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HoUSE OF REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,
SEAPOWER AND STRATEGIC AND
CRITICAL MATERIALS SUBCOMMITTEE,
Washington, D.C., Tuesday, June 2, 1981.

The subcommittee met, pursuant to call, at 10 a.m. in room 2118,
Rayburn House Office Building, Hon. Charles E. Bennett (chair-
man of the subcommittee) presiding.

Mr. BENNETT. The committee will come to order.

We have before us today four bills—one the administration bill,
H.R. 2912, to authorize disposal of $2.14 billion in excess materials
from the stockpile and to authorize appropriations for the acquisi-
tion of more desperately needed stockpile material; another bill,
H.R. 2784, to authorize disposal of all 139.5 million ounces of silver
in the stockpile, the same amount as in H.R. 2912.

H.R. 2603 would authorize the appropriations for the purchase of
silver, platinum and nickel. Then there is H.R. 3364, which would
establish a national mineral and materials policy and council.

Title VII of that bill specifically deals with the national defense
stockpile and would mandate that all moneys received from the
sale of materials in the stockpile be available for acquisition of
strategic and critical material and for no other purpose.

The subcommittee will remember that in 1979 our reported legis-
lation was enacted as Public Law 94-61, the Strategic and Critical
Materials Stock Piling Act, which set up a special fund, the Nation-
al Defense Stockpile Transaction Fund, to receive all moneys from
the sale of the strategic stockpile material and to be a source of
funds for purchases of needed stockpile material.

This legislation, as passed, was essentially the same as approved
by this committee, but you will recall under pressure from the
administration, a provision was incorporated allowing funds to be
removed from that special fund if they were not appropriated for
stockpile purchases within 3 fiscal years.

That was a compromise, not something this committee decided,
because they felt it was something that could be used as a device
not to comply with the real thrust of the bill.

The committee, through me, expressed doubt to the administra-
tion that sale moneys would be used for purchases of stockpile
material if the law included this 3-year escape clause. What has
happened this year indicates that our concern and apprehension
was well founded.

This is so because the administration bill, H.R. 2912, in providing
for authorization for $2.14 billion of sales and the same amount in
purchases, nevertheless has to be looked at in the context of what
the administration has requested in purchases for this year. That
request totals only $120 million.

To further complicate matters, the Budget Committee has told
the Armed Services Committee that as part of the reconciliation
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process as required by the First Budget Resolution for fiscal year
1982, H. Con. Res. 115, that the committee shall report changes in
laws within its jurisdiction sufficient to reduce budget authority to
effect savings of $966 million in fiscal year 1982, $899 million in
fiscal year 1983 and $511 million in fiscal year 1984.

I am informed that the Budget Committee arrived at the
amounts using Congressional Budget Office estimates of the sav-
ings that could be achieved through a change from a semi-annual
cost-of-living adjustment for retired military personnel to an
annual adjustment and from authorization of sale of excess materi-
als from the strategic stockpile as proposed by the President, even
though the President has said that there are more things to be
bought in dollars than there are things in the stockpile to be sold,
clearly showing an inconsistency.

This action is obviously counter to the intent of the Strategic and
Critical Materials Stock Piling Act and will make it even more
difficult to add any significant quantity of needed material to the
stockpile. You will recall that section 3(b)1) of the stockpile act
states:

“The purpose of the stockpile is to serve the interest of national
defense only and is not to be used for economic or budgetary
purposes.”’

Thus, it appears that despite the legislative efforts of this com-
mittee and Congress to keep the stockpile from being bled for the
purpose of making the budget look good, this practice is being
continued.

Therefore, the committee is urged to consider what the best
answer is for reconciliation purposes in the current budget.

I would personally urge the committee to strike the 3-year provi-
sion of the law which allows the fund to be tapped and the funds
transferred to the U.S. Treasury, because that was put in there
against our better judgment only as a compromise on the theory
that the executive branch would comply with the law, which they
have not done.

Since the present system is not working, another thing we could
do would be to eliminate the necessity for appropriations but retain
the requirement for authorization which would allow the Govern-
ment to purchase stockpile materials in a more orderly and busi-
nesslike manner.

As I understand the purpose of title VII of Mr. Santini’s bill,
H.R. 3364, it would accomplish this objective and also eliminate the
3-year provision insuring that the sale funds would not be used for
any purposes other than stockpile purchases.

The best procedure I have come up with at this time is to
consider language which would comply with reconciliation require-
ments and, at the same time, prevent the use of stockpile sales for
nondefense purposes.

You can see that we have some thorny and difficult decisions to
make. Therefore, I urge subcommittee members to be present at all
subcommittee meetings and to give our most thoughtful attention
to how these issues can best be resolved in the national interest.

Ordinarily, when I call a meeting of the committee, I have a
clear-cut view myself as to what I would like to propose. I made
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some proposals here—they may solve the situation—but I am not
of the opinion that I have necessarily solved it.

We thought last year we had solved it by a clear-cut law which
says that the stockpile sales shall be used for the purchase of more
urgently needed stockpile material, and obviously it is not being
done by this administration.

How to get around that to make it tight enough where there
cannot be this flaunting of the law is a very real problem. It
wouldn’t be such a problem if it were not for the fact that there
are many more strategic materials to be purchased, more dollars to
be spent for things gravely needed for the national defense stock-
pile than there are materials in the stockpile to be sold.

Some of the materials in the stockpile to be sold are things
people don’t really like to get rid of; such things as silver, because
we have a feeling it is going to go up and the U.S. Government
may profit by keeping it there.

On the other hand, we have the problem, the stockpile is not
designed to make a profit. It is though a matter of national de-
fense. We are not buying the strategic materials we desperately
need for national defense.

That is the clear-cut picture of what we have before us. So I
would urge the committee and any members of industry and of the
general public, who has an idea how we can make this work to give
us good suggestions to help us solve the problem before us this
morning.

Otherwise, we just have the alternative of turning down the
legislation asked for by the administration. It wouldn’t be difficult
at all for us to leave here today without passing any legislation,
but we would not be acquiring the things needed for the national
stockpile. We would not be making sense out of the stockpile fund
and the legislation we enacted in 1979.

[H.R. 2603, H.R. 2784, H.R. 2912, and H.R. 3364 are as follows:]
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97TH CONGRESS
18T SESSION 2603

To authorize appropriations for the purchase of certain strategic and critical
materials for storage in the National Defense Stockpile under the Strategic
and Critical Materials Stock Piling Act.

IN THE HOUSE OF REPRESENTATIVES

MaecH 18, 1981

Mr. McDoNALD introduced the following bill; which was referred to the
Committee on Armed Services

A BILL

To authorize appropriations for the purchase of certain strategic
and critical materials for storage in the National Defense
Stockpile under the Strategic and Critical Materials Stock

Piling Act.
1 Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That there is hereby authorized to be appropriated for the
fiscal year ending September 30, 1981, to the Administrator
of General Services for the acquisition of strategic and criti-

cal materials for storage in the National Defense Stockpile

N S O R W N

under the Strategic and Critical Materials Stock Piling Act
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1 (50 U.S.C. 98 et seq.) the sum of $131,000,000 for the ac-
2 quisition of silver, the sum of $95,000,000 for the acquisition
3 of platinum, and the sum of $12,000,000 for the acquisition

4 of nickel.
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= H, R. 2784

To authorize the disposal of a certain quantity of silver from the National Defense
Stockpile.

IN THE HOUSE OF REPRESENTATIVES

MagcH 24, 1981

Mr. CoNTE introduced the following bill; which was referred to the Committee on
’ Armed Services

. A BILL

To authorize the disposal of a certain quantity of silver from the
National Defense Stockpile.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That the President is hereby authorized to dispose of ap-
proximately one hundred and thirty-nine million five hundred
thousand troy ounces of silver now held in the National De-
fense Stockpile. Any disposal under the authority of the pre-
ceding sentence shall be carried out in accordance with the
Strategic and Critical Materials Stock Piling Act (50 U.S.C.
98 et seq.).
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To authorize appropriations for the acquisition of strategic and critical materials

Mr.

To
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for the National Defense Stockpile and to authorize the disposal of certain
materials currently held in the stockpile.

IN THE HOUSE OF REPRESENTATIVES

MarcH 30, 1981

PrICE (for himself and Mr. DICKINSON) (by request) introduced the following
bill; which was referred to the Committee on Armed Services

A BILL

authorize appropriations for the acquisition of strategic and
critical ‘materials for the National Defense Stockpile and to
authorize the disposal of certain materials currently held in
the stockpile.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That this Act may be cited as the “‘Strategic and Critical
Materials Transaction Authorization Act of 1981”.

SEc. 2. Effective on October 1, 1981, there is author-
ized to be appropriated the sum of $2,140,000,000 for the

acquisition of strategic and critical materials under section
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6(a) of the Strategic and Critical Materials Stock Piling Act

(50 U.S.C. 98e(a)).

SEc. 3. The President is hereby authorized to dispose of
the following quantities of materials currently held in the Na-
tional Defense Stockpile established by section 3 of the Stra-
tegic and Critical Materials Stock Piling Act (50 U.S.C.
98b), such quantities having been determined to be excess to
the current requirements of the stockpile:

(1) 1,000,000 pounds of iodine.

(2) 1,500,000 carats of industrial diamond crush-
ing bort.

(3) 710,253 pounds of mercuric oxide.

(4) 50,000 flasks of mercury.

(5) 6,000,000 pounds of mica, muscovite split-
tings.

(6) 25,000 pounds of mica, phlogopite splittings.

(7) 139,500,000 troy ounces of silver.

SEC. 4. Any acquisition using funds appropriated under
the authorization of section 2, and any disposal under the
authority of section 3, shall be carried out in accordance with
the provisions of the Strategic and Critical Materials Stock

Piling Act (50 U.S.C. 98 et seq.).
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=% H. R. 3364

To establish a national mineral and material policy and council, to provide for a
secure minerals and materials base for the national economy and national
security, and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

AperiL 30, 1981

Mr. SANTINI (for himself, Mr. PricE, Mr. FuQua, Mr. ARCHER, Mr. AKAKA,
Mr. BLaANCHARD, Mr. BREAUX, Mr. BURGENER, Mr. CHENEY, Mr. CLAU-
S8EN, Mr. DaN DanieL, Mr. DorNAN of California, Mr. DuNcaNn, Mr.
EmERSON, Mr. Evans of Georgia, Mr. FORD of Tennessee, Mr. GLICKMAN,
Mr. Geamm, Mr. HuckaBy, Mr. Hypg, Mr. JounsToN, Mr. KAZEN, Mr.
KoGovsek, Mr. LaGoMARSINO, Mr. LEATH of Texas, Mr. LoTt, Mr.
MurpHY, Mr. RAHALL, Mr. RHODES, Mr. RupD, Mr. S1MON, Mr. SKEEN,
Mr. STENHOLM, Mr. STUMP, Mr. SUuN1A, Mr. WHITTAKER, Mr. WoN Par,
Mr. WorTLEY, Mr. YaTRON, and Mr. YounG of Alaska) introduced the
following bill; which was referred jointly to the Committees on Interior and
Insular Affairs, Ways and Means, the Judiciary, Armed Services, and For-
eign Affairs

A BILL

To establish a national mineral and material policy and council,
to provide for a secure minerals and materials base for the
national economy and national security, and for other pur-
poses. '

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
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TITLE I—SHORT TITLE, FINDINGS, AND
PURPOSES
SHORT TITLE
SEc. 101. This Act may be cited as the ‘“National Min-
erals Security Act of 1981”.
DECLARATION OF FINDINGS AND PURPOSES
Sec. 102. (a) It is the continuing responsibility of the
Federal Government to use all practical means to improve
and coordinate Federal plans, functions, programs, and re-
sources to meet the mineral and material needs of the Nation
and thereby fulfill the social, eéonomic, and environmental
requirements of present and future generations of Americans.
The Congress finds that:

(1) The United States does not have a coherent
national minerals and materials policy.

(2) The continuity of a strong, healthy domestic
intiustrial base is essential to the economic viability
and national security of the United States.

(3) The United States dependence on foreign
sources for minerals and materials is detrimental to our
economic and national security goals. |

(4) The United States knows little about the total
mineral and material resource potential of its public
lands.

(b) Therefore, the purposes of this Act are—
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1 (1) to develop and implement a national minerals
2 and materials policy for a secure and continued supply
3 of minerals and materials,

4 (2) to encourage the development of economically
5 sound and stable domestic mining, minerals, and mate-
6 rials industries,

7 (3) to encourage the orderly development of do-
8 mestic mineral and material resources,

9 (4) to increase accessibility of public la,nds. for
10 mineral exploration and development,
11 (5) to strengthen mineral data collection and anal-
12 ysis, and
13 _ (6) to promote and encourage research and devel-
14 opment of technology for substitution, recycling, and
15 conservation of strategic minerals and materials.
16 (c) As used in this Act, the term “materials”’ has the

17 same meaning given such term in section 2(b) of the National
18 Materials and Minerals Policy, Research and Development
19 Act of 1980 (30 U.S.C. 1601(b)).

20 TITLE O—MINERAL AND MATERIAL PLANNING

21 AND AVAILABILITY
22 COUNCIL ON MINERALS AND MATERIALS
23 Sec. 201. (a) There is established a council to be known

24 as the Council on Minerals and Materials (hereafter in this
25 Act referred to as the ‘““Council”’). The Council shall be com-
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posed of three members who shall be appointed by the Presi-

dent, by and with the consent of the Senate, to serve at the
pleasure of the President. The Presi(ient shall designate one
of the members of the Council to serve as chairman. Each
member shall be a person who as a result of training, experi-
ence, and attainments is exceptionally well qualified to carry
out the duties and functions of the Council.
“(b) It shall be the dut)" and function of the Council—
(1) to monitor, evaluate, and coordinate on a con-
tinuing basis the programs and activities of the Federal
Government (including regulatory activities) so as to
carry out the purposes of this Act;
(2) to identify policy conflicts and propose courses

of action to the President for the resolution of such .

conflicts;

(3) to formulate and recommend to the President
national policies designed to improve conditions affect-
ing the mineral and material needs and resources of
the Nation, and to meet the social, economic, and na-
tional security goals of the Nation;

(4) to advise in the preparation of reports required
by this Act, the Mining and Minerals Policy Act of
1970, or the National Materials and Minerals Policy,
Research and Development Act of 1980, and any other
reports relating to mining, minerals, and materials;
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1 (5) to advise the President of mineral and material
2 trends, both domestic and foreign, the implications
3 thereof to the United States and world economies and
4 to national security, and the effects of such trends on
5 domestic industries; and
6 (6) to attend the international activities of the
7 United States relating to mineral and material issues,
8 including activities in implementation of international
9 agrcements, international exchange programs in the
10 Unitea Stqtes and abroad, and other conferences or ac-
11 tivities relating to minerals or materials.
12 (c) In exercising its powers, functions, and duties under
13 this Act, the Couacil— _
14 (1) may (;onsu]t with representatives of science,
15 industry, labor, State and local governments, and other
16 groups; and
17 (2) shall utilize to the fullest extent possible the
18 services, facilities, and information (ipcluding statistical
19 information) of public and private agencies and organi-
20 zations and individuals in order to avoid duplication of
21 effort and expense with the activities of such agencies,
22 organizations, and individuals.
23 (d)(1) The Council may employ such employees as may

24 be necessary to carry out its duties and functions under this

25 Act, but not to exceed twelve compensated employees.
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(2) Notwithstanding section 3679(b) of the Revised

Statutes (31 U.S.C. 665(b)), the Council may employ volun-

[y

tary and uncompensated service in carrying out its duties and
functions.

(e) Members of the Council shall serve full time and the
chairman of the Council shall be paid at the rate of basic pay
payable for level II of the Executive Schedule. The other
members of the Council shall be paid at the rate of basic pay

© W =0 & O B~ W N

payable for level IV of the Executive Schedule.

[
(=

(0 The Council may accept reimbursements from any

[y
[y

private nonprofit organization or from any department,

Pt
b

agency, or instrumentality of the Federal Government, or

[y
(L]

from any State or local government for the reasonable travel

j—y
>

expenses incurred by any member or employee of the Council

[y
()4

in connection with such member or employee’s attendance at

[y
(= -]

any conference, seminar, or similar meeting.

-y
-3

(g) There are authorized to be appropriated to carry out
the provisions of this title $300,000 for the fiscal year ending

[y
(v 2]

on September 30, 1982, and such sums as may be necessary
thereafter.
AGENCY MINERALS AND MATERIALS RESPONSIBILITY

Sec. 202. It shall be the responsibility of the head of

& 8 R 3 8

any Federal department or agency having jurisdiction over

o
(L

any matter which may have an impact on domestic mining,

b
o

minerals, or materials industries to carry out the policies of

82-767 O—Blr===20 GO SIC
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this Act when exercising a.u.thorit‘y under such programs in-
volving such matters and to fully cooperate and coordinate
with the Council.
TITLE III—DOMESTIC MINERAL RESOURCE
POTENTIAL
POLICY AND PURPOSE

Sec. 301. (a) The discovery of new sources of mineral
wealth from the public domain is in the best interest of the
national economy and security. It is in the public interest to
foster, encourage, and promote the exploration and develop-
ment of domestic mineral resources.

(b) The purpose of this title is to provide the means by

‘which the Secretary of the Interior (hereafter in this Act re-

ferred to as the “Secretary’””) may make available for mineral
location and leasing under applicable Federal law those
public lands heretofore withdrawn, classified, restricted, or
closed to such purposes.
MINERAL BEVIEW AND LAND USE PLANNING

SEc. 302. (a) The Secretary shall review within three
years after the date of enactment of this Act all land use
plans developed under section 202 of the Federal Land
Policy and Management Act of 1976 (43 U.S.C. 1712) before
such date of enactment to consider the suitability of lands
covered by such plans for mineral location and leasing, and

shall revise such plans accordingly.
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(b) Any land use plan prepared under such section 202
after the date of enactment of this Act, and any review con-
ducted under subsection (a) of this section, shall (1) contain
an estimate of potential mineral resources prepared by the
Bureau of Mines and the United States Geological Survey,
and (2) consider the development and extraction of any sig-
nificant mineral deposit as a dominant use.

CLASSIFICATIONS AND WITHDRAWALS

SEc. 303. (a) The Secretary shall determine the number
of acres of Federal lands withdrawn, classified, restricted, or
closed to mineral location or leasing.

(b) Within three years after the date of enactment of this
Act, the Secretary shall report to the Congress on the results
of the determination made under subsection (a), and on the
number of acres of land made available for mineral location
and leasing under the general mmmg and mineral leasing
laws under this title.

NOMINATION OF LANDS

SEC. 304. (a) The Secretary shall publish within six
months after the date of enactment of this Act, and at least
once every two years thereafter, a notice in the Federal Reg-
ister requesting the nomination of lands withdrawn, classi-
fied, restricted, or closed to be reviewed under this section.

Persons submitting such nominations shall include such infor-
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mation as the Secretary shall require in support of the nomi-
nation.

(b) Upon nomination by any person, lands shall be re-
viewed by the Secreta.ry. to determine the suitability of such
lands for mineral location or leasing. Within one hundred a.ndl
eighty days after the publication of the Federal Register
notice requesting nominations the Secretary shall identify
those areas receiving a significant number of nominations and
may at his discretion hold a public hearing to assess the
degree to which mineral location or leasing of such lands is
inconsistent and incompatible with the purposes of the with-
drawal or classification.

(c) The Secretary shall consult with any agency having
authority over lands reviewed under this section for the pur-.
poses for which such lands were withdrawn, classified, re-
stricted, or closed.

(d) The Secretary shall make a determination as to
whether mineral location or leasing of nominated lands is in-
consistent and incompatible with the purposes of the original
withdrawal or classification, and issue an order containing
such determination within one year after the publication in
the Federal Register of the notice described in subsection (a).
In making such determination, the Secretary shall consider
mineral resource data and information obtained from the

Bureau of Mines and United States Geological Survey, infor-
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mation contained in the nominations, comments from other
agencies, and information gathered at any public hearing held
under subsection (b). If the Secreu’iry determines that mineral
location or leasing is not inconsistent and incompatible with
the withdrawal or classification for such nominated lands, the
Secretary is authorized and directed to apply the provisions
of the general mining and mineral leasing laws to such lands.

(e) Nothing in this Act shall prevent within withdrawn
or classified areas any activity, including prospecting, for the
purpose of gathering information about mineral or other re-
sources if such activity is carried on in a manner compatible
with public health and safety and with the purposes of the
withdrawal or classification.

() Except to the extent that lands previously withdrawn
or classified are made available for mineral location and leas-
ing under section 302 or 304, nothing in this title shall affect
the validity of existing withdrawals or classifications for the
purposes for which they were withdrawn or classified.

PROTECTION OF EXISTING VALID CLAIMS

SEC. 305. Nothing in this title shall be construed to
limit or restrict the rights of the owner or owners of any valid
mining claim located prior to the date of withdrawal or clas-

sification.
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MINERAL EXPLORATION IN WILDERNESS AREAS
SEc. 306. Section 4(dX(3) of the Wilderness Act (16
U.S.C. 1133(d)3)), is amended by striking out “1983" and
““1984" each place they appear and inserting in lieu thereof
“1993” and ““1994" respectively.
LIABILITY FOR DAMAGE, DESTRUCTION, OR LOSS OF
CLAIM
SEec. 307. Mineral location or leasing activities author-
ized under this title shall be entered into or continued at the
financial risk of the individual party or parties undertaking
such work. The United States shall not be responsible or held

liable or bear any liability for the damage, destruction, or loss |

of any mining claim, mill site, facility installed or erected,
income, or other property 01" investments resulting from the
actual use of such lands or portions thereof for the purposes
for which it was withdrawn or classified, except where such
damage, destruction, or loss results from the negligence of
the United States.

TITLE IV—-MINERAL AND MATERIAL DATA
ACQUISITION AND ANALYSIS
IMPROVEMENT AND TRANSFER OF FUNCTIONS

SEC. 401. (a) The Secretary shall fully exercise his legal
authority to improve and strengthen the capabilities of the
United States for minerals and materials data collection,

compilation, analysis, and dissemination in a manner that
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meets the mineral and material informational requirements of
the Government.

(b) The Secretary is authorized and directed to transfer
the State Mining and Mineral Resources and Research Insti-
tutes to the administrative jurisdiction of the Bureau of
Mines.

(c) The Bureau of Mines shall be the principal Federal
agency for mineral data collection, compilation, analysis, and
dissemination. In fulfilling its functions as principal agency,
the Bureau of Mines shall pursue its primary mission to
ensure the continued viability of the domestic minerals and
materials economy and the maintenance of an adequate min-
erals and materials base so that the Nation's economic,
social, strategic, and environmental needs can be better
served. In order to meet these objectives, the Bureau of
Mines shall— |

(1) gather timely and authoritative information
concerning the conditions and trends in the mining and
materials segment of the economy, analyze and inter-
pret such information for the purpose of determining
whether such conditions and trends are interfering, or
are likely to interfere, with the achievement of the
policies of this Act, the Mining and Minerals Policy

Act of 1970, and the National Materials and Minerals

Policy, Research and Development Act of 1980;
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1 | (2) conduct investigations, studies, surveys, re-
2 search, and analyses relating to scientific, technological
3 innovation, and improved recovery and productivity in
4 the mining and materials industries; and

5 (3) cooperate with the Council in the Council’s re-
6 sponsibility under section 201(b)(3) for formulating and
7 recommending to the President national policies de-
8 signed to improve conditions affecting the mineral and
9 material needs and resources of the Nation, and to
10 meet the social, economic, and national security goals
11 of the Nation.
12 (d) In carrying out its responsibility to classify the public
13 lands and examine the geologic structure, mineral resources,
14 and products of the public domain, the United States Geo-
15 logical Survey shall—
16 (1) emphasize minerals, including strategic and
17 critical minerals, and
18 (2) identify and classify the Nation’s areas of po-
19 tential strategic and critical mineral deposits.

20 TITLE V—CAPITAL FORMATION AND TAXATION
21 SEC. 501. TAX-EXEMPT FINANCING.

22 (a) IN GENERAL.—Section 103 of the Internal Revenue
23 Code of 1954 (relating to interest on certain governmental

24 obligations) is amended by redesignating subsection (h) as
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subsection (j), and by inserting after subsection (g) the follow-
ing new subsection:

“(h) AR OR WATEB PorLrutioNn CoNTROL FaAcCILI-
TIES.—For purposes of this section, the term ‘air or water
pollution control facilities’ means—

“(1) any certified pollution control facility within

the meaning of section 169(d),

‘(2) mining tailings ponds, dams, and related
pipelines and equipment, and
“(3) equipment used for mine reclamation activi-

ties.”.

(b) EFFECTIVE DATE.—The amendments made by this
section shall apply with respect to obligations issued after the
date of enactment of this Act with and respect to taxable
years ending after such date.
SEC. 502. DEDUCTION FOR POLLUTION CONTROL EXPENDI-

TURES.
(a) IN GENERAL.—Section 169 of the Internal Revenue

Code of 1954 (relating to amortization of pollution control

facilities) is amended—

(1) by striking out ‘“‘60-month” in the last sen-

tence of subsection (a) and by inserting in lieu thereof

- “amortization”’, and by revising the first sentence of
such subsection (a) to read as follows: “Every person,

at his election, shall be entitled to a deduction with re-
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spect to the amortization of the amortizable basis of
any certified pollution control facility (as defined in
subsection (d)), based on any amortization period of
from one month to 60 months, as is selected by the
taxpayer.”;

(2) by striking out in subsection (b) “and to begin
the 60-month period”’ and by inserting in lieu thereof
“, its choice of amortization period, and its election to
begin the amortization period”’;

(3) by striking out paragraph (4) of subsection (d),
by striking out in paragraph (3) of such subsection (d)
‘““Health, Education, and Welfare”” and by inserting in
lieu thereof ‘“‘Health and Human Services”, and by
revising paragraph (1) of such subsection (d) to read as
follows:

‘(1) CERTIFIED POLLUTION CONTROL FACILI-
TY.—The term ‘certified pollution control facility’
means land or property of a character subject to depre-
ciation under section 167—

“(A) which is acquired, constructed, recon-
structed, or erected for the primary purpose of
abating or controlling water or atmospheric pollu-

tion or contamination by removing, altering, dis-

posing, storing, . or preventing the creation or
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1 emission of pollutants, contaminants, wastes, or
2 heat, and

3 “(B) which is certified by the Federal certify-
4 ing authority or the State certifying authority as
5 meeting or furthering Federal or State require-
6 ments for abatement or control of water or atmos-
7 pheric pollution or contamination.

8 The fact that a portion of the costs of any property
9 will be recovered over its useful life through the recov-
10 ery of wastes or otherwise in the operation of such
11 property shall not be taken into account in determining
12 under subparagraph (A) the primary purpose for which
13 such property is acquired, constructed, reconstructed,
14 or erected.”’;

15 (4) by striking out subsection (e); and

16 (5) by revising subsection (f) to read as follows:
17 “(f) AMORTIZABLE Basis.—For purposes of this sec-

18 tion, the term ‘amortizable basis’ means the adjusted basis
19 (for determining gain).”.

20 (b) INVESTMENT CREDIT.—Section 46(c)(5) of such
2

—t

Code (relating to applicable percentage in case of certain pol-

22 lution control facilities) is amended to read as follows:

23 ““(5) APPLICABLE PERCENTAGE IN THE CASE OF
24 CERTAIN POLLUTION CONTROL FACILITIES.—Not-
25 withstanding paragraph (2), in the case of property—
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“(A) with respect to which an election under
section 169 applies, and
“(B) the useful life of which (determined
without regard to section 169) is not less than 5
years,
100 percent shall be the applicable percentage for pur-
poses of applying paragraph (1) with respect to the
property.”’.

© o a1 & Ot e W W

(c) EFFECTIVE DATE.—The amendments made by this

[y
<

section shall apply to amounts paid or incurred after Decem-

11 ber 31, 1980.

12 TITLE VI—REGULATORY REFORM
13 RULEMAKING COST EFFECTIVENESS
14 SEC. 601. (a) Section 553(b) of title 5 of the United

15 States Code is amended by striking out “and” at the end of
16 paragraph (2), by striking out the period at the end of para-
17 graph (3) and inserting in lieu thereof a semicolon, and by
18 adding after paragraph (3) the following:

19 “(4) a statement of the need for and objectives of

20 the proposed rule; and

21 “(5) a description of all reasonable alternative
22 public or private means for achieving the objectives of
23 the proposed rule, together with an explanation of how
24 the proposed rule achieves the objectives at lower cost
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or with fewer adverse effects than the other alterna-

tives described.”.

(b) Such section 553 is amended by redesignating sub-
sections (c), (d), and (e) as subsections (d), (f), and (g), respec-
tively, and—

(1) by inserting after subsection (b) the following:

“(c) If an agency determines that a rule is a major rule,
the agency shall also include in the notice of proposed rule-
making & description of the principal facts and assumptions
on which the agency intends to rely in its consideration of the
rule, and an identification of the reports, documents, studies
prepared by staff or consultants as well as other materials
considered by the agency.”,

(2) by inserting in subsection (d) (as redesignated

in this subsection) after the first sentence the following:

“If the comments received under the preceding sentence
reveal that there are disputed factual issues, the agency shall
conduct such additional proceedings as the agency deter-
mines are appropriate for the resolution of such issues, in-
cluding informal public hearings, meetings or conferences,
mediation, presentation of witnesses for direct and cross-ex-
amination, and additional opportunity for preparation of writ-
ten rebuttals to any materials required to be included in the

notice of proposed rulemaking under this subsection.”, and
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(3) by inserting after subsection (d) (as redesignat-

ed in this subsection) the following:

“(e) Notwithstanding any other provision of law, an
agency may only promulgate a final major rule if the agency
determines that the relevant matter before the agency as a
result of the rulemaking proceedings indicates that the rule
will substantially achieve the regulatory objectives set forth
under subsection (b)(4) in the manner that best combines low
cost and the fewest adverse effects in comparison with alter-
native means of achieving such objectives set forth under
subsection (b)(5).”.

(c) Section 706 of title 5 of the United States Code is
amended by striking out “and” in paragraph (1), striking out
the period at the end of paragraph (2) and inserting in lieu

thereof *; and”, and inserting after paragraph (2) the follow-

Iing:

“(3) set aside a major rule if it finds (A) that the
agency relied upon materials as to which there was no
opportunity to comment under subsection (d) of section
553 of this title, or (B) that the agency failed to utilize
additional proceedings provided by such subsection and
that such failure precluded the full presentation of facts
and arguments necessary for a fair determination of the
issues in the rulemaking proceeding taken as a

whole.”.
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TITLE VII—NATIONAL DEFENSE STOCKPILE

POLICY

Sec. 701. The uninterrupted availability of strategic
and critical materials is essential as a measure of national
defense and the goals of the Congress.

AVAILABILITY OF MONEYS

SEc. 702. Section 9(b) of the Strategic and Critical Ma-
terials Stock Piling Act (50 U.S.C. 98h(b)) is amended to
read as follows:

“(b) All moneys received from the sale of materials in
the stockpile under paragraphs (5) and (6) of section 6(a)
shall be covered into the fund. Such money shall be available
for the acquisition of strategic and critical materials under
section 6(a)(1) and for transportation related to such acquisi-
tion but for no other purpose.”.

REQUIREMENT OF AUTHORITY FUNDS

SEC. 703. Section 5 of the Strategic and Critical Mate-
rials Stock Piling Act (50 U.S.C. 98d) is amended by striking
out subsection (a) and redesignating subsections (b) and (c) as
subsections (a) and (b), respectively.

TITLE VIII—ANTITRUST RESTRICTIONS
REVIEW OF ANTITRUST LAWS, RULES, AND REGULATIONS

Sec. 801. (a) The Attorney General of the United
States shall conduct a review of the antitrust laws, rules, and

regulations of the United States to determine the extent to
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1 which they are consistent with the policy set forth in this

2 Act. Such review shall include—

3 (1) an analysis of the relevance of such laws,
4 rules; and regulations to the mining, minerals, and ma-
5 terials industries,

6 (2) recommendations on revisions of antitrust
7 policy, both legislative and administrative, necessary to
8 promote cooperative government and industry research
9 and development, participation at international miner-
10 als and materials forums, the competitiveness of do-
11 mestic industries in international markets, and any
12 other goal consistent with the policies set forth in this
13 Act, and

14 (3) an examination of the effect of the antitrust
15 policies of the United States on productivity and profit-
16 ability in the mineral and material producing and proc-
17 essing industries, especially to the extent that such
18 policies prohibit or inhibit cooperative research, vertical
19 integration, and joint ventures.

20 (b) The final product of the review required by subsec-
21 tion (a) shall take such form so as to be available for scrutiny

22 Dby interested parties.
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TITLE IX—FOREIGN POLICY

CENTRALIZATION OF MINERALS AND MATERIALS
INFORMATION
SEc. 901. The Secretary shall—

(1) conduct a thorough analysis of the foreign
mineral and materials information requirements and re-
sources of all departments and agencies of the execu-
tive branch of the United States Government, including
an assessment of the possible roles of foreign service
officers and resource officers in the State Department
in contributing to mineral and material information col-
lection, and make recommendations on methods of im-
proving data collection procedures to better meet such
requirements,

(2) direct the centralization of responsibility for
the maintenance of a coordinated Federal repository of
foreign mineral, material, and related information in
the United States Bureau of Mines, and

(3) ensure that the Bureau of Mines maintains its
foreign mineral, material, and related information re-
pository to be responsive to the information needs of
all Federal agencies.

SECRETARY OF STATE REPORT

SEc. 902. The Mining and Minerals Policy Act of 1970

25 is amended by adding at the end the following new section:
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1 “Sec. 3. The Secretarv of State shall submit to the
2 Secretarv of the Interior an annual report on the foreign
3 policy of the United States as it relates to the availability of
4 minerals for domestic use. In such report the Secretaryv of
5 State shall evaluate—
6 “(1) whether the foreign policy of the United
7 States is consistent with the national security and the
8 economic interests of the Nation,
9  “Y2) whether such foreign policy promotes a
10 stable foreign environment for United States mineral
11 investments abroad, and
12 “(8) future initiatives in foreign policy that could
13 improve the minerals security of the United States.

14 The Secretary of the Interior shall include such report in the

15 report to Congress provided for in section 2.”.

Digitized by GO 8[(’ MICHIGAN



33

Mr. BENNETT. The first witness we have this morning is our
colleague, Congressman McDonald, Larry McDonald, Representa-
tive from Georgia.

We are very glad to have you, Mr." McDonald. You are a treas-
ured member of this committee and a treasured Member of Con-

gress.

STATEMENT OF HON. LARRY McDONALD, A REPRESENTATIVE
FROM GEORGIA

Mr. McDonNALD. Thank you very much, Mr. Chairman.

Let me say it is a pleasure to appear before the committee. I
appreciate your making it possible for current scheduling of hear-
ings on this very important subject area.

Mr. Chairman, I have a full statement that is typed out and I
believe it is before you. I would like to request unanimous consent
that it be included in the record. I will summarize some of the key
points before questions from your subcommittee.

Mr. BENNETT. Without objection.

Mr. McDonaLD. Mr. Chairman, let me state at the onset, I would
like to express my very strong support for the concept of a strate-
gic stockpile, and I believe that I really bow to no one in my very
firm belief that we should get on with the business of correcting
the very obvious and glaring deficiencies in the stockpile, the stra-
tegic stockpile reserves, particularly in those areas absolutely es-
sential to our national defense. _

I think that the Congress in general and administration after
administration has been remiss in not correcting what have been
really obvious deficiencies in the stockpile.

I say this as a witness before you today, and also as one who has
had 5 years on this particular subcommittee.

In my opinion, the whole matter of the stockpile has been ne-
glected for too long, and for 20 years we have failed in the new
acquisitions of materials for the strategic stockpile.

In spite of this 20-year period, there has been a tremendous
growth in Government, particularly in the areas of transfer pay-
ments, and a stagnation in the responsibilities toward our national
defense.

One interesting point is that in constant value dollars, we are
spending the same thing for defense today that we spent in 1964.
However, the nondefense part of the budget has tripled since 1964.

The issue that I would like to address very strongly today is one
particular issue, Mr. Chairman, and that is the question of the
merits or demerits of a silver sale from the strategic stockpile.

This has been an issue that has come up, I believe, in every
Congress since I have been here, and in each Congress since I have
been here, it has been, in my opinion, wisely defeated.

But the point is—the central question is this. Is there merit to
the silver sale? If silver is indeed surplus to the stockpile, it should
be sold, all other considerations aside.

I will agree to that. In my opinion, very clearly the facts show
that it is not a surplus item.

In the past, I have strongly supported sales of items that I felt
were obviously surplus. For example, the sale of diamonds that had
been placed in the stockpile—I think from the State Department—
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when diamonds had been received as payments from various Third
World countries; then, they really should never have been there in
the first place, and the stockpile had been used as simply a conven-
ient dumping ground.

Under those circumstances, I felt that those sales should have
taken place, but I have been distressed at the sales that have taken
place. The moneys have been put into the general fund to make
the deficits look smaller.

To me, this has been a very shortsighted policy, and has benefit-
ed those who wish to make hay from the political improvement of
a reduced deficit. But it has unfortunately not corrected the areas
of deficiencies in the stockpile.

This has had to me the analogy of selling off the last of your
grandmother’s heirloom jewelry just to make another downpay-
ment on the sports car. I think we have been doing this really in
administration after administration. It has been a bipartisan prob-
lem.

The stockpile has really no constituency. Very few people have
really studied it indepth. I think only in recent months or in the
last couple of years has there been a growing appreciation for the
great deficiencies that we do have. I think General Slay’s presenta-
tion to this full committee has called it to our attention.

A recent article in the Reader’s Digest has also called attention
to the fact that we do have a serious problem in the matter of
strategic materials and their sources.

Statements by Brezhnev made in 1973, that the objective is to
deny from the West the two great treasure houses—one the Per-
sian Gulf, and the other in Southern Africa. I think these state-
ments are starting to come home to haunt the leadership of the
West.

