration of the Insular Govermment in pursuance of Act 315%

of the Fhilippine Commission, cresting the "Bureau of the

Cold

says:

Storage and Ice Plant."
In its report® for 1902, the Philippine Commission

"The total cost of the construction and
equipment of the plant down to the 1lst day of
September, 1902, including some new ereetlons
now in process of construction, is $689,33%6.38
(P1,378,672.76)."

The value of the land occupied br the plant is not

included in the cost sbove mentioned. Heither was there

any duty paid on the materisl for construction and equipment,

and, much of it being transported upon the Army transnorts,

the freight charges were very light. Under the circumstances,

it wo

uld have been impossible for a private individual or

corporation to duplicate it for the same amount.

The report continues:

YWIf the property were owned by a private
individunal or corporation, it would doubtless enter
into competition with the existing establislments
for the supply of ice and cold storage to the
genersl public and could be made to earn & larger
revenue then at present accrues. x x X At present
there are no practical difficulties in the way of
the existing system of administration by the
Government. The objections to it are mainly
theoretical, on the ground thet the Government
is engaging in a business that ordinarily is
conducted by private enterprise.”

1 Act Bo. 315, Philippine Commission, December 10, 1901,
2 Apnnual Report of the Philippine Commission for 1902.
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In 1907, by 4ct Ho. 16091 of the Philippine Cormission,
the Bureau of Cold Storage was converted into a Division of
the Bureau of Supply. The report2 of the Philinpine
Cormission for 1902 says, among other things:

"Ice is sold and delivered to officers of the
Amy and Havy, civilisn employees of the
United States and insular govermments, and
school teachers at the rate of one-half cent
United States currency per pound. Persons
not in the employ of the government, desiring
to purchase ice from this plant, mey do so by
paying two cents local currency (or .085 U.S,
currency) per pound and accepting delivery

at the plant, In this mamer the plant
does not compete with the local ice manufac-
turers who sell ice at 2 cents local currency
per pound but deliver it at the residence of
the purchaser,"

Upon his assumption of the sdministration of the cold
storage and ice plant, the purchasing agent made a strong
plea for the sale of ice to the general public, principally
a8 & health measure, but also for the further reason that
by this time many of the military posts have established
their own ice plants and the full capacity of the Insular
plent is no longer required to supply the needs of the
govermment ., He says in his eannual report:

"Pure ice and water are a necessity in
Kanile and the manufacture and sale thereof
is of such supreme importence that it be-
comes & subject deserving governmental super-
vision.

"We are spending millions in education,
improvements and sanitation in these Islands,
while one of the greatest instruments for the
improvement of health conditions, and for the
improvement of the physical comiition of the
inhabitants by lessening the debilitating di-
seases that sre so weakening snd even fatal
in the tropies lies within our grasp almost

1 Act 1609, Philippine Commission, 1907.
2 Ammual Report of the Philippine Commission for 1902,
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unused. Worse, we are even using this great
agent for the bonefit of the employees of the
civil and militery governments, and excluding
from the use thereof the people we have come
to help eand aid."”

The report continues:
"fhe plant is & large modern one and,

X X X could easily surply all the ice needed

b7 the public in kenila. So far as is known

there is only one private concern meking ice

in Kenils. This ice is sold to the general

public at 2 centavos per pound. dere it

not for the necessity of avoiding competition

X X X the division of cold storage could fur-

nish ice to the public and make a resonable

profit thereon, at 1-1/2 centavo per pound,

The large wastage would be grestly diminished

X X X the public would receive cheaper ice

and the unit cost of production of the entire

government plant would be considerably reduced."

In 1908 and previously, the purchasing egent earnestly
sought to purchase the one private ice plant1 of any
importance in Manila, in order to orerate it in conjunct-
ion with the Insuler plant and to furnish the general
public with ice &t reasonsble rates but this plan failed.
In 1910 he abandoned his previous position and advocated
the sale of the Insular plant, but this plan also failed,
The reason for the change of the viewsof the purchasing
agent is kot known, unless it be that he had come to
regard the interpretation put upon Act 315 by the higher
officials, as stated in his 1910 report, to be a hardship
upon the people in general, in that it enables the private
dealers to meintain prices at an exhorbitant, amd in most

cases & prohibitive figure. Justly holding that, in &

1l The Fabrica de Hielo de Manila.
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warm place like thé Philippines, ice is not a luxury, but
& necegeity for health and comfort, and in some cases life,
the purchasins sgent felt it incumbent upon him in his
official capacity to do his share towerd bringing it
within the reach of the poower people whose need was
greatest. S50 in his report for 1908, the purchasing
agent strongly pleaded for allowing the general public to
participate in the benefits offered by the government ice
plant and suggested that the government buy 211 the rights
and interests of the one private ice comcern in Manila,
and sell ice at one-half the existing pricge. He says:

"Your attention is respectfully called
to my -recommendation of last year that the
government purchase the Fabrica de Hielo de
Ilanile and supply ice and water to the entire
population at a greatly reduced rate, making
the division of cold storage a great public
utility.

XXX

"The ice plant is a revenue producer, and
if the plant is put in perfect repair, all
claimg of the Pabrica de Hielo de lianila be
satisfied x x X the net earnings now amounting
to 340,000 pesos per annum can be greatly
increased and ice supplied to the public
generally at 1 centavo per pound.

"This depertment is satisfied that the
acguisition by government of the Fabrica de
Hielo de Manila at a reasonable valuation
would be of most direct benefit to the go-
vernment revenues X X X and of immense advan-
tage to the public through the reduction of the
price of ice to 1 centavo per pound."

In 1910, the purclasing agent reported as follows;

"Acet No. 315 provides that the ice plant
shall.not engage in competition ete.,, and under
the interpretation heretofore made of this law,
the price of ice in the islands has been kept
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profits or loss of the plant since 1902 up to the present:l

exorbitantly high, Several private estab-
lishments in Lanils furnish ice,cold storage
and distilled water, slthough in nothing
like sufficient quantities to supply the
demand; and it seems to have been understood
that the civision of cold sotrage must fix
its prices higher then theirs, regardless
of what theirs were, otherwise it would be
entering into competition.

"Phe undersigned differsntly interprets
this provision. I think the law means that
the division of cold storage must sell its
product so cheaply that private parties
cannot manufacture snd sell theirs, with a
reasonable profit upon their investment, at
the same b a somewhat lower price. It
hardly seems that it was intended that the
governmernt should &id private owners in
exacting from the people unreasonsble prices
for these necessary commodities, Therefore,
the price of ice at the govermment ice plant
was recently reduced, the scale of prices
being lowered to practically 75 per cent of
what it had formerly been. At these prices
the division of cold storage tontinues to
show a large proiit, and there is no question
that & privately organized business could sell
its product at =meller figures and still show
& handsome profit upon a fair capitalization."

The following shows the revenues, expenditures

and

Year Revenues  EBExpenditures Profits Loss
1901-02 F626,484.70 ¥398,384.42 J¥ 238,100.28

1903 664,388.,34  396,677,.66 267,510.68

1904 602,948.81 395,622.18 207,326.63

1905 706,356.37 308,385.11 397,971.26

1906 BXB,047.92 271,791.82 441,256.10

1907 632,565.37 264,402.13 368,163.24

1908 616,673.09 276,211.06 340,462.03

1909 698,23b6.57 297,588.27 400,647.30

1910 667,283.64 331,220,582 336,063.12

1911 570,733.14  330,079.55 240,653.59

1912 591,486.26  438,191.24 153,294 .84

1913 633,663.,91 596,504.29 37,159.62

1914 508,007.39 508,281.53 ¥ 274,14

1 These figures are taken from the reports of the Philippine
Commissiqn and the Governor General of the P. I.
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Year

1916
1916
1917
1918
1919
1920
1921
1928

Revenues

F 436,324.69

467,070.26
489, 908,79
575,921.84
72%,117.51
923, 036.28
957, 259,90
726,479.16

Sxpenditures

F298,418.32
306,616.97
419,662,02
435,413,64
486,946,11
859,472.81
612,405,39
499,726.34

Pro its

¥137,906.37

160,453, 29

70, 246,77
140, 508.20
236,171.20

63, 563,47
344,854,511
226,752.82

Loss

A zlance at the foregoing leads us to the conclusion

first, that 4ct No. 315, which prohibits the insular cold

storage and ice plant from competing with private enter-

prises, is unfair because it discriminstes against the

general public and taxp:yers in favor of civil and military

employees, who are non-taxpayers; second, tlmt since ice

is not a luxury but a necessity the manufacture of it can

be justifiebly monopolized by the Philippine Government;

third, that if the manufacture of ice is made a govermment

mononoly, it will not only greatly increase the net

earnings of the ice plant per annum, but will elso be

able to supply the general public with ice at s much

lower rate; and, fourth, thaet although the govermment ice

plant has reduced the price of ice "to practically 75

per cent of what it had formerly been X X X the division

of cold storage continues to show a large profit, and there

is no question that & privately organized business could

sell it s product at smaller figures and still show a

hendsome profit upon a fair capitalization."”
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THE MANILA RAILRCAD COLPANY

In 1887 the Spanish govermment granted to an
English Company a concessionl for & railrcad from Menila
to Dagupan in the Island of Luzon, The Spanish govern-
ment guaranteed to the concessionaire ammusl net earnings
equal to eight per cent of the capital to be employed.

The conceseion was granted for ninety-nine years. The
road began its operations in 1892, The revolution and
the Philippine-American war impeded the bdbuilding of the
road, Construction was resumed only after peace was
declared.

The clhange from Spanish to American sovereignty meant
the discontinuance of ‘the Spanish govermment's guaranteed
interest which was paid every year until August, 1898.

The company waived its claim for interest after 1898 in
contemplation of a new goncession which was granted to
it and its successor in ownership by the Philippine
Government in 1906.% ‘

The acquisition of the Manila Railroad Company by
the Philippine Government was inevitable for the safety and
well-being of the Islands. In urging upon the Legislature
its approval of the agreement® between the Manila Rgilroad
Company, the Manila Reilway Company, and the Governor-

General, Prancis Burton Harrison said:4

1 Spanish Concession was published in the "Gaceta de Medrid,"

| July 17, 1886.

& Act No, 1510, Philippine Commission, July 7, 1906.

% Memo. of Agresment between the M. R. R. Co., the Manils
Railway Co., (1906) Ltd., and the Philippine Govermment,

Dec. 18, 1915.
4 Message of the Ggy,~Gen,, Jan. 10, 1916. 33



"I advocate the adoption by you of the
terms of the agreement primarily because I
believe that the peonle of the Philippine
Islends should own their greatest publiec
utility - the Manila Railroad Company; this
railroad is a public highway and should be
operated for the benefit of those served
thereby rather than for the financial benefit
of private stockholders. A railroad is, in
the very nsture of things, a monopoly, and
experience throughout the world affords con-
vincing arguments in favor of the ownership and
control of such monopoly by the people themselves.
Even if it be suggested that the management of
& railrocad company mey perhaps be more profitably
conGucted by private enterprise, which is by no
means certain, considerstions of the highest
public policy offset this. This railroad
discharges a public function; namely, the
tramsportation of persons and of freight from
place to place within the Philippine Islands,
and the exercise of this function should be
subject to the control of the public itself.

The conduct and operation of the MHanila Railroad
Company enters, in one way or another, into
almost every detail of your economic growth,

and thus directly or indirectly affects and will
continue indefinitely to affect the daily lives
of the people of these Islands.

"Without entering into a discussion of the
general subject of the benefits of Govermment
ownership of railroads as opposed to private
ownership, I submit this matter to your attention
as of especial importance in the economic future
and development of the Philippine Islands. The
gift to a private company of a perpetusl franchise
for the operation of a transportation system
wae imprudent and unwise, and I earnestly advise
that the people of the Philippines should take
this, the first reasonable opportunity of securing
the return of this franchise.

"It is true that in the United States the
railroads generally have been built and maintained
by private enterprises, although even there public
assistance has been given by way of land grants,
and guarantee of interest in many of the States,
and the courts have been frequently called upon
through reorganizetion to sustain the operation
of many of these s§stems. However, the United
States” Government has recently authorized Govern-
ment construction and ownership of & rdilroad line
for the development of the territory of Alaska.
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"loreover, the Jovermment of the United States,
through the ownership of the capital stock,
operates the Paname Reilroad as an incident to
the building and operation of the Panams Canal.
Outside of the United States the greater portion
of the railroad mileage of the world is owmed

by the several states and governments. The
figures for the year 1913 show that of the
railroad mileage outside the United States 197,491
miles were state-owned as compared with 136,327
miles privately owned. Here in the Orient it

is especially noticeable thet within recent years
the Japanese Govermment has taken over and is
maintaining in successful operation more than
two-thirds of the railrways of the Japanese
Bmpire and in the Dutch Bast Indies almost the
entire railwasy mileage is owned b the Government,
It is in British India, however, thaet we have
the most striking precedent. There, as in the
Philippines, it was found to be almost impossible
to induce private capital to engage in the
congtruction of the railways without Government
guarantee of some sort; that guarantee was
Tinglly and somewhat reluctantly given and
carried with it such supervision as was necessary
for the proper protection of the govermment under
its guarantees x x x
"In addition, however, to the general

reasons Ifn favor of government ownership of this
railroad, a special reason exists of great and
compelling interest to the Filipino neople.

For the purpose of expediting the construction
of the Southern Lines of the Manila Railroad, the
Philippine Government has by legislative authority
lent 1o the Manila wilroed Company from time to
time from the resources of the gold standard
fund the sum of P6,675,000 and has asuthorized
further loans so that the total will eventually
reach the sum of F7,127,000, These sums of
money have been re-lent by the Manila Railroad
Company to the sole stockholder, the Manile
Railway Company (1906), Ltd., which is the
English construction company, in order to enable
the lstter to comply with its contract to
construct the Manilas South Lines. This English
company is now unable by reason of the finameial
condition brought about by the European War to
obtain capital for further construction work

in the Philippines except &s this Government

may make to it furthenr advanees from time to
tinme. The situation is one, therefore, in my
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opinion, which requires the thili»pine Govern-

ment, for the protection of its own invest-

ments in the kanils Reilroad Company, to assume

the ownershin of the road. lioreover, it may

be stated that the Government has practically

financed the construction work for the llanila

Railroad Company since canuary 22, 1912,

during which time the final control of that

construction and the operation of the line so

constructed has been in private hends x x x."

The following history of the Kenila Rgilroad Company's
concessions will afford a clearer understanding of the
reasons which led to its purchase by the Philippine govern-
ment. By an Act of Congress approved February 6, 1905,:L
the Philippine govermment was authorized inter alis to
guarantee the interest on bonds issued by railroad com-
panies which might be authorized by that government to
construct, eaquip, operate and me intain railway lines in
the Islands. The Philippine Commission by an Act (Xo.
1510) passed on July 7, 19062 granted the Manils Reilroad
Company concessions in perpetuity, without guarantee of
interest by the govermment, for certain lines of railway
on the Island of Lugzon, ineluding the then existing lines
of the Manila Railway Company, Limited, which had been
granted a concescion by the Spanish Government in 1887.