We all know what has happened in the case of the Persian Gulf.
We can certainly see adverse changes taking place in Southern
Africa, and certainly in Angola, and Southwest Africa (Namibia),
as well as in Rhodesia (Zimbabwe).

Decreasing the national deficit has had a very strong vested
interest in administration after administration. Naturally, the poli-
ticians in office would like to have the deficits look not so great.

There has been a very strong constituency, of course, to sell
silver. The silver users, perhaps understandably, would like to be
able to buy the cheap silver that is now in the hands of the
Government to use for sophisticated electronics, photographic film,
medicines, jewelry, silverware, batteries and so forth.

Over the years our Government has sold about 2 billion ounces
of silver to the various silver users, not only of this country, but to
the world, at a rock bottom price of about $1.29 an ounce, which
has to represent one of the great windfall profits in history.

The American people in reality have had a loss of assets to the
tune of billions. But this really is of no importance if indeed from
the standpoint of this subcommittee—if silver is surplus, as cur-
rently reported by GSA and FEMA. I would like to note that other
segments of the Government do not agree with the GSA assess-
ment.

At this time we have 139.5 million ounces of silver in the strate-
gic stockpile. As a general rule of thumb, caution has been ex-
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pressed, an item has been viewed as a strategic item if we are
forced to import 50 percent or more.

With this in mind, we are now importing almost 50 percent of
the silver we use.

What has been our past experience with regard to this particular
element? In World War II we used 800 to 900 million ounces of
silver. A sizable portion was used for the Manhattan Project. Some
of it was used for the currency of our allies. But the industrial
products and sophisticated weaponry of today are in far greater
need of silver than in the 1940’s.

The more sophisticated the society, the greater the dependence
upon silver.

Also in the last conflict, when dealing with neutral or sometimes
hostile territories, as matters of negotiation we used precious
metals, gold and silver. I don’t think anyone is seriously going to
believe that in the case of a massive future conflict that the Third
World countries or perhaps slightly hostile countries will be accept-
ing U.S. paper dollars in return for hard commodities.

They certainly did not do that in the case of World War II, and
there 1s even less reason to believe that paper dollars would have a
great attraction in the future.

In the Vietnam era we used about 1% billion ounces of silver.
This supposedly was a rather minor conflict and supposedly did not
stretch us too far. If we had a major conflict, we would certainly
use more than in the Vietnam era.

Today we mine in the United States a small portion of our silver
needs. The shortfall between what we mine and what we need is
made up by scrap, by coin melt, by recycled silver from photo-
graphic and X-ray film, and from imports.

Now, in the case of imports, it is interesting to note that we
depend upon Peru, Mexico, Canada, and Australia. The U.S.S.R. is
also a heavy producer of silver, but it is not selling silver, it is
buying silver.

The Soviets may sell their gold from time to time, but they don’t
sell their silver.

Now, looking at Peru, it is the second country in the Western
Hemisphere to receive large amounts of Soviet military equipment,
Warsaw Pact equipment, with hundreds of T-54 and T-55 tanks,
with Czechoslovakian howitzers, with Soviet SAM missiles, and
with supersonic fighter attack aircraft.

In the case of Mexico, it may seem like a very friendly and stable
neighbor to the South. I can remember just a couple of years ago
when Nicaragua was felt to be the toughest nut to crack, so to
speak, or the strongest ally that we had in Central America.

Today, that unfortunate country is a Cuban-Soviet satellite, and
the fate of El Salvador hangs in the balance. Guatemala I think
will be next.

I think the present situation in Central America and Mexico
may be demonstrating a near-term threat in the future importa-
tion of silver. We have already seen irritation coming about over
the matter of oil.

Now, it may be very difficult for the typical American to believe
that there is a growing anti-American sentiment in present day
Canada. The principal reason for this anti-American sentiment
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stems from the belief that Americans have wrongly exploited Can-
ada’s cheap natural resources.

The Wall Street Journal of June 1—here is a lead article—an
article stating that “Trudeau Blocks the Merger of Strane-Canada,
Inc. into McCormack & Co.,” the spice corporation, because he did
not want an American takeover of a Canadian firm.

In Barrons, for June 1, 1981, an editorial commented once again
about the growing anti-American sentiment by the current admin-
istration in Canada, because of the feeling of exploitation of Can-
ada’s resources, and the takeover of Canadian firms by outside
interests, particularly American.

In short, we could be facing an OPEC-style silver cartel in a few
years. I don’t think it is going to be wise to depend upon the
Soviets to bail us out.

India, it might be noted, historically has had a large pool of
silver—silver reserve—which has primarily been in the form of art
objects, personal jewelry, religious objects, and so forth.

Now, India has moved to clamp down on the exportation of
silver. So what has been a traditional source in the past is not
readily available today.

You might feel in view of the case, since we have silver in this
country, we should just simply crank up the mine production and
that would solve the problem. It is a very simple answer, of course,
but unfortunately it doesn’t work.

The reason for this is that the majority of the newly mined silver
does not come from silver mines. Perhaps 20 or no more than 25
percent comes from new silver mines. The majority comes as a
byproduct of other metal mining—copper, lead, and zinc.

It would be uneconomical to crank up the large production of
copper, lead, or zinc mining simply to get the small byproduct of
the silver.

Silver is an unusual substance, therefore, in that regardless of
the price, the supply of new silver is more or less inelastic.

Now, you might say, well, in view of that what we will do is just
cut down on the usage of silver. Unfortunately, the industrial uses
of silver are on a steady increase. As I have already mentioned, the
more sophisticated the society, the more electronics involved, the
greater the need for silver.

Eastman Kodak has spent millions of dollars trying to find a
substitute for silver. So far the substitutes have been uneconomi-
cal. Small amounts of silver are required for X-ray film. Small
amounts are required for given types of photography.

You may feel that the film—you may be able to recover silver
from processed film. That has been a growing source of the silver
that has been recycled. But we should note that with the Polaroid
film or the Instamatic-type film, you do not recover the silver, it
ends up in the trash cans of Yellowstone National Park or what-
ever other places.

When you use the Instamatic-type film or the rapid development
film of Kodak or Polaroid, that silver is not recovered.

So, also silver is rather unique in that regardless of the price, the
demand for silver is inelastic. The demand stays right with you.
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In the area of high quality silver batteries, in spite of the recent
price increases of silver last winter, the demand for silver batteries
rose during that particular period.

Silver is an unusual element. When it is tarnished by silver
sulfide, as in the case of your family silverware, or when it is
oxidized into silver oxide, it continues to conduct electricity at a
high rate. This cannot be said in the case of copper, in copper
oxides.

So, if you are going to have a high reliability electronic-type
instrument, you are going to have to use silver in the connections
or in the electrical connections rather than copper.

Silver halides are a fundamental necessity in X-rays and photog-
raphy. Admittedly there are advances in medicine in the area of
CAT scan and others, that do not require silver to the same degree
as X-ray films.

We still have a very high and growing need in the use of X-rays
in industry and in medicine.

Now, the silver users, as I have said, have always been very
active in the sale of silver. I think their interest is understandable.
The mining interests have been somewhat mixed.

Basically, the mining groups would like to gain a free market
situation, in my discussions with them. They would like to see the
Government take a firm policy once and for all.

Almost every Congress, the cry comes up, let’s sell silver out of
the stockpile. Now, it might have been somewhat forgiveable if
whatever sales there had been had gone to buy some of the needed
items for the stockpile.

I certainly support the chairman very strongly in that belief, and
I certainly support the effort to close the door on that third year
moratorium where the money then can go into the general fund,
Mr. Chairman.

But the mining interests would like to see us gain a stable
situation where the Government is firmly going to keep what it
has in the stockpile or else go ahead and get rid of what it has in
the stockpile, go ahead and create a free market situation so they
can do long-range planning with regard to the development of
mines and the purchase of mining equipment. ,

It is pretty obvious to see that perhaps the white metal silver is
going to be the first strategic metal the world is going to run out of
at reasonably traditional prices. Tantalum may be the second
metal that the world is going to run out of at reasonably tradition-
al prices.

Now, speculators or investors have also been concerned about
silver. It is pretty easy to see from the supply-demand charts that
you have a steady demand, and you have a dwindling supply. This
has caused many Americans to realize that there is a good reason
for putting assets into something that will not be destroyed by
Government-caused inflation.

Now, in my experience one usually views themselves as an inves-
tor, and the other fellow as a speculator. It is very difficult some-
times to draw the line of who is the investor and who is the
speculator.

But I would like to point out that there are few families that do
not have someone in the family who has quietly put away the
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v ver dimes or silver gquarters. silver half dollars. or even kepta
few of the large cartwneel traditional American silver dollars ina
safe deposit box, 1n a suck or somewhere.

ThHe American people almost instinctively have understood the
unfoiding of Gresham's law of economics, that when the king doth
control the money supply. bad money driveth out the good.

What we are seeing is just the regulatory reenactment of Gresh-
am’s luw of economics. which had been demonstrated to the world
long tefore the period of King Henry VIIL It goes way back in
history to 400 B.C.. in the playv entitled “The Frogs.” in which it
was demonstrated the same thing had taken place in ancient
(reece, that bad money drove out the good.

S0, you are finding even in this country investors or speculators
from the large level, all the wav down to the housewife, to the
{zmily that would like to maintain its assets in something of wvalue.

Now, if one wished to be truly greedy at the expense of the
future, at the expense of national defense or future generations of
Americans, the smart thing to do would be to advocate the total
sale of 159.5 million ounces of silver—Ilet s get it out, get it sold, get
awiy, get Jt surplus, let’'s use the moneyv in whichever way you
wish, but Jet’s put it on the market, get rid of it.

You would perhaps depress the world price of silver for maybe a
bhalf @ year to a year and a half, and then it would be all gone.
Then from that point on I think it would be reasonable to expect
an explosion 1n the price of silver, and as silver went into orbit in
s price, there would be a tremendous profit made from specula-
tors or investors who would use the opportunity of the silver sale
to buy on a depressed market.

Now, the silver sale, in my opinion, is an acceptable position if
you are willing to accept one condition in advance—tell your con-
stituents this is your stand; that in the case of a national emergen-
cy we, the Congress, we, your elected officials, plan to enact legisla-
tion which would call for the confiscation of your family-held silver
Lo meet g national emergency.

If you are willing to accept that as a reasonable route to go, then
I think you can certainly go ahead and sell off the remaining small
armount in the strategic stockpile.

Now, we have done this in the past. In the 1930’s, due to the so-
called economic emergency, President Roosevelt asked for the turn-
ing 1n of the privately held gold. We were going to keep it just for
thie period of the emergency, some may remember. Many Ameri-
cans remember that. Other Americans certainly can read that.

While they miay not have been around at that time, they certain-
ly can read enough, where if we asked them to turn in their
steshng silver in the case of emergency, I am not really sure there
= going 1o he i by rush to do so because they are fully aware that
the Congress his had ample opportunity to correct that deficiency
back 1 a reasoniably tranguil period.

In my opinion, we actively need to purchase silver for the strate-
gic stockpile because the amount that we have now is not going to
be sulficient in case of a full national emergency. We would have
to place ourselves at an increasing dependency upon others

throughout the world.
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In the last Congress, I introduced a bill to purchase silver. It had
over 70 cosponsors. This year I have introduced a bill to purchase a
number of strategic metals, and among those metals, including
silver, for the strategic stockpile.

One final point, Mr. Chairman; that is, that it should be noted
that the Bureau of Mines a few years ago conducted a study
showing the status of minerals between now and the year 2000.
The one glaring aspect of that report showed approximately a 5 or
6 billion ounce shortfall in silver in the world between the supply
and the demand, in the year 2000.

Well, that shortfall is going to come from some source, but our
military needs in the case of a national emergency would be under
great stress if we eliminate from the strategic stockpile the small
amount of silver we do now have.

Indeed, I would urge that we move to correct that shortfall,
based along the lines of the realities demonstrated in World War
I1, and during the Vietnam War period.

The world is using silver at twice the rate it is being mined. That
is a glaring fact that simply cannot be swept under the rug. It
leaves a pretty big lump under the rug.

If members of the subcommittee, and indeed Members of the
Congress, feel that there is some degree of an oil shortage in the
world, then you are apt to lose sleep over the situation of the silver
shortage

That completes my oral statement, Mr. Chairman.

WRITTEN STATEMENT OF HON. LARRY P. McDoNALD, A REPRESENTATIVE FroM
GEORGIA

Mr. Chairman, first let me thank you for the scheduling of hearings on this
important subject area. A number of national experts are here to testify today and I
believe their depth of knowledge will aid this subcommittee in gaining a proper
prospective on this important subject.

At the outset, I would like to stress my strong support of a strategic materials
stock[Ilile as part of our overall defense program as we are charged by our Constitu-
tion. I say this as a witness today and also a member of this subcommittee in my
fifth year of service on this subcommittee.

In my opinion, the honest needs of our strategic materials reserves have been too
long neglected. While various items have been sold from this stockpile reserve the
money received from such sales have gone to the general fund and not to purchase
the sizeable strategic reserve deficiencies; furthermore the Congress has failed to
appropriate funds for the specific purpose of filling those strategic materials deficits.
This has been the pattern for twenty years—years of New Frontier, Great Society,
etc.; years of great growth of the federal government as an agency for the forced
redistribution of income but stagnation in the areas of national defense.

The other witnesses today also strongly support a strong and fully stocked nation-
al defense stockpile. That point is not the issue. The issue today is simply this: Is
there merit to the sale of silver from the stockpile?

In the past I have supported the sale of items from the stockpile which have been
clearly surplus to our defense needs. Following those sales (such as diamonds), I
have been distressed to note that the monies received have been put into the
general fund thus making the national deficits not so great. To me this has had all
of the folly of selling off the last of our grandmother’s heirloom jewelry in order to
make another down payment on your sports car.

In the case of this and past proposed sales of silver it is not a matter of simple
folly, but dangerous folly. First there is no guarantee that the money will be spent
to buy other needed items for our strategic reserve. Past administrations for twent
years have not done so and there is no assurance that the new administration wiﬁ
do s0 on a dollar for dollar basis. The sad truth is that the strategic reserve has no
constituency and is not a politically sexy topic.

In the case of silver, the cry to sell has had a constituency and I might add a very
active one. The silver users of this country naturally wish to buy cheap silver for
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use in the-manufacture of sophisticated electronics, photographic film, medicines,
jewelry, silverware, batteries, etc. Over the year our government has sold off about
two billion ounces of silver to the silver users of the world at rock bottom prices
(31.29 per oz.). With the price of silver at $10-$11 per oz. this sale represents one of
the greatest windfall profits in the history of the world. The American people have
had a loss of assets to the tune of billions of dollars.

The above notation is of no importance to this subcommittee, Mr. Chairman, if
indeed silver is a surplus item as currently charged by GSA. Other segments of
government do not agree with the GSA assessment.

At this time we have 139% million ounces of silver in the strategic materials
stockpile. As a general rule of thumb, a special caution is noted when we import 50
percent or more of a given item. With this in mind it is interesting to note that we
now import 50 percent of our silver.

What is the experience in the past with reference to conflicts and the need for
silver? In World War II we used 800-900 million ounces of silver. A sizeable portion
was used in the Manhattan Project and some was used in the currency of allies, etc.
The industrial products and m})histiwmd weaponry requirements of silver today are
much greater than in the World War II era. Too, there is no guarantee that we will
not have another Manhattan type project. Silver and gold were used in the last
global conflict for special currency needs. Is anyone willing to rely on the Third
World acceptance of SDR'’s or even U.S. paper money in an emergency?

In the Vietnam era we used about 1% billion ounces of silver. This was m;gpoeed—
ly a minor conflict that did not stretch us too much. If we had a major conflict, we
certainly would have a greater need than that used during the Vietnam era.

Today we mine in the United States a small portion of our silver needs. The
shortfall is made up by reclaimed silver from scrap, coins, recycled silver from
photographic film and x-rays, and from imports.

In the area of imports we depend upon Peru, Mexico, Canada, and Australia. The
USSR is also a heavy silver producer but it is not selling silver. The Soviets may sell
gold from time to time but not silver.

Peru is the second country after Cuba in the Western Hemisphere to be receiving
large amounts of Soviet and Warsaw Pact military equipment. Today Peru is loaded
with T-54 and T-55 tanks, Soviet SAM missiles, Czech howitzers, Soviet supersonic
fighter attack aircraft, etc.

Mexico may seem stable. Just A few years ago Nicaragua was viewed as our
strongest ally in Central America. Today that unfortunate country is a Soviet/Cuba
satellite and the fate of El Salvador hangs in the balance. Guatemala could be next.
Unfortunately the present situation in Central America and Mexico may well be
demonstrating a threat to the importation of silver. Unbelieveably there is a grow-
ing anti-American sentiment in present day Canada. The principle reason for this
development is the belief that the U.S. has wrongly exploited Canada’s cheap
natural resources.

In short, we could be facing an OPEC style silver cartel in a few years and it is
not wise to depend upon the Soviets to bail us out.

As a footnote, it should be mentioned that India has sizeable quantities of silver,
but it is mostly in Indian jewelry and art objects. The government of India has
moved to clamp down on silver exports so India will not be in a position to bail us
out.

You might suggest that the solution is simple: “Just crank up the silver mine
production in the United States.”

That is simple all right but unfortunately impossible. About 75-80 percent of our
new silver comes as a by-product of coppr, lead, and zinc mines. The traditional
silver mines are petering out. We cannot mine large quantities of copper, zinc, etc.
just to get silver—that would be uneconomical. Regardless of the price, the supply of
new silver is more or less inelastic.

You may suggest that we simply cut the usage of silver. Unfortunately the
industrial uses of silver are on a steady increase; the more sophisticated the society,
the greater the need for silver. Eastman Kodak has spent millions trying to find a
practical substitute for silver in photography and to no avail. Regardless of the
price, the small quantities of silver required for individual items of high quality
electronics are without reasonable substitutes. Regardless of price, the demand for
silver is inelastic (or even worse, it is on a steady rise).

Silver is an unusual element. Due to electricity conduction properties even when
in the oxide or sulfide form, silver is a necessity in electronics. Due to the mass
chain reaction when exposed to light silver halides are necessary for X-rays and
photography.

The Silver Users Association has always been supportive of the sale of silver and
have worked actively for this point; to a degree, that action is understandable.
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The mining interests have been somewhat mixed. Mining groups would like a free
narket situation for silver so that longranﬁe planning for the purchase of equi
mnent, etc. might be possible. As long as there is the constant talk and periodic
2fforts of stockpile sales, long range silver mining is frustrated.

Investment interests and speculators have an increasing fascination for silver. A
metals investor has to be willfully blind not to see the price potential in silver; the
white metal is the first strategic metal the world is going to run out of at tradition-

al prices, etc. Tantalum may be the second.

peculators have gained a dirty name, but to some degree that word is a matter of
rspective. Individuals tend to think of themselves as “investors” and the other
ellows as ‘“‘speculators.” As the world silver supply becomes increasingly less, it is
only natural that more and more people of all types will look to silver as a hedge
against government caused inflation and as the final store of value for an emergen-
cy. This aspect is on the dramatic increase, and no political maneuvering will
change it.

If anyone in this body wished to be greedy at the expense of the future then that
member should rush the sale of silver and follow the GSA evaluation of silver being
a 100 percent surplus item. Completely selling off or even planning to would depress
the world price for perhaps 1 to 1% years. After that the price would explode and
any national emergency would put the price into orbit. One thinking only of himself
or herself might well push for the sale of silver and then heavily invest on the
depressed market. The fundamentals of this strategic metal would make it a
““cannot lose” investment. The country, of course, would be the loser.

Under one condition only does this proposed silver sale make sense. If we, the
members of the Congress, are willing to state now that in case of a national
emergency, the federal government will step in to confiscate the sterling silver
flatware of its citzens, then this bill is all right. In the mid 1930's President
Roosevelt asked for the privately held gold just for the period of the emergency (this
sentence reads: President Roosevelt used un-constitutional powers to seize the gold
of Americans—gold belonging to the citizens and not the government). Many Ameri-
cans have memories or can read to a sufficient degree that they will not make that
mistake twice. This is especially true since there has been ample opportunity for the
Congress to appropriate the funds to complete the stockpile needs.

Completing the stockpile needs also means buying large quantities of silver—not a
silver sale. Towards this end in the last Congress, I sponsored a bill to purchase a
modest amount of our minimal stockpile silver need. That bill had over seventy co-
sponsors. This year I have a bill to purchase a number of strategic metals for our
defense reserves including silver.

As a final point, it should be noted that the Bureau of Mines has presented a
study showing the status of minerals to the year 2000. This deals with the realities
of supply and demand. Based on this government study, there is a five (5) billion
ounce shortfall between the demand and the available silver resources. The world is
using silver at twice the rate it is mined and these glaring facts cannot be swept
under the rug.

Mr. Chairman and fellow members of this subcommittee, if you are concerned
about an oil shortage problem in the world, you will not be able to sleep because of
the coming shortage of silver. I urge the strong rejection of the administration

proposal to sell silver. It is interesting to note that the push on this bill began
before the inauguration of President Reagan and in my opinion, is typical of many
misguided approaches to government and national defense needs. The American
people gave a resounding rejection of those views in November, 1980, and I urge my

fellow subcommittee members to do the same on this foolish and dangerous piece of
legislation.

Mr. BENNETT. Any members have any questions to ask? If not,
you can join us up here Mr. McDonald.

The next witness will be Mr. Silvio O. Conte. He has a statement

to bedput into the record. Without objection it will be put in the
record.

WriTTEN STATEMENT OoF HoN. SiLvio O. CoNTE, A REPRESENTATIVE From
MASSACHUSETTS

Mr. Chairman, I appreciate the opportunity you and your subcommittee have
made available to me to express my views on authorizing the disposal of silver
currently held in surplus in the strategic and critical materials stockpile. As you are
aware Mr. Chairman, I first introduced legislation to effect disposal of surplus silver
in 1973. Since that time, I have sought to achieve this end, and I have again this
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Congress introduced a bill, HR 2784, to dispose of the 139.5 million troy ounces
which have been declared surplus to our security needs.

In July of 1976, a National Security Council-directed study on the needs of the
strategic and critical materials stockpile, and the policy options available in dealing
with the stockpile question, prompted the then Federal Preparedness Agency to set
the Nation's silver stockpile goal at zero.

In 1979, at the request of the Senate Armed Services Committee, the General
Accounting Office issued a report titled ‘“National Defense Requirements for a
Silver Stockpile”. The conclusion of that report, following a review of the method-
ology used by the then Federal Preparedness Agency in establishing national stock-
pile goals, was that a zero stockpile goal for silver was appropriate.

Today, according to the Federal Emergency Management Agency, the 139.5 mil-
lion troy ounces of silver presently in the stockpile is still considered surplus to
national security requirements because the annual production of silver in the
United States, coupled with imports from Canada and Mexico, is ample for defense
needs. In addition, officials responsible for maintaining the stockpile feel that in
national emergencies, there are other silver sources available which could be drawn
on such as Defense and Treasury Department stocks, industrial holdings, and the
%‘upglies held in warehouses of the Commodity Exchange and the Chicago Board of

rade.

Mr. Chairman, one of the best supporting arguments to the guestion of whether
or not to sell the surplus silver in the strategic stockpile is that certain critical
materials in the stockpile, such as cobalt and titanium, are below the levels where
they can be said to be adequate for protection against shortages in times of national
emergency. To this extent, it would certainly be in the best interest of our nation to
begin procuring those critical materials we know to be in short supply.

It seems to me that one of the ways in which we can generate the resources
necessary to procure those badly needed critical materials is through the sale of
other materials considered surplus to the stockpile needs. Let me emphasize Mr.
Chairman, that I have never quarrelled over the amount of silver necessary for
defense purposes. What I have tried to do however, and seek to do now, is encour-
aged the disposal of those materials considered surplus to the stockpile in accord-
ance with Section 6 of the Strategic and Critical Materials Stockpiling Act. That
section of the Act directs the President to provide for the timely disposal of materi-
als which are excess to stockpile requirements in a manner which avoids undue
disruption of the usual markets for such materials.

Even with such timely disposals Mr. Chairman, there is a substantial body of
opinion which supports the theory that there are not enough materials declared
surplus to the stockpile which could be sold to generate funds to buy all of the
materials we do need to meet our stockpile goals. To this extent, I think we will
ultimately have to address the question of making appropriations from the general
fund to make up for the difference between materials in surplus available for sale,
and the level of funding necessary to meet stockpile goals.

In summary, Mr. Chairman, let me say that the Defense Industrial Base Panel of
the House Armed Services Committee, in a report issued in December of 1980,
concluded that the general condition of our defense industrial base has deteriorated.
One of the reasons for this deterioration is a shortage of certain strategic and
critical materials. In view of these findings, and based on the opinions of various
experts, I think it is in the best interests of our country for us here in the Congress
to move toward favorable consideration of a bill to grant release authority for the
entire amount of surplus silver in the strategic and critical materials stockpile so
that we can obtain those resources necessary to procure the strategic materials we
do need, and begin to reverse this trend of shortages that threatens our national
security.

Again, I thank you for the opportunity to present my views on this subject Mr.
Chairman.

Mr. BENNETT. The next witness who is actually physically pres-
ent is Mr. Dan Marriott, our ranking minority member of the
Subcommittee on Mines and Mining, a very distinguished Member
of Congress.

You may proceed in your own way.

STATEMENT OF HON. DAN MARRIOTT, A REPRESENTATIVE
FROM UTAH

Mr. MarrioTT. Thank you, Mr. Chairman.
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I appreciate being before this committee. I have condensed a 100-
page statement into 4 simple pages, if that would meet with the
chairman’s approval.

Mr. BENNETT. That is fine.

Mr. MagrriotT. I would like to thank the chairman for having
this hearing and inviting me to testify today on this important
national defense preparedness issue of strategic and critical miner-
als and materials stockpiling.

I doubt that there is a person in the room who, having followed
the strategic and critical materials, the mineral policy or the de-
fense industrial base debates of recent years, would challenge the
need for a strong national defense stockpile.

It is not a question of whether we can afford the cost of meeting
our stockpile goals. It is rather a question of whether in the time of
a national emergency we can afford to be dependent on South
Africa and the Soviet Union for 73 percent of our platinum im-
ports; of whether we can afford to be dependent on South Africa,
Yugoslavia, and Zimbabwe for 82 percent of our ferrochromium
imports; or whether we can afford to be dependent on Zaire and
Zambia for 71 percent of our cobalt import dependency.

The political volatility and unstability of the Southern Africa
region leaves the United States particularly vulnerable to short-
term supply disruptions of a number of critical defense materials.

The Southern Africa region contains 95 percent of the world’s
chrome, 86 percent of the world’s platinum, 64 percent of the
world’s vanadium, 53 percent of the world’s manganese, 52 percent
of the world’s cobalt, and 61 percent of the world’s tantalum.

Many of these metals are essential alloys used in steel and
specialty metals requiring resistance to high temperature, corro-
sion and erosion.

For example, the Pratt & Whitney F100 turbofan engine for the
F-15 and F-16 planes requires 5,366 pounds of titanium, 5,204
pounds of nickel, 1,666 pounds of chromium, 910 pounds of cobalt,
720 pounds of aluminum, 171 pounds of columbium, and 3 pounds
of tantalum.

An adequate national defense stockpile is the most effective way
to respond to a short-term disruption of these materials during a
national emergency.

Unfortunately, I feel Congress has sometimes paid lipservice to
the national stockpile program. At present, over half the line items
in the stockpile are below goal levels by an average of 60 percent.
Cobalt, for example, is about 45 percent of the goal.

As General Alton D. Slay, Commander of the Air Force Systems
Command, highlighted in his testimony before the Industrial Pre-
paredness Panel of the Armed Services Committee last November
13, 37 of the 62 materials and family groups within the stockpile do
not meet goals, and four meet goals only by crediting.

This former list includes such key materials as aluminum, chro-
mite, cobalt, copper, manganese, and platinum. In addition, Gener-
al Slay noted, the quality and technical obsolescence of some stock-

piled materials limits their use in many of today’s sophisticated
applications.
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There have been no major stockpile purchases since 1960. To the
contrary, we have sold off many of the strategic minerals we are
now trying to reacquire at greatly increased costs.

Fortunately, the Strategic and Critical Materials Stockpiling Re-
vision Act of 1979, Public Law 96-41, has reaffirmed the intent of
the 1939 and 1946 Stockpiling Acts that “the purpose of the stock-
pile is to serve the national defense only and is not to be used for
economic or budgetary purposes.”

We must take the need for a full inventoried stockpile seriously
and we must work together in working out a practical, phased
acquisition program that will provide the funds needed to meet full
goal levels as soon as reasonably possible.

A $100 million per year GSA budget line item for stockpile
acquisition is just not a sensible approach to funding a $7-$12
billion program.

It seems to me that we ought to allocate at least $1 billion a year
for stockpiles with a goal of having a minimum of a 3-year supply
in most strategic minerals.

The purpose of today’s hearing specifically in regard to H.R.
2603, H.R. 2784, and H.R. 2192 is to discuss whether excess stock-
pile materials should be sold off, what funding should be appropri-
ated for new acquisitions, and whether we should buy certain
materials this fiscal year.

With the current stockpile goal for silver set at zero, I personally
cannot support the sale of the full complement of excess inventory
at this time. While 1 feel a significant amount of silver could be
made available for sale to offset new acquisition costs, its key use
in certain electronic and photographic defense applications war-
rant its retention as a stockpile item.

The relative stability of our main import sources, Canada and
Mexico, however should dictate the need for a much lower goal
than the current 139.5 million troy ounce inventory level.

To address the question of stockpile goals and availability of
excess materials, I feel the 5-year net import stockpile formula and
strategic material classification system previously proposed by Sen-
ator McClure in 1977 as an amendment to the Strategic and Criti-
cal Materials Stockpiling Revision Act should be examined further
at this time.

The amendment would provide a consistent approach to deter-
mining stockpile goals while still providing FEMA the flexibility to
;fary from the formula in special cases, such as titanium or tanta-

um.

Preliminary estimates suggest that this formula approach would
still leave on the order of $3.5 billion to $4 billion in excess materi-
als available for disposal.

With regard to the level and method of funding new stockpile
acquisitions, I would like to propose that we examine available off-
budget alternatives, such as currently being considered for the
strategic petroleum reserve.

Specifically, we should consider establishing a separate stockpile
revolving fund within the Treasury, funded by a phased line of
credit from the Federal Financing Bank.
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Congress could authorize the bank to issue up to a fixed amount,
say $8 billion, to be released to GSA in 8 to 10 annual payments for
the sole purpose of purchasing stockpile materials.

The authorization would be subject to congressional review every
4 years. The revolving fund would also receive all revenues from
the stockpile sales that then would be immediately available to the
stockpile manager for new purchases without further authoriza-
tion.

This approach would give GSA more flexibility in taking advan-
tage of commodity market conditions without being dependent on
the annual budget appropriations process for funding.

While there are other off-budget alternatives, such as permitting
GSA to issue stockpile bonds or to establish a quasi-government
metals and materials stockpile corporation, they all depend on the
stockpile operating as an economic stockpile, which we must avoid.

Direct Federal Financing Bank funding, backed by the collateral
assets of the stockpile inventory, appears to be a viable alternative,
and I offer it for your consideration.

Mr. Chairman, I would just conclude by saying that I think we
do face some serious problems with strategic minerals around the
world. I think the Soviet Union’s intentions are clear. I think some
cartels could well be a fact, a reality, in the 1980’s.

I would hope that this country would take stockpiling of strategic
minerals very seriously and make it a national priority to allocate
at least $1 billion a year for stockpiling over at least a 3-year
period to achieve some degree of independence over foreign
sources.

I thank the chairman for offering me this time.

Mr. BeEnNNETT. Thank you, particularly for your very specific
suggestions. Some of them I don’t completely understand, but that
is not your fault. They are technical and I need to study them to
understand them myself.

I have asked the staff to study, particularly the third and fourth
pages of your statement. When we start marking up this legisla-
tion, I think all the suggestions you have made offer some hope
and certainly ought to be very thoroughly considered, and maybe
they would be the answer to what we are trying to find.

I don’t have a real answer at this moment. Perhaps the things
you said will be an answer.

Are there any questions?

Mr. McDonald.

Mr. McDonaALDp. Thank you, Mr. Chairman.

I would like to thank my very distinguished colleague from Utah
for his very excellent testimony. I appreciate his interest in this
very important area. It is an area of growing awakening. I appreci-
ate his testifying today.

I did have a couple of questions regarding a few points.

You mentioned Senator McClure. I know in the last Congress
Senator McClure was opposed to the sale of silver from the stock-
pile and voiced that opposition in the Senate and initially was
assured by the Senator from Colorado that there would not be any
silver sales, but ultimately that did wind its way into the bill and
that was ultimately removed by action on the House floor.
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But Senator McClure also made a very interesting point wi:n
. regard to cobalt in that we have created an artificial dependence
upon cobalt because areas of cobalt in this country have been
locked up in wilderness areas.

So we have been unable to get at our own natural cobalt because
of a wilderness policy and a Government lands policy that has
denied to ourselves and in some cases has created a dependence
upon foreign sources where indeed that dependence is not a geo-
graphic or geological reality.

I wonder if the gentleman from Utah has any comment on that
point, that we have locked up some of our own resources.

Mr. Magrriort. 1 would say there is no question about that. I
think we have in fact locked up our natural resources. The ques-
tion is, though, how soon we can get developing those resources,
what the cost would be, and how much of our need that would
provide.

It still does not relieve us from imports of cobalt. I think we
could provide more stockpiling material by having a more flexible
use of public lands.

Mr. McDonaLD. Is the gentleman from Utah aware of whether
or not there was a sale of cobalt from the stockpile not too long
ago, when it was judged as surplus?

Mr. Magriort. I don’t know that.

Mr. McDonaLD. Perhaps we will go into this later on in the
testimony. My understanding is that at one time we judged that
cobalt was surplus and sold over one-half of it at about $2 a pound
and r(niow we have the privilege of buying it back at $15 to $20 per
pound.

I appreciate, I believe in the last Congress, that the gentleman
wad a cosponsor on the bill to purchase silver for the stockpile. I
am a little bit concerned at the thought of maybe moving into the
off-budget areas.

I have been somewhat alarmed in the past that we have kidded
ourselves as to what the real deficit is and what the real budget is,
simply through the convenience of off-budget sleight-of-hand-type
cconomic wizardry.

But we do have a source of funds that comes from the sale of off-
shore Government-held oil leases. Up until now that money has
heen going to purchase new land for Federal parks, Government
parks, and now we are moving into urban parks. We are also
buying some of the most expensive land around.

The Chattahoochee National Park is an example of moving into
purchasing land in the urban areas which goes far beyond any-
thing of the National Park Service concept.

But since the Federal Government now owns more land than
there is east of the Mississippi, and that land grows every year
rather than shrinks, 1 was just wondering if the gentleman from
Utah would feel that there would be merit in perhaps using the
money that we are getting from some of the offsﬁore leases for the
purposes of buying material for the stockpile.

In some cases—as an example, cobalt, which I think we locked
up one of our only sources otP cobalt in a wilderness area in the
State of Idaho—I am just wondering if there would be merit possi-
bly ©  nsing some of the moneys gained from the offshore oil lease
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€s and so forth in the purchase of items for the stockpile because

part the Government lands policy is creating some of the de-
ndence on foreign sources.

Would the gentleman have any comment or agreement on that
nnt?

Mr. Marriort. I would certainly think there are ways that we
»uld find %1 billion a year on-budget to fund the stockpile. I
aven’'t analyzed or studied the offshore situation, but I think it is

practical approach.

My concern is that we ought to make %1 billion a year stockpil-
ag fund a national priority. Whether we do it off-budget or on-
nudget makes no difference to me, as long as we appropriate the
unds.

Mr. McDonNALD. I certainly agree with that.

Mr. Magriorr. | think there are other areas where we can save
money and find the revenue, assuming that Congress and this
committee want to make stockpiling a priority. One thing I might
mention is Senator McClure and myself are working jointly to
develop a new stockpile bill where we set realistic goals, look at
each line item independently, and then try to determine the best
wa‘{’to finance the stockpile.

e hope the bill can be forthcoming later this year.

Mr. McDonNALD. Well, I certainly appreciate the gentleman’s tes-
timony. I appreciate his concern. I certainly share it and thank
him for testifying this morning.

Mr. BENNETT. Are there any other questions?

Thank you.

We will turn to the next witness, who is Bob Wilson, a former
Member of Congress. I don’t see Mr. Wilson in the audience. His
statement will be submitted for the record.

WRriTTEN STATEMENT OF Hon. BoB WiLsoN, FORMER REPRESENTATIVE FrROM
CALIFORNIA

Mr. Chairman and Members of the Committee, I appreciate your giving me the
opportunity to comment on the legislation before you. As you know, I was privileged
to serve with you on this Subcommittee for almost twenty years, and realize the
problems and responsibilities you have in trying to make the right decisions with
regard to our Nation's stockpile of critical materials.

ou may also know that former Representative Richard Ichord, a distinguished
subcommittee chairman on the Armed Services Committee, and Edward F. Terrar,
Jr., have joined with me in forming the Washington Industrial Team, also known as
WITCO. We are working on problems affecting defense industries. and believe me,
the spectre of shortage of strategic and critical materials disturbs us all.

The stockpile grew out of necessity during World War II. Blockades and invasions
caught us without sufficient rubber, tin, copper, aluminum, fuel, and many other
materials needed in huge quantities to build our defense systems. Rationing, conser-
vation and patriotic appeals for scrap collecting became the order of the day.
Substitutes for natural rubber, gasoline, and many metals were hurriedly developed.

After the war much thought was directed toward correcting these problems, and
our national stockpile came into being.

Fortunately, we are not at war today, but the threats of war are escalating. It is
imperative that our stockpile be carefully studied and put in order for all possible
contingencies.

In the more recent past we have worried about whether we were going to have
one and a half wars, two wars, six weeks or six month wars and have tried to
determine our wartime needs in all sorts of unpredictable scenarios and contingen-
cies.

It seems obvious that we should .. sufficient stocks of those materials that
without which our nation woul” ~rable in the first year of any ble
contingency short of an all-out e, o
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sales and so forth in the purchase of items for the stockpile because
in part the Government lands policy is creating some of the de-
pendence on foreign sources.