In 1909 the Philippine government, by Act No. 19052, )

granted the company concessions for further lines which

it earnestly desired constructed, and under this supplemental
concession the lines of the company were divided into

two systems designated as the northern lines and the south-

1l Public Ko. 43, Februsry 6, 1905, Section 4.
2 Aet No. 1510, Philivppine Commission, July 7, 1906.
3 Acb Ne..1dQ08B, ,1st ;Phik, Lggisldéture, day 19, 1909,
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ern lines., On the latter, includinz 8ll lines south

of Kanile end a branch line to Baguio, the government sgreed
to guarantee interest on the bonds at the rate of 4% per
annum,t

The Manile Railroad Company, in order to carry on the
new construction required by the last mentioned concession,
entered into a construction contract2 with the old lanila
Railway Company, Limited. Under the terms of this
agreement the construction company accepted the 4% guaranteed
bonds issued by the railroad company, at par, and in turn
the construction compeny was required to find the money to
carry on the new construction.

In 1911 and thereafter the Government to hasten
construction found it necessary to meake large loans® to the
reilroad company. In 1914 the World War broke out and
the construction company, an Lnglish concern, found itself
unable to raise funds with which to carry on construction
Work. It was under the necessity either of disposing
of its property in such & way as to meet its indebtedness,
or of being placed in the hands of a receiver. Its
reletions with the Manila Railroad Company were such and
the indebtedness of the lanila Railrosd Company to the
conspruction company was such thmt such action on the part
of the construetion company would inevitably be followed
by & receivership for the anila Railroad Company. The

Philippine govermment therefore had to face the problem

1 Public No. 43, Feb. 6, 1905, Section 4.
2 Construction Contract between.the Yanila R.R.Co.and the
lenila Bailway Co.(1906) Ltd., Jan. 28, 1910.

3 Ae'b Eo. zoasmfgail ‘Leg+» D . o 1911 and Act #2088, Phil.C

om 1
Y
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of whether it would be more advantegeoug to it 1o take over
the railroad company at a fair valuation or to permit it to go
into the handsof a receiver with the possible indirect

losses to the Islands arising therefrom and a possible direct
loss of-a tonsiderable part of the indebtedness of the
railroad company to the government which would certainly

have ensued if the bonds of the railroad coppany had hed

to be disposed of under such circumstances,

After mature considerstion and extended negotiations
between the Governor General of the Islands and the rail-
roed company, &an agreementl for the purchase of the stock
of the railroad company was entered into on December 18,
1915, This agreement was subject to aunthorization by
the Philippine Legislature, which was granted by an act
(No, 2574) passed on Februery 4, 1916.

The agreementz provides in substance that the govern-
ment shall acquire all the capitel stock of the railroad
company for the sum of F¥8,000,000, 515 payable in cash
on the date of sale, and the balance within eighteen months
with interest at 5%. If further provides that with the
consent of Congress the maturity of the outstanding guarant-
eed bonds of the company may be extended twenty years, or
until May 1, 1959; provides & sinking fund for their retires
ment which shall be met from such funds, if any, of the

company &S may be available for such purposes, and to be

1 Act No. 2574, -Phil. Teg., Peb. 4, 1916, authorized the Gov-Gen.,
to execute memorand )m of agreement for the purchase of the
Manils Railroad Compeny.

2 Memorandum of Agreement, December 18, 1915.
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surplemented so far as necessary b continuing annual
appropriations by the government, The indebtedness
of the railroad to the construction company is to be
raid in bonds of the railrosd company. The railrocad
company is also recuired to retire certain outstanding
6% and 7% bonds, for which purpose it is authorized to
issue 5% bonds of equel face value to be secured by
first mortgage on the northern lines and a second mort-
gage on the southern lines, the latter to be subject to
the mortgage securing the 4% guaranteed bonds.

Such is the brief history of the acquisition of the
Kanils Reilroad Company by the Philippine goverunment.

During 29 years of Inglish ownership, the llanila Railroad

Company continued to sustain heavy losses until its
purchase by the government,

As stated above, the purchase of the capital stock
of the Manile Railroad Company is §8,000,000. In 1920
the Philippine Government invested F12,127,000 and
¥2,000,000 more in 1921, making a total investment of
the goverrment in the capital stock of the Manila Rail-
road Company of P22,127,000.

To secure the F22,127,000 invested in the road,
the Philippine government issued its bonds to the amount
of ¥8,000,000, and drew the balance of F14,127,000
largely from the Gold Standard Fund of the government.
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To repnlace this Gold Standard Fund, the Government has

been forced to issue its bonds.

So today the Govermment owns F22,127,000 of capital
stock of the railroad company, and it has outstanding in
the hands of the American public }8,000,000 of 4 per cent
gold bonds and F14,127,000 of 4-1/2 ner cent gold bonds,
That is, the government is paying interest on these
F22,127,000 of gold bonds, and receives notking from the
HManila Railroad Company.

To protect the government, the directors of the
railroad should be required to pay a dividend on the stock
sufficient to meet the interest on these outst:nding
bonds, plus the sinking fund charges. This would pre-
vent the making of false reports and would also put the
government in a position to dispose of the company under

reasonable terms if it should so elect.

The ianila R2ilroad Company is o suceess under
govermment control and ownership, It may be fairly
stated that awlthough a government-owned-and-managed
enterprise, the minimum of politics is observable in the
cmduct of its bustness, That the government can suf-
cessfully and profitably run the road is beyond the shadow
of doubt.

According to the statementsd of the General Kanager,
the balance sheet of the company before its acquisition

by the Philippine govermient, from 1914 to 1916, gives

1 Annual Reports of the General Manager for 1914 to 1916.
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the following figures:

1914 net deficit ¥ 116,687.00

1915 " " 823,564.00

1916 " " 432,490.00

The purchase of the company br the Fhilippine 3Jovern-

ment in 1916 marked the beginning of converting a great
loss into a2 great profit. The results of six years of
government ovnership and menagement of the railroad
company are enlichtening and tend to prove that this
goverment-owned-and-managed public utility can be operated
as economicelly ard efficiently as it might be under
privete menagement, The following is a tablel of the

net profits of the company since 1917:

1917 net profit ¥ 816,639,00

1918 " 248,742.00
1919 *© v 385,458.00
1920 1 : 23,983.69
1921 : 297,1b66,07
l922 " " 2,281,318.,70

The report for 1923“was nét ready when this was written.
But & healthy net profit is expected.

In his article® entitled "Philippine Railways and
their Rivals,” A, E. Gilmount, said:

"The Manila Railroad Company, & British
cornoration operating in Luzon until 1916,
was on the verge of failure when the Govern-
ment took it over X X x

"In 1916 the Philippine govermment was
severely criticized for its purchase of the
kianila Railroed. However, in the face of
the finasncial results obtained by its ad-
ministration, placing the road on its feet
financially, all opprosition to Government

1 Annual Reports of the Genersl Liamsger for 1917 to 1922,
2 Published in the Far Dastern ¥ortnightly, ardh 28, 1921.
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ownership has ceased, Another important

factor favoring public ownership is lack

of private capital. While private

capital may be secured for industrisl

enterprices, none is forthcoming for publiec

utilities subject to Govermment supervision.™

In the opinion of the writer it is soubd policy
for the government, having palpably demonstrated the
feasibility of running the road at a profit, to relieve
itself of the heavy burdens of operation and management.
This may be done without giving up ownership and respons-
ibility. To place the management of the Road under a
suitable management corporation is to avoid some, if not

all, of the errors of government ownership and management.

- em Em em em e Em em e am e w = A m

THE PHILIFPPINE HATIONAL BANK

The Philippine Govermment organized the Fhilippine
Rational Bankl during the war as a depository for govern-
ment funds and to perzorm the functions of an agricultura12
and commercial bank.

Dpring the trying days of its inception there was
&8 large element very antasgonistic to the bank. The
opposition was probably due to the fact that it was to
enter into competition with other banking corporations
in the Islands., But the result of its first year of
exigtence showed marked beneficial effects upon the

community and the opposition began to disappear.

1l Organiged by Act 2612, 3rd Phil, Leg., 4th Session.

2 Upon the establishment of the Philippine National Bank, the
Agricultural Bank, created by Act No.1865, 1lst Phil.lLeg.,
Special Session, ceased to exist. 42



Cormercial developmenis were zreater than ever in
the history of the Islands, business stability was very
noted, and those who were the greatest knockers in the
beginning had only words of praise for the wonderful
work thset had been accomplished through the organization
and operation of this banking institution. Contrary
to the general belief, the Philippine HNational Bank
4id not injure the other banks, as their business
expanded also,

The Bank established branchesl not only in various
parts of the Islands but also in New York and Shanghai.
The idea of organizing the branches throughout the
Islands was not only to give proper banking facilities
to the people in the remote districts, who had heretofore
had none and who had long been urgently requesting them
but also to assist in the development of the remote
parts of the Philippines, which would have been left
undeveloped had it not been for the establishment of
the Bank.

Bncouraged by its rapid growth in the first three
years of its existence, the Bank went into a field
that the other banks had failed to develop and assisted
materially in developing the interests which had lsid
dormant in the Philippine Islands for many years.

Under the stimulus of enormous deposits of govermment

™~

1l The Philippine National Bank established agencies in
New York City, Shanghsi, Cebu, Iloilo, Dsvao, Caba-
natuan, Legaspi, Dagupan, Iucens, Aparri and Nega.
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fundsl the 3ank becere a poweriul factor in inaugureting
and fostering meny Filipino enterprises both commcreisal,
agricultural end industrial. Unaware perhaps of the
fact that the wave of prosperity and business might
recede at any time following the closing of the war,
the Bank through its inefficient end inexperienced officials,
nade loans in excess of its resources to speculative
concerns, advenced money on quedansz of hemp, tobaceco,
0il and sugar, and invested enormous sums for developing
hazardous undertakings.5 lany of these were made in
utter violation of the bank's clerter. This act of
the bank is described by the report of Haskins and Sells
as "a violation of every principle which prudence,
intelligence or even honesty could dictage.”

This lead to the inevitable result of great loss
to the Bank. The acknowledged loss of the Bank as of
December 31, 1922 is P21,673,908.28.4 The précise
losses, however, can not be determined for years unless
the bank is closed and liguidated as Governor >eneral
Wood has repeatedly urged.

One of the reasons why some insist upon the closing
afidthiquidating of the Bank is because it competes
with tobacco men, 0il men, and sugar men. Under its

present management, the ﬁénk is willing to dispose of any

1 Act Fo.2612, 3rd Fhil. Leg., Feb. 4, 1916, making all
provincial and municipel governmentis to deposit all their
funds in the Bank.

2 Quedans means warehouse receipts.

3 Report of Haskins and Sells, June 2, 1922.

4 Annual Report of the Board of Directors to the Stockholders,

larch 6, 1923.
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or all of its enterprises. But the interest of
the government demands that this not be done until
there are customers for them. The best policy
seems to be to continue running these enterprises
until they cen be safely turned over to private
ownership and mancgement without too great loss to
the govermment. The complaint of competition with
private business seems to be only theoritical. For
example, the Bank through the Sugar Centrals Agency
controls the operation of certain sugar mills. It
is not seen how the operation of these sugar mills

ig in any way an injurious competition to other sugar
mills. The same is true of the o0il factories and,
as a matter of fact, of the cigar factories. The
products of these enterprises are staple articles sold
in the world's msrket and produced in such gquantities
in the Philippine Islands as to heve no effect on

the world's prices.

It is inadvisable to close or liquidate the Bank
for oWvious redsons. In spite of its errors and
shortcomings the Bank has come to occupy & very pro-
minent part in the mind of the Filipino people and
is considered essential to the peculiar interests of
the people. Whether justified or not,the feeling

must be reckoned with\in considering the closing of
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the Bank. The peonle strongly believe that the
closing of the Bank would mean & setback to all
business in the Islands, closing of other banks and
some mercantile concerns, pcrmanent reduction of
commerce between the United States and the Philippines,
wrecking of various oil properties and business, and
large loss to the Philippine Government, As
stated by the Second Parlismentary liission to the
United States, "The Philippine people have always
regarded the bank as & necessary means for the economic
development of the Islands, and therefore they desire
to increase, or at leamt maintain, the institution to
carry out the purposes for which it was originally
orgenized."t

Aboutatwo years ago, the Wood-rorbes mission report
said that "X x x the affairs of the bank are in &
fair way to be put on a sound footing."2 The
present state of affairs of the Bank seems to be fairly
well. Governor-General Wood, in his messaged to the
Philippine Legislature, said:

"Phe Bank is in a far better condition

today than at any time in the past four

years. It is being well and carefully

managed, and every effort is being made

to keep its activities on sound business

lines and to eliminate political and other

improper influences in the handling of its
affairs and resources.” .

1 H.R.Document No.51l, 67th Cong., 4th Session, pp.74.
2 Wood-Forbes Mission Report to the SecWar, Oct. 8, 1921.
3 Message of the Gov-Gen. to the Phil. Leg., Feb. 16, 1923.

46



The total investment of the Fhilippine Government
in the Fhilippine Hatiomml Bank as of December 31, 1922,
is ¥30,753,400. The amounts invested each year

since the organization of the Bank are as follows:

Year Amount

1916 P 2,575,800
1917 3,575,760
1918 5,171,720
1919 6,767,680
1920 7,837,440
1921 30,753,400
1922 30,753,400

It is the view of the writer that if the Bank is
judiciously handled, in the course of & few years it
will still be & larze and valuable factor in the
development of the Philippine Islands. The benefits
that have already been accomplished by the Bank are
now even gresater than was expected in the beginning
by the most sanguine, Under conservative mansgement
in the future, it will weather the storm and stand
out in a few years as one of the largest and safest
banking institutions in the Orient.

The best policy then is to let the bank continue
under efficient menagement. Its salvation lies in
its inmediate rehabilitation, not in its closing or
liquidation. Being the orgenizer and operator of the

Bank, and the owner of 92% of its stock, the Philippine

Govermment is the reai’party in interest and will
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necessarily have to meet all the losses. Therefore,
for its own interest, for the commercial, industrial
and agricultural interests of the people, the Govern-
ment should immediately undertake to rehabilitate the
Philippine Natiom 1l Bank, for postponement or delay

in its rehebilitation will only increase losses and

cripple the credit of the government.