_Wg;lld the gentleman have any comment or agreement on that
. point?

Mr. MarriorT. I would certainly think there are ways that we

icould find $1 billion a year on-budget to fund the stockpile. I
aven't analyzed or studied the offshore situation, but I think it is
ractical approach.
Iy concern is that we ought to make $1 billion a year stockpil-
fund a national priority. Whether we do it off-budget or on-
get makes no difference to me, as long as we appropriate the

. McDoNALD. I certainly agree with that.

. MAgrIOTT. | think there are other areas where we can save
y and find the revenue, assuming that Congress and this
ittee want to make stockpiling a priority. One thing I might
on is Senator McClure and myself are working jointly to
)p a new stockpile bill where we set realistic goals, look at
ine item independently, and then try to determine the best
0 finance the stockpile.

hope the bill can be forthcoming later this year.

cDonaLp. Well, I certainly appreciate the gentleman's tes-
y. I appreciate his concern. I certainly share it and thank
r testifying this morning.

BENNETT. Are there any other questions?

nk you.

will turn to the next witness, who is Bob Wilson, a former
er of Congress. I don’t see Mr. Wilson in the audience. His
ent will be submitted for the record.

EN STATEMENT OF Hon. Bos WiLsoN, FORMER REPRESENTATIVE FrROM
CALIFORNIA
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e working on problems affecting defense industries, and believe me,
shortage of strategic and critical materials disturbs us all.
e grew out of necessity during World War II. Blockades and invasions
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tic appeals for scrap collecting became the order of the day.
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We must be especially prudent in analyzing our wartime surge requirements for
strategic metals from politically unstable areas like Africa, Central America, the
Middle East and the Pacific Area. We must have true emergency stockpiles of
metals or ores such as cobalt, titanium, nickel, tantalum, columbium, and dozens of
other txotic but vital necessities for modern military use.

I find it shocking that we have not appropriated funds to acquire stocks of
strategic and critical materials whose prices are already escalating off the charts.

I am disturbed that we are often swayed by the marketplace and have dug into
our stockpiles to alleviate commercial shortages, when those very shortages should
be serving as a warning of trouble ahead.

I realize that stockpiles ebb and flow like the tides, but I believe there ought to be
mean low tide lines and mean high tide lines for all critical and strategic materials.
I enthusiastically support the Chairman and others who advocate a revolving fund
for the stockpile, so that sales of surplus materials can be used to supplement
shortages of other materials. I also advocate ample additional appropriations to
round out our stockpiles of critical materials, before the need is overpowering.

You in Congress must also examine legislation before other committees, such as
renewal of the Defense Production Act, Title III of which contains the legal machin-
ery to allow us to produce more domestic critical materials such as cobalt, titanium,

and aluminum,
Encouragement through tax incentives or other means should be offered for

private or corporate stockpiles of critical and strategic materials. Commodity trad-
ing in such items should be simplified and encouraged.

In some instances such as titanium, our tariff structure should be examined to see
that import duties do not affect the increasing costs of this metal so important to
aircraft and other defense industries. These are problems within the jurisdiction of
other committees, but at times like these, jurisdiction is not as important as total
involvement by all of us in working towards a more secure future.

In closing let me emphasize the urgency of your problem. The safest way to keep
peace has always been to be ready for any contingency. Thank you again for your
courtesy in allowing this testimony.

Mr. BENNETT. In order to make these hearings as brief as possi-
ble and still meaningful, the following people can submit state-
ments and then there will be a panel.

These people will come forward—Mr. Markon, Commissioner of
Federal Property Resources Services, GSA; Mr. Paul Krueger, As-
sistant Associate Director for Resources Preparedness Office, Fed-
eral Emergency Management Agency; Mr. Richard Donnelly,
Deputy Director, Production Resources, Office of the Deputy Under
Secretary for Acquisition Policy, Department of Defense; Mr. W.
Perry Pendley, Deputy Assistant Secretary for Energy and Miner-
als, Department of Interior; and Ms. Ann Hollick, Acting Deputy
Assistant Secretary, Bureau of Economics and Business Depart-
ment of State.

Mr. BENNETT. All the statements from all of these witnesses will
be submitted for the record. The procedure will be that each of you
will make your brief statement, and then we will put the questions
to those of the panel that the committee wishes to interrogate.

STATEMENT OF ROY MARKON, COMMISSIONER OF FEDERAL
PROPERTY RESOURCES SERVICES, GENERAL SERVICES AD-
MINISTRATION

Mr. MArkoN. Thank you, Mr. Chairman.

It is a pleasure to be back before this subcommittee again to
testify for the administration in support of H.R. 2912, which au-
thorizes appropriations for stockpile purposes and also authorizes
disposal of materials that have been determined to be excess to
stockpile needs.

My statement has been submitted for the record.
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The other bills that we are commenting on today we oppose in
the sense that they are either inconsistent or not as complete in
their purpose.

The bill introduced by Congressman Conte would authorize the
sale of the silver but does not provide the additional requirement
for authorizations for appropriation or for disposal of other com-
modities.

Mr. McDonald’s bill, although it provides for appropriations for
commodities that are in deficit in the stockpile, also provides for
appropriations for silver which is excess to the stockpile needs.

We have earlier this year announced through the Federal Emer-
gency Management Agency a priority acquisition for 18 commod-
ities. These commodities are listed in my statement.

Based on the appropriations that we are requesting and we hope
to receive, I have included in my statement a hypothetical buy
situation. Attached to the statement and as an addendum we have
a little chart that shows what we would do if we had the authoriza-
tion; that is, in lieu of silver, which is unnecessary for stockpile
purposes, we would be able to buy those commodities in those
amounts that are listed.

For example, we have heard testimony this morning that we are
vulnerable and dependent upon bauxite, cobalt, platinum, tanta-
lum, titanium, chromium, and manganese. In the stockpile we have
chromium at 82 percent of the required goals, titanium only 17
percent, bauxite 50 percent, and cobalt 54 percent.

With the appropriations we can increase the percentage needed
for emergency purposes by the figures indicated on the chart that
is over there on my left and is attached to my statement.

We feel that we need these commodities a lot more than we need
silver. There are no silver bullets or silver missiles in our arsenals,
but there are airplanes—as the Congressman from Utah testified—
that require large amounts of these commodities.

Without these commodities——

Mr. McDoNaLD. Mr. Chairman, I am sorry.

l?ogld you repeat that sentence, Mr. Markon? There are no silver
what?

Mr. MagrkoN. No silver bullets or silver missiles. We don’t have
requirements for silver.

Mr. McDonNaLp. We don’t have silver missiles?

Mr. MARKON. In our arsenals.

Mr. McDoNaLD. Do we have any cobalt missiles?

Mr. MArRkON. We have cobalt in the missile.

Mr. McDoNALD. Do we have silver in the missiles?

Mr. MarkoN. The silver that’ we have is available for wartime
purposes and is adequate to meet the requirements——

Mr. McDonNALD. That is not your sentence, Mr. Markon. You said
we do not have any silver missiles in the arsenal. I was going to
ask you if you had any cobalt or titanium missiles in the arsenal. I
didn’t recognize we were making any missiles out of solid sub-
stances.

Mr. MARkON. Let me rephrase that. Whatever silver we have in
our missiles or require in our missiles is available from assured
sources in a wartime scenario. Whatever cobalt we need in a war-
time scenario is not available to us.
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We are vulnerable and dependent on foreign sources of supply.
That is why we need the cobalt rather than the silver.

WRITTEN STATEMENT OF Roy MARKON

Mr. Chairman and members of the subcommittee, ] am Roy Markon, Commission-
er of the Federal Property Resources Service. On behalf of Mr. Gerald Carmen,
Administrator of the General Services Administration, [ want to thank you for this
opportunity to appear before you to tesify on H.R. 2912 and other bills related to
stockpiling of strategic and critical materials.

H.R. 2912 will authorize the disposal of seven commodities such as iodine, mica,
mercury and silver, excess to National Defense Stockpile needs. Proceeds from
projected sales of these commodities wer estimated at approximately $2.1 billion.
funds generated by the sales will be deposited into the National Defense Stockpile
Transaction Fund as required under Section 9 of the Strategic and Critical Material
Stock Piling Act (Pub. Law 96-41) and, if appropriated, to acquire strategic and
critical materials for which there is a deficit. H.R. 2784 would authorize the disposal
of silver and H.R. 2603 would authorize additional appropriations in the amount of
$238 million to acquire silver, platinum and nickel for the stockpile.

The Administration strongly supports enactment of H.R. 2912, and opposes enact-
ment of H.R. 2603 and H.R. 2784. The disposals provided for in H.R. 2912 are
essential in order to generate funds for future acquisitions. Without this legislation,
we may not have adequate funds to purchase the budgeted acquisitions for fiscal
year 1982,

In the aftermath of the oil embargo and the political disruptions in some develop-
ing countries, the vulnerability of this nation’s industrial and defense capabilities to
supply cutoffs in strategic and critical materials has become a matter of broad
concern. General Alton D. Slay, the now retired former head of the Air Force
Systems Command, expressed these concerns when he testified in November 1980,
before the House Armed Services Industrial Preparedness Panel. He said, “It is
abundantly clear to me that shortages of critical materials and our dependence on
foreign sources for many of them are two of our most critical defense industrial base
problems. Without an adequate and dependable resource base, solutions to these
problems will be of little help in solving the total industrial base problem.”

Congressional intent addressing these concerns is evident in the enactment of the
Strategic and Critical Materials Stock Piling Act of 1979, Public Law 96-41. This
revised policy act provides in Sections 3(bX1) and 3(bX2) for a National Defense
Stockpile that would meet U.S. strategic and critical materials needs for at least
three years in the event of a war or national emergency. A key provision in the
1979 Act is found in Section 9 which established in July 1979, the National Defense
Stockpile Transaction Fund. As previously mentioned, receipts from authorized
sales of excess commodities must be deposited in the fund and with congressional
authorization and appropriation, such monies may be used to acquire those strategic
and critical materials for the stockpile which are below the approved goals. With
this mechanism, Congress has provided the means of restructuring the stockpile to
meet approved needs with funds that are generated by the program itself.

As the government’s stockpile manager, conducting both its commodity brokerage
and warehousing functions, I am here today to request your approval of H.R. 2912,
which would continue the National Defense Stockpile restructuring efforts that are
needed to meet future defense and industrial preparedness needs.

H.R. 2912, if enacted, would permit the disposal of specified quantities of seven
items that are excess to stockpile program needs. After reviewing stockpile goals
closely with DOD, GSA, and other concerned agencies, the Federal Emergency
Management Agency (FEMA) has determined that these items are no longer essen-
tial for industrial readiness purposes. H.R. 2784 relates only to the disposition of
excess silver, and does not go far enough towards meeting the goals of the Adminis-
tration.

With stockpile program total goals calling for nearly $20.4 billion worth of materi-
als, present goal (inventory) deficits stand at an estimated $12.9 billion. The excesses
are valued at $4.9 billion. Nearly $4.5 billion of the $4.9 billion represents the values
of the excess tin, tungsten and silver. Of the total excesses that could be sold to
generate funds for acquisitions, silver represents more than one third of the total
value. H.R. 2912 would permit GSA to conduct authorized sales for more than half
of the declared stockpile excesses as follows:
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— G wen e
Diamonds industrial, crushing (Carats) .........cccoooomieeesriioserrcesecses e $279 1,500,000 $4.2
foding (POUNG) ........ovvveereeereecennerceresres s 531 1,000,000 53
Mercuric oxide (pound) 1.0 710,253 50
MEICURY (fLASKS) .ovoeeeeeeereeee e e 410.0 50,000 20.5
Mica, muscovite sphittings (POUnd) ........ocoovoveerrvveccsicne 2.0 6,000,000 12.0
Mica, phlogopite splittings (pound) ...........cccoocoevvuiecunees 2.0 25,000 1
SHVET (110Y DUNCE) -.vvveeeceeeeeeeee e 15.0 139,500,000 2,092.5

TOUAF oot scousaunnions s vessuesa aasts oS5 e AR R B AR 2 2,139.6

At this point, I must stress that the above prices are based on published informa-
tion, surveys and transaction results, but are subject to change due.to domestic and
international market conditions.

Pursuant to Sections 6(a) and 6(bX1) and 6(bX2) of Pub. L. 96-41, sales of these
items would be carried out so as to ensure no undue market disruption, and provide
a fair return to the U.S. Government. In some instances, the authorized disposal
may take several years due to market conditions at the time of authorization and
sale. A good example of the length of time required to execute sales is the current
sales of tin, which have lagged far behind projections because of the soft market for
tin. We need this authority to be able to sell these commodities as market condi-
tions permit.

Funds derived from such sales, if authorized and appropriated, would be used to
acquire needed priority materials announced by the Administration on March 13 of
this year. Strategic and critical materials identified by FEMA for priority acquisi-
tion are: Agricultural—Based Chemical Intermediaries, such as Castor Bean; Qil
and Pyrethrum; Aluminum Oxide; Bauxite; Cobalt; Columbium; Cordage Fibers;
Fluorspar; Manganese Dioxide; Medicinals (including Opium Salts); Nickel; Plati-
num Group Metals; Rubber (including Guayule); Tantalum; Titanium (including
Rutile); and Vanadium.

The Administration announced its intention to acquire cobalt as our first pur-
chase for the stockpile restructuring program under the present law. While we are
attempting to obtain options to buy up to 5.2 million pounds of the metal in this
fiscal year, we are also seeking options to obtain another 5 million pounds in 1982,
At current world price levels, this could cost $100 million in fiscal year 1982. If we
are able to take advantage of a market situation that is drastically different from
several years ago when consumers in this country were on allocation and spot prices
soared to $50 a pound, we may be able to buy cobalt at a discount.

If the program does not obtain additional disposal authorities and the related
authorization for appropriations, we will not be able to continue program acquisi-
tions much beyond the end of fiscal year 1982. Public Law 96-175 permitted GSA to
sell tin and diamonds and authorized up to $237 million in appropriations. If the
1982 fiscal year request of $120 million is appropriated, then we will only have $17
million remaining for which we might obtain appropriations for acquisitions in
fiscal year 1983.

In addition to cobalt, other items have been identified as needed for the stockpile
which may cost more than $8.5 billion to acquire. Actual purchases will be deter-
mined by proceeds of sales of excess materials, the level of authorization and
appropriations of necessary funds and the market constraints that we may encoun-
ter in attempting to buy these strategic and critical materials. We have not yet
announced any additional material purchases nor indicated planned acquisitions for
fiscal year 1982. We believe that this type of information should be confidential
until we are ready to buy, because of the effect of such information on normal
markets.

For illustrative purposes only, I have provided the subcommittee a table to
indicate how proceeds from the sales of $2.1 billion worth of the excess materials
cited in H.R. 2912 could be spent for priority acquisitions. I wish to emphasize that
the table is provided as an example of what can be achieved and does not represent
our specific acquisition plans.

For example, based on U.S. Bureau of Mines data, we import 93 percent of our
cobalt, a commodity which has a stockpile goal of 85.4 million pounds. We could use
an estimated $275 million to fulfill 13 percent of the goal in the next several years.
The platinum group metals have import dependencies of 87 percent. $112 million
could be spent to meet 9 percent of the goal for this material and improve our
readiness posture.

Again, | wish to emphasize that these examples are for discussion purposes only.
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HYPOTHETICAL STOCKPILE
ACQUISITION PROGRAM

LEGEND

(BASED ON H.R. 2912 MAY 1980 INVENTORY IR

ESTIMATED RECEIPTS) MULTI-YEAR PROGRAM [ |
GOAL DEFICIT 77

REPRESENTATIVE

S.& C. MATERIAL PERCENT OF GOAL

Bauxite 25 |/ ,257]

Cobalt A 33
Platinum Group KX/ /// .52/

Tantalum G/ ///63)
Titanium N/ //7/7/7///8/
Chromium
Manganese

MOIE: This TABLE 1S PROVIDED AS AN EXAMPLE OF WHAT CAN BE ACHIEVED AMD
DOES NOT REPRESENT SPECIFIC ACQUISITION PLANS OR COMMITMENTS.

Enactment of H.R. 2912 will be the prime source funds for a number of years to
help overcome the potential material shortages our defense activities may encounter
in a future national emergency. It is essential that the disposal authorization be
granted for all the commodities listed in the proposed legislation.

Finally, as to H.R. 2603, a bill to authorize appropriations in the amount of $238
million to buy silver, platinum and nickel, we recommend against approval.

I am aware of the debate regarding silver. In 1979 I testified before this commit-
tee seeking authority to dispose of silver and before the Appropriations Committee to
speak against proposals to appropriate funds to buy additional silver. The Senate
acted favorably on our request but the disposal authorization reported out of the
Armed Services Committee deleted silver. The Appropriations Subcommittee voted
unanimously to reject H.R. 4665, a bill to appropriate additional funds to buy silver.
Although silver for photography and electronic purposes is essential in war, our
emergency scenario indicates available supplies would be more than adequate for
our needs. We do not have silver missiles or silver bullets in our arsenals. It is far
more important for us to have adequate supplies of cobalt, chromium, manganese or
titanium than it is for us to maintain excess stocks of silver in our inventory.

If the disposals the Administration seeks are not authorized and the projected
revenues are not appropriated, additional ways of funding this essential aspect of
our industrial readiness base would be necessary. Without an adequate cash flow
from sales, the National Defense Transaction Fund would be ineffective to support
program requirements within a reasonable period of time.

Mr. Chairman and members of the subcommittee, this concludes my statement, I
would be pleased to answer any questions you may have.
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SILVER

HANDY & HARMAN

AVERAGE WEEKLY PRICES
($ PER TROY OUNCE)
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SiLVER CHART

(1) January 31, 1979: March Commodity Exchange (COMEX) silver contracts stood
at 27,545 representing 137.725 million troy ounces. COMEX warehouse stocks stood
at 52.189 million troy ounces. The silver squeeze begins.

(2) February 12, 1979: Chicago Board of Trade (CBOT) raises margin requirement
on 5,000 troy ounce silver contracts, the variable limit maintenance being raised to
$1,500, up from $800 while other margin requirements were almost doubled.

3 (l?} July 9, 1979: (PL 96-2) authorizes GSA to dispose of 978,563 Carson City Silver
ollars.

(4) Hearings on S-1397 before the Senate Armed Services Stockpile Subcommittee.
S-1397 was to authorize the disposal of materials from the National and Supplemen-
tal Stockpiles.

July 25, 1979: Hearings on HR-1325 before the House Armed Services Committee,
Subcommittee on Seapower and Strategic and Critical Materials. HR-1325 was
introduced into the House on January 25, 1979 to authorize the disposal of 139.5
million troy ounces of silver. Hearings on HR-3385 before the House Armed Serv-
ices Committee, Subcommittee on Seapower and Strategic and Critical Materials.
HR-3385 was introduced into the House on April 2, 1979 to authorize the disposal of
15 million troy ounces of silver.
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(5) July 30, 1979: (PL 96-41) the Strategic and Critical Materials Stockpiling
Revision Act of 1979 is signed into law.

(6) October 26, 1979: COMEX raises the margin requirements on 5,000 troy ounce
silver contracts from $20,000 to $50,000 per contract.

(7) December 4, 1979: The House tables HR-4665, a proposal to purchase $513
million worth of silver.

(8) December 29, 1979: (PL 96-175) Strategic and Critical Materials Transaction
Authorization Act of 1979 is signed, excluding silver disposal authorization.

(9) February 8, 1980: GSA sells the Carson City Silver dollars.

(10) CBOT votes to establish a 1,000 silver contract pending Commodity Futures
Trading Commission approval.

HANDY AND HARMAN AVERAGE MONTHLY SILVER PRICES

[Dollars per troy ounce]

1979 1980 1981

T 6.2545 38.2563 14.7514
FRDTUBIY ...t ettt et st eeas et eeeistnessserenntrenes 7.4172 35.0850 13.0239
March.....oooooeeene. e s 7.4452 24.1333 12.3382
{11 PR, - . 7.4925 14.5000 11.4371
T 8.3735 12.5329 e,
June . 8.5383 157476 v
U7 (1L) MR Wamm—— Ty — — = 9.3339 A ——
SRPEBMDET ... ..oooeessvesseseeesesensscosssesess e sssesessseassessss s assssas s essnes e ast s ass st senss s 13.9592 201438 ..o
OCtObBT «ocsvii i i R ... . 16750 0181808 ...
DeCEMbEL......ccrerissnsssses: IS ... O, ........ WO, A, ... W W 21.7928 163933

Annual averape. BEEEEEL ..........cm i e iiniinasnnaiciss s N el 11.09418 206315788, ...
Source: Metals Week.

[The following questions were submitted to the witness to be
answered for the record:]

Question 1. Your best estimate of the quantity of the seven excess items that
could be disposed of in fiscal year 1982.

Answer:

Iodine—750,000 pounds.

Industrial diamond crushing bort—500,000 carats.
Mercuric Oxide—100,000 pounds.
Mercury—15,000 flasks.

Mica, muscovite splittings—1,000,000 pounds.
Mica, phlogopite splittings—50,000 pounds.
Silver—25,000,000 troy ounces.

Question 2. Your estimate of the time required to dispose of the items proposed for
sale in H.R. 2912.

Answer;

Iodine—2 years.

Industrial diamond crushing bort—3 years.
Mercuric Oxide—7 years.

Mercury—4 years.

Mica, muscovite splittings—11 years.
Mica, phlogopite splittings—1 year.
Silver—6 years.

Question 3. Without identifying quantities of the 18 items you list for purchase,
how much will it cost to purchase these items.

Answer. The 18 items listed for purchase would cost more than $8.5 billion to
acquire.

Question 4. Your recommendations for other methods of generating revenue for
the purchase of more desperately needed defense stockpile material.

Answer. Other methods for generating revenue could be direct appropriations out
of the Department of the Treasury with Congressional approval. We realize that the
existing excess materials in the National Defense Stockpile are not sufficient to
generate enough revenue to purchase needed defense commodities. I would recom-
mend that money set aside from funds created by royalties payments from leases on
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Federal owned lunds, might be used to acquire needed materials for the National
Detense Stockpile.

Question 5. Your views on the desirability of stimulating production of stockpile
material under the Detense Production Act.,

Answer. The Federal Property Resources Service (FPRS) is not directly responsi-
ble for the Detense Production Act: it is the responsibility of FEMA.

Question 6. Your views on bartering excess and surplus U.S. commodities and
equipment for strategic or stockpile materials from ftoreign governments.

Answer. The use of barter exchange approaches to help restructure the stockpile
is in the best interest of the government. Because of the complexity inwvolved in
dealing with open competition, particularly with foreign governments and obtaining
a fair return to government in such matters, the preferred method for long term use
is direct cash transactions. FPRS is in the process of preparing a draft solicitation
for a pilot exchange program, which will be issued shortly to the industry.

Question 7. Your recommendations for changes in existing law or policy to re-
structure the defense stockpile to meet military, industrial, and essential civilian
needs of the U.S. for a period of three years in the event of a national emnergency.

Answer. The use of the fund needs to be expanded to cover more of the program
activities other than acquisitions and the transportation directly related to those
acquisitions, such as, exchange, testing, upgrading and sampling. These revisions
are needed in the law to make the program more useful in meeting the needs of

restructuring the defense stockpile. |
Question 8. Your views on charges that there are many items in the stockpile that

don’t meet current specifications.

Answer. Many of the materials in the stockpile have been there for a minimum of
20 years. At the time of their purchase the materials did meet then existing
specifications. The specifications may have changed due to technology, processing,
production or market changes. Some materials could be upgraded to meet current
requirements. For example, to upgrade ores or concentrates would require nearly
$220 million and could cover processing of five materials.

Mr. MArkoN. I would ask the colleagues here at the table from
the State Department, Interior Department, Department of De-
fense, and from the Federal Emergency Management Agency to
make their opening statements at this time.

Mr. BENNETT. We do have a list here. We might as well follow
the list. Mr. Krueger first.

STATEMENT OF PAUL KRUEGER, ASSISTANT ASSOCIATE DI-
RECTOR FOR RESOURCES PREPAREDNESS OFFICE, FEDERAL
EMERGENCY MANAGEMENT AGENCY

Mr. KrUEGER. Mr. Chairman and members of the subcommittee,
thank you for this opportunity to discuss with you the national
defense stockpile program. I am Paul Krueger, Assistant Associate
Director for Resources Preparedness of the Federal Emergency
Management Agency. Within FEMA I have the responsibility relat-
ed to stockpile policy and to expansion of domestic supply through
the Defense Production Act.

Mr. Chairman, I am personally aware of your longstanding com-
mitment to a strong stockpile program. This has had a significant
impact on current emphasis toward strategic and critical materials.

I commend your leadership with regard to the Strategic and
Critical Material Stockpiling Act which was passed on June 30,
1979, and also your leadership and initiative in passing the authori-
zation which allows the current stockpile purchases.

The administration wants to add even more material to the
stockpile in the future. Additional revenues will be necessary in
order that we can accomplish this, and this according to law must
be accomplished by sales of excess stockpile materials within our
inventories.

.~
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Mr. BENNETT. Let me interrupt you there. You did not say that
according to law it must come from the stockpile fund, did you,
because that is not so, it could come from general appropriations.
The stockpile fund is to provide funding for the things in short
supply, but there is nowhere near enough money to obtain from
the stockpile to buy the things that are needed for the stockpile.

Mr. KrUEGER. I stand corrected on that point.

For the immediate future, most of the excesses are concentrated
in just two materials, tin (the committee has previously authorized
the disposal of tin), and silver, which is before us today.

We would like to use these revenues to buy in the future those
more critical materials we need.

Our current inventory is valued at about $§15 billion. Of this,
approximately $8 billion is in materials we need for the stockpile,
and approximately $7 billion is excess to our needs.

We feel that about half of our remaining shortage can be ac-
quired through the sale of excess materials.

Mr. BENNETT. Appropriations would have to be made in addition
to the sales of surplus material in order to make up what is needed
in the stockpile. That is what you just said. So I should probably
have corrected you before. Thank you.

Mr. KrUEGER. Because of this, we support the legislation current-
ly before the committee, H.R. 2912. This bill would provide for the
disposal of seven materials excess to the stockpile, and also author-
ize $2 billion for future appropriations.

The administration believes that these stockpile acquisitions are
important. At the current acquisition level, as previously stated, it
would take us approximately 100 years to fill our stockpile goals.
Clearly this is inadequate, and the pace must be quickened.

Because of this, the administration does not support the bill
sponsored by Representative Conte because it does not provide for
any of these future acquisitions. It just provides for disposal of
material.

The argument is made that we should retain the silver as a
national asset, a store of value. A 140-million-troy-ounce inventory,
however, would not help us put one more jet fighter in the air and
would not send one more ship to sea or place one more man in the
field in time of national emergency.

On the other hand, not having additional cobalt, titanium, and
other strategic materials reduces the size of our Armed Forces,
because we cannot build the additional jet fighters we need; we
cannot build ships that we need; we cannot provide the infantry in
the field with the necessities.

In fact, the lack of cobalt, titanium, and other strategic materials
significantly hampers our ability to pursue defense programs
during an emergency.

For this reason, the administration strongly opposes the bill
which would authorize additional purchases of silver.

There was a GAO report of a couple years ago which investigated
the administration’s procedures in how we calculate silver goals in
particular and stockpile goals in general. This GAO report quite
strongly said the administration used conservative procedures in
calculating what these requirements would be. In spite of taking a
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very conservative attitude on this, there was no need for silver in
the stockpile.

The final bill before the committee is H.R. 3364. You have asked
us to address our feelings on section 7. We oppose the bill as
currently written because, as we understand it at least, it would
eliminate the possibility of appropriations from other than the
stockpile transaction fund and does not address the $5 billion in-
ventory shortfall that we cannot meet through the sales of stock-
pile materials.

Mr. BENNETT. Well, if it does have that fault of not allowing you
to buy from any other source, it will not come out of this commit-
tee with that provision in it. I am not sure that it does. But if that
is what you are objecting to, we would certainly join your objection.

Mr. KRUEGER. We feel that many of these stockpile shortfalls can
be filled through enhanced domestic production. To the extent that
we can increase domestic production of items like cobalt and titan-
ium, for every additional annual ton of capacity, we can reduce our
need for the stockpile by 3 tons. That may be a far more cost-
effective way of reducing our material vulnerabilities than the
alternate way of providing for additional stockpile inventories.

Often a mixed program of both stockpile and domestic produc-
tion would provide the most balanced cost-effective way to reduce
our raw material vulnerabilities.

FEMA has under consideration four separate proposals under
title 3 of the Defense Production Act which would enhance or
provide incentives to increase domestic capacity for cobalt, titan-
ium, guayule, which is a type of natural rubber, and refractory
bauxite. I would hope as time goes on we see strong initiatives in
this area.

The administration led by President Reagan recognizes the need
for a strong stockpile program. The President, on March 13, specifi-
cally endorsed stockpile acquisitions. At that time he stated, and I
quote, “In addition to strategic stockpiling, I am considering other
measures to decrease this Nation’s vulnerability, including ways to
expand domestic capacity to produce strategic and critical materi-
als. This acquisition program is a necessary first step.” He is refer-
ring to the acquisition program which was recently announced.

It is expected that larger purchases——

Mr. BenNETT. That was enacted in the last Congress, was it not?

Mr. KrRUEGER. That is correct.

Mr. BENNETT. The announcement was made in this Congress, but
it was enacted last year.

Mr. KRUEGER. It is expected that larger purchases will be made
?s f(’iunds from sales of excess materials build up in the stockpile
und.

In addition, the Secretaries of State, Defense, Commerce, the
Interior, as well as the Director of Central Intelligence, have cited
the direct relationship between raw material vulnerabilities and
the national security. The executive branch and the Congress must
work together to insure that these vulnerabilities are corrected in
a timely fashion.

That completes my opening remarks.

Mr. BENNETT. Thank you very much.
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WRITTEN STATEMENT OF PauL K. KRUEGER

Mr. Chairman and Members of the Subcommittee. Thank you for this opportunity
to discuss with you the National Defense Stockpile Program.

I am Paul K. Krueger, Assistant Associate Director for Resources Preparedness at
the Federal Emergency Management Agency. I have the responsibility within
FEMA for designating which materials should be in the stockpile, how much we
should have of each material, and I chair the Annual Materials Plan Steerin%
Committee which draws up the shopping list that GSA uses to make purchases.
also have the responsibility for de\-'elo;:in%I alternative programs to reduce national
resource vulnerabilities using Title III of the Defense Production Act.

Mr. Chairman, I am personally aware that your long-standing commitment to a
strong stockpile program has had a significant impact on the current emphasis
toward strategic and critical materials, in general, and stockpiling, in particular. I
commend your leadership with regard to the amendments to the Strategic and
critical materials stock piling act that were passed on July 30, 1979. For the first
time in the history of the program, we have a legislated 3-year stockpile planning
period. A transactions account from which sales receipts can be used for purchases,
and a strong congressional endorsement to barter for needed materials.

The Administration also recognizes your initiative in the authorization process
that ultimately resulted in an appropriation of $100 million for fiscal year 1981 for
stockpile purchases.

The Administration wants to add even more materials to the stockpile in future

ears to strengthen the defense of this Nation. To do this. Additional revenues must
i‘;e generated through sales of excess stockpile materials. Unfortunately, most of the
value occurs in just two excess commodities—silver and tin.

A substantial restructuring of the $15 billion stockpile is necessary. To fill all of
the goals would require purchases valued at about $13 billion. The existing stockpile
inventory contains $8 billion in needed materials and $7 billion that are excess to
our defense needs. Therefore, about one-half of the needed materials can be ac-
quired with funds from the sale of excess materials. Of the $7 billion in excess
materials, as of September 30, 1980, approximately $6 billion or 85 percent consisted
of excess silver and tin. Clearly, we must sell silver and tin if we are to effect any
meaningful or significant restructuring of the stockpile. Since we already have
sufficient authorization for the disposal of tin, we now need similar authorization to
dispose of excess silver. In addition, we support legislation that would permit the
disposal of excess mercury, mercuric oxide, diamonds, iodine, and mica, as provided
for in H.R. 2912. This bill also would authorize the appropriation of $2 billion for
future acquisitions. The Administration believes that stockpile acquisitions are im-
portant. At current acquisition levels, it would take 100 years to achieve the
stockpile goals. I believe we must quicken the pace. Because of this, the Adminis-
tration does not support H.R. 2784, which only authorizes the sale of silver and does
not provide for future acquisitions.

The argument is made that we should retain the silver as a national asset and a
store of value. Our 140 million troy ounce inventory, however, would not help us to
put one more jet fighter in the air, or send one more ship to sea, or place one more
man in the field in time of national emergency. On the other hand, additional
cobalt, titanium, or our other high priority items that we would like to purchase for
the stockpile would help to accomplish these defense priorities. In fact, the lack of
cobalt, titanium, and other stockpile materials seriously hampers our ability to
pursue defense pro%rams during an emergency. Well-intentioned people who would
prevent the sale of silver (citing the interest of the national defense) are indeed
;I)‘reventing these needed enhancements to the national security. For this reason.

he Administration strongly opposes H.R. 2603, which would authorize the appro-
priation of $131 million for the acquisition of silver.

Mr. Chairman, the Administration is also opposed to Section VII of H.R. 3364.
This provision would restrict stockpile acquisition monies to those generated by
stockpile sales. With this limitation we could not fill out the stockpile. Of course,
even better than a fully restructured stockpile, is increased domestic self-sufficiency
in strategic and critical materials. To the extent that U.S. production capability can
be increased, stockpile goals can be reduced. For this reason, FEMA is exploring
E;ojepts to expand the domestic capacity to produce cobalt, titanium, refractory

auxite and guayule (a source of natural rubber). All of these materials have a
direct impact on the mobilization capability of our industrial base. The authority for
our initiatives is found in Title III of the Defense Production Act of 1950, as
amended. This Act authorizes the use of Government loans, loan guarantees, pur-
chase commitments, guaranteed production levels, and guaranteed prices to achieve
the goals. During the 1950's and 60’s, over $9 billion of industrial projects were
funded using these authorities at a cost of $500 million.
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President Reagan recognizes the need for a strong stockpile program. On March
13, 1381, he specifically endorsed accelerating stockpile acquisitions. At that time he
stated:

“In addition to strategic stockpiling, I am considering other measures to decrease
the Nation’s vulnerability, including ways to expand domestic capacity to produce
strategic and critical materials. This acquisition program is a necessary first step. It
is expected that larger purchases will be made as funds from sales of excess
materials build up in the stockpile fund.”

The Secretaries of State, Defense, Commerce and the Interior, as well as the
Director of Central Intelligence, have also cited the direct relation between raw
material vulnerabilities and the national security. The executive branch and the
Congress must work together to ensure the vulnerabilities are corrected.

This completes my prepared statement. I would be happy to answer any questions
the members of the subcommittee may have.

[The following questions were submitted to the witness to be
answered for the record:]

Question 1. A brief description of the annual materials planning process. Your
views on the next schedule for any modifications to the plan.

Answer. The Annual Materials Plan (AMP) process is a major effort on the part
of several agencies to develop each year a prioritized list of materials for stockpile
acquisition or disposal reflecting national security requirements and market con-
straints. The process is designed to encourage maximum interagency participation.
All of the agencies represented on the Annual Materials Plan gteering Committee
review and may recommend revisions to the proposed list of materials in the light
of their respective areas of interest.

The National Defense Stockpile Policy Division of FEMA provides a list of goals,
shortfalls, excesses, and priorities to the Market and Technical Services Division,
Federal Property Resources Service, General Services Administration (GSA). After
an evaluation of the market outlook, the Market and Technical Services Division
proposes quantities of commodities for acquisition or disposal. These proposals are
provided to the four AMP subcommittees, which furnish to the full committee their
suggested revisions. Differences in these proposals and revisions are then resolved
by the Steering Committee and submitted to the Director of the Federal Emergency
Management Agency (FEMA) for approval.

The four AMP subcommittees and highlights of their duties are:

Strategic implications.—Chaired by the Department of Defense. The designated
members are the Department of Energy (ERDA), Central Intelligence Agency and
FEMA. The primary function of this subcommittee is to determine if any of the
materials proposed for the AMP will be affected by anticipated changes in defense
requirements.

International economic and political impacts.—Chaired by the Department of
State. The designated members are the Departments of the Treasury, Commerce,
Interior, Defense and FEMA. This subcommittee determines the impact that stock-
pile activities could have on foreign exchange earnings of international producers
and producer countries, trade patterns, and international agreements.

Market impact.—Chaired by the Department of Commerce. The designated mem-
bers are the Departments of the Interior, State, Treasury, the GSA and FEMA.
Responsibilities of this subcommittee include the evaluation on a case-by-case basis
of the effects that stockpile acquisitions and disposals will have upon domestic and
international commodity markets. Significant trends and areas where stockpile
activities could lead to a commodity market disruption are examined. This subcom-
mittee develops market impact statements with assistance from the Department of
the Interior (Bureau of Mines) and the Department of Commerce (Industry and
Trade Administration).

Economic and budgetary impact.—Chaired by FEMA. The designated members
are the Departments of Commerce, State, and Treasury, the Office of Management
and Budget, and the GSA. This subcommittee examines the revenue and cost
projections of proposed stockpile actions. Additional duties include the identification
and analysis of economic factors affecting the rate and scheduling of procurement.

The preliminary AMP is furnished for review to the agencies involved in its
development. These agencies provide their comments and recommended revisions to
the Director of the FEMA who approves any changes.

The AMP is submitted by the E‘EMA Director to the National Security Council.
Simultaneously, a copy is provided to the Office of Management and Budget. Any
further revisions are made jointly by the National Security Council, Office of
Management and Budget, and FEMA. The final plan is provided to the Armed
Services Committees of the Senate and the House of Representatives. At the begin-
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ning of the fiscal year, a ‘“Purchase Directive”’ reflecting the AMP decisions is
issued to the General Services Administration by the Director, FEMA. The Adminis-
trator’s budget request for purchases of strategic materials is formulated on the
basis of AMP priorities.

Question 2. Your views on the potential restructuring of stockpile goals because of
renewed interest in defense preparedness.

Answer. The Reagan Administration has endorsed the current stockpile planning
process and policy guidance. While some fine tuning in this guidance may occur, we
do not anticipate any substantial change in our goal calculation methodol or

lanning process. In the President’s March 13, 1981, announcement he specifically
indicated the out of balance stockpile would be redressed at a faster pace than
under previous administrations.

Question 3. According to your June 2nd testimony, the current defense require-
ment for silver is 140 million ounces for a 3 year emergency. This is an increase of
25 million ounces over the 1976 requirement of 115 million ounces. What is the total
silver requirement of a 3 year emergency (defense, essential civilian, and general
civilian uses)? Your comments on the reasons why FEMA considers its entire silver
stocks excess to stockpile requirements.

Answer. Three year wartime direct defense requirements for silver total 141
million troy ounces. Total wartime national security requirements are 517 million
ounces once essential civilian and basic industry (formerly called general civilian)
uses are added. While wartime requirements have increased since 1976, North
American supply has increased at a faster rate. In fact, in 1980 the United States
was a net exporter of silver.

As detailed in the attached table, 692 million ounces of domestic U.S. and reliable
foreign supplies of silver are more than adequate to cover estimated 1980-82 war-
time silver consumption of 517 million ounces. In comparison to actual 1980 U.S.
silver consumption, projected 1980 wartime requirements are almost 50 percent
higher, but are estimated to decline slightly throughout the war. Expected U.S.
wartime silver supplies, however, are larger by 45 to 75 million ounces in each war
year and exhibit an increasing trend.

Normal U.S. silver supplies are derived largely from safe supply sources. Domes-
tic silver ores have supplied a steady 20-25 percent of nmormal U.S. industrial
consumption. Fed by “old scrap” recycling, secondary U.S. silver production has
grown to supply another 50-65 percent of U.S. silver consumption. While foreign
sources supply the remaining fraction, the U.S. was a net silver exporter in 1980.
About % of 1976-79 U.S. imports of silver came from Canada (42%) and Mexico
(24%). During 1980 the U.S. imported 78 million ounces of silver, but exported 90
million ounces. 7

DOD requirements comprise between 22 and 31 percent of annual wartime con-
sumption. Even if FEMA econometric estimates of wartime silver supply were too
optimistic or consumption estimates were too low, a zero silver goal would still
result. Due to excess wartime silver supply, the zero silver goal contains large
margins for error. In addition, U.S. silver luxury consumption uses, a low wartime

riority, could be deferred to prevent a silver shortage for defense-related uses.

ighteen percent of 1980 U.S. silver consumption represented sterling and electro-
plated ware, jewelry and commemorative coin uses. Recent high silver prices have
encouraged technology causing permanent substitution away from silver in photo-
graphic and other uses. Additional potential U.S. silver supplies exist in the form of
inventories—double 3 year wartime consumption. Total U.S. visible commercial and
government stocks of silver were estimated at 333 million ounces as of October,
1980. Handy and Harmon forecast another 662 million ounces as existing in stocks
of U.S. silver coins. Therefore, the Administration supports H.R. 2912 which author-
izes the disposal of silver.

UNITED STATES SILVER DATA
[In miltions of ounces}

Actual Projected wartime

1980 1980 1981 1982
CORSHMPION s s s T e s 120 1790 1740 164.0
DOD. CONSUMPION. ... c::.ccccu5viv3c58508 558650t L PR B 4 6 394 50.6 513
Total suwh!_ ............................................. . 201 2520 2620 273.0
ULS. PROGUCHION ............ooocmrireocreececscsoeseees e seeeess s seeeesssessssesessess e senenssss e s srenennse 125 1200 1230 1250
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UNITED STATES SILVER DATA—Continued

[In millions of ounces]

Actual Projected wartime

1980 yog0 1081 1982

Unraparted SIOCKS .o assmnsre s easmr e 1IS mameshsss e

Question 4. The U.S. used 1.25 billion ounces of silver during the Vietnam conflict
(a deficit of 355 million ounces over available supply). This deficit was met primarily
by the sale of 305 million ounces of Treasury stocks. Today only 39 million ounces of
Treasury stocks remain. Is the Department of Defense in agreement with FEMAs
estimate of your defense requirements for silver during a 3 year emergency? Second-
ly, are you confident that defense and essential civilian needs can be met if the
139.5 million ounces of silver in the stockpile is sold?

Answer. While it is true that the U.S economy consumed 1.22 billion ounces of
silver from 1965 to 1972, only a small fraction of 1.22 billion ounces was related to
defense production for Vietnam. In fact, U.S. industrial silver consumption fell from
1965 to 1972. The Treasury sale of 305 million ounces was the consequence of U.S.
certificate and coin demonetization policies of the 1960s. During the 1965-72 time
frame, the U.S. exported a total of 480.1 million ounces of silver. The so-called
deficit of 355 million ounces is more than covered by these exports.

The following table covers the eight year period from 1965 to 1972. Over one-third
of consumption was in luxury uses such as jewelry, silverware and medallions. A
little over one-quarter of silver consumption was consumed in photographic applica-
tions, most of which was for recreational purposes. Even some of the silver con-
sumed in the electrical and industrial sectors was for toys and games. Thus, less
than one-half of the alleged “Vietnam wartime consumption” went for essential
uses, and an even smaller amount (perhaps 10 percent) went to direct defense uses.

VIETNAM WAR SILVER CONSUMPTION 1965-72

[In millions of troy ounces]

1965 1966 1967 1968 1969 1970 1971 1972  Total d:ﬁigﬁ?&n

LUXUTY oo 635 687 633 574 469 448 452 545 4443 36.4
Photography ..., 4 484 503 416 414 380 361 382 3414 28.0
Electrical ..........oooccevcvnnne 450 379 288 321 276 298 369 278.0 228
Other industrial ................ 216 195 175 212 180 180 214 1569 12.8
Tofal e 1837 1710 1453 1416 1284 1291 151.0 12206 100.0

Source: U.S. Bureau 701 Mines, “Minerals in the U.S. Economy,” 1975.

As shown below current DOD wartime requirements for silver increase eight fold
compared to peacetime. DOD weapons expenditure patterns, wartime planning as-
sumptions and weapons technology (including silver requirements) are provided by
DOD and directly used as inputs into the FEMA econometric and input-output
models used the derive silver goals. Model results are provided to DOD for comment
and coordination in AMP interagency committees before goals become operative.

Under present war planning assumptions, 3-year consumption would decline from
179 to 164 million ounces by 1982. Direct and indirect defense requirements for
silver under these assumptions would range from 39 to 51 million ounces, or about
22 to 31 percent of total consumption.

Total U.S. supply during the war would increase from 252 to 273 million ounces.
U.S. primary and secondary silver production would account for 45-50 percent of
the total supply. U.S. production alone, therefore, is over two and a half times direct
and indirect defense requirements.

The remainder of U.S. wartime supply would be imports, which would range from
132 to 148 million ounces. Canada, Mexico and Peru together account for 84 percent
of normal imports.

An indication of the lack of risk to national security can be obtained from the
following table. The table compares variations in expected wartime supplies from
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only the most secure sources with requirements for the defense, essential civilian
and basic industrial stockpiling sectors. Three-year totals are used.

|In millions of ounces]

Expecled 3. Net 3-year seclor requirements
T e ew
als |
usource Defense csmhan industnal
United States only..............oooooricoioii e 368 141.3 3239 518 517.0
United States and Canada....................ccooomvvivnrc. 511 1413 3239 518 5170
United States, Canada, and Mexico. ... 624 141.3 3239 518 517.0

Thus, production from the U.S., Canada and Mexico alone is more than sufficient
to safeguard the U.S. economy in wartime. If Mexico, for any reason, were lost as a
wartime supply source, the general civilian (Basic Industry) requirements would be
minimally impacted, but there would be no impact on defense or essential civilian
requirements at all. If both Canada and Mexico were lost as supply sources, defense
requirements would still be covered by a factor of more than 3, although essential
civilian requirements would be impacted 30 percent.

Question. 5. Your best estimate of the quantity of the seven excess items that
could be dis‘%oaed of in fiscal year 1982.

Answer. We estimate that the following quantities of the seven excess materials
listed in H.R. 2912 could be disposed of during Fiscal Year 1982:

Industrial Diamond Crushing Bort—1,500,000 carats.
Iodine—500,000 pounds.

Mercuric Oxide—50,000 pounds.

Mercury—12,000 flasks.

Mica, Muscovite Splittings—1,000,000 pounds

Mica, Phlogopite Splittings—150,000 pounds
Silver—52,000,000 troy ounces.

Question. 6. Your estimate of the time required to dispose of each of the items
proposed for sale in H.R. 2912. _

Answer. We estimate that the materials proposed for sale in H.R. 2912 could be
disposed of over the following periods of time:

Iodine, 1,000,000 pounds—2 years.

Ind. diamond crushing bort, 1,500,000 carats—one year.
Mercuric oxide, 710,253 pounds—more than 5 years.
Mercury, 50,000 flasks—four years

Mica, muscovite splittings, 6,000,000 pounds—6 years

Mica, phlogopite splittings, 25,000 pounds—Iless than 1 year.
Silver, 139,500,000 troy ounces—three years.

Question. 7. Your views on bartering excess and surplus U.S. commodities and
equipment for strategic or stockpile materials from foreign governments.

Answer. We believe barter arrangements can be negotiated to trade excess and
surplus U.S. commodities and equipment for strategic and critical materials from
foreign governments. Such arrangements would not only fill our stockpile goals
without use of scarce dollars but could enhance our foreign policy interests by
enabling friendly governments to obtain badly needed U.S. surpluses. Barter has
been a part of the stockpile proiram from the beginning. Between 1949 and 1971
over 60 materials valued at $1.6 billion were acquired for the stockpile in exchange
for surplus agricultural products.

Question 8. Your recommendations for changes in existing law or policy to re-
structure the defense stockpile to meet military, industrial, and essential civilian
needs of the U.S. for a period of 3 years in H\e event of a national emergency.

Answer. The Strategic and Critical Materials Stock Piling Act already provides a
sound basis and authority for restructing the stockpile. Passage of H.R. 2912 would
provide monies for future acquisitions. In the recent past the Congressional Appro-
priations Committees have failed to pass Administration budget uests for the
stockpile. Had these monies been appropriated for fiscal years 1978, 1979, and 1980,
some of the more urgent requirements would have been already met.

Question 9. Your views on charges that you are stockpiling ores instead of metals,
therefore deferring the expenditure of energy and manpower required to convert
the ore to metals during a national emergency.

Answer. The policy of holding stockpile materials in the most basic form of ore
rather than an upgraded form of metal or alloy is based on several considerations:
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veery conservative attitude on this, there was no need for silver in
thie wtockpile.

The final bill before the committee is HR. 3364, You have asked
sty address our feelings on section 7. We oppose the bill as
currently written because, as we understand it at least, it would
eliminate the possibility of appropriations from other than the
stk pile transaction fund and does not address the 35 billion in-
ventory shortfall that we cannot meet through the sales of stock-
piles masterials.

Mr. Benserr. Well, if it does have that fault of not allowing you
to buy from any other source, it will not come out of this commit-
teee with that provision in it. I am not sure that it does. But if that
i= what you are objecting to, we would certainly join your objection.

Mr. Krvecek. We feel that many of these stockpile shortfalls can
be filled through enhanced domestic production. To the extent that
we can increase domestic production of items like cobalt and titan-
ium, for every additional annual ton of capacity, we can reduce our
need for the stockpile by 3 tons. That may be a far more cost-
effective way of reducing our material vulnerabilities than the
alternate way of providing for additional stockpile inventories.

Often a mixed program of both stockpile and domestic produc-
tion would provide the most balanced cost-effective way to reduce
our raw material vulnerabilities.

FEMA has under consideration four separate proposals under
title 3 of the Defense Production Act which would enhance or
provide incentives to increase domestic capacity for cobalt, titan-
ium, guayule, which is a type of natural rubber, and refractory
hauxite. I would hope as time goes on we see strong initiatives in
this area.

The administration led by President Reagan recognizes the need
for a strong stockpile program. The President, on March 13, specifi-
cally endorsed stockpile acquisitions. At that time he stated, and I
quote, “In addition to strategic stockpiling, I am considering other
measures to decrease this Nation’s vulnerability, including ways to
expand domestic capacity to produce strategic and critical materi-
als. This acquisition program is a necessary first step.”” He is refer-
ring to the acquisition program which was recently announced.

It is expected that larger purchases——

Mr. BuNNETT. That was enacted in the last Congress, was it not?

Mr. KrUEGER. That is correct.

Mr. BENNETT. The announcement was made in this Congress, but
it was enacted last year. '

Mr. KrRUEGER. It is expected that larger purchases will be made
as fjunds from sales of excess materials build up in the stockpile
fund.

In addition, the Secretaries of State, Defense, Commerce, the
Interior, as well as the Director of Central Intelligence, have cited
the direct relationship between raw material vulnerabilities and
the national security. The executive branch and the Congress must
work together to insure that these vulnerabilities are corrected in
a timely fashion.

That completes my opening remarks.

Mr. BennETT. Thank you very much.
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WRITTEN STATEMENT OF PauL K. KRUEGER

Mr. Chairman and Members of the Subcommittee. Thank you for this opportunity
to discuss with you the National Defense Stockpile Program.

I am Paul K. Krueger, Assistant Associate Director for Resources Preparedness at
the Federal Emergency Management Agency. I have the responsibility within
FEMA for designating which materials should be in the stockpile, how much we
should have of each material, and I chair the Annual Materials Plan Steerin%
Committee which draws up the shopping list that GSA uses to make purchases.
also have the responsibility for ci«a-welopiru%l alternative programs to reduce national
resource vulnerabilities using Title III of the Defense Production Act.

Mr. Chairman, I am personally aware that your long-standing commitment to a
strong stockpile program has had a significant impact on the current emphasis
toward strategic and critical materials, in general, and stockpiling, in particular. I
commend your leadership with regard to the amendments to the Strategic and
critical materials stock piling act that were passed on July 30, 1979. For the first
time in the history of the program, we have a legislated 3-year stockpile planning
period. A transactions account from which sales receipts can be used for purchases,
and a strong congressional endorsement to barter for needed materials.

The Administration also recognizes your initiative in the authorization process
that ultimately resulted in an appropriation of $100 million for fiscal year 1981 for
stockpile purchases.

The Administration wants to add even more materials to the stockpile in future

ears to strengthen the defense of this Nation. To do this. Additional revenues must
Ke generated through sales of excess stockpile materials. Unfortunately, most of the
value occurs in just two excess commodities—silver and tin.

A substantial restructuring of the $15 billion stockpile is necessary. To fill all of
the goals would require purchases valued at about $13 billion. The existing stockpile
inventory contains $8 billion in needed materials and $7 billion that are excess to
our defense needs. Therefore, about one-half of the needed materials can be ac-
quired with funds from the sale of excess materials. Of the $7 billion in excess
materials, as of September 30, 198(, approximately $6 billion or 85 percent consisted
of excess silver and tin. Clearly, we must sell silver and tin if we are to effect any
meaningful or significant restructuring of the stockpile. Since we already have
sufficient authorization for the disposal of tin, we now need similar authorization to
dispose of excess silver. In addition, we support legislation that would permit the
disposal of excess mercury, mercuric oxide, diamonds, iodine, and mica, as provided
for in H.R. 2912. This bill also would authorize the appropriation of $2 billion for
future acquisitions. The Administration believes that stockpile acquisitions are im-
portant. At current acquisition levels, it would take 100 years to achieve the
stockpile goals. I believe we must quicken the pace. Because of this, the Adminis-
tration does not support H.R. 2784, which only authorizes the sale of silver and does
not provide for future acquisitions.

The argument is made that we should retain the silver as a national asset and a
store of value. Our 140 million troy ounce inventory, however, would not help us to
put one more jet fighter in the air, or send one more ship to sea, or place one more
man in the field in time of national emergency. On the other hand, additional
cobalt, titanium, or our other high priority items that we would like to purchase for
the stockpile would help to accomplish these defense priorities. In fact, the lack of
cobalt, titanium, and other stockpile materials seriously hampers our ability to
pursue defense programs during an emergency. Well-intentioned people who would
prevent the sale of silver (citing the interest of the national defense) are indeed
preventing these needed enhancements to the national security. For this reason.
The Administration strongly opposes H.R. 2603, which would authorize the appro-
priation of $131 million for the acquisition of silver.

Mr. Chairman, the Administration is also opposed to Section VII of H.R. 3364.
This provision would restrict stockpile acquisition monies to those generated by
stockpile sales. With this limitation we could not fill out the stockpile. Of course,
even better than a fully restructured stockpile, is increased domestic self-sufficiency
in strategic and critical materials. To the extent that U.S. production capability can
be increased, stockpile goals can be reduced. For this reason, FEMA is exploring
g;ojects to expand the domestic capacity to produce cobalt, titanium, refractory

uxite and guayule (a source of natural rubber). All of these materials have a
direct impact on the mobilization capability of our industrial base. The authority for
our initiatives is found in Title III of the Defense Production Act of 1950, as
amended. This Act authorizes the use of Government loans, loan guarantees, pur-
chase commitments, guaranteed production levels, and guaranteed prices to achieve
the goals. During the 1950's and 60’s, over $9 billion of industrial projects were
funded using these authorities at a cost of $500 million.
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President Reagan recognizes the need for a strong stockpile program. On March
13, 1951, he specifically endorsed accelerating stockpile acquisitions. At that time he
stated:

“In addition to strategic stockpiling. I am considering other measures to decrease
the Nation's vulnerability, including ways to expand domestic capacity to produce
strategic and critical materials. This acquisition program is a necessary first step. It
is expected that larger purchases will be made as funds from sales of excess
materials build up in the stockpile fund.”

The Secretaries of State, Defense, (‘'ommerce and the Interior, as well as the
Director of Central Intelligence, have also cited the direct relation between raw
material vulnerabilitics and the national security. The executive branch and the
Conpress must work together to ensure the vulnerabilities are corrected. _

This completes my prepared statement. 1 would be happy to answer any questions
the members of the subcommittee may i:ave,

[The following questions were submitted to the witness to be
answered for the record:]

Question 1. A brief description of the annual materials planning process. Your
views on the next schedule for any modifications to the plan.

Answer, The Annual Materials Plan tAMP) process is a major effort on the part
of several agencies to develop each vear a prioritized list of materials for stockpile
acquisition or disposal reflecting national security requirements and market con-
straints. The process is designed to encourage maximum interagency participation.
All of the agencies represented on the Annual Materials Plan Steering Committee
review and may recommend revisions to the proposed list of materials in the light
of their respective areas of interest.

The National Defense Stockpile Policy Division of FEMA provides a list of goals,
shortfalls, excesses, and priorities to the Market and Technical Services Division,
Federal Property Resources Service, General Services Administration (GSA). After
an evaluation of the market outlook, the Market and Technical Services Division
proposes quantities of commodities for acquisition or disposal. These proposals are
provided to the four AMP subcommittees, which furnish to the full committee their
sugpgested revisions. Differences in these proposals and revisions are then resolved
by the Steering Committee and submitted to the Director of the Federal Emergency
Management Agency (FEMA) for approval.

The four AMP subcommittees and highlights of their duties are:

Strategic implications.—Chaired by the Department of Defense. The designated
members are the Department of Energy (ERDA), Central Intelligence Agency and
FEMA. The primary function of this subcommittee is to determine if any of the
materials proposed for the AMP will be affected by anticipated changes in defense
requirements.

International economic and political impacts.—Chaired by the Department of
State. The designated members are the Departments of the Treasury, Commerce,
Interior, Defense and FEMA. This subcommittee determines the impact that stock-
pile activities could have on foreign exchange earnings of international producers
and producer countries, trade patterns, and international agreements.

Market impact.—Chaired by the Department of Commerce. The designated mem-
bers are the Departments of the Interior, State, Treasury, the GSA and FEMA.
Responsibilities of this subcommittee include the evaluation on a case-by-case basis
of the effects that stockpile acquisitions and disposals will have upon domestic and
international commodity markets. Significant trends and areas where stockpile
activities could lead to a commodity market disruption are examined. This subcom-
mittee develops market impact statements with assistance from the Department of
the Interior (Bureau of Mines) and the Department of Commerce (Industry and
Trade Administration).

Economic and budgetary impact.—Chaired by FEMA. The designated members
are the Departments of Commerce, State, and Treasury, the Office of Management
and Budget, and the GSA. This subcommittee examines the revenue and cost
projections of proposed stockpile actions. Additional duties include the identification
and analysis of economic factors affecting the rate and scheduling of procurement.

The preliminary AMP is furnished for review to the agencies involved in its
development. These agencies provide their comments and recommended revisions to
the Director of the FEMA who approves any changes.

The AMP is submitted by the FEMA Director to the National Security Council.
Simultaneously, a copy is provided to the Office of Management and Budget. Any
further revisions are made jointly by the National Security Council, Office of
Management and Budget, and FEMA. The final plan is provided to the Armed

Services Committees of the Senate and the House of Representatives. At the begin-
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ning of the fiscal year, a “Purchase Directive” reflecting the AMP decisions is
issued to the General Services Administration by the Director, FEMA. The Adminis-
trator’s budget request for purchases of strategic materials is formulated on the
basis of AMP priorities.

Question 2. Your views on the potential restructuring of stockpile goals because of
renewed interest in defense preparedness.

Answer. The Reagan Administration has endorsed the current stockpile planning
process and policy guidance. While some fine tuning in this guidance may occur, we
do not anticipate any substantial change in our goal calculation methodology or
planning process. In the President’s March 13, 1981, announcement he specifically
indicated the out of balance stockpile would be redressed at a faster pace than
under previous administrations.

Question 3. According to your June 2nd testimony, the current defense require-
ment for silver is 140 million ounces for a 3 year emergency. This is an increase of
25 million ounces over the 1976 requirement of 115 million ounces. What is the total
silver requirement of a 3 year emergency (defense, essential civilian, and general
civilian uses)? Your comments on the reasons why FEMA considers its entire silver
stocks excess to stockpile requirements.

Answer. Three year wartime direct defense requirements for silver total 141
million troy ounces. Total wartime national security requirements are 517 million
ounces once essential civilian and basic industry (formerly called general civilian)
uses are added. While wartime requirements have increased since 1976, North
American supply has increased at a faster rate. In fact, in 1980 the United States
was a net exporter of silver.

As detailed in the attached table, 692 million ounces of domestic U.S. and reliable
foreign supplies of silver are more than adequate to cover estimated 1980-82 war-
time silver consumption of 517 million ounces. In comparison to actual 1980 U.S.
silver consumption, projected 1980 wartime requirements are almost 50 percent
higher, but are estimated to decline slightly throughout the war. Expected U.S.
wartime silver supplies, however, are larger by 45 to 75 million ounces in each war
year and exhibit an increasing trend.

Normal U.S. silver supplies are derived largely from safe supply sources. Domes-
tic silver ores have supplied a steady 20-25 percent of normal U.S. industrial
consumption. Fed by “old scrap” recycling, secondary U.S. silver production has
grown to supply another 50-65 percent of U.S. silver consumption. While forei
sources supfply the remaining fraction, the U.S. was a net silver exporter in 1980.
About % of 1976-79 U.S. imports of silver came from Canada (42%) and Mexico
(24%). During 1980 the U.S. imported 78 million ounces of silver, but exported 90
million ounces.

DOD uirements comprise between 22 and 31 percent of annual wartime con-
sumption. Even if FEMA econometric estimates of wartime silver supply were too
optimistic or consumption estimates were too low, a zero silver goal would still
result. Due to excess wartime silver supply, the zero silver goal contains large
margins for error. In addition, U.S. silver luxury consumption uses, a low wartime
Eriority. could be deferred to prevent a silver shortage for defense-related uses.

ighteen percent of 1980 U.S. silver consumption represented sterling and electro-
plated ware, jewelry and commemorative coin uses. E.eoent high silver prices have
encouraged technology causing permanent substitution away from silver in photo-
graphic and other uses. Additional potential U.S. silver supplies exist in the form of
inventories—double 3 year wartime consumption. Total U.S. visible commercial and
government stocks of silver were estimated at 333 million ounces as of October,
1980. Handy and Harmon forecast another 662 million ounces as existing in stocks
of U.S. silver coins. Therefore, the Administration supports H.R. 2912 which author-
izes the disposal of silver.

UNITED STATES SILVER DATA
[In millions of ounces]

Actual Projected wartime

1380 1980 1om1 1982
Consumption : 120 1790 1740 164.0
DOD CONSUMPIION..........ovvvvevercrssisssssnssssesssesssssessesesssessessesssees 6 394 50.6 513
Total SUPDY ..o 201 2520 2620 2730
US. production ................... et ees et eeeeeea e sneesaeraneeeen 125 1200 1230 125.0
Total STOCKS ..ouisismniisiimms i s 1170 ...
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UNITED STATES SILVER DATA—Continued

[In milhons of ounces)

Actual Projected wartime

1380 19g0 1981 1382
UNCEDOREE SIOEKE . oot s B A S e VIS s asiss
U, SIVEE COMIS ...ooooeeeeeeeeeeese e seees e e eesee s eresseevse s esmsesseeessesesiessiessessresenesensennies BBZ oeeeeeeeeeieeeeeeeee ettt e e e mmeaane

Question 4. The U.S. used 1.25 billion ounces of silver during the Vietnam conflict
(a deficit of 355 million ounces over available supply). This deficit was met primarily
by the sale of 305 million ounces of Treasury stocks. Today only 39 million ounces of
Treasury stocks remain. Is the Department of Defense in agreement with FEM As
estimate of your defense requirements for silver during a 3 year emergency? Second-
ly, are you confident that defense and essential civilian needs can be met if the
139.5 million ounces of silver in the stockpile is sold?

Answer. While it is true that the U.S economy consumed 1.22 billion ounces of
silver from 1965 to 1972, only a small fraction of 1.22 billion ounces was related to
defense production for Vietnam. In fact, U.S. industrial silver consumption fell from
1965 to 1972. The Treasury sale of 305 million ounces was the consequence of U.S.
certificate and coin demonetization policies of the 1960s. During the 1965-72 time
frame, the U.S. exported a total of 480.1 million ounces of silver. The so-called
deficit of 355 million ounces is more than covered by these exports.

The following table covers the eight year period from 1965 to 1972. Over one-third
of consumption was in luxury uses such as jewelry, silverware and medallions. A
little over one-quarter of silver consumption was consumed in photographic applica-
tions, most of which was for recreational purposes. Even some of the silver con-
sumed in the electrical and industrial sectors was for toys and games. Thus, less
than one-half of the alleged “Vietnam wartime consumption” went for essential
uses, and an even smaller amount (perhaps 10 percent) went to direct defense uses.

VIETNAM WAR SILVER CONSUMPTION 1965-72

{In millions of troy ounces]

1965 1966 1967 1968 1969 1970 1971 1972 Total dim'on

e 635 687 633 574 469 448 452 545 4443 36.4
Photography ..o, 474 484 503 416 414 380 361 382 3414 28.0
Electrical ..., 399 450 379 288 321 276 298 369 278.0 228
Other industral............essinrrre 197 216 185 175 212 180 180 214 156 12.8
Totalooooooceeneicimssnneeeee. 1705 1837 1710 1453 1416 1284 1291 151.0 1,220.6 100.0

Source: U.S. Bureau of Mines, “Minerals in the U.S. Economy,” 1975.

As shown below current DOD wartime requirements for silver increase eight fold
compared to peacetime. DOD weapons expenditure patterns, wartime planning as-
sumptions and weapons technology (including silver requirements) are provided by
DOD and directly used as inputs into the FEMA econometric and input-output
models used the derive silver goals. Model results are provided to DOD for comment
and coordination in AMP interagency committees before goals become operative.

Under present war planning assumptions, 3-year consumption would decline from
179 to 164 million ounces by 1982. Direct and indirect defense requirements for
silver under these assumptions would range from 39 to 51 million ounces, or about
22 to 31 percent of total consumption.

Total U.S. supply during the war would increase from 252 to 273 million ounces.
U.S. primary and secondary silver production would account for 45-50 percent of
the total supply. U.S. production alone, therefore, is over two and a half times direct
and indirect defense requirements.

The remainder of U.S. wartime supply would be imports, which would range from
132 to 148 million ounces. Canada, Mexico and Peru together account for 84 percent
of normal imports.

An indication of the lack of risk to national security can be obtained from the
following table. The table compares variations in expected wartime supplies from
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>nl the most secure sources with requirements for the defense, essential civilian
and basic industrial stockpiling sectors. Three-year totals are used.

[In millions of ounces)

Expected 3- Net 3.year sector requirements
yﬁz:alssuﬁly Twm ésser-r al B;mc Total
source Defense civilian |nuu§tf|al
United States only..........ccccooeeernrienionniiiocnocinenins 368 1413 3239 518 517.0
United Statesand Canada.................. 511 1413 3239 518 517.0
United States, Canada, and Mexico...............cooooeccvernee 624 1413 3239 518 517.0

T hus, production from the U.S., Canada and Mexico alone is more than sufficient
to safeguard the U.S. economy in wartime. If Mexico, for any reason, were lost as a
wartime supply source, the general civilian (Basic Industry) requirements would be
minimally impacted, but there would be no impact on defense or essential civilian
requirements at all. If both Canada and Mexico were lost as sugply sources, defense
requirements would still be covered by a factor of more than 3, although essential
civilian requirements would be impacted 30 percent.

Question. 5. Your best estimate of the quantity of the seven excess items that
could be dis of in fiscal year 1982.

Answer. We estimate that the following quantities of the seven excess materials

listed in H.R. 2912 could be disposed of during Fiscal Year 1982:
Industrial Diamond Crushing Bort—1,500,000 carats.
Iodine—500,000 pounds.

Mercuric Oxide—50,000 pounds.
Mercury—12,000 flasks.

Mica, Muscovite Splittings—1,000,000 pounds
Mica, Phlogopite Splittings—150,000 pounds
Silver—52,000,000 troy ounces.

Question. 6. Your estimate of the time required to dispose of each of the items
proposed for sale in H.R. 2912. _

Answer. We estimate that the materials proposed for sale in H.R. 2912 could be
disposed of over the following periods of time:

lIodine, 1,000,000 pounds—2 years.

Ind. diamond crushing bort, 1,500,000 carats—one year.
Mercuric oxide, 710,253 pounds—more than 5 years.
Mercury, 50,000 flasks—four years

Mica, muscovite splittings, 6,000,000 pounds—6 years

Mica, phlogopite splittings, 25,000 pounds—Iless than 1 year.
Silver, 139,500,000 troy ounces—three years.

Question. 7. Your views on bartering excess and surplus U.S. commodities and
equipment for strategic or stockpile materials from foreign governments.

Answer. We believe barter arrangements can be negotiated to trade excess and
surplus U.S. commodities and equipment for strategic and critical materials from
foreign governments. Such arrangements would not only fill our stockpile goals
without use of scarce dollars but could enhance our foreign policy interests by
enabling friendly governments to obtain badly needed U.S. surpluses. Barter has
been a part of the stockpile pro%ram from the beginning. Between 1949 and 1971
over 60 materials valued at $1.6 billion were acquired for the stockpile in exchange
for surplus agricultural products.

Question 8. Your recommendations for changes in existing law or policy to re-
structure the defense stockpile to meet military, industrial, and essential civilian
needs of the U.S. for a period of 3 years in ﬂie event of a national emergency.

Answer. The Strategic and Critical Materials Stock Piling Act already provides a
sound basis and authority for restructing the stockpile. Passage of H.R. 2912 would
provide monies for future acquisitions. In the recent past the Congressional Appro-
priations Committees have failed to pass Administration budget requests for the
stockpile. Had these monies been appropriated for fiscal years 1978, 1979, and 1980,
some of the more urgent requirements would have been already met.

Question 9. Your views on charges that you are stockpiling ores instead of metals,
therefore deferring the expenditure of energy and manpower required to convert
the ore to metals during a national emergency.

Answer. The policy of holding stockpile materials in the most basic form of ore
rather than an upgraded form of metal or alloy is based on several considerations:
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(1) The basic ore form is much less expensive, per unit of material, to acquire and
store than the upgraded form. An example might be used from the aluminum metal

roup where the cost of the entire goal in metal form would be approximately
%10. 68 million vs. approximately $1,084 million for holding the equivalent metal
units as bauxite ore.

(2) The lgssibility of technological obsolescence of upgraded forms is a very real
problem. ent technology changes in the usage of ferrochromium alloy composi-
tions, tantalum metal capacity powder sizes and metal purity requirements would
have rendered a substantial ﬁuantity of stockpile materials obsolete had they been
held in the upgraded forms. Holding materials in the basic ore form allows them to
be processed by the latest technology into the most desirable form.

(3) There exists considerable domestic capacity to process imported ores. To the
egltent that these normal imports are unavailable during wartime, we should stock-
pile ores.

The structuring of stockpile materials into groups or families allows for the
provision of (a) upgraded material to be available for surge requirements (b) materi-
al to meet requirements over and above domestic capacity to produce and; (c) basic
ore feedstock to supply the domestic industry during the emergency period.

Mr. BENNETT. Our next gentleman is Mr. Donnelly, Deputy Di-
rector of Production Resources, Department of Defense.

RICHARD DONNELLY, DEPUTY DIRECTOR, PRODUCTION RE-
SOURCES, OFFICE OF THE DEPUTY UNDER SECRETARY FOR
ACQUISITION POLICY, DEPARTMENT OF DEFENSE

Mr. DonNNELLY. I would like to provide my statement for the
record and summarize my remarks.

Mr. BENNETT. All right.

Mr. DoNNELLY. | apﬁreciate this opportunity to appear before
you in connection with your deliberations on House bills 2603,
2784, 2912, and 3364 relating to the national defense stockpile.

The Department of Defense and the administration strongly sup-
port passage of H.R. 2912. The provisions of these bills relate
primarily to the Federal Emergency Management Agency, FEMA,
General Services Administration, agencies that are responsible for
coordinating stocklpile licies and managing acquisitions and dis-

. However, I do have a few brief general remarks on these
ills and on the national defense stockpile.

We are closely involved with FEMA and other Federal depart-
ments as they develop stockpile policies and procedures. We are
actively seeking improvement in the condition of the national de-
fense stockpile.

Mr. Chairman, as 5you know, the present stockpile is badly out of
balance. Out of $15 billion of materials presently in inventory,
about $7 billion of those materials are excess to any reasonable
wartime scenario.

So the Department of Defense supports prompt disposal of the
excess commodities and use of the funds derived from the sale to
purchase these badly needed materials.

I would like to provide our views on each of the bills under
consideration. First is H.R. 2603, which is the bill to acquire silver,
platinum, and nickel. The Department of Defense does not support
this legislation primarily because the quantities of silver in the
stockpile is excess to documented national security needs, and none
needs to be acquired.

The second bill, H.R. 2784, ﬂroposes to authorize disposal of
silver in the stockpile because the silver is excess to the national
security requirements. We agree with the intent of this legislation.
However, since the bill does not authorize disposal of other excess
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commodities and because it does not contain an authorization to
acquire needed materials, we do not support this legislation.

c%s I stated earlier, we support H.R. 2912, which would authorize
appropriation for the acquisition of materials for the stockpile and
for the disposal of certain excess commodities. It provides the au-
thority to sell iodine, industrial diamond bort, mercury, mercuric
oxide, mica, and silver. Funds from the sales of these materials can
be then deposited into the national defense stockpile transaction
fund and can be used, if appropriated, to acquire other badly
needed commodities identified by the annual material plan process.

You also asked for our views on title VII of H.R. 3364. This
provision would effectively place the stockpile transaction fund
outside budgetary control, limiting the authority of Congress and
the executive in this area. So, therefore, the administration opposes
that portion of the legislation.

It would also restrict acquisitions to those materials generated b
sales. With this limitation we would not be able to ultimately fill
all the stockpile goals.

Mr. Chairman, in summary I wish to reaffirm the Department of
Defense’s strong desire for prompt sale of materials no longer
needed and acquisition of materials for which high-priority defi-
ciencies exist. Said simply, the acquisition of needed materials can
be managed efficiently through the use of funds generated from
sales of material which are clearly excess to national defense re-
quirements. Improvement in the condition of the national defense
stockpile is clearly an important objective in the Department of
Defense action plan to improve industrial responsiveness. We be-
lieve it is time to move forward and implement these long overdue
stockpile improvements which will enhance our industrial readi-
ness and the national defense.

This concludes my statement.

Mr. BENNETT. Thank you.

WRITTEN STATEMENT OF RicHArRD E. DONNELLY

Mr. Chairman and members of the subcommittee, I appreciate this opportunity to
appear before you in connection with your deliberations on House bills 2603, 2784,

12 and 2364 relating to the national defense stockpile.

The administration strongly supports passage on H.R. 2912.

The provisions of this legislation relate primarily to the Federal Emergency
Management Agency (FEMA) and the General Services Administration, the agen-
cies responsible for coordinating stockpile policies and managing stockpile acquisi-
tions and disposals respectively. However, I would like to make some general
remarks on these bills and on the national defense stockpile.

We work closely with FEMA and other agencies in the development and imple-
mentation of stockpile policies through the interagency annual materials plan proc-
ess. As the name implies, this is an annual effort, recently established, to review
changes in national security planning and product and market conditions as they
affect stockgiling needs. More specifically, under this process the Defense Depart-
ment provides estimates of emergency materiel requirements, military scenarios
characteristics and other information which are used by interagency teams in their
efforts to develop wartime supply and demand data. This in turn is used to develop
stockpile inventory goals, the policies to meet these goals, and priorities for acquisi-
tion and disposal of materials.

Mr. Chairman, the present stockpile is badly out of balance. Of the $15 billion of
materials presently in inventory, $7 billion are not needed to support national
security requirements. The Department of Defense supports prompt disposal of the
excess commodities and use of funds derived from sales to acquire needed materials
in their proper form and condition.