THE NATIOLAL COAL COMPANY

Geological surveyslhave proved the existence of

vast deposits of coal in different parts of the
Philippine Islands. However, all previous efforts
to develop coal in the Philipnines resulted in a loss.
This brought the development of coal in the Islands

to & standstill.

Before the commencement of the European war,
imported coal sold in Manila at F9.00 per ton. Owing
to the great war, which increased the demand for coal,
es well as the lack of transportetion facilities,
the price of coal rapidly increased until in 1918
the retail price reached about F60.00 per ton.

As private capital is hesitant to exploit the

coal fields of the Islands, and as prices of coal

i

1 Annual Report of the Bureau of Science, June 30, 1913.
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were tremendously high during the war, the Fhilirpine
zovernment was forced to engaze in the development of
its coal fields. It organizedé the National Coal
Companyl with a totel capital of ¥ 5,000, 000. The
emounts invested each yesr by the government since

the organization of the Company are as follows:

Year Amount

1917 153,000
1018 1,071,000
1919 2,980,900
19820 2,980,900
1921 2,980,900
1922 2,997,600
1923 2,002,400

In his report® on the Philippine National Bank,
Ben #., Wright claims thaet the National Boal Company
is a total failure. This is approximately correct.
There is one thing, however, that must not be
overlooked in connection with the alleged failure of
the company. It is this: the National Coal
Company spent most of its funds in the exploration of
two coal fields which, according to the American
llanager of the Company, can now be operated with
commercisl success.

In his annual report5 the President of the Iiational
Coal Company sasys, smong other things:

"llote that the Nationsal Coal Company,

whose expenditures still exceed their
income, is the\énly Phidippine Company that

T Orgzanized by Act 2705, 4th Phil, Leg., 1St Session.

2 Report of B. F., Wright on the examinstion of the ¥.N.3.,
June 22, 1922,

3 Annual Report of the President, N. Coal Co., f.y.1l921-22.
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is producing more cogl t.is year than in
previous years. The other companies,

of which only three of any importance

are in existence, mined less coal in 1921
than in 1920 and less in 1920 than in
1919, which was about ihe peak year as to
prices. Also we have on record several
instances of failures of Spanish Coal
companies during the Spanish Administrat-.
ion. The principal cause is the present
inability of local labor to compete with
cheap, skilled lgbor in the other Oriental
coal fielas although lack of capital has
been a contributory factor in the decline
of production. If a suitable law were
enacted, placing a small duty on import-
ed coal and expending the revenue so de-
rived in subsidizing home production,
labor would be protected and ample capital
would be forthcoming to develop the
industry."

The total lossl suffered by the Company during

the last fiscal year was P 44,465.31.

In order to prevent the closing of the Natiomal

Coal Company and in order further to induce the invest-
ment of private capital in the exploitation of coal in
the Islands, the President in his report® to the stock-

holders recommended to the Government -~

1l - To place a tariff, somewhat higher
than the present one, on imported
coals and use the revenue &0
derived in paying a subsidy to
companies producing FPhilippine
coal;

2 - To provide some additional funds
for further development in the
coal fields &n Mindanso,"

the reason being that "id will be impossible for any

1 Ba%%nce Sheet Rgggared/by V.fobella & CO., C.P.A., Oct.

tober £3,

2 Annual Report of the President to the Stockholders, f. y.
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company, either govermrental or privete, to mine
coal in the Philippine Islands with commercizl
success unlecs the infustry is given such assistance
as is suggested above.”

Tre writer concurs in this view for with a
teriff to protect the miner znd & subsidy to stimulate
production, private capital will be induced to invest
in coal mining, and should the govirnment desire to
dispose of its properties in the National Coal Company
either by sale or lease, it would offer an attractive

field to interested concerns,

THE NATIONAL DIAVOIOBMEIET COEPANY

This company was created under an actl of the
Philippine lLegislature to exist for a period of fifty
years, with & capitalization of ¥ 50,000,000, for the
purpose of "x X organizing the production of the
Islands, de%eloping its natural resources, establishing
new industries, and, in general, estabilizing prices
and meking a fair merket for the raw and manufactured
products of the Archipelego X X x"2 Broadly speaking,
the National Development Company was orgaenized to
promote, assist and coordinate the development of the

Id

dgricultural and other \resources of the Islands.,

1l Act Ko, 2849, 4th Phil., leg., Special Segsion of 1919.
2 P. I. Acting Governor General's csble to the Secretary
of War, February 10, 1919.
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Br an act1 0f the Philippine Legislature, the
National Development Company is empowered to acquire,
hold and manage, alienate or encumber lands, mines or
mining claimes in excess of the limit as to area fixed
by the Fublic Iand Act.® This power given to the
Development Company is without reservation or restrict-
ion. The Public Land Act (o, 2874) which fixes &
limit as to the area of alienable lands which may be
acquired and held by & person or corporation, may be
taken adventage of by individual or corporate invest-
ors through the National Development Company.

To accomplish the purposes for which it was
organized, the National Development Company made loans
to the National Coal Company and Ed. Andre, now Cepstan
Rope and Twine 'Jorks, Inc., purclesed the Sabani Estate,
and furnished capital for the organization of the Cebu
Portland Cement Company.

The emounts invested each year in the Company by

the government are as follows:

Year Amount
1920 ¥ 1,560,000
1921 3,600,000
1922 4,950,000

The total amount actually loaned to the National
Coal Company as of Rebrusry 15, 1921, was ¥ 1,797,471.74.

T Zct To. 2673, 4th Fhil. Legislature, Special Session of
1919.

2 Act Ho, 2874, 4th Phil. Legislature, Special Session of
1919,
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This loan esrns interest at the rate of seven per cent
per annum, snd is secured by & first mortizage on its
properties.t

The emount loaned to Capstan Rope &nd Twine Works,
Incl, up to Pebruary 28, 1921, was ¥ 350,000, with
interest at eight per cent per annum, and secured by
e first mortzage on ite properties. The company
having failed to comply with the termg of the deed of
mortgage with reference to the payment of interest on
the loan and to the payment of the real proverty taxes,
has been foreclosed.?

The govermment's investment in the Sabani Estate
was P 368,976.46, F288,338.90 of which was for the
purchase price and P80,637.58 for improvements.® The
government has been endeavoring to dispose of the
whole estate. In his annual report, the President of
the National Development Company has recommended the
subdivision of the estate for the purpose of selling
the same by lots. The action taken on this recom-
nendation was not known at the time of the present
writing.

The total amount of the Company's investment up
to Februsry 15, 1922, in the Cebu Portland Cement Com-

pany was ¥ 1,057,904.50. 4  The prospects of this

1 Annual Report of thé' Fresident, Nat'l Development Co.,
Pebruary 15, 1922.

2 Id.

3 Id.

4 Id.
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company are discussed under the heading - NATIONAL
CHELENT COLPANY,

The net profit of the Fational Development Company
on Decerber 31, 1920, was F43,952.76. In 1921, the
net pro”it amounted to P109,536.65.1

TH: NATIONAL CIHELT CCQLPANY

By Act Do, 2855% of the Philippine Legislature,
approved ilarch 12, 1919, the Philippine government
organized the Hational Cement Company, with a capital
stock of F500,000.

The.Philippine govermment was tempted to undertake
this enterprise because it had urged in previous years
the crestion of a cement factory in the Islands, had had
most careful tests® mede in the Bureau of Science showing
the practicability of the enterprise, ani was wholly
unable to interest private capital in the undertaking
which properly belongs to private initiative.