I would now like to provide our views on each of the bills under consideration by
the subcommittee. First is H.R. 2603, a bill to appropriate funds to acquire silver,
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platinum and nickel. The Department does not support this legislation because the
quantity of silver currently in the stockpile is excess to documented national secu-
rity needs and none needs to be acquired. '

second bill is H.R. 2784. It proposes to authorize disposal of the 139.5 million
troy ounces of silver now in the stockpile. Because the silver is excess to national
security requirements, we agree with the intent of this i:f'islation. However, since
the bill does not authorize disposal of other excess commodities and because it does
not contain an authorization to acquire needed materials, we do not support this

legislation.

egﬁhe third bill, H.R. 2912, would authorize appropriations for the acquisition of
materials for the stockpile and for the disposal or certain excess commodities. We
strongly support this legislation. It provides authority to sell excess iodine, industri-
al diamond g,rt. mercury, mercuric oxide, mica and silver. Funds from the sales of
these materials can then be deposited into the national defense stockpile transac-
tion fund and can be used, if appropriated, to acquire other badly needed commod-
ities indentified by the annual material plan process.

The administration opposes title VII of H.R. 3364. This provision would effectively
place the stockpile transaction fund outside budgetary control, limiting the author-
ty of Congress and the Executive in this area.

In summary, I wish to reaffirm our desire for prompt sale of materials no longer
needed and acquisition of materials for which high priority deficiencies exist.
Simply stated, the acquisition of needed materials can be managed efficiently
through the use of funds generated from sales of materials which are clearly excess
to national defense requirements. Mr. Chairman, improvement in the condition of
the national defense stockpile is an important objective in the Department of
Defense action plan to improve industrial responsiveness. It is time to move forward
and implement these long overdue stockpile improvements which will enhance our
industrial readiness and the national defense.

This concludes my statement. I will be pleased to respond to any questions the
subcommittee may have.

[The following questions were submitted to the witness to be
answered for the record:]

Question 1. Describe DOD's role in the development of the annual materials plan.
Describe the input DOD provides during this planning process.

Answer. Defense provides DOD estimates of expenditures for various categories of
items such as aircraft, ammunition, ships, missiles and support required to meet a
specific scenario. This data is expre as an annual requirement in total dollars
for each category and covers one year of peacetime mobilization and three years of
wartime needs. The information is used by an interagency team to develop wartime
supply and demand data which in turn is used to develop stockpile inventory goals.

Question 2. In your June 2nd testimony, you stated, “The present stochpile is
badly out of balance.” Considering the new administration’s emphasis on defense
preparedness, what would be the first materials you would want to purchase and in
“lrlhat'qua}?ntities? What would be your priority for acquisition for the stockpile at
this time!

Answer. Two of the most important materials required to meet our needs are
cobalt and titanium. However, the complete break-out of material needs and quanti-
ty required should be provided by FEMA because the essential civilian needs must
be considered along with our requirements.

Question 3. What are your views on the present or anticipated bottlenecks which
might develop due to a lack of availability or increased prices for materials needed
for the stockpile?

Answer. The supply of titanium sponge is currently inadequate to meet forecasted
demand. In addition, the cobalt supply/demand balance is being closely monitored
because of previous supply shortfalls from Southern Africa accompanied by substan-
tial price increases. There are a number of other raw materials and semi-finished
commodities which are being carefully watched such as platinum, manganese, titan-
ium forgings, electronic materials and sub-assemblies. The potential for bottlenecks
depends among other things upon how well the economy responds to various eco-
nomic recovery measures, the status of trade with supplier nations and, the efficacy
of use of the Defense Production Act.

Question 4. Are there other materials not included in the stockpile that could
cause bottlenecks in our defense industry and that should be included in the
stockpile?

Answer. Not to my knowledge. However, we believe there are distinct advantages
to upgrading the form of materials presently in the stockpile. For example, stocking
amonium-paratungstate instead of tungsten ore would lessen energy requirements
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during an emergency and maintain inventories in a form closer to the ultimate
need which, in this case is a munitions penetrator.

Question 5. Congress is in the process of authorizing almost $220 billion for
defense for fiscal year 1982. Will you give the committee some examples of stockpile
materials that will be needed to produce the equipment being authorized, such as
tanks, guns, aircraft, ships, munitions, etc?

Answer. The Department of Defense does not plan to‘use any of the materials
contained in the National Stockpile to produce the systems and items authorized in
the fiscal year 1982 budget. We only use material from the stockpile when an
emergency situation occurs and then only when we cannot obtain the material
through normal supply sources,

Question 6. What are your views on the feasibility of bartering surplus military
equipment or supplies for critical materials for the stockpile?

Answer. We may support barter of surplus military equipment for strategic and
critical materials depending upon the type of equipment, and U.S. policy with
respect to the supplying nation. A more attractive bartering arrangement, however,
would be bartering with commodities (e.g., tin for titanium or tungsten ore for
quartz crystals).

Question 7. 1 understand a National Security Council study was completed regard-
ing U.S. dependence on selected minerals from South Africa.

Answer. The National Security Council Study that is looking at this area has not
been completed as of this date. However, we are workinf very closely with other
agencies on this effort and when the Study is completed, I am sure the results can
be made available to Congress.

Question 8. Your recommendations for other methods of generating revenue for
the purchase of more desperately needed defense stockpile materials.

Answer. The method of bartering may be appropriate under certain circum-
stances however, the preferred method is by sale of excess materials in the stockpile
or by Congressional appropriation of funds.

Question 9. The U.S. used 1.25 billion ounces of silver during the Vietnam conflict
(a deficit of 355 million ounces over available supply). This deficit was met primarily
by the sale of 305 million ounces of Treasury stocks.

Today only 39 million ounces of Treasury stocks remain.

Is the Department of Defense in agreement with FEMA'’s estimate of your defense

uirements for silver during a 3 year emergency?
ondly, are you confident that defense and essential civilian needs can be met if
the 139.5 million ounces of silver in the stockpile is sold?

Answer. Yes. The requirements for defense, essential civilian and basic industrial
needs of the nation are developed by an interagency team under the Annual
Materials Plan process. We fully participate in this process. We are confident that
the needs of the nation can be met if the silver in the stockpile is sold. The basis for
the question may create the erroneous impression that 1.25 billion ounces of silver
was used to support the Vietnam conflict. This is not the case. Defense require-
mepotz were only about 4 percent of total demands of the economy during that
period.

Mr. BENNETT. Mr. Pendley.

STATEMENT OF W. PERRY PENDLEY, DEPUTY ASSISTANT SEC-
?&;ﬁﬁ%ﬁro}i ENERGY AND MINERALS, DEPARTMENT OF THE

Mr. PENDLEY. Thank you, Mr. Chairman.

It gives me pleasure to appear before you this morning to strong-
ly support H.R. 2912 which, if enacted, could be a major step in
restructuring the balance of our national defense stockpile. Presi-
dent Reagan on March 13, 1981, when he directed the first acquisi-
tion of strategic and critical materials for the stockpile in over 20
years, clearly emphasized the irrefutable link between adequate
emergency stockpiles and national defense preparedness.

Secretary Watt has expressed deep determination to assure that
policy planning at the national level take up long-term minerals
adequacy as a fundamental component in the long-run improve-
ment of the national economy. We firmly believe that the Nation’s
best mineral insurance is a strong, competitively productive domes-
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tic industry. Stockpiled materials, located at or near the ultimate
point of use, represent storage of the built-in costs of processing,
transportation, energy, capital, and time—all of which are likely to
be critical at a time of emergency.

With respect to the specific legislation currently under considera-
tion by this committee, the administration again wishes to express
its strong support for H.R. 2912. We have worked closely with
FEMA, which has primary responsibility for the Nation’s stockpil-
ing program, in determining the quantities and qualities of materi-
als to be stockpiled, the rates of feasible acquisitions and disposals,
and the planning for the proper use of the stockpile in periods of
national emergency.

Further, I should like the committee to note that a highly impor-
tant piece of legislation, the extension of the Defense Production
Act, which is currently scheduled to expire September 30 of this
year, is an essential element of our defense planning, and that
senior representatives of the Departments of Defense, Commerce,
Interior, and the Federal Emergency Management Agency have
already testified before the Subcommittee on Economic Stabiliza-
tion of the House Committee on Banking, Finance and Urban
Affairs as to the necessity for extending the Defense Production
Act for 5 years—the cornerstone of our defense readiness planning.
I am certain that the members of this committee will also look
favorably upon this longer extension of that legislation.

Thank you, Mr. Chairman.

Mr. Chairman, I did fail to note that I am accompanied by Dr.
John Morgan, who is the chief staff officer of the Bureau of Mines,
and one of the leading experts in the Nation and the administra-
tion regarding the Defense Production Act and stockpile issues.

Thank you.

Mr. BEnNETT. Glad to have you with us, too.

Do you have a statement you would like to give?

Mr. MorGAN. No, sir.

WRITTEN STATEMENT OF W. PERRY PENDLEY

Mr. Chairman, it gives me pleasure to appear before you this morning to strongly
sui)port H.R. 2912 which, if enacted, could be a major step in restructuring the
balance of our National Defense Stockpile. President Reagan on March 13, 1981,
when he directed the first acquisition of strategic and critical materials for the
stockpile in over 20 years, clearly emphasized the irrefutable link between adequate
emergency stockpiles and national defense preparedness.

Secretary Watt has expressed his deep determination to assure that policy plan-
ning at the national level take up long-term minerals adequacy as a fundamental
component in the long run improvement of the national economy. We firmly believe
that the Nation’s best mineral insurance is a strong, competitively productive
domestic industry. Stockpiled materials, located at or near the ultimate point of use,
represent storage of the built-in costs of processing, transportation, energy, capital,
and time—all of which are likely to be critical at a time of emergency.

The principal point raised in your letter to Secretary Watt inviting testimony
from the Department of the Interior bodair concerned the Department’s mineral
responsibilities as they relate to the stockpile. Without reciting history, the Depart-
ment of the Interior has been directly involved in emergency mineral planning
going back to World War I, joining with the Army and Navy Munitions Board in
studies that led to Public Law 117 of June 7, 1939, the first legislation for the
primary purpose of establishing stockpiles of strategic and critical materials for the
national defense.

The semiannual “Stockpile Report to the Congress” submitted regularly for more
than 3 decades by FEMA and its predecessors contains a section reporting on
Department of the Interior research, which in support of Section 8(a) of the Strate-
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ﬁlc and Critical Materials Stockpiling Act of 1979, is aimed at increasing the
omestic development of minerals and improving their recovery from domestic ores
and secondary sources. Accordingly, I shall not take the time of this Committee to
reiterate what has already been reported to it in some detail.

It is important to add, however, that Congress, in the very concept of the National
Defense Stockpile, understood clearly that the adequacy of mineral supplies of the
kind and quantity needed for a wartime emergency remains a factor of existin
domestic caﬁacity, and that continued national attention toward maintaining ang
improving that capacity during non-emergency times is an integral part of emergen-
cy planning. Toward that end, Section 8(a) of the 1979 Act assigned to the President
himself the responsibilities for development of domestic mineral resources, an as-
signment that under prior acts was directed to the Secretary of the Interior. Execu-
iive Order delegates this responsibility under Section 8(a) to the Secretary of the
nterior.

As you know, Section 8(a) spells out in considerable detail what Congress wanted
in the way of scientific, technologic, and economic investigations along the whole
chain of mineral supply activities intended to improve our productive mineral
capacity both on public or private lands. In fact, the language in the 1979 Act
reinforces, but in more detail, the broad Folicy mandate to the Secretary of the
Interior under the Mining and Mineral Policy Act of 1970. The 1970 Act called for
economically sound and stable domestic mining, minerals, metal, and mineral recla-
mation industries, the development of domestic mineral resources, recycling, and
mining, mineral, and metallurgical research. Again, the National Materials and
Minerals Policy, Research and Development Act of 1980, in enunciating the need for
a National Materials Policy, reemphasized the imgortance of the Mining and Miner-
als Policy Act of 1970, and specifically directed the Secretary of the Interior to act
within the Department’s statutory authority to attain the goals contained in that
earlier Act. It specifically directed the prompt initiation of actions to improve the
capacity of the Bureau of Mines to assess international minerals supplies, to in-
crease the level of the Bureau’s mining and metallurgical research in critical and
strategic minerals, and to improve the availability and analysis of mineral data in
Federal land use decisionmaking. Secretary Watt firmly believes in the importance
of these Congressional mandates. We in the Department of the Interior are deter-
mined to make maximum effective use of the assets of our people and a balanced
use of the public lands under our jurisdiction to meet the demands of national
security and a healthy economy.

With respect to the specific legislation currently under consideration by this
Committee, the Administration aﬁain wishes to express its strong sup%ort for H.R.
2912. We have worked closely with FEMA, which has primary responsibility for the
Nation’s stockpiling [;lrogram, in determining the quantities and qualities of materi-
als to be stockpiled, the rates of feasible acquisitions and disposals, and the planning
for the proper use of the stockpile in periods of national emergency.

Further, I should like this Committee to note that a highly important piece of
legislation, the extension of the Defense Production Act, which is currently sched-
uled to expire September 30 of this year, is a sine qua non of our defense planning,
and that senior representatives of the Departments of Defense, Commerce, Interior,
and the Federal Emergency Management Agency have already testified before the
Subcommittee on Economic Stabilization of the House Committee on Banking, Fi-
nance, and Urban Affairs as to the necessity for extending the Defense Production
Act for five years—the cornerstone of our defense readiness planning. I am certain
that the members of this Committee will also look favorably upon this longer
extension of that legislation.

[The following questions were submitted to the witness to be
answered for the record:]

Question 1. A description of the role played by the Department of the Interior in
the information of stockpile policy.

Answer 1. The Department of the Interior has been deeply involved in the
formulation of stockpile policy for more than 40 years. Prior to World War II, the
Department of the Interior joined with the Army and Navy Munitions Board in
studies that led to Public Law 96-117 (June 7, 1939), the first legislation for the
primary purpose of establishing stockpiles of strategic and critical materials for
national defense, and also authorizing exploration and development of domestic
resources. When stockpiling legislation was revised after World War II, Public Law
79-520 (July 23, 1946) specifically provided that the Secretaries of War, Navy, and
the Interior, acting jointly through the Army and Navy Munitions Board, were to
determine stockpile policy. Through reorganization plans in the Korean War period
the primary responsibility for stockpile policy was placed by the President in the
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Office of Defense Mobilization and successor agencies, currently the Federal Emer-
gency Management Agency (FEMA). The Department of the Interior works closely
with FEMA in making supply/demand projections for strategic materials, in estab-
lishing stockpile goals and specifications, and in developing the annual materials

lans which cover both acquisitions and disposals. Further, much of the work of the
EI.S. Geological Survey and the Bureau of Mines is directed toward increasing
supplies of minerals. Of the 93 strategic and critical materials stock&i)led under
FEMA's direction 80 of these are minerals or mineral-based materials. Consequent-
ly, there is virtually day-to-day contact between FEMA and the Bureau of Mines,
which is the Department’s primary contact with the FEMA operation. Perhaps the
most important stockpile policy decision in the 1970 decade was the 1976 determina-
tion by the President to base stockpile planning on a 3—fyear war emergency period,
instead of upon a shorter period. The Department of the Interior was a major
advocate of the 3-year policy, which subsequently was enacted into law by the
Congress in Public Law 96-41 (July 30, 1979).

Question 2. How Secretary Watts as chairman of the newly formed Council on
Environment and Natural Resources expects to address stockpile issues.

Answer 2. The issue of a strategic minerals policy is undergoing a policy review
under the direction of the Cabinet Council on Natural Resources and Environment.
Part of that issue is the adl;ﬁuacy of the National Defense Stockpile to determine
what should be done, in ance, with other priorities, to improve its present
condition. Improvement of our stockpile position is a stated goal of the President.

While it is too early to draw any specific conclusions of what might result from
the Cabinet Council’s review of the stockpile situation, the fact that the President
directed the overdue purchase of cobalt to in filing that serious stockpile gap
would indicate that the stockpile will receive the priority it must by this Adminis-
tration.

Question 3. The views of the Department of the Interior on what addition should
be made to the stockpile during fiscal year 1982.

Answer 3. Table 1 details the stockpile status as of January 1, 1981, and shows
the percentage completion toward those stockpile goals that are below the 100

rcent level. General Services Administration’s specific purchase plans are confi-

ential to prevent market interference, but a FEMA press release of March 13,
1981, indicated that “priority materials to be considered for acquisition for the
national defense stockpile are: agricultural-based chemical intermediaries (such as
castor bean oil, pyrethrum), aluminum oxide, bauxite, cobalt, columbium, cordage
fibers, fluorspar, manganese dioxide, medicinals (including opium salts), nickel,
platinum up metals, rubber (including guayule), tantalum, titanium (including
rutile), and vanadium.” Fiscal year 1982 additions can be expected to follow in an
orderly manner depending u{)on the progress made in fiscal year 1981.

Question 4. Asssuming relaxation of environmental restraints, access to public
lands, anti-trust restrictions, and so forth, your views on how soon domestic produc-
tion could begin to reduce the stockpile deficit for such materials as cobalt, chromi-
um, platinum group metals, managanese and so forth.

Answer 4. Under most circumstances, it is impossible to predetermine with any
precision the times required to develop and produce minerals from deposits even
after discovery. Many factors can and do affect the best laid plans on the timing of
development, as you know. Not only must the usual technical questions of mining
and metallurgical processing be satisified to maximize recovery as well as those of
long-term financing and marketing that must satisfy cash flow uirements, the
unknowns of delays and their costs through Government actions or inaction add to
the uncertainties. Encouragement rather, than aiscouragement by Government
would do much to improve the situation.

TABLE 1.—FEMA's STOCKPILE GOALS, (DESIRED INVENTORY MIX), AND INVENTORIES AS OF JAN. 1,

1981
Percent ol i
oy -y
Aluminum metal group D 48 7,150,000 ST Al 3,444,064
(ATUMING) <......ooevvesveeseeeeeereeseeeesesenssasseseeseesseressessessssessssessssessesseeses s 0 0
(Aluminum) . 0 700,000 ST 1,733
(Bauxite, Metal grade, Jamaica tyPe) ..................coooommrremeeeemsseessssscssnseecenis 42 21,000,000 LDT 8,858,881
(Bauxite, metal grade, SUMNAM YD) .........c..ccouvemvormvcnuescssmsssniisssssnssnries 87 6,100,000 LDT 5,299,536
Aluminum oxide, abrasive grain group........................... e 41 638,000 ST 259,124
Abrasive grain
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TABLE 1.—FEMA’s STOCKPILE GOALS, (DESIRED INVENTORY MIX), AND INVENTORIES AS OF JAN. 1,

1981—Continued
Percent
on Goal Inventory
hand !

(Aluminum oxide, aDrasive Brain) ...........ccooovvoririiimmesiienimeee s eesresssssssess s 0 ST 50,904
(Aluminum oxide, fused, CrUdR) ..........ccooivvviviiiieeie s 0 0 ST 249,867
(Bauxite, aDrasive BIae) ...........ccccoommviveeinieniinnssinrssss s 0 1,000,000 LCT 0
i ; 36,000 ST 40,730
i 17,000 ST 42,534
3,000 ST 9,958
Bauxite, refractory 1,400,000 LCT 174,599
Beryl'ium metal group 1,220 ST Be 1,061

metal
{BAryT i T PEroRit Bl i commmmummi s e v 18,000 ST 17,987
(Beryllium copper mMaster alloy) ................c..oceereirecvmmmisresneeeresssesrmmnmnssessmsneeees 94 7,900 ST 1,387
(Beryllium Metal) ..........o.coevveeeeecienss s esesrssssssssesens 57 400 ST 229
Bismuth ........ 35 2,200,000 LB 2,081,298
(1) 117 (R ) Eah N WEW. Y . 54 11,700,000 LB 6,328,809
Castor oil (SEDACIC ACH) ............oocicoeeieseeeieeeeeeeeeeerss s eeeesseneneseienes 23 22,000,000 LB 5,009,697
Chromium, chemical and metallurgical GIOUP............ccccvrvmmvveummmennierimsescensssissssssies 87 1,353,000 ST Cr 1,173,230

metal
(Chromite, ChemICal rate DB} .............ce..cueeeerrrrocereeesssssmmsensessansssosssssssssssenees 36 675,000 SDT 242,414
(Chromite, metallurgical grade ore) .............ccoovvvvvunnes . 18 3,200,000 SDT 2,488,043
(Chromium, ferro, high-carbon)............coovvvvervvvvcerinc, o L TS e 185,000 ST 402,696
(LT T BT (0 R O (. 75,000 ST 318,892
{Chromium, ferro, SHCON) ....cocovemevee e .. b5 90,000 ST 58,355
(Chromium, metal) 4 . .19 20,000 ST 3,763
Chromite, refractory grade ore......................cooiiiis 86 850,000 SOT 391,414
Cobalt : ; e 48 85,400,000 LB Co 40,802,393
Columbium group e 524,850,000 LB Ch 2,510,528

metal
(Columbium carbide powder) ...........cccooociiivniicsinnniinimsssienseann: — 21 100,000 LB Cb 21,312
(Columbium concentrates) 32 5,600,000 LB Cb 1,780,463
(Cotumbium, ferro) 0 LBCb 930,911
(Columbium, metal) 0 LB Ch 44,851
Copper..... 1,000,000 ST 29,048
Cordage fibers, abace 155,000,000 LB 0
Cordage fibers, SISAl IR ©.c.....cooiiiinianisioint issscilosmmsaen s s RIS 60,000,000 LB 0
Diamond, industrial group 29,700,000 KT 42,929,316
(Diamond dies, small)...........cccoocerevocvinins . V) 60,000 PC 25473
(Diamond, industrial, crushing bort) ..........c..cccercincenen 22,000,000 KT 23,692,782
(Diamond, InuStrial, SLONES) ............oorvvocoooecevesreosrs e eesssssssms s eessssssssssssesees 7,700,000 KT 19,223,798
Feathers and down _— . . 0 1,500,000 LB 0
Huorspar, acid grade Li it Sitain cadint Sl ol s . 64 1,400,000 SOT 895,983
Fluorspar, metailurgical grade P, 24 1,700,000 SDT 411,738
Graphite, natural—Ceylon, aMOPAOUS IIMP............co..rnvvvcecersserecrssmesessnesssssssesssnne 87 6,300 ST 5,498
Graphite, natural—Malagasy, CIYStaliN .............c..ccccooocccriccicsiismmmmsssnssssiicsninies 90 20,000 ST 17,911
Graphite, natural—Other than Ceylon and malagasy 2,800 ST 2,802
J00INE..........coveveernesssssssessnsssssssesssssssamseneneseesmssessessesemesse e 5,800,000 LB 8,013,074
Jowed DRanngs . e S B 57 120,000,000 PC 68,772,719
N S 55 1,100,000 ST 601,036
Manganese dioxide, battery grade Broup....................oooowvvrrvreririmsremsresirsssssssssssesssssesssssssssineess 87,000 SDT 247,821
(Manganese, battery grade, NAIUIAl ONE).............ccouereeermrmeeeenrereereremssssse e sesssessssssenees 62,000 SDT 244,816
(Manganese, battery grade, synthetic dioxide) ... 12 25,000 SDT 3,011
Manganese, chemical and metallurgical BIOUp..............ccccooversrssmrnrrcrnnee 1,500,000 ST Mn 1,586,581

metal
(Manganese ore, Chemical Erade) ............o.......uerorcreeereeeieneeeeeeseeseee e eessssees e 170,000 SDT 221,044
(Manganese ore, metallurgical grade)..............c..oococommmmirimnnmmssssnss s 2,700,000 SDT 3,378,113
(Manganese, ferro, RIGh-CarBON) ................oooooovoovvvveeeeee e 439,000 ST 599,978
(Manganese, fermo, IOW-CArDON) ........c.....oooorvorrrernrvceessiesssmsssns s sssssssssssssssssassansenns 0 ST 0
(Manganese, ferro, medium-carbon) ...................cccoooeemrrreeneee . 08T 28,920
(Manganese, ferro, SHICOM) ........ccooccceuuuveeeeernreenriiieireessssesssessereesssssssesseesessssssemsssesseneeees 0 ST 23,574
(Manganese, metal, @leCtrolylic) ..............cooorrovooveeeeoeeee et 0 ST 14,172
BBIGITY . v oo VA S L AR 10,500 Flasks 191,391
Mica, muscovite, brock, stained and better ..................... 84 6,200,000 LB 5,212,444
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TABLE 1.—FEMA's STOCKPILE GOALS, (DESIRED INVENTORY MIX), AND INVENTORIES AS OF JAN. 1,

1981—Continued
Percent
on Goal Inventory
M 1
Mica, muscovite film, first and second QUAlItIes................cccoevimrecrnsivenesros e 90,000 LB 1,274 495
Mica, muscovite splittings TS 12,630,000 LB 19,498,217
Mica, PIOGOPItE BROCK ..o B2 210,000 LB 130,745
Mica, phiogopite SPITIAES ..........._ ..ot 930,000 LB 2,019,294
Molybdenum group...............occorvvccerscccesrsccesrscccrrec 0 0
DRI B covsascamneoomarmmesseanspmpieescsssen 0 0
(MOIDBBAUM, FBITD) ... eeescesesenscsees oottt 0 0
Nickel 0 200,000 ST Ni & 0
O QOO0 e sonevnmsmassssssmimiareaasisi 55 130,000 AMA LB 71,303
(Opium gum) ................... 0 AMA B 31,795
(Opium, salt) 30 130,000 AMA LB 39,508
Platinum group metals, iridium 17 98,000 Trlz 16,991
Platinum group metals, palladium .42 3,000,000 Tr0z 1,255,003
Platinum group metals, platinum .... . 35 1,310,000 Tr0z 452,640
Pyrethrum 4 0 500,000 LB 0
Quartz crystals 600,000 LB 2,423,036
Quinidine . 18 10,100,000 Av 0z 1,800,462
Quinine 72 4,500,000 Av 0z 3,246,164
Rubber ........... 0 ... ... .. N 14 850,000 LT 119,208
Rutile 37 106,000 SDT 39,186
Sapphire and ruby. . 0K 16,305,502
Silicon carbide, crude : 29,000 ST 80,548
Silver (fine) 0 Tr0z 139,500,000
Taic, steatite block and lump 28 ST 1,092
Tantalum GIOUP............euscermerererremsisesasinnees 33 7,160,000 LB Ta 2,391,940
metal
(Tantalum carbide powder) 0LBTa 28,688
(Tantalum metal) .............cccooomremmrrccn 0LBTa 201,133
(Tantalum minerals)...................cccooooocicnnns 30 8,400,000 LB Ta 2,551,302
Thorium nitrate 600,000 LB 7,145,112
Tin 42,000 LT 200,452
THBNIUM SPONGL.........coumerrverrcrrrreseessmmsmsssmssesssnsesssssasanns 17 195,000 ST 32,331
L LT R 50,666,000 LB W 81,216,792
Metal
(Tungsten, Carbide powder) 2,000,000 LBW 2,032,942
(Tungsten ferro) 0LBW 2,025,361
(Tungsten metal powder) 1,600,000 LB W 1,898,911
(Tungsten ores and concenirates) 55,450,000 LB W 88,436,637
Vanadium Group 6 8,700 STV metal 541
(VANAGIUM, FRITD) ......oooeceeei v sesess s s s s ssssasss s emeneraenes 0 1,000 STV 0
(Vanadium pentoxide) e . 1 1,700 STV 541
Vegetable tannin extract, chesnut ; 5,000 LT 16,835
Vegetable tannin extract, quebracho........................... 28,000 LT 143,541
Vegetable tannin extract, wattle 15,000 LT 16,398
ZINC.....oooeoeceesssemssseeseess s sssssssssssssssmessss s sssssmsssssess s sessessaenes 26 1,425,000 ST 375970
! Amounts for less-than-100-percent items are shown.
Source: FEMA

There are many materials short of stockpile goals as detailed in Table 1 above.
For a number of these, notably copper, lead, and zinc, relaxation of environmental
restraints could well improve domestic capacity, particularly in the area of smelting
and refining, and thus contribute to a lowering of stockpile goals. It would, however,
be fallacious to conclude that relaxation of environmental restraints will provide
significant short-run improvement of our stockpile position; instead, we must consid-
er the use of Title III of the Defense Production Act to guarantee the development
of new sources of supply in the United States and in strategically accessible Allied
nations. Every 1 ton of new domestic productive capacity that could be created will,
under current stockpile planning, reduce the stockpile goal by 3 tons.
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In the case of the platinum group metals, if reasonable market conditions prevail,
environmental requirements are satisfied, and long-term refining capacity is found,
the outlook is good for development of the Stillwater, Montana, palladium-platinum
deposit. Exploration, which began in 1967, has to date cost about $18 million.
Production could get underway as early as 1985-86, and the immense size of the
deposits could provide a reliable U.S. source of these metals for many years.

The chances for significant U.S. manganese production in the foreseeable future
under normal economic conditions are slim simply because known deposits lack
commercial grade. For the same reason, there presently seems to be little chance for
chromite development. However, exploration for chromite continues at some low-
grade deposits in California, and these deposits are being studied to see if better
upgrading technology and near-site ferrochrome smeiting could improve the eco-
nomics.

In the case of cobalt, the Blackbird, Idaho, and Madison, Missouri, deposits are
well known. Both are presently marginal, but exploration is continuing at the
Blackbird deposit testing the large unexplored mineralized area to the north of the
Blackbird mine. Much will depend on the outcome of that exploration, but reported-
ly development of either deposit presently would require Government support under
Title III of the Defense Production Act. The recent FEMA report, ‘“Cobalt Project,”
shows that there are economic benefits to this approach. The earliest that either of
these deposits could be put into production is 1984,

However, much also depends on how Zaire and Zambia see the advantage in
holding the price of cobalt as close to $20 a pound as possible. Prices have sagged
below this level but there is little doubt that the option of dropping the price
further has the advantage of maintaining markets by driving out marginal produc-
ers.

We should restate the point that while we do not now know of economic deposits
of some minerals in the U.S,, this does not mean that some will not be found. The
Stillwater discovery is ample proof of this. Moreover, the very history of mining has
been tied to technologic improvements that have converted non-economic resources
into ore. And, on the basis of what we know now, Alaska offers the best chance to
find deposits of some minerals that we do not now produce. Anything that we do to
improve the competitiveness of U.S. industry in turn improves the mineral posture
of the country.

Question 5. Your views on the desirability of stimulating production of stockpile
material under the Defense Production Act.

Answer 5. The Department of the Interior in recent months has testified before
several Members of the Congress as to the desirability of utilizing Title III of the
Defense Production Act to stimulate domestic production of strategic materials in
short supply in our stockpiles. The Department is currently working with the
National Security Council, the Federal Emergency Management Agency, and the
Office of Management and Budget in reviewing potential application of Title III to a
number of materials among which are cobalt, titanium, refractory grade bauxite,
and guayle rubber. Every 1 ton of new domestic productive capacity that could be
created will, under current stockpile planning, reduce the stockpile goal by 3 tons.
Extension of the Defense Production Act, currently scheduled to expire September
30, 1981, is a cornerstone of our defense readiness planning in the materials area.

Question 6. Views of the Department of the Interior on adding material produced
under the Defense Production Act to the stockpile.

Answer 6. In the event that procurement guarantees under Title III of the
Defense Production Act are utilized to expand production of needed materials in the
United States and/or strategically accessible Allied nations, and if materials are
offered to the Government pursuant to such guarantees, such materials should be:
(1) utilized by the Government as Government-furnished material in the manu-
facture of military materiel; (2) retained temporarily in the Defense Production Act
inventories for subsequent resale; and (3) eventually added to the strategic stockpile
if there should be no immediately foreseeable need therefor.

Question 7. Views on the Department of the Interior on the sale of all 139.5
million ounces of silver from the stockpile.

Answer 7. Because the Federal Emergency Management Agency (FEMA) has
found that the stockpile goal for silver should be zero, the Department of the
Interior concurs in the Administration’s recommendation that all of the 139.5
million troy ounces of silver excess to the stockpile goal be sold, so that the funds
obtained thereby could be used for the purchase of urgently needed materials for
which stockpile inventories are below goals.

Question 8. Your views on bartering excess and surplus U.S. commodities and
equipment for strategic stockpile materials from foreign governments.
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Answer 8. The Department of the Interior strongly endorses the policy of barter-
ing excess and surplus U.S. commodities and equipment for strategic stockpile
materials where such bartering does not displace or interfere with normal market
sales of like or similar commodities and equipment. Moreover, such barter transac-
tions need by no means be confined to Government barter but should instead, where

racticable, utilize the vast ingenuity of the worldwide free enterprise system that
Eas contributed so much to domestic and worldwide economic development.

Mr. BENNETT. Then Ms. Hollick, State Department.

ANN HOLLICK, ACTING DEPUTY ASSISTANT SECRETARY,
BUREAU OF ECONOMICS AND BUSINESS, DEPARTMENT OF
STATE

Ms. HoLruick. Thank you, Mr. Chairman. As you know, the De-
partment of State is responsible for coordination with other Gov-
ernment agencies and foreign governments to insure that the stra-
tegic stockpile acquisition and disposal program is consistent with
our overall foreign policy objectives. In this respect I welcome the
opportunity toe appear before the subcommittee today to lend the
Department of State’s support to H.R. 2912.

In supporting this bill, Mr. Chairman, I would like to emphasize
the fact that the Department fully appreciates the concern of do-
mestic and foreign industries and of foreign governments that dis-
posals and acquisitions resulting from U.S. stockpile goal revisions
may be disruptive to world or national markets. Purchases or sales
that result from the periodic reevaluation of goals must be a care-
fully considered process that draws upon expertise both within and
outside the Government. We believe that this has been the case in
setting up the current stockpile transition plan.

The Department takes very seriously the requirement in the
Stockpiling Act of 1979 that stockpile transitions be conducted in
such a way as to avoid undue disruption of markets. When disposal
is contemplated the Department provides other affected govern-
ments prior opportunity to express their views. In 1980, over 30
countries were invited to comment on proposed disposal levels of 18
commodities before a program was finally agreed upon. We believe
that the limited stockpile disposals of recent years—an average of
$80 million per year—have been responsibly executed by GSA, and
have had minimum adverse market impacts. We are confident that
this record can be maintained with respect to the disposals that
would result from passage of H.R. 2912.

In a time of budget stringency, it is important that the critical
task of restructuring the national defense stockpile be aided by
judicious disposal of material no longer required for national secu-
rity needs. It is essential that the transactions fund be utilized on a
consistent basis as foreseen in the passage of the 1979 act. The
Department of State, therefore, recommends your subcommittee’s
approval of H.R. 2912.

In your letter of May 27, Mr. Chairman, you included four ques-
tions of concern to the subcommittee for which you requested
specific comments. Since two of those questions involve programs
of other agencies, it was not possible to gevelop a full reply in time.
We will, however, provide separate answers as soon as possible in
writing to the questions you asked on barter of surplus commod-
ities and on the international implications of government-to-gov-
ernment purchases of strategic materials such as cobalt.
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[Questions submitted with letter of May 27 requesting Ms. Hol-
lick’s testimony—questions for the State Department:]

1. We have been discussing bartering surplus materials from the Agriculture
Department and Department of Defense for needed stockpile materials. What part
would the State Department play if the practice of bartering for the stockpile were
to be resurrected?

2. Last fall Secretary Haig, in his capacity as Chairman of the Board of United
Technologies, appeared before Representative Santini's Mines and Mining Subcom-
mittee of the Committee on Interior and Insular Affairs. In his testimony he warned
of the increased U.S. reliance on foreign minerals from South Africa. Is this Secre-
tary Haig’s current view and is it the view of the State Department? If you cannot
speak for the Secretary, please provide an answer for the record.

3. I wanted to ask you the same question I asked the Department of Interior
earlier. What is the Department of State's view on the dollar amount of materials
that should be added to the stockpile during the balance of fiscal year 1981 and
during fiscal year 19827 Can you explain why the administration has only requested
an appropriation authority for $120 million for fiscal year 1982 for stockpile addi-
tions while asking for authorization to dispose of $2.1 billion of excess material?

4. I understand a National Security Council study was recently completed regard-
ing U.S. dependence on selected minerals from South Africa. What can you tell us
in open session about the results of this study?

Concerning your third question on the international implications
of the sale of 139.5 million ounces of silver, as I noted at the outset,
we plan to be governed by the provisions of the 1979 Stockpiling
Act which requires that the sales program be paced in such a way
as to avoid undue disruption of markets and to protect our Govern-
ment from avoidable losses.

With regard to your fourth question on the NSC nonfuel mineral
study, the State Department as you know chairs an NSC Nonfuel
Minerals Working Group which reports to the NSC Steering
Group. This group has been reviewing options for policies on select-
ed minerals, and although policy deliberations are not yet complet-
ed, the administration has already taken an important action by
recently announcing the first significant purchase program for the
national defense stockpile in over 20 years. As the first step in this
acquisition program we are considering options to purchase up to
5.2 million pounds of cobalt. We expect to announce bid accep-
tances very shortly.

This concludes my remarks, and the panel is open to your ques-
tions.

WRITTEN STATEMENT OF ANN L. HoLLick

Mr. Chairman and Members of the Subcommittee, I am Ann L. Hollick, Acting
Deputy Assistant Secretary for International Resources and Food Policy, and Direc-
tor of the Office of International Commodities. The Office of International Commod-
ities is responsible within the Department of State for U.S. policies on basic com-
modities of interest to the Government and to domestic industry. An important
aspect of that responsibility is coordination with other U.S. government agencies
and with foreign governments to ensure that the strategic stockpile acquisition and
disposal programs are consistent with our overall foreign policy objectives.

I welcome this opportunity to appear before the Subcommittee to lend the Depart-
ment of State’s support to H.R. 2912. This bill authorizes the disposal of seven
materials from the National Defense Stockpile judged to be in excess of current
requirements, and the utilization of the proceeds for the acquisition of vitally-
needed strategic and critical materials.

In supporting H.R. 2912, Mr. Chairman, I want to emphasize that the Department
fully appreciates the concern of domestic and foreign industries, and of foreign
governments, that disposals and acquisitions resulting from U.S. stockpile goal
revisions might be disruptive to world or national markets. Purchases of sales
resulting from the periodic re-evaluation of goals must be a carefully considered
process that draws on expertise both within and without government. We believe
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tliaat this has been the case in the establishment of current stockpile transaction
plans.