It has been pointed out that the govermment invest-
ment in the cement business is problematical.4 This
is probably correct. However, a cement factory5 has
been constructed, and the result of its operations will

be the test. Therefore, no definite estimete of the

[1
v

1 Annual Report of the President, Nat'l Development Co.,
February 15, 1922.
2 Act Ho, 2855, Fhil. Leg., March 12, 1919.
3 1913 Annual Report of the Director of Sciehee, pp. 12, 37-38.
4 Report on the examination of the Phil.National Bank by B.
5 Thf'cgar&g%ftfggg gezrﬂcr}‘gz(%.organized to a:sume all the act-
ivities heretofore carried out by the Nat'l Cement Co, 54




company's failure or success can be given until the
factory has had a fair chance to demonstrate itself,

It is now reported in the Manila papersl that ¢, P.
lisssey, llanager of the Cebu Portland Cement Company, has
offered to buy the Cebu Portland Cement Company. If
the sale is consummated it would convert the company
into a purely private corporation. The llanile Daily
Bulletin of October 11, 19252 stetes thet "according to
X x stetement of ex-Secretary of Finance Barretto,
president of the National Development Company, the terms
are very favoreble to the govermment andi no loss of
funds invested iIn the cement company would be incurred.
He believes the sale will be beneficial to the government
and the people and considers it a practical realization
of the aims of the insular govermment in the organization
of the Netionsl Development Company, among which is the
organization of industries which private initiative
alone csnnot undertake." This view is concurred in by
Governor-General Wood wﬁo said that the sale 1s"x x for
the best interests of the government and people."®  The
Bulletin adds that "the cement company, being now on its
feet, the former secretary points out it is time to place
it in pkivate hends so long as its continued success

in a way that would aid the islands' progress is assured.”

T Hanila Daily Bulletin, July 51 and Sept. 21, 1923.
2 Manils Daily Bulletin, October 11, 1923.
3 lianila Times, September 19, 1923.
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This clearly demonstrates that the test which the

governmment has undertaken in the development of the

cement business in the Islands is not unpromising, It

stands to reason that the deazl was consummated as a

result of the govermment's successful operation of the

cement company.

INVESTKENTS OF THE BAFNK IN CCCCANUT OIL

The various cocoanut o0il companies partially

financed by the Philippine Hational Bank and their

outstanding debtsl as of February, 1922 to the Bank are

ag follows:

Philippine Vegetable 0il Company.... F17,251,000

Philippine Manufacturing Company....
Cristobal Oil CoOmpany.csacacsccesones
Copra Products, INC.,ceeeesvseeecaee
Philippine 0il Products CO.eeseceans
Philippine Americen 0il CO.esesssees
Menile Cocoanut 01l COseceisesonsscesce
Manila 0il Refining & By-Products Co.
Central 0il CorporatioN.iececceccecssses
Laguna Cocoanut Oil Companyeseecsesse
Insular Philinpine Cocoanut 0il Co..

Hational Cocoanut Oil COsseecocsoannne

.

2,756,000
1,690, 000
612,000
385,000
320, 000
208, 000
187,000
143, 000
90,000
47,000
41, 000

A

1 Report of Examinsation of the Philiyppine National Bank by

Beskins and Sells, June 2, 1922,
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The liabilities of the companies to the Bank are

secured by real and chattel mortzages on their properties.
The compenies have suffered heavy losses and many have
been compelled either to liquidate or to stop operation.
The result is thet the Philippine Iational Bank was
forced %o become the owner of several o0il mille either

by transfer to it by deed or by foreclosure of mortgages.

The Philippine National Bank interested itself in
the amount of money recoverable from these investments.
On the other hand, the Philippine government, which is
the owner and operator of the Bank, is more interestéd
in the future of the 0il business than that of mere
monetary recovery. The reason for this is obvious.

The Government for years has urged the planters of the
Islands to plant cocoanut trees. So today the o0il
and copra business affects more people than eny other
one industry. It is therefore important amd necessary
both to the Bank and to the Government to make permanent
and stable the manufacture of cocosnut oil in the
Islands,

Ih hds been the general belief that the value of
these companies to the Bank apd the worth of the cocoanut
industry to the Philippine Islands could be greatly en-
hanced by combining and holding them under one organizstion
thet will make for economy}in management, and provide for

more continuous operation of plants. It would also




sreatly enlarge the field for marketing the oil and
b7-products, and stzbilize and permsnently locate the
industry in lanilas.

The funds of the govermment being inadequate, the
insular euthorities have been anxious to get an organ-
ization, preferably American, to finance the mills end
thus relieve the Bank of its burden. So, during his
vieit to Admerica, General Frank R. licCoy was gubhorizedt

to enter into negotiations with parties in the United
States for the purpose of securing propositions to
purchase the mills. The result of the negotistions

had not been made public at the time of this writing.

THE SUGAR CILUTRALS

On the establishment of tivil government in the
Philippine Islends, it was generaliy accepted that the
possibilities in sugar production were greater than
existed anywhere else on earth.

The actual production was small; the agricultural
methods, a8 well as the methods of manufacture, were
antiquated. The resulting sugar was of low grade,
which limited the market principslly to China.

The outstanding impediments in the development of
the suger industry in the Islands have been, first,

the backward methods gf‘agrieulture and nmenufacture and,

1 Cable from the P, I. Governor-General, June 9, 1923,



second, the irpossibility of securing from the publiec
lands a sufficient quantity of land to justify the
esteblishment of modern centrals.,

Efflorts were mede to secure the necessary laws
from Congress, first, to admit Philippine sugar into the
American merket free of duty, or with a sufficient rebate
of duty to encourage production; second, to secure
modification of the land laws.

The first of these was gradually accomplished.l
The second has not as yet been attained, but the land
tributary to the Bank centrals is generally under private
ownership and change in the land laws is not necessary
to solve their problem,

Meantime, the govermment used every resource
aveilable to encourage better methods of production
and to induce the establishment in the Islands of modern
sugar mills.

It may be broadly stated that up to date the result
of all these efforts has been discouraging. Such
hope as exists for reasonable accomplishment in the near
future rests almost entirely on the relation that was
esteblished bv the Philippine Natioml Bank with the sugar
industry in the Islands,

Briefly, the Philippine Nationsl Benk undertook in

1917 and the following years to advance to sugar corporat-

1 The tariff laws of August 6, 1909, October 3, 1913, and
Sep'tember 21 Iy 1922&
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ions formed of planters in the various sections of the
Iglende where the gzrowing of sugar was an establisghed
industry the necessary funds to erect nodern centrals,
to purchage agricultural equivment, and to care for growing
the crops. It may be stated also in this connection
thet the advances thus mede were knowingly made in violat-
ion of the law.t The charter of the Philippine Natiomnal
Bank limited the loans thaet could be made for agricultural
purposes to one-~-half the capital stock anc surplus. From
the records of the sugar loans made by the Bank it is
clear that these amounts were knowingly exceeded and is
reasonably clear thst this fact was known to every one
connected with the Bank.

A review of the efforts that had previously been

made, such as acts®

authorizing the government to purchase
the bonds of sugar centrals built in the Islands, would
pertizlly explain the state of mind of those who pushed
through the loans outlined. A number of centrals® (Ba-
colod, Isabela, la-o, Pempanga, Binalbasan and Talisay),
with an approximete investment of J40,000,000, were

built exclusively with funds of the Bank. They were
built at a time when machinery, freight and every iten
thet enters into the cost of such estsblishments were at

o maximum price.

1 Act Ho. 2612, 3rd FPhill, Legislature, Feb. 4, 1916.

2 Act No. 2067, Phil, Commission, July 24, 1911; Act Ho.2479,
Philippine Legislature, februsry 5, 1916.

3 Report of Dxaminstion on the Fhilippine Hational Benk by
Haskins and Sells, dfine 2, 1922.
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Femerally speakinz, the centrals were wisely
located, are now coiipleted e¢nd are in all respecis
modern, The advantages of such centrzls to the sugar
induetry of the Islands are obvious. Under the old
methods not more than sixty per cenl of the sugar in the
cane wes recoveredl and the price of the resulting sugar
was far less per pound then of the centrifugal suzar
fro: the centrals. Not only was the price less, but
the market was restricted. Cmitting from consider-
ation the far greater cuantity of sucar recovered,
the Philippine sugar was sold in the fiscal year 1922
for twenty millions dollars more then an equal quentity
of sugar produced under the old methods.

It is not easy to state accurately the condition of
the Bank's sugar investment®. If we eliminate from
consideration the long announced public policy of the
Philippine govermment bo secure the construction of
these centrals even at & considerable cost to the publiec,
then the investment of govermment funds has been
improvédent, because investments were made not with the
idea of building up in the sugsr-producing regions an
industry owvmed by the existing owners of the land, but
to0 avoid the poesibility of having a factory owned

independently of the agrisulturist and exploiting the

owney of the land. (>

1 Report of Governor General Forbes to the Secretary of ‘Tar,

August 30, 1910, pp. 5b6.
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It is eRceedingly difficult to estimate accurately
the possibilities of the Bank's investrments in these
sugar centrals. didding the mind of every unfavorable
incident connected w.th the investments; such, for
example, as the violation of the }aw by the Bank,
possibly poor supekwision in construction, high »nrice
of materials and labor at the time, considering only
the fact lhat the centrals have been constructed and
are up to date, well situated, that the Philippine
government has long desirel such centrals and had been
willing for a great number of years to invest such

capital as it had to encourage their construction,
offering the capitel on terms thet meant an assured
loss to the government - with this view of investment,

as favorable as one can assume, the estimatel for the

period from MHovember 1, 1922, to COctober 31, 1923, inclu-

sive, is very encouraging in thst the profit to the

centrals to meet deprecistion and to reduce the principal

debt will be 2,806,680 pesos. Under the terms of the
contracts by which the plenters will use one-fourth of
their met eugar to purchase stock in the centrals,
1,416,312 pesos additional will be available to reduce
the debt of the centrals to the Bank.

The estimete® by the representatives of Haskins

and Sells for the two it ems above would be 2,474,000

1 Report of the Sugar Centrals Agency for 1922,
2 Report of Haskins and Sells, June 2, 1922,
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pesos and 1,113,500 nesos, respectively.

If actual accomplishments Jjustify the least favor-
able of these estimates, the Fhilipnine govermment will
have obtained these centrals on terms which it would
have gladly met at any time during the last twenty
years. The outlook is not such as to appeal to an
investor desirous of securing the maximum return on
hig money, but the Philippine govermment had an interest
in this development which ovcrshadowed the cuestion of
& return on its investment.

Haskins and Sellsl in reporting on these investments
assume that the Bank has in these properties §40,000,000
at eight per cent interest and egtimate that not more
than 25,000,000 will be recovered. The estimate,
therefore, is that the govermment has & 25,000,000 pesos
investment earning 8% interest.

The Philippine government, however, is on record
since 1911% as being willing to invest in the bonds of
sugar companies returning to the govermment 4% interest
running for a period not exceeding thirty years. It
is readily shown that the govermment, to get the same
return, would have been forced to purchase 45,000,000
pesos of these 4% thirty year bonds, or 35,000,000
pesos of 5% twenty-year ?onds under the Act of 19153 crest-

- (r\
1 Report of Haskins and Sells, June 2, 1922,

2 Act No. 2067, Phil., Commission, July 24, 1911.

3 4ct No. 2479, Phil, legislature, February 5, 1915.
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ing the Sugzar Centrals Board. In other words, the
investi.ent of the zovernment, even as rated by Haskins
and Sells, is not materislly different from the invest-
ments® which the govermment has been anxious, to the
limit of its mesns, to make at any time in the past
thirteen years.

It is not enough, however, to show thst the present
investments would have been welcome in the past. Many
of the investments of the pest have been unfortunate.

The history of the govermment's efforis to develop
agriculture and other interests in the Fhilippine Islands
discourages optimisam. The danger of investment in
sugar centrals results principally from the difficulty
of keeping uy production in the csne figddds. Normally,
these centrals would more than treble the production of
cane in fdve years, but any hope that this will so resul
in the Philippines is without & basis of eXperience.

The sugar regions of the Philippine Islands are exposed
to droughts, typhoons, locusts, renderpests, and all
of those visitations of the tropics.

The problems of the Sugar Centrals are twofold:

How may the production of canecland tributary to these
centrals be materielly increased? There is believed to
be but one answer: the introduection into these regions

of labor from outside of the Islands, preferably, viewing
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the field, Chinese labor. It is evident, in view of
past experiencey thet to increase the production in

the staple articles produced in the Philippines the
government should add to the population and must be
careful to add from a source that is laborious and that
can be easily assimilated, The planters in the Islands
have recoznized this and have urged for years some

legislation in this direction.1

It is the one way to
assure the success of these sugar centrals.

The second problem is to insure efficient menagement
in the centrals. Prhis will require constant vigilance
upon the part of the Bank Manager.

The problem of the centrals, therefore, is the
problem of practically évery industry in the Philippine
Islands - the problem of increasing production. The
gsolution of this, in the opinion of the writer, is in
the proper handling of the irmigration question in the
I&lands, and Congress has placed the solution of this
guestion, within limits, in the hands of the FPhilippine
Legislature.?

There is a disposition to criticize this investment
of the Philippine government on the theory that the
government is in a business which should be left to
private initiative, and having adopted this theory, it
is proposed to let the gowernment get out by disposing

_ A
1 The Chicago Post, Fept. 5, 1917; The Washington Star,
Sept. 6, 1920; The Washington Post, Nov. 14, 1920.
2 Public No. 240, 64th Congress, Section 10, Aug.29, 1916.
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of its interest in the centrals to privete parties at a
great loss.

A review of Philippine legislation on this subject
will show that the govermment is not more in this
central business now then it was proposed to go into it
in 19111 and again in 19152; and, indeed, the government
is getting out of this as rapidly as it can recover its
money under its plan of operation. It is the view of
the writer that it is very doubtful if it could recover
more rapidly br a deal with private psrties. Lven if
its holdings saould be turned over to private parties,
there is no assurance that they would not within a
very short time be knocking at the Philippine treasury
for assistance in operating their plant. Thie, unfor-
tunately, hes been the history of many of the larger
developmentse in the Philippine Islands heretofore.

\

1 Act No. 2067, Philippine Commission, July 24, 1911.
2 Act No, 2479, Philippine Lesislature, February 5, 1915,
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CHAPTDR IV
JOVERIRIIT DG'S I'OT COMP'WE 'FfITH FRIVATE
CAFITAL

Secretary of Uar Weeks and Governor GFeneral Wood
caution the Filipino people ageinst continuing the zovern-
nent's unusval investments in undertakinzs which are
usuelly handled by private individuals or concerns.