The Department takes very seriously the requirement in the Strategic and Criti-
cal Materials Stockpiling Act of 1979 that stockpile transactions be conducted in
such a way as too avoid undue disruption of markets. When disposals are contem-
plated, it is the practice of the Department to provide other affected governments
prior opportunity to express their views. In 1980 over 30 countries were invited to
comment on proposed disposal levels of 18 commodities before a program was finally
agreed upon. It is our belief that the limited stockpile disposals of recent years—
some $80 million per year on the average—have been responsibly executed by GSA
and have had minimum adverse market impacts. We are confident that this record
(I:-Ia?{ bzegnéaintained with respect to the disposals that would result from passage of

R. 2912.

On the basis of the latest stockpile goal review, there are sizable deficits for
certain commodities in the Stockpile. On March 13 the President announced the
first significant purchase program for the stockpile in over 20 years. This fiscal

ear, $100 million has been appropriated for the program, and $120 million has
n requested for fiscal year 1982.

In a time of budget stringency it is highly important that the critical task of
restructuring the National Defense Stockpile be aided by the judicious disposal of
materials no longer required for national security needs. It is essential that the
Transactions Fund be utilized on a consistent basis as foreseen in the passage of the
1979 Act. The Department of State, therefore, recommends your Subcommittee’s
ap’ﬁ"oval of H.R. 2912,

e Department does not support H.R. 2784, primarily because it addresses only
the disposal side of the restructuring process. While we support the concept of
disposal of silver included in that bill, we feel this proposal is encompassed in H.R.
2912, which also includes an authorization for needed acquisitions. The Department
is opposed to H.R. 2603, primarily because of the provision for the purchase of
silver. In our view, the process used to establish stockpile goals is a good one, and
calculations since 1976 using this procedure have repeatedly indicated that stockpil-
ing of silver is unnecessary. While platinum and nickel are needed in the stockpile,
we feel that a more general authorization, such as that contained in H.R. 2912,
provides the Administration with needed flexibility to respond to market opportuni-
ties in restructuring the stockpile.

With regard to H.R. 3364, the Department of State has not fully evaluated this
bill and, therefore, I am not prepared to comment on it at this time.

Mr. Chairman, your letter of May 27 included four questions of concern to the
Subcommittee to which you requested specific comments. Since two of these ques-
tions involve programs of other agencies, there was not sufficient time to develop a
full reply. Answers to the questions on barter of surplus commodities and on the
international implication of Government-to-Government purchases of strategic ma-
terials such as cobalt, therefore, will be provided separately as soon as possible.
With regard to your third question on the international implications of the sale of
139.5 million ounces of silver, we will be governed by the provisions of the 1979
Stockpiling Act which, as I noted earlier, uires that the sales program be paced
in such a way as to avoid undue disruption of markets and protect the governments
from avoidable loss.

Concerning the fourth question on the USC Non-fuel Minerals Study, an NSC
Non-Fuel Minerals Working Group, chaired by the Department of State, has been
reviewing options for policies on selected minerals. It should be noted, however,
that, the Administration already has taken important action by recently announc-
ing the first significant purchase program for the National Defense Stockpile on
over 20 years. As the first step in this acquisition program, options to purchase up
to 5.2 million pounds of cobalt are being considered, with announcement of bid
acceptances expected shortly.

Once again, Mr. Chairman, I thank you for giving the Department of State this
opportunity to present its views on proposed legislation. I would be pleased to
respond to any questions you might ask.

[The following questions were submitted to the witness to be
answered for the record:]

Question 1. Last fall Secretary Haig, in his capacity as Chairman of the Board of
United Technologies, appeared before Representative Santini’s Mines and Mining
Subcommittee of the Committee on Interior and Insular Affairs. In his testimony he

warned of the increased U.S. reliance on foreign minerals from South Africa. Is this
Secretary Haig's current view and is it the view of the State Department?
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Answer. Secretary Haig's concern regarding U.S. reliance on central and southern
Africa stems from the view that the U.S.S.R. may seek to exploit the existing
instability of the region. In testimony before the Senate Foreign Relations Commit-
tee on March 19 the Secretary said that “Soviet adventurism in the Horn, in South
Asia, in the Persian Gulf, and in Southwest Africa appears to conform to a basic
and ominous objective: to strike at countries on or near the vital resource lines of
the West.”

The central and southern African area has a special position as a source of
mineral supplies for the West, inasmuch as this region accounts for a major portion
of Western supplies of a few minerals that are essential for industrial and defense-
related production in the United States and allied countries. It is therefore prudent
to scrutinize closely Soviet activities in that region which might jeopardize a con-
tinuing supply of those essential minerals.

Question 2. What are the views of the State Deiartment on bartering excess and
surplus U.S. commodities and equipment for stockpile materials from foreign gov-
ernments?

Answer. There are several barter authorities, each designed for certain types of
situations. The barter of surplus agricultural commodities was designed, among
other things, to permit the Commodity Credit Corporation to trade its surpluses for
materials, not necessarily strategic ones, that are more storable or otherwise may be
expected to maintain their value. Extensive use was made of agricultural barter
authorities during the 1950s with substantial quantities of strategic materials ac-
quired and eventually transferred to the National Defense Stockpile. The barter of
surplus strategic materials by GSA is the principal barter authority aimed at
national defense concerns. Use of both the agricultural and GSA authorities was
minimized or suspended entirely at times during the 1960s and 1970s when the
strategic stockpile was generally in a surplus condition. I will leave it to GSA and
the Department of Agriculture officials to provide any further historical perspective
that may be desired on these programs.

At the present time, as changed conditions have resulted in the re-emergence of
substantial imbalances in the strategic stockpile, there are plans to reactivate the
GSA barter authority. The Department of State is working with GSA and other
agencies in this effort in the belief that a properly designed barter program can
provide additional flexibility to the Government's efforts to restructure the Stock-
Biée and can therefore complement the current cash acquisition program. The

partment is also continuing to explore ibilities of agricultural barter transac-
tions. In considering both the GSA and Department of Agriculture programs, the
Department of State plays a key role in facilitating contacts with other affected
governments and advising on means of assuring that barter transactions do not
result in international market disruptions.

There is a third authority for acquiring strategic materials which is administra-
tively more directly related to foreign affairs management. Although not strictly a
barter authority, ion 663 of the Foreign Assistance Act of 1961 authorizes the
President, when it is in the national interest, to provide assistance to other coun-
tries (including military assistance) in exchange for a ‘‘necessary or strategic raw
material”’ controlled by the recipient. No economic assistance, and we believe no
military assistance, has been provided under this authority since it was adopted in
1974 and the President has never delegated authority to implement it. One problem
with this authority has been that a straight raw material reimbursement for United
States assistance would appear to take on the characteristics of a commercial
transaction—i.e., would not have the concessional element of economic or military
assistance. Our ability to condition our assistance on sound economic and program
performance to achieve development objectives might be limited in this commercial
context. Moreover, in view of the highly concessional nature of AID loan assistance
it becomes a difficult problem to assign an appropriate value to the strategic
material. The Department has, however, been exploring with the Agency for Inter-
national Development the possibility of implementing this authority in ways that
would, in fact, be concessional in certain cases where it might be especially benefi-
cial to both the United States and to the foreign country involved.

Question 8. What are the views of the State Department on the international
imbpallicgtions of Government to Government purchases of strategic minerals such as
cobalt?

Answer. The acquisition by the United States of strategic materials offers both
opportunities and challenges in international affairs. The implementation of the
current cobalt purchase program at a time of substantial surplus in world supplies,
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ities that FEMA in conjunction with all other departments of
Government had decided are the priorities for restructuring the
stockpile.

Mr. BENNETT. You are telling me that the list is public knowl-
edge now?

Mr. MARKON. Yes, sir, this list is public knowledge. Which specif-
ic item we buy and how much we buy in our acquisition strategy is
not public knowledge, but this list is public knowledge. These are
the commodities which we consider priority for the restructuring
process.

Mr. BENNETT. One thing really surprises me, that is cordage
fibers, remembering how difficult it was for us to get rid of cordage
fibers we had some years ago, and they were rotting and every-
thing like that, why cordage fibers is something in short supply.

Mr. MARkON. Mr. Krueger.

Mr. KrUEGER. There are still uses of both abaca and sisal. The
abaca has technical properties which include very high wet
strength, and it is used extensively in industrial filters and in
chemical processes. In addition, the Department of Defense, even
though it is moving toward synthetic ropes and synthetic cordage,
still has not been able to find adequate substitutes for abaca cord-
age in its application.

Mr. BENNETT. My memory is, the last thing we did was dispose of
those cordage fibers at the request of the Department of Defense.
We had great difficulty and the Philippines and other friendly
countries that produce these things were really unhappy about the
fact we were disposing of it. We are not doing this for political
reasons, are we?

Mr. KRUEGER. There has to be a systematic program of rotation
of inventories if we are going to keep these commodities, because
over time, and I do not know the time, but it is measured in years,
these materials gradually deteriorate. As they deteriorate, they
should be replaced. The material that was disposed of some years
ago had deteriorated to such a point that it was not easy to sell
because it had just gone too far. With proper storage, proper pur-
chase, and a regular rotation program, you can keep these things.

Mr. BENNETT. Mr. Spence.

Mr. SpENCE. Thank you, Mr. Chairman.

Mr. Pendley, assuming that we do relax the environmental re-
straints restricting access to public land for the purpose of mining
some of these minerals, how soon in your opinion would it take for
mineral production to begin to reduce the stockpile deficit in mate-
rials like cobalt, chromium, and manganese.

Mr. PenpLEY. Congressman Spence, we do have a number of
these minerals that you mentioned. We have cobalt, as was men-
tioned earlier by Congressman Marriott, in Idaho. We have cobalt
in Missouri. There is some manganese in Maine, in Minnesota,
some platinum deposits in the Stillwater complex of Montana. So
we do have some of these resources.

We are unable at this time to make any sort of an estimate on
how much time would be necessary to bring them totally into
production. There are some estimated prices, for example, with
regard to the cobalt. The floor price is that at which production
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could-be maintained. But we do not have any speciics on that
question.

What we have to do as a Government is to remove these barriers
that now inhibit these activit:es to a.l)w the free market svstem 0
operate to possibiy brinz trhem into produciion. but as prices
change, and increase. many of these resources can be transterred
Into reserves. and can be mined. particu.ar.v if we taxe beiter care
of the regulatory framework urnder wn:ch most of these orerate.

Mention was made by Conzressman M:Dona.d with regard to the
Idaho wilderness. That cobait deposit is located ins:de a wilderness.
It was carved out in a socalied mining marnazement zore. but it
still lies within a wilderness and it was very. very d:¥icuit for the
Congress to carve it outside of a wi.cerness. Frank.v. we do not
km_)w how much land is now o:T limits to mineral deveiopment. The
estimate is from 49 percent to 75 percent. One of the prot.ems Is
we know where minerals are but we do not know where they are
not, and when we go in and p.ace restrictions on development of
the lands, then there is no way for private enterprise to do the
exploration necessarv.

Mr. SpenNce. My next question. we have not been able to obtain
an inventory of what we do have in a lot of this Government land
that has been locked up?

Mr. PenprLey. That is exactly correct. The onlv way to reaily
know is to explore the land. to permit the mining industry. to
permit the private sector to go out in an environmentaiiyv sensitive
manner to examine the land. to explore the land. The stories are
legend of the instances in which an area has been declared without
mineral potential or in which a mining company has closed up its
operation, walked away. and another mining company could go in
with a new idea, a new plan, and a new scheme and unlock a
mineral resource and develop it into a paying operation.

I think the Blackbird Mine in Idaho is an excellent example. a
mine that was closed down years ago and a new company. new
geologist, new concept came in and unlocked a potential reserve
there bigger than had ever been conceived. So, unless the access is
Permitted there is no way of knowing. We cannot say 1t 1s not
there. We only know if it is.

Mr. SpENCE. And we do have silver deposits, too, locked away in
some of these areas, do we not?

Mr. PenDLEY. Yes, we do.

Mr. Spence. Thank you.

And Mr. Kruger, in the event the authorization is not forthcom-
ing for the sale of silver, or if you cannot sell it at a reasonable
price, what other surplus materials in the stockpile do you have
that would generate similar revenues for the purchase of these
other materials that we need?

Mr. Kruecer. The only other excess material which appoaches
silver in terms of the value is tin. The Congress authorized disposal
of some 35,000 tons of tin recently. Commissioner Markon can tell
you how much of that has been sold and the price. Unless we
generate revenues, I believe that there will not be sufficient money
in the stockpile transactions fund to even fund next year’s appro-
priation, as small as that.
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ities that FEMA in conjunction with all other departments
Government had decided are the priorities for restructuring t
stockpile.

Mr. BENNETT. You are telling me that the list is public kno..
edge now?

Mr. MARKON. Yes, sir, this list is public knowledge. Which spe.
ic item we buy and how much we buy in our acquisition strateg,
not public knowledge, but this list is public knowledge. These .
the commodities which we consider priority for the restructu:
process.

Mr. BENNETT. One thing really surprises me, that is corc
fibers, remembering how difficult it was for us to get rid of corc
fibers we had some years ago, and they were rotting and ev:
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abaca has technical properties which include very high
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still has not been able to find adequate substitutes for abaca c-
age in its application. :

Mr. BENNETT. My memory is, the last thing we did was dispc
those cordage fibers at the request of the Department of Dete
We had great difficulty and the Philippines and other frie
countries that produce these things were really unhappy abou
fact we were disposing of it. We are not doing this for pol
reasons, are we? '

Mr. KRUEGER. There has to be a systematic program of rot
of inventories if we are going to keep these commodities, be.
over time, and I do not know the time, but it is measured in »
these materials gradually deteriorate. As they deteriorate,
should be replaced. The material that was disposed of some
ago had deteriorated to such a point that it was not easy t
because it had just gone too far. With proper storage, prope
chase, and a regular rotation program, you can keep these t

Mr. BENNETT. Mr. Spence.

Mr. Spence. Thank you, Mr. Chairman.

Mr. Pendley, assuming that we do relax the environmen
straints restricting access to public land for the purpose of 1
some of these minerals, how soon in your opinion would it t:
mineral production to begin to reduce the stockpile deficit ir:
rials like cobalt, chromium, and manganese.

Mr. PenbLEY. Congressman Spence, we do have a nun
these minerals that you mentioned. We have cobalt, as wa
tioned earlier by Congressman Marriott, in Idaho. We have
in Missouri. There is some manganese in Maine, ira Min
some platinum deposits in the Stillwater complex of Mont:
we do have some of these resources.

We are unable at this time to make any sort of ars estin
how much time would be necessary to bring thern» totai
production. There are some estimated prices, for eXampl
regard to the cobalt. The floor price is that at whi<h pro
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Mr. MARKON. Mr. Spence, if I may add to that, in my statement I
have a list of the commodities that we are asking authority to
dispose of. We have an estimated price for each commodity by
pound or ounce or however it is sold, the quantities we are seeking
authority for, and the value that we hope to generate in millions of
dollars. This is where the $2 billion comes from. In this respect I
must emphasize all of these estimated prices are given in a certain
period of time. There are wide fluctuations. We can sit here and
talk about excesses having a value of $4'% billion or $6 billion, and
be talking about the same thing. The reason why those figures are
so diverse is because the value of the various commodities that
constitute that excess fluctuate. In silver, for example, there is a
chart that shows what could happen to some of these commodities.

You can see the large peak that silver went up to $50 an ounce.
With 139 million ounces-plus in the stockpile, that price more or
less tripled the value of silver, and silver constitutes one-third the
value of the excess. In other words, if the excess is estimated at $6
billion the silver in there is $2 billion by itself, but the excess today
is less than $6 billion.

Mr. Spence. Thank you.

Mr. BENNETT. Mr. Hartnett.

Mr. HARTNETT. There is one question I would like to ask of these
gentlemen. Maybe Congressman McDonald from Georgia knows.
The question was I think in your statement, Larry, you said the
reason why we do not mine any silver is because it is not so much
that silver is not there, we have to mine other products such as
copper to get silver out as a byproduct, and we do not do that.
Congressman Spence made reference to it, and it was supported by
the Commissioner. Do we have adequate supplies, or do we have a
lot more silver that can be mined? Is it because of environmental
reasons or economic reasons that it is not being mined? Why are
we not mining more silver? Do we have to get it as a byproduct of
these other minerals?

Mr. PEnDLEY. I will allow Dr. Morgan from the Bureau of Mines
to respond at length. About half of the silver comes from the
byproduct production.

Mr. HArRTNETT. We do not have enough silver mines left? Could a
geologist such as you said go in where people have walked away
and find more silver, like they have other minerals?

Dr. MorGAN. Sir, it is largely a question of the price, and not an
immediate price which, as Mr. Markon’s chart shows, so clearly
goes way up and way down.

It takes many years to develop a mine, once the grade of the ore
has already been established by discovery and by drilling. There-
fore, silver mining is not as stable a form of mining as some of the
base metal mining where there is much more regularity of price
and not so much fluctuation.

Congressman McDonald was correct when he pointed out that
the study by the U.S. Bureau of Mines shows that the world would
have a shortage of silver if you look at existing reserves and world
production and world demand to the year 2000. However, there is a
much larger quantity of silver than is defined as a reserve. That is
the quantity that is known as a resource. Sometimes a lot of the
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confusion in the discussions that we have comes from a failure to
distinguish between reserves and resources.

If I may take just a moment to try to put that in perspective.

The reserve which is described in Government publications is
what is, first, known to be there with considerable accuracy. This
normally means drilling with about an 80-percent chance that you
know for sure what is there.

Second, the reserve not only has to be known with considerable
accuracy, but it should be producible at roughly present prices and
with presently known technology.

When you look at something like silver that has fluctuated be-
tween $10 and $50 in the course of a year or so, what is roughly
the present price? Well, at the present time it is roughly $10 to $11
an ounce.

So if the price were to go up and stay at $30 or $40 or $50 over a
long period of time, there would be more exploration, there would
be more drilling, and what is presently clearly submarginal materi-
al would be converted from resources to reserves. So one has to
distinguish in all of these studies between reserves and resources.

When we look at the world, the Bureau of Mines figures, and a
most recent study shows there is somewhat over 8 billion ounces of
reserves in the world, reserves—but the cumulative demand would
be 10 billion ounces. So there is about a 20-percent shortfall there
in demand compared to present reserves. But the history of much
of mining is that every year a good mining company tries to
develop a ton of ore for every ton that is mined. In fact, if you go
back and look at some of the earlier data by the Bureau of Mines,
take for example copper, a more stable material, back in the 1950’s,
the Bureau of Mines reported to this committee that the U.S.
copper reserves were of the order of 25 million tons.

In the intervening 25 or 30 years, 25 or more million tons have
been mined, and today the reserve base, which is a little different
definition than the reserve per se, but the reserve base is of the
order of 100 million tons. In other words, back in 1950, we would
have said that we were using about a million tons of copper a year;
we then had about 25 years’ supply in sight. Today in copper—
since we are using 2 million tons a year, and have a 100-million-ton
reserve base, we have about 40 or 50 years’ supply in sight.

So the mining industry, if it is given the opportunity to have
access to these lands, if it is freed of some of the particularly
burdensome environmental regulations, and if the economy is per-
mitted to expand, as I think the President’s budget and tax propos-
als are intended to accomplish, then I think that viable mining
companies will continue to search these lands and bring in new
material that we certainly do not know of today.

Mr. HarTNETT. Thank you.

Mr. BENNETT. Congressman McDonald.

Mr. McDonALD. Thank you.

First, Mr. Hartnett, let me simply add a little bit to that. My
understanding of the new silver that is mined, somewhere around
20 or 25 percent is coming from what you would term silver mines.
Silver tends to be located toward the surface areas, in the pure
form, and indeed when the first settlers came here, there was quite
a bit of silver right up close to the top of the earth and had sort of
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gleaming appearance, not in combination of other elements. This
has been pretty well discovered and pretty well noted and in those
areas have been mined since the period of exploration all the way
up to the present.

That type of formation is increasingly less evident. The major
source is a byproduct of the other forms of mining at the current
economical prices, at the current cost of mining.

When you have a big hunk of copper or zinc or lead ore in the
ground, the silver alloy, silver portion of it tends to be located in
the outer fringes of the lump. So that the deeper you go toward the
center, in the process of mining copper or zinc, the less percent of
silver you get as a byproduct.

But the realities of mining and the realities of economics dictates
that the major portion of the newly mined silver in this country
certainly is coming from those sources. By that I mean as a byprod-
uct rather than as a primary silver mine. The Comstock mine and
so forth, conceivably, and some of the lands that have been locked
up by, I think, very foolish land policies, conceivably in some of
those lands there are two or three Comstock mines. Maybe there is,
maybe there is not. But what we have to plan on in the defense
needs is what we have now, what we can go with, and to answer
Mr. Spence’s question, according to General Slay’s briefing, once
you have a deposit, assuming you do not have a lot of Federal
Government restriction, you are looking at a 5- to 10-year lag time
between the time you get started and the time you start producing.

I would like to just put a quick question to Doctor Morgan from
the Bureau of Mines.

Sir, in the question of reserves and resources and so forth, of
course it is a matter of cost, and a couple years ago the administra-
tion was talking about the need to have oil or gasoline rationing.
Those figures were used pretty rapidly, and CIA used that in the -
argument in oil to show we have an emergency, to justify moving
toward rationing. It is a shame such candid honesty did not come
out in that particular debate.

In your personal opinion, looking at the world’s silver supply,
and the usage of silver in this country, in your personal opinion, I
am not asking for the administration opinion, do you consider
silver surplus to the stockpile?

Mr. MorGAN. Yes, sir; considering the stockpile calculation
which we have worked on with all of the agencies of the Federal
Government, while we cannot reveal the total secret calculations
and the military requirements, I did get together ahead of time
with Mr. Krueger to see how much we could say if the question
came up. As we look at it, we are planning under the Stockpiling
Act on a 3-year period, a major war, probably of the World War II
type or more so activity, with a relatively high level of the U.S.
industrial economy, and a relatively high level of the U.S. civilian
economy. I think this is the way we ought to plan and this is what
is set forth in the Stockpiling Act, that we meet the military,
essential civilian, and essential industrial needs.

Now, on that basis, the total requirement as agreed upon by all
of the agencies of the Federal Government, for a 3-year period, was
of the order of 520 million ounces. Included within this figure was
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approximately 140 million ounces for the Department of Defense

applications. So the requirement was 520.

- The supply to meet that demand was of the order of 690 million
ounces. We included 425 million ounces, specifically from the

United States and Canada.

Now, we do have an agreement, the 1949 Joint United States-
Canada Industrial Mobilization Agreement, that provides that the
resources of the two countries would be used in a contmon effort if
such a war came up.

While these agreements are somewhat old, and you and others
have alluded to the problems currently with Canada, I think that
the Canadians’ supply in a real war effort is pretty clearly some-
thing that we can count upon, if for no other reason that probably
50 percent or more of the Canadian mining industry is owned by
U.S. corporations.

So, when FEMA looks at a supply of 690 million ounces and a
requirement of 520 million ounces, FEMA comes up with a stock-
pile goal of zero. Then when we look at the high temperature
applications and the special property needs for materials such as
cobalt, and columbium, and tantalum, and titanium, which are
needed for the most sophisticated weapons and for which stockpile
goals are far from on hand (which is not to say that there is not
also some defense needs for silver in electronic and electrical com-
ponents and motors and brazing alloys, those figures have been
brought into the calculation) and therefore in my personal opinion
and in my official opinion, the current legislation is appropriate.

Mr. McDoNALD. In World War II, how much did we use during
the war effort, sir, in a far less sophisticated effort?

Dr. MorGAN. I do not have the figure at my fingertips, but I
recall full well that in World War II there was such a shortage of
copper that large quantities of Treasury silver which were on hand
in the Treasury Department were actually loaned out to new alu-
minum plants where they used the silver as bus bars to conduct
electricity in order to save the use of copper in those applications.
Then when the war was over, the silver bus bars were uncoupled
and returned to the Treasury Department.

Mr. McDonaALD. You do not have the figure of how much was
used then?

Dr. MorGAN. I do not have the figure here, sir.

Mr. McDonNaLp. Well, would the figure of 800 or 900 million
ounces be more or less reasonable, to your memory?

Mr. KrRUEGER. | can answer some of that.

Dr. MorGaN. I would have to check our records and provide it
for the record.

Mr. McDoNALD. How much was used in the Vietnam war period,
according to Government figures? Do you have that? My figures,
reading from Government reports, 1% billion ounces. Does your
figure have that?

Dr. MORGAN. As a military requirement?

Mr. McDoNALD. That is what we used during the Vietnam war
penﬁ in this country. That is an increase over the World War II
period.

Dr. MorGaAN. I do not have that figure here. We will have to get
together with DOD and FEMA and provide that.
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[The following information was received for the record:]

U.S. InpusTrIAL USE OF SILVER

World War II (1941-1946 inclusive). Excluding coinage, total military use was
about 395 million ounces and total other use was about 230 million ounces; in
addition, about 1,000 million ounces were used for bus bars and other defense plant
uses, and about 49 million ounces were used for 5 cent coins to save nickel.

Korean War (1950-1953 inclusive). Excluding coinage, industrial use was about
100 million ounces per year, of which the Bureau of Mines estimates about 25
percent was for military uses.

Vietnam War (1964-1969 inclusive). Excluding coinage, industrial use was about
150 million ounces per year, of which the Bureau of Mines estimates about 20
percent was for military uses.

Bureau of Mines
June 29, 1981

Mr. McDonNALD. I have some additional questions.

Mr. BENNETT. All right.

Mr. KRUEGER. On the particular numbers you asked about for
use of silver in World War II, the Government provided 450 million
ounces, which is half of the silver requirement you talked about,
specifically to the aluminum industry so they would not have to
use copper. Copper was a material in short supply during World
War II. We made steel pennies so we would not have to use copper.

Mr. McDonALD. In that regard, are you aware of any plans to
discontinue the minting of copper pennies at the present time due
to a copper shortage?

Mr. KrueGeR. Not because of any copper shortage.

Mr sDoNnaLD. Well, a shortage at the price of a penny for a

isk, that the value of copper is becoming greater than the amount
of the penny. Are you aware of any plans in that regard?

Mr. KrRUEGER. I understand that the Treasury is looking at var-
ious alternatives, including zinc, but I am not personally involved
in those deliberations.

Mr. McDoNALD. I see.

Is anyone from the OMB testifying today?

Mr. MagrkoN. No, sir.

Mr. McDonNaLDp. Well, I am sorry that no one from OMB is here.
If that is the case, when did this bill basically begin? What was the
history of this bill?

Mr. MARkON. Which bill are you referring to?

Mr. McDoNALD. The-administration bill.

Mr. MarkoN. H.K. 2912?

Mr. McDoNALD. The bill on the silver sale? When did that begin?

Mr. MarkoN. Well, it was submitted to the Speaker of the House
and President of the Senate, I believe, in March of this year.

Mr. McDonNALp. I think it began actually before the inaugura-
tion, did it not?

Mr. MArkON. Well, there was a bill of the prior administration
which this bill replaced.

Mr. McDonNALD. This bill, my history has it, actually began prior
to the inauguration, this particular bill, the format, this format,
began prior to the inauguration. This actually comes out of the last
GSA, et cetera.

Mr. MaARrkoON. Yes, in the last administration, pursuant to the
restructuring process, we developed a disposal proposal. This pro-
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posal was not submitted to the House and Senate until the last day
of the administration.

Mr. McDonNALD. This bill actually stems from the last adminis-
tration; is that correct?

Mr. MarkoN. When the new administration was inaugurated,
they quickly reviewed all of the pending matters of the prior
administration, and one of the things they reviewed was the dis
al legislation. At the request of Mr. Bennett, he specifically asked
whether or not the bill that they had in hand represented the
views of this administration. In response to that request we went
back and after reviews with FEMA, OMB and all of the agencies,
we restructured the bill slightly and submitted it and it was intro-
duced as H.R. 2912.

Mr. McDonaLD. When was that agreement? When did we come
to that agreement?

Mr. MarkoN. The bill was sent to Congress in about March of
this year.

Mr. McDoNALD. When was the new head of GSA appointed?

Mr. MARkoN. Just recently, about 10 days ago.

Mr. McDonALD. Oh, this was submitted prior to the new head of
GSA being appointed.

Mr. MARrkoN. That is right.

Mr. McDonaALDp. Has there been any sale of cobalt out of the
strategic stockpile in the last 20 years?

Mr. KRUEGER. Yes, sir.

Mr. McDoNALD. There has been a sale of cobalt. What price did
we get for the cobalt?

Mr. KrRUEGER. I do not have that.

Mr. McDonALD. Does $2 an ounce joggle your memory?

Mr. KrUEGER. It would not be $2 an ounce but it would be——

Mr. McDonALD. At the time of the sale.

Mr. KRUEGER. It would be denominated in pounds, and I do not
know that price.

Mr. McDonALD. $2 a pound, how would that be?

Mrél KrUEGER. I would think it would be closer to $4 or $6 a
pound.

Mr. McDonALD. I think it was sold at $2 a pound and now we are
planning to buy it back at $15 to $20; is that correct?

Mr. KRUEGER. Mr. Markon.

Mr. MarkoN. The world price for cobalt is $20.

Mr. McDonALb. Up to $20. That is a 10-time increase.

Mr. MARrkoN. That is the world price.

Mr. McDoNALD. What price do we buy it at? Do we get a better
than world market price?

Mr. MarkoN. We have solicited proposals, cobalt being the first
material that we are buying, and based on these proposals, because
of the quantities, we will receive substantial discounts.

The contract is in the review process, and I am not at liberty to
announce the final price, but it will be a substantial discount
over——

Mr. McDonaALD. How much did we sell, when we sold it off as
being surplus?

Mr. MaARrkON. I could give you this historical data. I am not
personally familiar with it.
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[The following information was received for the record:]
PRIOR YEAR SALES DATA—COBALT

Quaniily in Sales value Sales in millions of doilars

Fiscal year and program

pouy per pound Value Profit of loss

1966 and Prior {SCM) .......ocovvvereciereeereeee st st sse i 449,851 $1.02 0.460 —.324
1966 and prior (DPA) ..o esenens 18,149 1.76 032 —.097
1967 (DPA) .o 5,465,629 1.64 8.945 —2.443
1968 (DPA) 5,045,875 1.70 8.561 —2.054
1969 (DPA) 3,906,626 1.73 6.776 —1.516
1970 (DPA) . 9428775 2.11 19.856 —.538
OTL (M) iscicovvnucesssiinsasis s sessiuhs s sdaassvssnssrs s s s s 686,380 2.15 1.476 —.051
1972 (SOM) c.ooooeeveeecr s ceseeeesess s ssssssssssensssssaens reeneeereans 4,027,308 2.15 8.703 —.240
1973 (SCM)...ccovvennenne. e 8,725,670 2.38 20.793 +1421
1973 (DPAY ccicsiininisnmmamimasasimsiisin ceereesrimeeeeneeee 1,030,092 2.50 2.572 —.094
1974 (SCM) .o, cerereeeeeeee 8,945,240 2.89 25.845 +5.986
1974 (DPA) 3 71,812 281 202 +.015
1975 (SCM)........ . . 5,977,898 3:51 20.978 +7.708
1976 (SCM)...... 1,570,099 3.80 28.768 +11.962
1976 (DPA).. 24,199 5.04 122 +.041
TQ76 (SCM)........ 553,841 5.17 2.866 +1.637
1977 (SCM).....BR................. A0 - S~ . .. SR . . — 31,364 513 —.160 +.091
Cumulative total 61,896,080 2.53 156.795 21.504

Mr. BENNETT. I guess Congress joined in that mistake. The re-
quest was undoubtedly made by the administration. Why did they
think at that time that cobalt should be sold?

Mr. MaARrkoN. Sir, throughout the history of the stockpile there
was no blanket authority to just dispose of materials. There had to
be some legislative authorization.

Mr. BENNETT. Well, that is not what I asked you. I assumed that
it took an authorization by Congress to sell it. I assumed the
administration asked for it to be sold. What I am asking you now
is, have you looked back to see why it was that error was made or
why was the request made by the administration to sell it?

I have been on this committee a long time. I assure you that
nothing has ever passed by me that I thought was tricky or done to
help anybody that was buying or selling. The only tricky thing that
has come is the administration, the highest levels of Government
have wanted to make the budget look good.

But I have never seen anybody sell for the purpose of taking care
of particular purchasers or buy for the purpose of taking care of
some particular seller. I have never seen that. At least I have
never observed it. If so, I would have reported it to the Department
of Justice.

I think that the only trickery I have seen is making the budget
look good by selling off material. I am asking you, following up on
Mr. McDonald’s question, why was it we sold the cobalt, if we did.
When did we sell it, and why did we sell it?

Mr. MarkoN. This is basically a matter of the establishment of
the goals.

Mr. BeNNETT. Dr. Morgan may have the answer. Dr. Morgan?

Mr. PENDLEY. We sold 28 million pounds of cobalt at that time.

Dr. MorGAN. Sir, what this reflects are major changes in stock-
pile planning. If I may briefly review for the committee, stockpiling
started in 1939 on a very inadequate basis. The Congress in 1946
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enacted the first postwar legislation, which was Public Law 520 of
1946.

At that time stockpile planning was based on a 5-year war
period, largely because World War II—if you look from 1939 to
1945—was about a 5-year war period. So stockpile planning was
based on a 5-year war period, from 1946 until 1958.

In 1958, stockpile planning, after Presidential review, was re-
duced to a 3-year planning period.

Now, all other things being equal, the length of the war is the
biggest single multiplier——

Mr. BENNETT. There has to be something I don’t remember be-
cause I thought I read that they got down to a nothing.

Dr. MorGaN. I will get to that in a minute, sir.

In 1958 they went to a 3-year period. In 1973, stockpile planning,
again by Presidential directive, was reduced to a l-year planning
base. The 1 year was kept as the planning base from 1973 until
1976.

In 1976, as a result of a review of the entire program, in which
several of the people sitting at this table right here participated—
Mr. Krueger, Mr. Donnelly and I, at least those three—we persuad-
ed at great length the President, through the OMB and the Nation-
al Security Council, and everyone else, to return to the 3-year
planning period.

President Ford in 1976 put out a directive returning it to the 3-
year period. President Carter, when he came in, looked at the
stockpile and a year later reaffirmed the 3-year planning period.

This committee and the Congress, in my opinion very wisely,
made the 3-year a mandatory planning period in the 1979 act in
order to make sure that such wild swings in planning were not
possible as they were in the past.

However, going back to 1973, at that time, even at that time, the
country was not only broke—any little unsophisticated country can
be broke—but the country was deeply in debt.

Mr. McDonaLp. Which country was in debt?

Dr. MorGAN. The U.S.A.

Mr. McDonALD. We are not in debt today?

Dr. MorGaN. We are more so now, nearly a trillion. It takes a
very sophisticated country to get that deeply in debt.

Mr. McDoNALD. Not necessarily sophisticated.

Dr. MorGAN. We also had in 1973 a Government policy of price
controls. Therefore, in the period 1973, 1974, having reduced the
stockpile planning period to 1 year, this made large statistical
excesses.

In a period of only a year or so, they sold as much as $2 billion
worth a year of these commodities. That was the time when the
cobalt, as was indicated here, on December 31, 1972, they had 68
million pounds on hand, and by December 31, 1975 they had 45
million pounds on hand.

Similarly, they disposed of large quantities of chromium, manga-
nese, aluminum, copper, and a number of other materials.

Now, the $2 billion a year that was realized did go into the
Government revenues and the sale of the excess materials did help
tl?, maintain the price control and the price stabilization efforts at
that time.
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However, the effect on the national security was negative, which
is why we returned it to the 3-year planning period.

Mr. McDonNALD. Excuse me. You said the money went in to help
maintain the price controls program. Price controls of what, sir?

Dr. MorGAN. The sales of the excesses helped to maintain the
price controls because they took some of the pressure off of rising
prices. At that time it was one of the goals of the Government——

Mr. McDonNaALD. Isn't rising prices in an inflationary period the
result of increase of the money supply?

Dr. MoRGAN. An increased demand, yes, sir, but the money that
was realized went into the Government. It helped to reduce to that
extent, however small—

Mr. McDonNaLDp. It helped reduce the increase of the money
supply?

Dr. MorcGaN. That is right.

Mr. McDonALD. All right.

Could we remove the silver chart just a minute. I want to get
back to the cobalt chart, please, Doctor Morgan?

It is amazing that we sold off cobalt. Did we sell off titanium also
in that period?

Dr. MorGaN. I don’t have those figures with me, but I don’t
think we sold much at that time. The titanium was a lower grade
material in the stockpile—some of the sponge.

Mr. McDonALD. My understanding is that some of that was
declared surplus at that time.

Dr. MorGAN. I am sure as we went to the 1-year figure from the
three surpluses of almost everything would be indicated.

Mr. KRUEGER. At that time the Government had made some
purchases under a program to provide a uniform investment out-
look for the titanium industry. Those Government purchases were
made with a buy-back provision so that there was a cycle—where
some relatively small amounts of titanium did go back to those
companies.

Those sales were suspended prior to the announcement in 1976,
as we saw the way the stockpile goals would be going. The same
thing is true of cobalt, by the way. Those sales were suspended in
advance of announcements of new stockpile goals. Other contracts
for lead and zinc were canceled.

Mr. McDonNALD. In the case, Mr. Markon, of a national emergen-
cy of a World War II variety—say not an all-out nuclear holocaust,
because then you are going to have to go with whatever is on the
shelf, but a World War II variety—how much precious metals do
you estimate would have to be on hand in order to purchase
critically needed items from, say, quasi-neutral or so-called Third
World countries?

In World War II we did have precious metals that we did have to
use sort of as a commodity brokerage business. How much do you
estimate we would have to have on hand, or does Treasury have
any estimates as to how much we would have to have on hand for
critical material that could be gained not only as special drawing
rights bookkeeping at the World Bank or U.S. paper dollars, but
something of fixed understood value.