Their words of warning are entitled to our serious and
thoughtful consideration, bat should not influence us

to such an extent that the investments will be abandoned
at enormous loss to the government. There are two ways
by which the policy of Secretary of War Weeks and
Governor General Wood can be carried out. First, by
allowing investments transferred to the higheet respons-
ible bidder or bidders with great loss to the govermment,
or, second by abandoning them at & total loss to the
government of all the cepital and lshor expended thereon.
The second appear® so impractical as to merit no further
discussion. The first seems doubtful and unpopular

for so far no private individual or capital has been
interested to meke bids., The reason for this may,
perhaps, be due to the fact that many of the undertakings are
operated only st cost, some at a loss, and some require

great outlay of capital with remote prospect of return.

Enterpriges of this kihd, in the absence of abundent private
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capital, should rizhtfully be handled v the government
in order that the resources of the country could be
tanped b texation to undertake them.

Apparently the best course for the zovernment is
to continue operating and developin> the enterprises
for the benefit of the people as a whole, The governs
ment has already spent enormous sums of money on these
enterpriges and has sdopted the policy that it will con-
tinue owning and rumning them until the people are ready
to underteke them, or until they can be transferred to
private concerns with little or no loss to the govern-
ment.

It should be borne in mind thet the govermment in

establishing these businesses is not destroying any

property owned b private individuvals or corporations.

Ieither does it ruin any business legitimately established

under existing lews, for thé government has itself under-

taken the development of the enterprises because no

privete individual or capital has ever attempted to engage

in them, or because private indivudual or capital has
totally failed to develop them,

The Philippine Government has been severely criti-

cized on the ground that it has sought to identify itself

with meny branches of trade which has discouraged and

prevented the investmegk of foreign capital. This

<7

a
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criticism is without basis as evidenced by past
experience, In his report1 to the Secretary of War
for 1919, the Governor Jeneral said:

" x x x As an indication, however,
of the attitude of the Government toward
private b .siness, mention may be made of
the official Sugar Central Board, which
abandoned the policy of constructing
sugar centrals when it beceme evident
that private capital was in the fiald.
In general,it may be positively stated
that all members of the Government,
Americans and Filipinos alike, welcome
the investment of American capital,
do not desire to compete with such in-
vestments, and are prervared to protect
and encourage it in every legitimate
menner."

In his report? to the Secretary of War for 1920, Major
General Frank lcIntyre, Chief of the Bureau of Insular
Affairs, said:

"It should he made clear that the
government investments X x X were only
undertaken after prolonged efforts to
induce the investment of private capital.
X x x It should be observed thet in no
one of these fields is the investment
of the government intended to exclude
private investment. On the contrary,
the object has been to show what can be
accomplished and to encourage private
investments. The Govermment has elect-
ed to be the pioneer in the absence of
volunteers. Nowhere has American
investment received such sympsthetic
consideration from the govermment and
people as in the Philippines.”

The "B1 Ideal", a widely read daily newspaper in lanils

published the following statement 3 by a prominent lesder

1l annual Report of the Fov-Gen. of the P.I. to the Secretary
of War for 1919, pp. 12.

2 Annual Report of the Chief, Bur. of Insulsr Affairs to the
Secretary of Wsr, September 20, 1920,

3 1 Idesl, Manils, July 15, 1921.
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and officiel of the Ihili.rine rovernment:

"he governmant never has entered
or attempted to entor into mercantile
competition, If .t has ettempied
anythingz so far it has been for the
promotion of the operation of the
national resources of the country.
The Letional Development Compzny was
created for ithe purpose oi developing
those activities, commercisl or indus-
trial, not undertaken by private capital,
or where they were not developed sufficiently
to render any zeneral benefit to the com-
nunity et large. The premordial inter-
est of the zovernment ie to see and always
gsecure the greatest zo0d for the people
in general.,

"It is true thet the Iztions 1 Benk
was crezted D the zovermment. 3ut it
is well to remember thet it wes a2 question
of a need felt and it was even prayed for
b7 the heads of a certain important commer-
cial house when some years prior thereto it
was tried to found an Agricultural Bank;
At thet time it was considered advisable
for the government to found not only an
agricultural bank, but a commercial bank.

XXX

"I would like to emphasize the fact
that the formation of the Development Co.
pessibly caused discouragement; but that

the government does not propose to enter

into any mercantile competition, much less

prevent the investment of foreign capital.”

In its reportl to the Secretary of Jar, the Wood-
Forbes Special Mission on Investigation of the Fhilippine
Islands laid down a general principle which was approved
b7 the Secretary of War, thet the United States govern-
ment, or at least the present administration, wishes to
get the Islands out of husiness. It must be understood

/
that there is nothing in thevsaid report nor in the

1 Report t§ the Secretary of War by the #ood-Forbes Special
Ilission, October 8, 1921.
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instructions of Secretary of far Jeceks to the lovernor
Jeneral tmt would indicate a desire for, or thal would
warrant, wrecking a railroad company, bank, or govern-
ment, in order that it migzht be goiten out of business,
The faet is that there has been no evidence so far of
avallable private papital tc relieve the govermment of
ite investments, and the continued insistence on this
point, in the absence of investors, netive, Amertcan
or other foreigners, has the unfortunate effect of
cheapening the govermment's investments and injuring

its credit.
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CHAETIR V
CORCLUSION

In the foregoing chapters it hes been stated that
ovmership and mensgenent of business enterprises By the
FPhilippine Govermment is Jjustified because of lack of
enterprise, initiative end self-direction of the people;
because of the absence of private capital available for
investing in the Islanis; and because of the desire
on the part of the govermment to exploit the untouched
resources of the country. Por these reasons the
Philippine Govermment is strongly opposed to giving up
its corporate undertskings until the people are ready
to undertake them or until they can be transferred to
private concerns with little or no loss to the govern-
ment,

There are three reasons commonly given by Americans
and other foreign capitalists for not investing in the
Islands. These are political uncertainty, unsatisfactory
land laws, and impossibility of securing satisfactory
labor in sufficient quar tity without proper immigration
laws.

The ciiticism made against the Philippine Govern-
ment that its ownership and menagement of business
undertakings has discouraged and prevented the investment

of foreign capital is without basis as evidenced by past
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experience, The fact is that there has been no evidence
or desire on the part of foreign capital to relieve the
zovermment of its investments. Therefore, to insist
upon getting the govermment out of its enbterprises, in
the absence of native, American or other oreign
investors, cheazpens the govermment's investments and
injures its credit.

The various corporate enterprises of which the
Philippine Government is tie owner® and manager, either
as a ma jority stockholder or entire owner of all the
stocks are: The Division of Cold Storage and Ice Plant;
the kanils Reilroad Compeny; the Philippine National
Bank; the Nationsl Coal Company; the National Development
Company; the National Cement Company; the Bank's invest-~
ments in cocosnut o0il, and the Philippine Nationsl Bank
Sugar Centrals.

It is unfortunate thet the FPhilippine HNationsl Bank
has suffered through mismanagement. While it has
accomplished many of the purposes for which it was
created, it has accomplished these at an unneeessary
cogst whteh, of necessity, was borne by the PemErnment,
The misuse of the currency reserve fund by the bank is
wholly without excuge. The mismanagement, however,

serves as a valuable lesson to the govermment officials

and the Filipino people in>guarding the National Bank in
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the future against political interference and inef-
ficient or dishonest management.

It is the view of the writer thst if the corporate
investments of the government are well mansged, they
create no particular difficulty, as, in general, by
such investments only could the government have deter-
mined the value of the development undertaken. So
that, even though there should be a loss in some of
them, it would be & good investment for the government,
provided the loss is not the result of incompetent or

dishonest management.,
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