How much do you estimate we would have to have on hand for
that type of need?
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Mr. MagrgoN. I am sorry, Mr. McDonald. I understand your
question but this is a little out of my area.

Mr. McDoNALD. Is anyone from the Treasury here?

Mr. MagrkoN. No, the Treasury is not here. We don’t stockpile
precious metals for that purpose.

Mr. McDonNaLDp. Well, as part of the correlary of national defense
needs, it falls within that. I asked the question. 1 wrote a letter to
the Treasury and to the DOD, incidentally, about 3 or 4 years ago,
and their reply was they could not foresee such a need.

That is amazing because we certainly had that need in World
War II. I can perceive a need today far greater than in World War
IL

Mr. KrueGer. In World War II we did not have a stockpile. As
part of our stockpile planning, we make those assumptions which
would not place us in a position of having to rely on unstable
sources of supply.

Mr. McDonNALD. But in World War Il we did use precious metals
in that instance.

Mr. KrUEGER. Because we did not have a stockpile and had to
deal with unstable sources of supply.

Mr. McDoNALD. Since we do not have an adequate stockpile in
the United States, we might also have to use precious metals to
pay for strategic materials again. That was my point.

What form is the aluminium in the stockpile? Do you have any
idea on that?

Mr. MARKON. We have several forms.

Mr. McDoNALD. I know that. I think there are basically two
forms.

Mr. KrUEGER. Primarily the largest single amount in the inven-
tory is some 13 million tons of bauxite. There is about 2,000 tons of
aluminum metal. We would like to increase the amount of alumi-
num metal in the stockpile.

Mr. McDonaLp. All right. Now if we were to convert the bauxite,
raw tons of bauxite, into aluminum metal, wouldn’t that be a
gigantic drain on our electrical capacity in this country at a time
of emergency?

Mr. KrUEGER. The aluminum industry traditionally uses about 2
gercent or 4 percent of the total electric power used in the United

tates.

Mr. McDoNALD. I understand that, but if you had to rapidly
convert the bauxite into aluminum, wouldn’t that be a sudden and
heavy drain on the electrical capacity of the country? I understand
the general routine, but I am talking to the point of converting the
bauxite that you are storing into aluminum during peacetime.

I am just curious why that is not being stored as aluminum
metal rather than as bauxite.

Mr. KruEGER. There are two parts to that question. No, there
would not be a sudden surge of demand on the electrical industry.
We would assume that the normal demands that the aluminum
industry makes would continue to be met.

We do see that there is not adequate capacity to provide all of
the aluminum; that is adequate capacity to process bauxite, so that
in addition to stockpiling bauxite, we do see a need to stockpile
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aluminum metal, and we would like to have approximately 700,000
tons of aluminum metal in the stockpile.

Mr. McDoNALD. Mr. Markon, in this particular bill, H.R. 2912, is
it the intention of the administration that all of the moneys gained
would be used to purchase materials for the stockpile and that
none of this is designed to go to the general fund to make another
downpayment on the sports car?

Mr. MARKON. Yes. The deposit of the money into the national
defense transaction fund is required by law.

Mr. McDonNALD. I understand that. But is it the intention of the
administration that all of the moneys be used to purchase materi-
als for the strategic stockpile and not after a 3-year period revolve
into the general fund, which is now allowed by the current law?

Mr. MaArxkoN. Yes, it is our intention to use the proceeds to buy
commodities for which there are deficits.

Mr. McDonNnaALD. In the presentation of the administration’s
budget before the Senate Budget Committee, wasn't there a nota-
tion that moneys would be gained for the budget, for the general
fund, from the sale of material from the strategic stockpile?

Mr. MArkoN. Not that I am aware of, no, sir.

Mr. KRUEGER. One of the problems with getting funds to buy
stockpile materials has been the Congress itself—not this commit-
tee and those committees interested in national security, but previ-
ous administrations have requested approximately $600 million
over the last 4 years to purchase stockpile materials.

The Appropriation Committees have been reluctant and have not
appropriated funds—they have in fact yet to act on a full appropri-
ations bill. The current sales are under a continuing resolution. So
as we in the administration make these requests for budgets, we
also have to look at what the Congress has done in the past.

The track record there has not been very good. I understand——

Mr. McDonALD. In the last administration we had a Democrati-
cally controlled Congress, pretty overwhelmingly, House and Senate.
Certainly we had a Democrat in the White House. I haven’t felt
any great pressure coming down from the White House to do this.
It is rather a matter of form rather than a matter of full intent. Is
that a wrong impression?

Mr. KRUEGER. I think there is.

Mr. McDonALD. You think there has been a strong push? I
certainly haven'’t felt it. I haven’t seen it.

Let me ask you, Mr. Kreuger, how long have you been in your
position?

Mr. KruEGER. My current position, approximately a year.

Mr. McDoNALD. Prior to that, where were you, sir?

Mr. KrUEGER. | have been associated with the stockpile program
since 1975.

Mr. McDonALD. You said you have a longstanding commitment
to the stockpile. But during those 5 years, 6 years, we have added
nothing to the stockpile. Is that correct?

Mr. KrRUEGER. Substantially correct.

Mr. McDoNALp. Well, are there deviations? I know we have
added and subtracted some diamonds.

Mr. KrueGer. We have added relatively, about a million jewel
bearings a year for the past 4 or 5 years. In 1978 the administra-
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tion asked for $244 million of appropriations, which the Congress
did not grant. That was 1978 and 1979.

For fiscal year 1980, the administration asked for $177 million,
which was not granted. For fiscal year 1981 the administration
asked for approximately $150 million. The House reduced that to
$100 million. The Senate reduced that to $50 million.

It is only because of the continuing resolution that we are spend-
ing at the rate of $100 million.

Mr. McDonALD. Well, in my experience—I am no long veteran,
this is my Tth year—I have not felt any heavy pressure to really
refurbish the stockpile until just fairly recently. I think General
Slay has done more to correct that than anyone else I know.

Ms. Hollick, you felt that the foreign policy objectives should be
consistent with the stockpile needs of the country. I think in your
statement you said something to that effect, that it has been the
desire of the State Department to have the foreign policy objectives
?onshistent with our national strategic needs, stockpile needs and so
orth.

Ms. HorLick. Yes. We seek, in the acquisition and sales from the
stockpile, to insure that producing countries and other consuming
countries are consulted.

Mr. McDoNALD. In the case of Rhodesia, there was a tremendous
amount of controversy and discussion on this committee as to
whether or not our foreign policy objectives in Rhodesia indeed
were remotely consistent with the chrome needs of the West, and I
think there was strong feeling raised by members of the committee
that our foreign policy objectives did not seem to be consistent with
our strategic metals needs, particularly with regard to chrome,
which I think is one of those we have some deficiency.

It was always sort of a question mark as to why we were pursu-
ing that policy. In fact, General Slay felt in his briefing that our
domestic policy in regard to locking up lands and our foreign
policies that had led to problems in Rhodesia, Persian Gulf, and
southern Africa, that they were at odds with our strategic needs.

That was the basic thrust of General Slay’s briefing. Have you
ever seen General Slay’s presentation on that?

Ms. HoLuick. Yes, I have seen parts of it.

Mr. McDoNALD. And he went completely counter to your testimo-
ny. He said they had been at odds with the strategic metal needs of
the country.

Ms. HoLLick. The testimony that I gave referred to disposals and
acquisitions for the stockpile and our efforts to consult in that
situation. I think the Rhodesian situation is in a sense unique and
a particularly difficult one.

We did, however, in considering foreign policy toward Rhodesia,
and the primacy of different foreign policy interests with our eco-
nomic concerns, carry out extensive studies before implementing
that policy.

I also gather that there was no shortage of chromium that result-
ed from that policy.

Mr. McDoNALD. Apparently we do have a shortage. We have had
an ongoing shortage. During that time we bought chromium from
the Soviet Union. There was evidence that the Soviet Union was
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buying it from Rhodesia, salting it down with mud, just plain old
dirt, and then selling it to us at twice the price.

Maybe that makes economic sense, but it didn't make a lot of
sense to the taxpayers, the ones that found out about it. While
. there may not have been a shortage, perhaps it seemed to be only
by buying it at twice the price from Russia.

I just don’t think Russia is a very good source for strategic
metals in case of a national emergency.

Ms. HoLrick. We try to avoid dependence on the Soviet Union.

Mr. McDoNALD. The administration fought heaven and earth to
destroy the Byrd amendment, which would allow us to buy materi-
als that came from the Soviet Union from other countries. The
administration took exactly the opposite course of what you just
said.

Is that a different administration? Is that the answer?

Ms. HoLrick. Well, certainly this administration is very con-
cerned about dependence on the Soviet Union.

Mr. McDonaLD. That is good. Well, nice to know we have a new
ball game here.

I have no further questions at this time, Mr. Chairman.

Mr. BENNETT. All right.

Now, before I announce the next meeting—there has been no
decision about the draft of legislation which I have had in my
mind. The members of the committee are each going to get a copy
of a draft which was prepared for me on the basis of suggestions
that I made.

I am just handing it out to you because I don't want you to be
suri)rised if something like that gets enacted. I really don’t have a
real firm feeling about what ought to be in the legislation. I have a
?rm feeling that what is before us isn’t going to pass in its present
orm.

So, we are dealing with futility if we think this bill in its present
form is going to pass. The draft that I am giving to each of you
might pass. There may be mistakes in it. I am just handing it to
you. There is no secret about it.

It is not something I am issuing to the press because there is no
consensus even with myself and the staff about it. It is just draft
effort to find ways in which we can make something workable for
the future. _

You might have views on it. Obviously you are not going to like
some of it. For instance, we are going to end the provision that
transfers moneys remaining in the transaction fund for 3 years to
miscellanous receipts of the Treasury. I have never liked this provi-
sion. I am very happy that the administration did us in this year,
so it gave me a good excuse to get rid of the 3-year thing.

If they had come forth forthrightly, I probably could have found
great difficulty in going back on a compromise. But since they, the
administration—I am not saying the present administration did it,
}Jutlthe executive branch has made the 3-year thing obviously a

utility.

Therefore, it should be eliminated because it never should have
been there to begin with. That is one thing I am married to. The
rest of it I am not.
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House OF REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,
SEAPOWER AND STRATEGIC AND
CRITICAL MATERIALS SUBCOMMITTEE,
Washington, D.C., Thursday, June 4, 1981.

The subcommittee met, pursuant to call, at 10 a.m., in room
2118, Rayburn House Office Building, Hon. Charles E. Bennett
(chairman of the subcommittee) presiding.

Mr. BENNETT. The committee will come to order.

We have before us again this morning the same four bills that
we were considering on Tuesday.

The administration bill, H.R. 2912, would authorize disposal of
$2.14 billion in excess materials from the stockpile and would
authorize appropriations for the acquisition of more desperately
needed stockpile material.

Another bill, H.R. 2784, would authorize disposal of all 139.5
million ounces of silver in the stockpile, the same amount as in
H.R. 2912.

H.R. 2603 would authorize appropriations for the purchase of
silver, platinum, and nickel.

Then there is H.R. 3364 which would establish a national miner-
al and materials policy and council. Title VII of that bill specifical-
ly deals with the national defense stockpile and would mandate
that all moneys received from the sale of materials in the stockpile
be available for acquisition of strategic and critical material and
for no other purpose.

Tuesday the subcommittee received testimony from Congressman
Larry McDonald of this subcommittee and from Congressman Dan
Marriott from the Subcommittee on Mines and Mining of the
House Committee on Interior and Insular Affairs.

The subcommittee also received written statements for the
record from Congressman Silvio O. Conte from the Committee on
Appropriations and from a former member of this subcommittee,
the Honorable Bob Wilson.

Testimony was also received from administration witnesses from
GSA, FEMA, and the Departments of Defense, Interior, and State.

This morning the subcommittee will receive testimony from Con-
gressman Jim Santini, chairman, Subcommittee on Mines and
Mining of the House Committee on Interior and Insular Affairs;
Mr. Simon Strauss, chairman of American Mining Congress Avail-
ability Committee; Mr. Sinclair Weeks, Jr., vice president of Silver
Users Association; Mr. Paul Sarnoff, of Rudolf Wolf Commodity
Brokers; and Rear Adm. William C. Mott, executive director of the
Council on Economics and National Security.

We will also receive written statements for the record from Pratt
& Whitney Aircraft Group, the Iron & Steel Ingtitute, the Industri-
al Diamond Association, and the Hecla Mining Co. The record will
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remain open until the 8th of June to permit other interested par-
ties to submit statements if they wish to do so.

During the hearing on Tuesday the administration witnesses
made the following statements:

* * * the vulnerability of this nation’s industrial and defense capabilities to
supply cutoffs in strategic and critical materials has become a matter of broad
concern.

* * * the present stockpile is badly out of balance. Of the $15 billion of materials
presently in inventory, $7 billion are not needed to support national security re-
quirements. The Department of Defense supports prompt disposal of the excess
commodities and use of funds derived from sales to acquire needed materials in
their proper form and condition.

* * * To fill all of the goals would require purchases valued at about $13 billion.
The existing stockpile inventory contains $8 billion in needed materials and $7
billion that are excess to our defense needs.”

* * * In a time of budget stringency it is highly important that the critical task
of restructuring the National Defense Stockpile be aided by the judicious disposal of
materials no longer required for national security needs. It is essential that the
transactions fund be utilized on a consistent basis as foreseen in the passage of the
1979 Act.

* * * President Reagan on March 13, 1981, when he directed the first acquisition
of strategic and critical materials for the stockpile in over 20 years, clearly empha-
sized the irrefutable link between adequate emergency stockpiles and national
defense preparedness.

But it was obvious from the testimony that the Office of Manage-
ment and Budget is still calling the shots on the National Defense
Stockpile because they are not listening to their experts or heeding
their warnings. OMB has other priorities, namely to balance the
budget. If this were not the case, they would not have asked for
appropriations to purchase only $120 million of critical material
while at the same time asking for authority to sell $2.14 billion
worth of stockpile assets.

Each subcommittee member has before him a copy of an earlier
version of the draft bill which has been submitted to the executive
branch for their comments. Although we may not have their
formal responses in time, I personally would like to get started on
marking up this bill as soon as we finish taking testimony this
morning. Or, if we do not finish the testimony before noon we
could start working on the bill at 2 p.m. this afternoon. I urge
every member to stay with us because we will need your good
counsel to resolve the problems before us and, moreover, we will
need a quorum to vote the bill out.

This is a highly technical bill. The thoughts in the bill have been
fQefccl)re us for some time. A solution is something we have got to
ind.

Mr. BENNETT. Our first witness this morning is Mr. Santini.

STATEMENT OF HON. JIM SANTINI, A REPRESENTATIVE FROM
NEVADA

Mr. SANTINI. Mr. Chairman, I am very pleased to join you and
your subcommittee for this very important subject, and one to
which you have devoted a considerable amount of your congression-
al career, and you are perhaps the foremost expert in the House or
probably the Congress, and I am pleased to appear before you this
morning.

Over the past several years, as chairman of the Subcommittee on
Mines and Mining, I have held a number of oversight hearings on
this country’s nonfuel mineral policy—or lack thereof—and what I
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found is truly alarming: We have become increasingly dependent
on foreign nations for mineral imports; we have lost a significant
portion of our domestic minerals processing capacity; our national
defense stockpile is woefully inadequate; and, worst of all, there
are no Government officials in the executive branch paying any
attention to the overall minerals picture. In short, we lack a coher-
ent responsive national nonfuels minerals policy. Today, these
same trends continue, and while we have an administration with
an “enlightened” view of strategic and critical minerals compared
to its predecessor, we still lack a national nonfuel minerals policy.

On April 30, 1981, I introduced H.R. 3364, the National Mineral
Security Act. This legislation embodies what I feel are the essential
components of a coherent policy toward nonfuel minerals. H.R.
3364 was cosponsored by several members of your committee, in-
cluding Chairman Price, and was jointly referred to your full com-
mittee. I am confident that you and your colleagues on the Armed
Services Committee will give this bill the serious consideration it
deserves.

The major provisions of the bill call for:

One, creation of a Council on Minerals and Materials in the
executive branch to coordinate and advise on matters of nonfuel
mineral policy;

Two, assessment of the mineral potential of the public lands and
a fair system for gaining access to the public lands for mineral
exploration and development;

Three, reform of the regulatory process that has placed an unfair
burden on mineral producers;

Four, revision of the tax laws to assist companies in meeting the
capital expenses of equipment required by Government-mandated
pollution control laws; and

Five, amendment of the Strategic and Critical Materials Stock
Piling Act of 1979 to allow for the purchases of stockpile materials
from moneys earned from the sale of surplus stockpile materials
without appropriation from Congress.

It is with regard to the stockpile provision of the bill that I would
like to focus my remarks this morning. The first point that I would
like to make—and I am sure I am not telling the members of this
subcommittee anything new—is that the stockpile is a vital link in
our defense preparedness.

High-technology weapons are manufactured from modern materi-
als such as superalloys that require inputs of niobium, chrome,
cobalt, and titanium—all materials that we import from abroad. In
addition, our capacity to produce the most basic defense material—
steel—is dependent on large quantities of manganese, while 97
percent of our domestic consumption of manganese comes from
imports. Maritime transport alone poses a very serious obstacle for
access to critical mineral supplies in time of conflict. For this
reason, it is imperative that we have a supply of defense materials
in sufficient quantity and of suitable quality to carry us over in a
3-year conventional war. At present we have not met our stockpile
goals for most of the strategic minerals.

There is a problem with the way the stockpile is funded at the
present time. There are no guarantees that the moneys earned
from the sales of surplus materials will be used to purchase new
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materials. This means new appropriations are required to finance
stockpile acquisitions. Considering the present mood of the Con-
gress and the size of the budget outlays under consideration, new
appropriations are not a viable alternative for funding. Revitaliza-
tion of the National Defense Stockpile is dependent upon making
the transaction fund a functional revolving account. Without the
revenues from the sales of existing surplus stockpile materials, I
see no way in which the National Defense Stockpile can be brought
up to par.

In title VII of the National Minerals Security Act I have pro-
posed a provision which will authorize the General Services Ad-
ministration to purchase stockpile materials with moneys in the
transactions fund. without appropriation from Congress. This is the
concept of a revolving fund.

Title VII is important for three reasons:

One, it will avoid protracted delays in financing stockpile pur-
chases when market conditions are the most appropriate.

Two, by eliminating the 3-vear provision—the ‘‘use it or lose it”
provision—which says that monevs not spent after 3 years revert
to the miscellaneous receipts of the Treasury. we are making sure
that monev which has been appropriated for the stockpile is not
lost to other purposes simply because GSA could not spend the
money fast enough.

Three, the title will remove any incentive for the executive
branch to dispose of stockpile materials for economic reasons by
making the receipts unavailable for purposes other than new stock-
pile purchases. Passage of NMSA through title VII will demon-
strate that the intent of Congress is to maintain a national defense
stockpile capable of meeting our defense needs.

Mr. Chairman. I would like to take this opportunity to say a few
words about other congressional actions that relate to our wartime
minerals needs. First. the House Banking Committee reported out
legislation extending the Defense Production Act for 1 year. While
I would like to have seen a >-vear extension, I think this legislation
is a positive step. The DPA has proved to be an extremely valuable
program for meeting our materials needs during the Korean war,
and it is a law that we should keep on the books.

Finally. I would like to comment on the Budget Committee’s
proposed reconciliation measure that might remove money from
the transaction fund to the miscellaneous receipts of the Treasury.
I strongly support the administration’s efforts to reduce Govern-
ment spending and balance the budget. But I find any measure to
balance the budget by selling off the stockpile an abhorrent intru-
sion on our military capability. To rape the stockpile for economic
reasons will place this country in an even more vulnerable miner-
als posture with serious implications for our “staving power” in a
conventional military conflict.

Thank you. I will be happy to respond to any questions.

Mr. BENNETT. I am not going to ask any questions, but I am
going to say I do not think anybody has ever made a finer presen-
tation to this committee from Congress on this subject. I think you
have a good grasp on evervthing that needs to be done. I find
myselt in close accord with everything vou have said.
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There is a problem with regard to the budget reconciliation
which I think probably makes impossible from a practical stand-
point your suggestion about using this without appropriations ac-
tivity by Congress, in this Congress. We have a reconciliation prob-
lem which I brought to the attention of the chairman of the full
committee at the beginning of the year, but it now is in a position
where we would be subject to a point of order, and I doubt if we
can get that through, although I think it would be a constructive
thrust. We will look at it. If there is some way to do it we will
probably do it. I believe most of us would favor that approach, but I
doubt you will be able to do that particular thing this year.

Mr. McDonald.

Mr. McDonALDp. Thank you, Mr. Chairman.

I appreciate receiving Mr. Santini’s excellent presentation this
morning.

His efforts along with General Slay’s in recent months and years
have perhaps done as much as any group to try to bring an
awareness to the American people and to this Congress to the
critical imbalance and the very frivolous attitude we have had
toward our entire strategic materials shortfall.

Mr. Santini, I remember last year I believe you joined with 70 or
80 so other colleagues in a bill actually suggesting the purchase of
silver for the stockpile, but in the testimony you submitted to the
Appropriations Committee you did mention that it was not just a
matter of silver, but many other critical items that the stockpile
was short of, sir.

Mr. SanTINI. That is correct.

Mr. McDonALD. Mr. Santini, you are quite knowledgeable, being
a member of the Interior Committee, of the lockup of resources as
the result of various wilderness acts. For example, there is a cobalt
deposit in Idaho which I think is principally locked within a wil-
derness area. Certainly the degree of mineral wealth in Alaska in
view of the mineral belts that come over from Siberia over into
Alaska and Canada, how much has been locked up is difficult to
say.

We have had manganese deposits as well as cobalt in critical
areas which have been locked up in some of the various Govern-
ment lands and restricted in development to some degree. Some of
the restrictions have been massive.

Do you think there could be merit down the line in bringing an
awareness to the fact that some of our strategic materials deficit
has been created b{ our own internal policies? I think the basic
thrust of General Slay’s briefing is that our foreign policy and our
domestic land policy frankly have been two policies at odds with
our strategic materials policy, and that our foreign policy and our
domestic land policies have in many ways exacerbated the deficien-
cies that we face in the stockpile.

Is this your feeling as well? Do you agree with General Slay to
some degree those two policies have contributed to the problems in
the stockpile?

Mr. SANTINI. To a degree, I emphatically agree.

Mr. McDoNALD. Part of the stockpile problem has been caused by
the Federal land policies; the Government now owns more land
than exists east of the Mississippi. As you know, the Land and
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Water Conservation Fund is authorized to disperse $900 million
annually to State and Federal agencies to acquire and develop
outdoor recreational facilities. Collections into the fund have aver-
aged over $30 million annually from the sale of surplus property
and $800 million from Quter Continental Shelf oil leasing. I under-
stand that the surplus property sales are largely defense real
estate property.

According to OMB, over 2 million acres of land have been ac-
quired for parks and recreation since 1965. 1 have heard that there
will be a moratorium on the use of these funds for the acquisition
of additional Federal lands.

Do you think there is merit in examining the possibility of using
moneys from the Land and Water Conservation Fund to finance
the acquisition of some of our more urgent stockpile deficiencies?
Because, really, it is part of our own internal land policy that has
aided or abetted crime, so to speak.

Mr. SanTINI. I believe that is one proposal that deserves serious
consideration. Our legislation suggests a complete review and in-
ventory of the mineral content of the public lands as another
rational course of action in response to what has been a one-sided
i)r glind-sighted attitude with regard to minerals in the public
ands.

Public lands are, as you aptly described, a significant land base
in this country, one third of the United States of America. In 1977
the Department of the Interior reluctantly acknowledged that 68
percent of those Federal lands or almost three-quarters of those
Federal lands were off limits to mineral exploration or mineral
recovery either in law or in practice, factual consequence.

I think we must take two or three steps back and reexamine
what we have done to ourselves as a nation by terminating or
cutting off access to the resources on which any traditional indus-
trial nation must rely if they are going to succeed in future genera-
tions.

Mr. McDoNALD. I certainly agree with your statement, Mr. San-
tini, and I also certainly appreciate your comment that really for a
number of years we have had administration after administration
that has truly raped the stockpile to make the general fund deficit
not look so bad. One of the big issues before this subcommittee—no
question about it—is the matter of the sale of silver. Regardless of
the merits or demerits of that, you cannot help but note that we
have sold off a gigantic amount of silver and other national defense
stockpile items at rockbottom prices to domestic as well as world
users, and the moneys, rather than being prudently placed to pick
up the strategic stockpile deficiencies, the money has been dumped
into the general fund to make the deficits not look so bad. We are
in the mess we are in now, frankly, because of the shortsightedness
of people all through a long period of time and to me I think that
has been a tragic policy of politics at the lowest level, and I
certainly appreciate your mentioning that in your testimony.

I want to thank you for your testimony this morning.

Mr. SANTINI. Thank you.

Mr. BENNETT. Mr. Spence.

Mr. Spence. Thank you, Mr. Chairman.
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Mr. Santini, in view of what vou said, do vou not think it would
be a good idea to get rid of that 3-year provision that we have that
says that if the money is unused in that fund, it goes back into the
general fund?

Mr. SanTiNI. Yes, I do. I have sponsored legislation which would
specifically so provide. I think you are exactly right.

Mr. SpeNcEe. I appreciate that, and I also want to interject right
here and add to what my colleagues have said, my thanks to you
for the good work you have done in alerting this country to the
very critical position that we are in—if I can use the word critical,
again, from the standpoint of critical materials.

Up until just recently, I do not think the American people under-
stood how dependent we were on foreign sources for so many of our
materials, that really keeps our basic energy in this country going,
not to mention our military.

You have done an outstanding job in that respect. I want to
thank you for it and work with you in the future to see if we can
help one another more.

Yes, sir, one of the administration witnesses said under title VII
of H.R. 3364, there was a restriction on the acquisition moneys of
the stockpile and we could not generate any money any other way
ouside of that fund. Do you agree with that?

Mr. SANTINI. I do not accept that construction of title VII. I
believe if there is any question of ambiguity about our legislative
intent in that regard, we could eliminate any question by further
emphasis on the fact that we certainly have no such intent and do
not believe that is part of title VII.

Mr. SPENCE. A good point. I think we have to work on that a
little bit, too, because that misconception is abroad in the land, I
think.

In 1980 the Commodity Credit Corporation, I understand, sold
about $21.4 million worth of agricultural commodities to Zaire. Of
course, Zaire had a surplus of cobalt. This sale was on long-term
credit arrangement. I was wondering if we could not barter some of
our commodities that way with Zaire for cobalt rather than enter
into these long-term credit arrangements.

Mr. SANTINI. Mr. Spence, that is an excellent suggestion. I
concur wholeheartedly with the general thrust of your proposition,
and your citation was 1980, $21.4 million sale to Zaire.

The Russians again, are sort of in the forefront of trying to
educate the free world and the free enterprise system about how it
goes when you play hardball.

Last year they executed a contract for cobalt with the neighbor-
ing state of Zambia, a contract that included a reference to cobalt.
It was an arms sale agreement with the Zambians for something in
excess of $81 million worth of arms. The reductions used an inter-
esting provision in the contract that held their cobalt as collateral
for the arms sale deal so that, in effect, if push came to shove and
they wanted to call up the payment under their arms deal they
could hold hostage the critical resource of cobalt in the nation of
Zaire. Mr. McDonald observed earlier about how our foreign policy
and our domestic lands policy is at odds with the national interest.

I think if we could just learn and educate ourselves from the
lessons that our dear friends in the Soviet Union are trying to
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teach us out there in the real world we could improve both our
foreign policy and our domestic land policy.

Mr. SpENCE. Then you can use the one about chrome from the
former nation of Rhodesia and how the Russians worked that deal.

I do think we are going to have to wake up to the realities of life
in dealing with this world. The Russians have arrived there some
time ago.

As a matter of fact I think Mr. McDonald said yesterday, he
quoted what Brezhnev said in 1977, that the aim of Russia was to
deprive the West of our two great treasure houses, the critical
materials treasure house of Africa and the energy treasure house
of the Persian Gulf.

In the news they are making right now in Afghanistan and in
other areas and then in Africa, and how they are working with
these countries, they are doing all they can to deprive us eventual-
ly of these critical-material sources. If we cannot see that, we are
just like blind kittens before they are old enough to see. We have
to do something to live in a realistic world.

Again I want to thank you for your contribution.

Mr. SANTINI. Thank you for your very well-taken observations.

Mr. BENNETT. Are there other questions?

Thank you very much for a very splendid presentation.

STATEMENT OF SIMON D. STRAUSS, CONSULTANT FOR
ASARCO, INC., AND CHAIRMAN, AMERICAN MINING CON-
GRESS AVAILABILITY COMMITTEE

Mr. Strauss. I am Simon D. Strauss and I appear before the
committee as chairman of the Minerals Availability Committee of
the American Mining Congress, a trade association, to discuss H.R. -
2912, a bill to authorize acquisition and disposals of materials in
connection with the national defense stockpile. I am consultant to
and formerly vice chairman of ASARCO, Inc., a company engaged
in the production of minerals in the United States with significant
interest in mining in Australia, Canada, Mexico, and Peru.

My testimony will deal with subparagraph (7) of section 3 of the
bill, which would authorize the disposal of 139,500,000 ounces of
silver. The administrative agencies have determined this to be
excess to the current requirements of the stockpile, which they
have set at zero. The bill also proposes disposing of certain other
materials, but in each case there remains a stockpile objective for
these other commodities. Only in the case of silver is it proposed to
dispose of all holdings based on a finding that silver will not be
needed in a future defense emergency.

The administrative agencies concerned have previously estab-
lished zero stockpile objectives for other commodities—notably alu-
minum, copper, lead, nickel, and zinc. All holdings of aluminum,
copper, and nickel, most of the zinc, and about half of the lead held
by the Government were sold during the period 1963-75. Subse-
quent reappraisal of defense requirements resulted in the establish-
ment of new stockpile objectives for these materials.. The most
recent stockpile report to the Congress by the Federal Emergency
Management Agency—that for the period April to September
1980—shows huge deficiencies in the inventories of these metals as
compared with objectives. They can only be met by using taxpayer
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funds to acquire the commodities at prices far in excess of those
realized on previous stockpile sales.

I suggest that before this committee accepts a zero stockpile
objective for silver it carefully consider whether the experience in
other commodities may not be repeated with silver.

In a document entitled “Questions and Answers—National De-
fense Stockpile” FEMA dealt with the silver issue. It stated that
U.S. production is in excess of defense needs; that United States
and Canadian production is sufficient to cover all defense wartime
needs and essential civilian requirements with provision for most
general needs, and that United States, Canadian, and Mexican
imports alone could supply 120 percent of U.S. wartime needs. It
analyzed other aspects. In response to a question regarding silver
being used for “copper bars in World War II” the explanation was
that at that time silver was surplus to U.S. needs while copper was
in short supply.

Dealing with this last point first, as of December 31, 1941, the
U.S. Treasury held 3,346,600,000 ounces of silver—accumulated as
a result of the Silver Purchase Act of 1934. This is more than 20
times the amount of silver now held by the defense stockpile.

Thanks to the existence of these large Treasury holdings, during
the war 900 million ounces of silver was furnished to Government
defense plants as a substitute for copper; 411 million ounces was
furnished to U.S. allies on a lend-lease basis to mint silver coins
used to bolster civilian confidence in currencies at a time of war
fears in inflation; and 135 million ounces was sold under the Green
Act for War Production Board allocations to industry. In addition,
then current production from mines in the United States, Canada,
Mexico, and elsewhere was required to satisfy silver demand.

FEMA believes that silver will not be needed as a substitute for
copper in a future emergency. What assurance is there that in an
emergency copper will not again be in short supply? The copper
stockpile contains only 29,000 tons against an objective of 1 million
tons. A major domestic processing facility in Montana has closed
and domestic mine production is now being exported in large
amounts for processing in Japan. The country will have to scram-
ble to meet defense copper demands and may well desire to substi-
tute silver for copper once again.

Despite an increase in Canadian silver production in recent
years, aggregate North American mine production of silver in 1980
was substantially less than in 1941—122 million ounces in 1980
against 173 million ounces in 1941. This is the aggregate of United
States, Canadian, and Mexican mine production of silver. While
Canada and Mexico are good neighbors, no automatic assumption
can be made that silver output from these countries will be entire-
ly available to the United States. The country has learned that it
cannot make such an assumption with respect to oil.

None of the silver uses that proved so important in World War II
has been eliminated. New uses have emerged—notably the expand-
ed requirements for silver in storage batteries, an application
which has been featured in space vehicles.

A civilian cannot pose as a military expert. Any future defense
emergency may differ materially from World War II. Yet as one
examines the stockpile objectives for other materials, one cannot
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help but feel that silver has been looked at in a different perspec-
tive precisely because it is so readily salable and because its price
is high by historic standards.

To cite an example—consider zinc. The zinc objective prior to
1963 had been as high as 1,500,000 tons. Then it was reduced to
zero and most of the holdings of zinc—which had reached 1,580,000
tons—were sold. Later the stockpile managers had second thoughts.
Today the objective for zinc is 1,425,000 tons, but the stockpile
contains only 376,000 tons.

Now the curious thing about zinc is that, like silver, most U.S.
zinc imports come from Canada and Mexico. Why, if the proximity
of these two sources for silver gives assurance that no stockpile of
silver is needed, does the Government feel that it must have all
that zinc? The largest direct military use of zinc used to be in shell
and cartridge cases, but in many instances these have been re-
placed by steel.

To save the committee’s time, I am submitting for the record an
appendix with a brief analysis of the ups and downs of stockpile
targets for aluminum, copper, lead, nickel, zinc, and cobalt. The
validity of the zero stockpile objective for silver in the light of the
history of these other case studies seems questionable. Silver is
readily salable. Some silver producers even express the feeling that
the industry might be better off if the stockpile were liquidated so
that this sword of Damocles would no longer be dangled over the
silver miner’'s head. But your decision should be made not on the
basis of the interests of silver producers or silver consumers but on
the basis of the public interest.

Mr. Chairman, this committee has given me the opportunity on
many previous occasions to appear before it to discuss stockpile
legislation. The American Mining Congress has tried to maintain a
consistent and evenhanded approach to this matter. It has strongly
endorsed the bill introduced by Senator McClure in 1977 to provide
guidelines for the establishment of stockpile goals in a manner that
would eliminate the erratic pattern that has characterized the
program in recent years. I personally have been involved with the
stockpile issue since my Government service during World War II.
In my judgment to liquidate the silver stockpile would be an oppor-
tunistic move that would be later regretted.

Thank you for permitting me to appear before you once again.

” APPENDIX TO STATEMENT

Copper.—Early in the stockpile program the copper goal was set at 3,500,000 tons
but by 1963 this had been reduced to 775,000 tons and in 1973 it was completely
eliminated. At the end of 1962 the stockpile contained 1,135,000 tons; by the end of
1972 this had been cut to 259,000 tons and in 1973 and 1974 substantially all of this
was sold. A fresh look in 1976 caused the Committee to reestablish a copper goal.
Currently this is 1,000,000 tons.

Aluminum metal —In addition to bauxite, the ore from which aluminum is ob-
tained, the stockpile early included a goal for aluminum metal. In 1954 it reached a
peak of 2,500,000 tons. By 1963 this goal had been cut to 450,000 tons and in 1972
the goal was completely eliminated. At one time the stockpile contained 1,270,000
tons of aluminum. All of this was subsequently sold. As a result of the re-evaluation
ﬁf IECJI?G and subsequent years, there is currently a goal of 700,000 tons with none on

and.

Nickel.—By 1952 the stockpile authorities decided the desired holding was 450,000
tons. This was reduced to 50,000 tons in 1963 and eliminated in 1971. As of Decem-
ber 1962 the stockpile held almost 220,000 tons of nickel—all of which was sold prior
to 14972. The current objective for nickel is 200,000 tons.
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Lead.—Stockpile goals for lead were successively increased to reach a peak of
1,154,000 tons in 1956. By 1963 the goal was entirely eliminated. At the end of 1962
the stockpile held 1,385,000 tons—somewhat above the maximum objective. Periodic
sales have reduced this to about 600,000 tons. Meanwhile, the inter-agency commit-
tee has changed its mind and currently believes the goal should be 1,100,000 tons—
or close to the previous peak and well in excess of current holdings.

Zinc.—Stockpile goals for zinc have followed a similar gatbern to lead. The previ-
ous maximum objective was 1,500,000 tons, set in 1950. By 1963 this had been
reduced to zero. At the end of 1962 the stockpile actually held 1,580,000 tons—or
more than the peak objective. Sales have whittled this down to the present holdings
of 372,000 tons. Meanwhile there has been a complete reversal of position on zinc
and the current goal is 1,425,000 tons.

Cobalt.—The goal for this strategic material has never been completely eliminat-
ed but it was greatly reduced from the peak of 129,000,000 pounds set in 1955, to
11,945,000 pounds by 1973. As a consequence of the holdings of about 100,000,000
pounds on hand at the end of 1963, some 60,000,000 pounds was sold at prices
ranging $2 to $4 a pound. The political upheaval in Zaire caused some rethinking as
to cobalt goals, which now stand at 85,400,000 pounds. In announcing resumption of
stockpile purchases, the Federal Emergency Management Agency stated that the
first program would be to acquire 1,200,000 pounds of cobalt. The current price is
$20 a pound, five to ten times the price realized on stockpile sales.

MINE PRODUCTION OF SILVER
[Thousands of ounces]
19; 19_39- 1940 1941__119-?? .1918 1979 1980
United States............cormvervirevsrireecinnns 71689 63872 68287 71076 38166 39,385 38055 32,000€
Canada.........c..cccoorvvvneee 22219 23163 23834 21755 42236 40,733 38,068 40,000€
MEXICO ...c..covviiiuiun: ST, . . 81019 75871 82640 78364 42,030 50,779 49,310 50,000€
Newfoundland ............cooocvviererrieinn ___1664_1421 1494_ _}_._ESI L —
Total.......... 176,591 164,327 176,255 172,852 127,432 130,897 125433  122,000E

'In 1938-44 Newloundland was not part of Canada.
Source: U.S. Bureau of Mines.

Mr. McDonaLp. I particularly appreciate your comment about
the inconsistency of the stockpile planners, about the thesis that
we can depend automatically upon Canada and Mexico and about
treating silver different than other elements in the stockpile. You
mentioned zinc.

When I testified on Tuesday I pointed out the Wall Street Jour-
nal article that came out June 1, the day before, citing the fact
that Canadian policy has turned somewhat toward the anti-Ameri-
can phase of the current administration, particularly with regard
to what the Canadians feel to be the American exploitation of
Canadian assets. You have to be pretty blind or you have to be not
reading newspapers nowadays to see that that is a distinct turn in
Canadian affairs. I appreciate your testimony on that.

Of course with the changing events in Central America that
have taken place, unfortunately aided and abetted by some of our
foreign policies, the certainty of assets to the south I think is no
longer a sure thing. I appreciate your mentioning that in your
testimony.

You did bring up an interesting point about the vacillation of the
stockpile requirements over the years. You mentioned aluminum,
copper, lead, zinc, and nickel, but I think at one time they also had
a il)r?matic reduction in cobalt, and here we are again trying to buy
cobalt.

Mr. Strauss. That is correct, and in the appendix I have at-
tached to my statement I point out at one time the cobalt stockpile

»Google



108

at the end of 1963 amounted to about 100 million pounds. Between
1963 and 1976, almost 60 million pounds of cobalt were sold be-
cause of reductions in the cobalt objective.

I took a 6-month period at random from the reports of the
General Services Administration. The 6-month period I chose was
the period from July 1 to December 31, 1969. In that period, as I
recall it, the Government sold 6.5 million pounds of cobalt out of
the stockpile. They realized an average price of a little over $2 a
pound. The proceeds were about $14 million from the sale of this
6% million pounds.

One of the consequences of those Government stockpile sales was
to discourage the continued operation of the only cobalt mine in
the country which was then operating. The Blackbird mine in
Idaho shut down because the price was being held down by stock-
pile sales.

In 1977 as we all know there was trouble in Zaire and as a
consequence of that the world cobalt market went wild. As a result
of facing up to facts of the political instability in Central Africa,
the stockpile objective for cobalt was then increased to its present
level of about 85 million pounds. As a result there is a deficiency of
over 40 million pounds. The very first move that the Federal Emer-
gency Management Agency has announced in connection with
building up the stockpile is the purchase of 1,200,000 pounds of
cobalt. They are negotiating currently for that. I do not know what
price they are going to pay. The quoted price for cobalt is $20 a
pound. There is some dealer material available at $18 a pound.
Using the $20 a pound price, that would mean they would spend
$24 million to get 1,200,000 pounds, after having sold 11 years ago
6% million pounds for $14 million.

Now this kind of experience with the stockpile has caused our
group to feel there is something wrong with the procedures that
have been followed in the past for setting stockpile objectives. They
have just been too erratic, they have been changed, and very often
we have the feeling they are changed for reasons having nothing to
do with military necessity.

I have to say, and I am sorry to say this, because I do not like to
question the motives of Government servants, but 1 have to say I
cannot understand the rationale which resulted in the establish-
ment of a zero stockpile for silver. I simply do not understand it in
the light of our heavy dependence on silver for many military
items.

Mr. McDonNaLD. Speaking personally I tend to agree that the
motive deals with something other than the national defense
needs. If you go back to the Vietnam period or the World War II
period and would you say today, in an increased electronic environ-
ment, increased technology with regard to the general population,
the level of industry as well as the military sophistication, that the
need for silver increases or decreases under that change?

Mr. Strauss. I believe it increases. I will read from the 1944
edition of the Minerals Yearbook, published by the U.S. Bureau of
Mines. This is what was said in 1944 about silver:

“War and other essential uses consumed an estimated 80 million
to 85 million ounces of silver in 1944.”

That is war and essential uses, not civilian.

v Google



109

“Solders and brazing alloys used extensively in almost all impor-
tant military equipment occupied first place.”

That would still be true today.

Following closely for war purposes were photographic applica-
tion, electric appliances, engine bearings, military insignia, desalin-
ization equipment, dental and medical supplies. Consumption de-
clined in civilian uses and also in low-melting solders.

Now Congress spent something like 8 months in 1942 and 1943
trying to wrestle with the silver problem, and they enacted some-
thing called the Green Act, which made silver available to indus-
try, and it was a highly debated point.

Well, here is a statement that Secretary Morganthau made late
in 1944 regarding uses of Treasury silver, in that one year. He
says, “Under lease arrangements for nonconsumptive uses in war
plants, 903 million ounces”—It was a substitute for copper, and
copper was in very short supply.

“Supply to various governments under lend lease for coinage and
other uses, 243,700,000 ounces.”

That was in one year. The total during the entire war period was
over 400 million ounces.

Sold from silver stocks to industrial uses, 5 million ounces.

Sold under the Green Act, 41 million ounces.

For coinage in silver nickels, 33,600,000 ounces.

Silver was used then—it is hard to believe that, today—as a
Sﬁbstitute for copper and nickel because copper and nickel were so
short.

The point is that we do not know that we are going to have all
the copper and nickel we require in wartime. We may have reasons
to be glad to have a small stockpile of silver, and this 139 million
ounces is very small in relation to the 3 billion ounces the Treas-
ury had at the start of World War II. To use in certain applications
as a substitute for copper, again.

Mr. McDonALD. Within the industry there is a degree of ambiva-
lence toward the sale of silver. There is a segment totally frus-
trated with the ups and downs over the years who would say sell it,
get rid of it, and let us get off the discussion, and then we will at
least have a free market situation and then we can have a long-
range plan, rather than having the Government policy of selling
and so forth.

Mr. Strauss. It happened yesterday I had lunch at the Mining
Club in New York and I ran into the president of one of the major
silver producers——

Mr. BENNETT. We will recess for the purpose of voting.

[Recess.]

Mr. BENNETT. We will let Mr. Strauss complete his answer, and
then we will let Mr. Spence inquire.

Mr. Strauss [continuing]. Major silver producers, and he said
precisely what Congressman McDonald is referring to. He said why
go down and oppose the sale of this silver, let us get it out of the
way.

So there are people in the mining industry who do feel that way.

Mr. McDonaALp. It is not with regard to what is best for the
Nation, but let us get it so it is no longer an overhang over the day
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we are going to sell it and not sell it, so we can then get on with
long-range mining plans.

From a parochial interest to the miners they would like it in
certain segments, is that your understanding?

Mr. Strauss. That is correct.

Mr. BENNETT. Are there further questions?

Mr. Spence.

Mr. SpENCE. I have no questions.

Mr. BENNETT. Do you know of anybody who does, outside of the
Government, take a position that silver ought to be sold?

Mr. Strauss. I think you will hear from at least one witness to
that effect, sir.

Mr. McDonNALD. On that one point, there is in fact a tremendous
demand for silver in not only the domestic but the world market; is
that not correct? For example, the Soviet Union even though it
produces silver is also a buyer—there is a tremendous world
demand and there is a very active effort in this country by the
silver users—Eastman Kodak, photographic groups, silver manu-
facturers—there is a big group that is anxious for the sale of silver;
is that not correct?

Mr. Strauss. I think they will express their own views on that.
Yes, there is such a group. The world use of silver for industrial
purposes has been increasing steadily over the years up until last
year when the sharp rise in silver price tended to reduce some of
the uses of silver. There was a drop in consumption last year in
this country.

With regard to the Soviet Union, it has been reported that they
have been importing silver recently. They are large producers of
iilver. What they use it for we do not know, or at least I do not

now.

er.?MCDONALD. Dr. Strauss, we import now what percent of our
silver?

Mr. Strauss. The figures are very erratic from year to year.

Mr. McDonALD. Generally speaking. Last year was a major aber-
ration.

Mr. Strauss. If you take our consumption, say 150 million
ounces, as sort of a target figure, I would say our imports would
average about a third of that.

Mr. McDonNALD. Thank you.

No further questions, Mr. Chairman.

Mr. BENNETT. There are no further questions. We appreciate, Dr.
Strauss, your being with us.

Mr. BENNETT. Next we have Mr. Sinclair Weeks, Jr., president,
Reed and Barton Silversmiths, and vice president, Silver Users
Association.

STATEMENT OF SINCLAIR WEEKS, JR., PRESIDENT, REED &
BARTON SILVERSMITHS, AND VICE PRESIDENT, SILVER
USERS ASSOCIATION, ACCOMPANIED BY WALTER L. FRANK-
LAND, JR., EXECUTIVE VICE PRESIDENT, SILVER USERS AS-
SOCIATION

Mr. Weeks. Mr. Chairman and gentlemen, I have with me Mr.
Walter Frankland, Jr., who is the executive vice president of the
Silver Users Association. As Dr. Strauss says, there is a group in
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America that is interested in the disposition of silver. In our testi-
mony [ will try to explain our position.

We appreciate the opportunity to appear today to express the
views of the members of the Silver Users Association (SUA) in
support of H.R. 2912 and H.R. 2784, which would authorize the
release of 139.5 million ounces of silver from the national stockpile
and provide funds for the purchase of items needed for the stock-
pile. SUA opposes H.R. 2603, which would authorize the purchase
of approximately 11 million ounces of silver for the stockpile.

The Silver Users Association is composed of manufacturers
which use silver in the production of photographic film, electrical
appliances and contacts, silverware, fabricated industrial products,
commemorative art, jewelry, and medical supplies. It is estimated
that members of SUA consume approximately 80 percent of the
silver used in domestic manufacturing. A list of the current mem-
bership is attached as enclosure A to this statement. A fact sheet
explaining in more detail the purpose of the Silver Users Associ-
ation is at enclosure B.

SILVER USERS ASSOCIATION SUPPORTS SILVER SURPLUS SALES

SUA takes no position on the size of the stockpile goal for silver,
noting that previous emergency requirements for this metal were
dictated by monetary needs. What we do encourage, then, is that
the amount of silver determined to be surplus to defense require-
ments be returned to the market from which it originally came.
For more than 8 years, silver in varying amounts has been de-
clared surplus by four different administrations, including the cur-
rent one. The Strategic and Critical Materials Stock Piling Act
specifically provides that commodities declared surplus are to be
made available to the market “with due regard to the protection of
the United States against avoidable loss * * * and the protection
of producers, processors, and consumers against avoidable disrup-
tion of their usual markets * * *”

Mr. Chairman, we request that additional material be received
for the record as relevant to the SUA position. I refer to enclosure
C, entitled “Background on Domestic Silver,” and its attachments.

GAO REPORT CONFIRMS ZERO SILVER GOAL

At the request of the Senate Subcommittee on Military Construc-
tion and Stockpiles, the Comptroller General of the United States
was asked to study national defense requirements for a silver
stockpile. That report, LCD-79-410, dated April 10, 1979, has been
issued. It confirms that the methodology used by the Federal Pre-
paredness Agency and its successor agency, the Federal Emergency
Management Agency, is a “‘reasonable approach” to this form of
economic analysis and that “current information indicates that the
silver supply exceeds projected wartime requirements.” The report
substantiates the position of the Federal Preparedness Agency that
the stockpile goal for silver should remain at zero. The GAO analy-
sis goes even further in stating that, “* * * defense tier require-
ments could be met by U.S. production alone.”

Mr. Chairman, we submit that the report by GAO should help
relieve the concerns of those who might question the zero stockpile
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goal for silver. We would urge, too, that the GAO report be made a
part of the record of these hearings.

MAJOR SILVER SOURCES ARE IN WESTERN HEMISPHERE

Unlike many other commodities in the stockpile, silver has its
origin in and near this country as opposed to distant shores where
availability might be troublesome in emergencies. It should be
emphasized, Mr. Chairman, that the United States, Canada, and
Mexico together produce about 115 million ounces annually. The
balance of the Western Hemisphere supplies an additional 60 mil-
lion ounces of new production, making a total of about 175 million
ounces. For an annual current demand of about 118 million ounces
in the United States, it is evident that this raw material would be
accessible in an emergency. The cited production does not include
silver recovered in the United States annually from coins and
other forms of usable scrap, which in 1980 was estimated unusually
high at some 90 million ounces. The annual average amount of
domestic silver from this source during the last 5 years has been 70
million ounces.

SUA CALLS FOR SILVER AUCTIONS BY GSA

At a time when emphasis is being placed on strengthening de-
fense, cutbacks in Government spending, and lowering taxes, it is
appropriate for the Congress to authorize the sale of surplus silver
and permit the revenue to be used for purchasing items needed to
bolster the defense stockpile. The Association, therefore, urges ap-
proval of legislation to release silver to the market as soon as
possible. We advocate that the disposals be made in a manner
comparable to the sales conducted by the General Services Admin-
istration during the period 1967-1970. We suggest that weekly
auctions be in amounts between 500,000 ounces and 1 million
ounces. The Congress should be reminded that at current silver
prices, the value of the surplus silver is about $1.4 billion. The
interest as a lost opportunity cost while carrying this surplus silver
is more than $600,000 per day. It would seem that in these times of
high inflation, and expensive government, maintaining materials
surplus to defense requirements is not in the best interest of the
taxpayers while items are needed for the stockpile.

Mr. McDonNALDp. Could I ask a question at this point?

Mr. BENNETT. You may.

Mr. McDoNALD. You say a cost of $600,000 a day. Which category
did you give for that?

Mr. Weeks. That applies, Congressman, to the lost opportunity
cost in interest rates.

Mr. McDonNaLp. Lost opportunity cost. That is, if you invested
$1.4 billion at current interest rates you would gain that interest
rate.

Mr. WEeEks. If $1,400 million were released by the sale of silver
and this money was not required for the general fund or otherwise
to purchase materials for stockpile, and in obtaining this money
the Government had to go to the marketplace to borrow, this would
be the cost in interest of this amount of money, right.
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Mr. McDonNaLDp. The amount of money lost to the American
taxpayers by selling silver at, say, $1.29 an ounce when the current
price is around $10 an ounce, would you say that the American
taxpayers had a loss in terms of multiples of billions of dollars
during that selloff?

Mr. WEEKS. Are you saying there is a loss when it costs $1.29——

Mr. McDonNnALD. We sold it at $1.29 to basically silver users, and
now the price is about $10. My point is that Mr. Conte, I believe,
last year used a figure of about $350,000 a day as the amount we
are losing every day. Well, that is kind of extrapolated out into the
stratosphere, and I do not think we figure things that way, and it
is a big figure, that $600,000, but if you want to play that game it
looks like someone could say that the American taxpayers were
raped to the tune of $15 billion or $20 billion by selling off an asset
that today is worth $10 and more an ounce when in fact it was sold -
off at $1.29 or below an ounce.

Mr. WEEkKs. If you could go back to 1967, Congressman, when this
program began and predict what the price of silver would be in
1981, we would all be remarkably clairvoyant.

Mr. McDonNALD. Some did make that prediction, sir. Some made
it very clearly. Some were absolutely laughed at when they spoke
of $8 and $10 an ounce silver. I mean just ridiculed. These people
not only were clairvoyant, but they wrote in 1967 and 1968 precise-
ly that. But brother, were they ridiculed. No one is laughing now.

Mr. WEEks. May I continue, Mr. Chairman?

Mr. BENNETT. Yes.

Mr. WEEks. Rationale for the SUA position supporting legislation
which calls for the release of surplus silver from the stockpile may
be summarized as follows:

By National Security Council criteria, 139.5 million ounces of
silver have been declared surlus to defense needs.

With the current market price for silver the sale of Government
silver would mean increased revenue for the purchase of high-
priority items critically needed for the defense stockpile.

Government silver made available to the market would meet a
portion of domestic requirements, thus lessening the need for im-
ports.

Additional supplies to the market of usable metal would be in
the best interests of millions of Americans who consume products
using silver—photographic, electrical, silverware, and medical and
dental supplies.

GOVERNMENT SALES WOULD IMPROVE BALANCE OF PAYMENTS

For many years prior to 1980, the United States had been a net
importer of silver in amounts between 50 and 75 million ounces. In
1980, due mainly to the highly speculative silver market, the
United States was a net exporter of 2.2 million ounces. Should
supplies be made available from Government stocks, the need for
imports would be reduced. At the current year-to-date average
price of about $12.50 per ounce, the cost of silver net imports of 50
million ounces would be approximately $625 million. For every 10-
cent increase in price, the cost of silver imported at the 50-million-
ounce rate would be about an additional $5 million per year.
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GOVERNMENT SILVER SALES WOULD MEAN FUNDS FOR STOCKPILE
PURCHASES

At current prices, the revenue to the Government would be
about $10.65 per ounce. With an average price of $10.65 per ounce,
the full stockpile release of 139.5 million ounces would realize a
profit to the Government of about $1.3 billion. The latter figure
takes into consideration the $1.29 per ounce inventory value as-
signed to stockpile silver.

These additional funds would be available for use in purchasing
needed stockpile items, many of which are from politically sensi-
tive areas overseas. As of December 30, 1980, some of those items
reported by the Federal Emergency Management Agency as defi-
cient include: aluminum oxide, bauxite, cobalt, columbium, cordage
fiber, fluorspar, manganese dioxide, medicinals, nickel, platinum
group metals, rubber, tantalum, titanium, and vanadium.

SILVER EXPERIENCED SERIOUS SPECULATIVE PRESSURES

Since the last stockpile hearings, the silver market has experi-
enced very volatile market conditions. The Handy & Harman price
for the metal reached $48 per ounce on January 21, 1980, in New
York City from a low of $5.96 a year earlier. By March 27, 1980,
the low for the year was marked at $10.80 per ounce. The price
lately has been in the $10.30 to $11.25 range. Difficult times have
been experienced by many industrial silver users; however, if any-
thing came across clearly from these transactions, it was that
silver supplies will be adequate for many years to meet industrial
needs, including those with defense requirements.

ADDITIONAL SUPPLIES OF SILVER

It should be pointed out that besides the silver held in the
stockpile, there are large amounts of above-ground metal in this
country. In an extreme emergency not covered by defense plans,
much of this silver would be available. The stocks include: 39
million ounces in the Treasury stocks for coinage; 30 million
ounces held by industry; 4.5 million ounces in Defense Department
stocks for contracts with Government-furnished material provi-
sions. And this, I understand, is listed primarily as bullion. If you
included scrap and bullion it would be closer to 10 million ounces.

Another area is the 100-plus million ounces in Commodity Ex-
change of New York City (COMEX) and Chicago Board of Trade
warehouses.

An estimated 250-900 million ounces in 90 percent U.S. silver
coins held by citizens.

An undetermined amount of silver in ingots held as investments
by citizens and institutions.

REDUCED MX MISSILE REQUIREMENTS FOR SILVER

In closing, Mr. Chairman, perhaps one other reference should be
made to the GAO report on silver. To correct information distribut-
ed by those interested in higher silver prices, the reference to the
MX missile program is quoted as follows:
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Substituting lithium thionyl chloride for silver in MX missile system batteries
virtually eliminated the systems requirement for approximately 35 million troy
ounces of silver. System silver requirements are now estimated to be about 1 million
troy ounces maximum. However, it should be noted that requirements of the MX
system and the substitution previously mentioned never affected the silver stock-
pile. Essentially, commodities are stockpiled by the United States to meet projected
requirements for the first 3 years of a conventional war. The requirements of the
nuclear MX would not be reflected in stockpile goals and objectives.

In summary, Mr. Chairman, we believe the case for authorizing
the disposal of silver surplus to defense needs is clear-cut and in
the national interest. We urge early action on this important
matter. The stockpile is short of critically needed commodities and
the sales would provide the funds required for some of these pur-
chases.

Thank you.

[The following information was received for the record:]

SILVER USERS ASSOCIATION,
Washington, D.C., June 4, 1981.
Hon. CHARLES E. BENNETT,
Chairman, Subcommittee on Seapower and Strategic and Critical Materials, House
of Representatives, Washington, D.C.

DeArR CoNGRESSMAN BENNETT: As requested during the testimony this morning, 1
am enclosing a list of the members of SUA which was requested by Congressman
McDonald.

In addition, I am providing some supplemental background material which SUA
would request be made a part of the record for the hearings on H.R. 2912.

Again, we thank you and the subcommittee for the opportunity to present the
position taken by industrial users on the stockpile.

Sincerely,
WaALTER L. FRANKLAND, Jr.,
Executive Vice President.

SiLver Users AssociATiION MEMBERS

PHOTOGRAPHIC MATERIALS

E. I. du Pont de Nemours & Company, Inc.—Wilmington, Delaware.
Eastman Kodak Company—Rochester, New York.

Minnesota Mining & Manufacturing Company—St. Paul, Minnesota.
Peerless Photo Products—Shoreham, New York.

Polaroid Corporation—Cambridge, Massachusetts.

Polychrome Corporation—Clark, New Jersey.

Powers Chemco, Inc.—Glen Cove, New York.

Rhone-Poulenc Systems Company—Parsippany, New Jersey.

SILVERWARE

Gorham Division of Textron, Inc.—Providence, Rhode Island.
The Kirk-Stieff Company—Baltimore, Maryland.

Lunt Silversmiths—Greenfield, Massachusetts.

Oneida Limited—Oneida, New York.

Reed & Barton Silversmiths—Taunton, Massachusetts.

Tiffany & Company—New York, New York.

Towle Manufacturing Company—Newburyport, Massachusetts.
Wallace Silversmiths—Wallingford, Connecticut.

COMMEMORATIVE AND COLLECTOR ARTS
Medallic Art Company—Danbury, Connecticut.

FABRICATED AND INDUSTRIAL PRODUCTS

Engelhard Industries—Iselin, New Jersey.

Handy & Harman—New York, New York.

J. W. Harris Company, Inc.—Blue Ash, Ohio.

Metz Metallurgical Corporation—South Plainfield, New Jersey.
Midland Processing, Inc.—Pomona, New York.
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National Refining Corporation—Gallatin, Tennessee.

Precision Metallurgical Corporation—Millis, Massachusetts.
Refinement International Company—Mapleville, Rhode Island.
Ronel Refining Company, Inc.—Hollywood, Florida.

Silfab Corporation—Naugatuck, Connecticut.

ASSOCIATIONS

Manufacturing Jewelers & Silversmiths of America, Inc.
National Association of Mirror Manufacturers.

ELECTRONICS
Ray-O-Vac Company—Madison, Wisconsin.

Facr SHEET: PUurpPoSE OF SILVER USERS ASSOCIATION, INcC.

The Silver Users Association, Inc., established in 1947, represents the interests of
corporations that make, distribute and sell products in which silver forms an
essential part. Association membership today includes representatives from the
photograpﬁic, electronic, chemical, commemorative arts, silverware and jewelry in-
dustries; producers of semi-fabricated and industrial products; and mirror manufac-
turers.

A major purpose of the Association is to keep its members and the public in-
formed on the pertinent developments in the field of silver; such as, production,
consumption, availability, uses, prices, regulations and legislation.

The applications of silver are highly diversified and range from photography to
missiles; from computers to sterling jewelry. An approximate breakdown of the
silver usage in the EI.S. shows these percentages; photography, 39.2 percent; electri-
cal and electronics, 25.2 percent; sterling ware, 9.0 percent; brazing alloys, 7.0
percent; electroplated ware, 5.6 percent; catalysts, 5.3 percent; jewelry, 3.6 percent;
commemorative and collectors arts, 1.6 percent; mirrors, 1.1 percent; and, all others,
such as bearings, dental and medical supplies and rockets and missiles, 2.4 percent.

The Association estimates that its members account for approximately 80 percent
of all silver consumed in the United States. More than 80,000 men and women work
for Association members who are heavily dependent upon silver for manufacturing.
In addition, there are about 1,500 firms of the Manufacturing Jewelers and Silver-
smiths of America and their 70-75,000 employees; and, the 22 members of the
National Association of Mirror Manufacturers and their employees. The Association
was incorporated in the District of Columbia in April, 1971.

President of the Silver Users Association is Mr. Robert F. Wilson, President,
Wallace Silversmiths. Mr. Sinclair Weeks, Jr., President, Reed & Barton Silver-
smiths is Vice President, and Chairman of the Executive Committee. In addition to
these two officers, other members of the latter committee are:

Nelson B. Colton, Engelhard Industries.

Philip G. Deuchler, Handy & Harman; Treasurer, SUA.

George R. Frankovich, Manufacturing Jewelers & Silversmiths of America, Inc.

Kamran Habibi, E. I. du Pont de Nemours & Company.

Denham C. Lunt, Jr., Lunt Silversmiths.

R. C. Mack, Eastman Kodak Company.

Jay Powers, Powers Chemco.

Richard Rosenblat, Polaroid Corporation.

Donald Schwartz, Medallic Art Company.

James W. Thomas, Gorham Division of Textron, Inc.

Robert E. Wiele, Minnesota Mining & Manufacturing Company.

Walter L. Frankland, Jr., Executive Vice President-Secretary, SUA.

BackGgrounDp oN DoMmEesTic SILVER

GENERAL

During its two hundred-year history, the U.S. Government has been the largest
buyer, user and seller of silver. Currently, it is probably the largest single holder of
silver in the world with 139.5 million ounces in the strategic stockpile, 39 million
ounces in the U.S. Mint and 4 million ounces held by the Defense Department.

DOMESTIC SUPPLIES

New Production in the U.S. for 1980 amounted to 30 million ounces (off 8 million
ounces due to strikes).
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Source: Bureau of Mines

Secondary Recovery from scrap including melted coins is estimated at 90 million
ounces for 1980,

Source: The Silver Institute Imports accounted for 76 million ounces during 1980.
All but 15 million ounces of this figure is attributed to countries of the Western
Hemisphere.

Sources: Handy & Harman, Bureau of Mines

DOMESTIC CONSUMPTION

Industrial demand in the U.S. for 1980, estimated by the Bureau of Mines at 118
million ounces, was at the lowest level since 1963, dropping 25% from 1979. In
addition to new production, scrap recovery and imports, other silver used to meet
industrial requirements in recent years has come from industry inventories and
speculative holdings. A breakdown by usage category is contained in Chart #3.

PRICE

At the time the Treasury ceased selling silver to all comers in May, 1967, the
price was $1.29 per ounce. While the U.S. Government sold silver to domestic users
at $1.29 a two-tier price system existed with the world price reaching $1.78. In July,
1967, the Treasury withdrew from the market and a month later sales were re-
sumed as a weekly auction through November 10, 1970. Prices rose to a high of
$2.565 by June, 1968, and then began dropping until a low of $1.288 was recorded in
ll\ljgzv;ember of 1971. The average price in 1972 was $1.68; $2.57 in 1973; and $4.71 in

A new all-time high was established at $6.70 on February 20, 1974. The strong
upward pressure on the price was caused by a world-wide distrust of currencies and
a speculative investment craze. From August, 1975, until January, 1976, the price of
silver had been in a downward trend, with an average of $4.42 in 1975 and $4.35 in
1976. Fluctuations between $4.30 and $4.96 during 1977 were wide at times, with 5-
10 cent differentials not unusual from one day to the next. The average for that
year was $4.62. The average price for 1978 was $5.40.

During 1979, silver prices were very volatile with a low of $5.961 per ounce
established on January 11 and a then record high of $28 on the last trading day of
the year. In 1980, the record high of $48.00 was set on January 21 and a low of
$10.80 recorded May 22. The average price through April, 1981, was $12.90.

GOVERNMENT STOCKPILE

Silver was first placed in the strategic stockpile in June, 1968, when 165 million
ounces were transferred from the Treasury in accordance with the Silver Certificate
Adjustment Act of 1967. By the Bank Holding Act of 1970, 25.5 million ounces were
transferred to the Treasury for use in the Eisenhower coin program. The stockpile
currently contains 139.5 million ounces.

The Silver Users Association, in establishing its position on the stockpile issue,
does not attemJJt to determine what should be considered an appropriate level of
silver to meet defense needs. Rather, the Association firmly supports the concept of
an orderly disposal of whatever silver is determined to be surplus to defense re-
quirements. The revenue gained therefrom could be put to good use in buying items
critically needed for the defense stockpile.

In this regard, the Association wishes to point out that the United States, Canada
and Mexico together produce about 115 million ounces annually. The balance of the
Western Hemisphere supplies an additional 60 million ounces of new production
making a total of about 175 million ounces. For an annual current demand of 118
million ounces in the U.S,, it is evident that this raw material would be accessible
in an emergency. The cited production does not include silver recovered in the U.S.
annually from coins and other forms of usable scrap which in 1980 was estimated at
some 90 million ounces.

The National Security Council has determined that there is no requirement for
stockpiling silver. The amount currently in the stockpile—139.5 million ounces—is
surplus to defense needs. It should be noted that other stocks in this country could
become available for extreme emergencies not contemplated in the plans, such as—

29 million ounces in the Treasury stocks for coinage

30 million ounces held by industry

4.5 million ounces in Defense Department stocks for contracts with govern-
ment furnished material provisions

100-plus million ounces in COMEX and Chicago Board of Trade warehouses

An estimated 250-900 million ounces in 909 U.S. silver coins held by citizens

bigitized by (SO 81(3
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An undetermined amount of silver in ingots held as investments by citizens

and institutions.

Charts: World Silver Consumption and Supplies (1973-80); World Silver Consump-
tion (1973-80); U.S. Industrial Consumption (1973-80); and Price History (1970-81) &

Industry Stocks (1970-80).

CHART 1.—WORLD SILVER CONSUMPTION AND SUPPLIES *, 1973-80

{In million of ounces)

1980 1979 1978 1977 1976 1975 1974 1973
Consumption:
Industrial uses:
UNIEA STALES .......ooveeeceeeee et es e 120 157 160 154 171 158 177 196
OLher COUNLIES ...t 220 263 283 280 266 219 247 282
Coinage uses:
United States...... 1 3 1 1
Other CoUntries oo 00, 28 36 280 2% 36 21 8
Total CONSUMPHION ......vv.eeeeeeee e __356 448 479 457 467 416 452 507
Supplies:
NEW PIOQUCHION...............ovvveeveoreessreessessssseeseesssmsrens s seessensesssssrs 255 270 269 268 247 242 239 254
U.S. TrRaSUMY SIVET ......coomerereveveeenieneeeseeeeeeeeessssssesene s ———— B | 3 1 1
Other SUDPHES oo e, 224 143 164 163 218 192 166 190
TORAL SUPPIES <..veeeeeveeeeeee e eete s eeneesseeesestmseeeenesse oo 479 413 433 431 466 437 406 445
Liquidation of (additions to) speculative inventories.........ccccouue..e.. —123 35 46 26 1 -21 46 62
Available for consumption..............coooii . 356 448 479 457 467 416 452 507
¥ Excluding Communist dominated areas.
Source: Handy & Harman Silver Reviews.
CHART 2.—WORLD SILVER CONSUMPTION, 1973-80
(in million of ounces]
1980 1979 1978 1977 1976 1975 1974 1973
Industrial uses:
United Sigles...... Rums . SN BEEERS- . RLZ0W 157 BEGOMN154 fER 158 177 196
Japan .o, 62 62 65 63 61 46 47 69
West Germany ...... ; 29 37 4 60 51 39 60 65
Haly.. ... o -~ . N . SRR . C 25 33 42 34 3R 9 ¥ 4
o oo N 20 22 22 2 19 21 16 U
Umited KIMIOONTE: i icinsisiiaissssmisinisis sessioriiiosssisombionsnd S i 21 277 29 32 28 28 25 3l
L 6 19 20 18 18 13 15 13
ORRET......ooocvvveervaeere e s 47 63 58 52 57 43 32 M
Total INGUSITIAL LSS .......... oo ceeeeeereee e esesnseensesesen 340 420 443 434 437 377 411 478
Coinage:
UNItEd SEAIES ........coorveceeseeeeeeeeereeseceseesesessseneseresemesseesemmsseseeseens B 1 1 4 13 27 10 9
G s e 2 3 3 3 84 104 86 14
L T 771 111 69 67 52 36 Bl
Austria ....... ; 43 50 45 30 69 134 56 66
WESE GRIMANY ......oooireocreee s essas s sesesesesesesesssesssssressssssesseen 37 36 26 29 43 88 95
MEXICO ..oovvveereerccricienemeeeeesesneressenseesseenenesssssssissniessreennee O] B0 B3 B2 e ssresessnianees
L e PN 60 60 104 60 35 28 1 107
Total COINARE USAZL.........ooneeoceceeeeeeeseeeeeeseieeneesessmsesrenseenens 157 278 363 234 297 388 217 292

Source: Handy & Harman.
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CHART 3.—U.S. INDUSTRIAL CONSUMPTION, 1973-80

[In million of ounces]

Category 1980 1979 1878 1977 1976 1975 1974 1973

Electroplated Ware.............ccccoooomrrceiiiscccccrsccncsisccsrcnscreneee:. 39 81 73 6.8 85 87 132 145

Sterling ware
Jewelry............

.................................................................... 88 131 179 167 198 237 222 294
54 54 68 81 110 127 52 58

POLOGTAPNIC MALBTIAIS....... g roeemrssresmenees 413 660 643 537 555 461 495 520
Dental and medical SUPPHES..........coorooreeeersceseeere s 192320 22 19 15 24 30

Mirrors

19 19 21 46 31 39 126

Brazing alloys and SOIGes ... 85 109 110 124 112 136 145 177

Electrical and electronic products:
BateriES o e d 46 60 58 35 43 42 42
335 308 313 323 2712 313 402

Comtact and conductors .........coovvvvvvsierronee

BEATINES......vvveerrcveeesieseenssissseesssssssssesssssssssssssssesens 3 4 5 3 5 4 4
CatalysStS s 56 82 89 123 88 73 60
Coins, medallions, and commemorative objects..........c.ccoevvevviieniciiess i 47 21 42 B2 12 223 2.1
Miscellaneous ................. . 10 10 9 4 3 5 5
....................................................................................... 1176 1573 160.2 153.6 1705 157.7 177.0 196.4
' Tolals may vary due to rounding-off.
Source: Bureau of Mines.
CHART 4.—SILVER PRICES, 1970-81
[In dollars per ounce)
Year High Low Average
1981 (ENrOURR AT <..o.oreeesees s evecesssssesesssseesssessssssssssss s eessessesssssesassemnemseennn . 91045 $10.90  $12.90
L1980 ..ot sa s essaseenss b s ssneesseesse s s eesms s ss e se st Rs e s aens s 48.00 10.80 20.63
1979 28.00 5.96 11.09
7 1, A—— 6.30 483 540
1977... 4.96 4.30 4.62
1976 5.10 382 4.35
1975........ 5.23 391 4.42
1974 6.70 3.21 471
1973 3.28 1.96 2.56
1971 B i e e 1.75 1.29 1.55
Source: Han(-iy_&‘H;rman_ i B | o
Silver in U.S. industry stocks
[In millions of ounces)
................................................................................................................................. 30
................................................................................................................................. 16
................................................................................................................................. 29
................................................................................................................................. 33
................................................................................................................................. 30
................................................................................................................................. 35
................................................................................................................................. 60
........................................................................................................................ 38
........................................................................................................................... H2
................................................................................................................................ a6
................................................................................................................................. 82

Source: Bureau of Mines.

A DiscussioN PAPER ON STOCKPILE REQUIREMENTS VERSUS SILVER SUPPLY AND

DeEMAND

The statement is often made that more silver is consumed annually than is
mined. There is nothing new about this situation. Since 1945, world consumption
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has exceeded new production. The peak in total consumption was reached in 1965.
Since that time, consumption including coinage has dropped significantly. Industrial
consumption, alone, actually peaked in 1973, when U.S. consumption was 196 mil-
lion ounces, according to the Bureau of Mlnes.

In a recent debate in Congress the statement was made that, . . . in World War
II we used far in excess of 1 billion ounces of silver. Over 400 million ounces of
silver were sent to the Soviet Union under the lend-lease program . . .”

The total amount of silver consumed in the U.S. by all industries, not just the war
effort, durin§ the period of 1942 thru 1945 was 580 million ounces or an annual
average of 116 million ounces. (Source: American Bureau of Metal Statistics, Year
Book: 1946).

As a substitute for copper in bus bars, nearly 900 million ounces of silver were
loaned to atomic defense plants by the Treasury. Today, there is no shortage of
copper and the technique formerly requiring bus bars is obsolete.

ring the same period, 374 million ounces were used by the Treasury for
coinage. Today, no silver is used in circulating coinage.

U:ger the lend-lease program the amounts of silver furnished bﬁr the U.S. and the
ﬁceivin cé%l%ntries were as follows: (Source: Annual Report of the Director of the

int 1967).

Million

Country: ounces
Austraha....... S= S8  SEEEE . oEwe . B e 118
Ethio e - 3 . - - . ...omu . ............. 0 ........c...  Dd
T o B Beees W  Shom.c. DG RN 2
JCTITW TR— T W, S NN — A
Netherlands..........c.coocveoiieiniiiinieinesrereeseesaesmesnsssesssssrssessssesssssssessesssssmsnssnnesssossassass OO
Pakisti ... ... ... A 53.5
Saudi-Arabid . 0t N o TR o o (00 o T s 5060005 BT
United Kingdom ..ot cessee st en s sissescsesasnsaesesesssnenss 881
TotalE .........8......... 80 g o+« Gl o+ S oo N v+ o020 o i s vsonsnsise: 410.8

The major use for this silver was monetary purposes. Today, no country uses
silver in minting of circulating coinage. All silver issued under the lend-lease

garogram was returned to the U.S. with the exception of 24 million ounces from
udi Arabia and Pakistan. In the latter cases, a dollar equivalent was repaid to the
Treasury. No silver was delivered to Russia under this program. (Source: Annual
Report of the Director of the Mint FY 1967).

Iso in the Congressional debate, the statement is made that, “After World War
II the United States found itself with a general stockpile of approximately 2 billion
ounces of silver. This has now been sold off largely, except for the remaining
stockpile of 140 million ounces in the special strategic stockpile.”

In 1946 when the last Silver Purchase Act was enacted, the U.S. had a silver
supply of 1.5 billion ounces. During the next 20 years more than 400 million ounces
were purchased and 1.47 billion ounces were used in coinage. Another 487 million
ounces were exchanged for silver certificates. During the 1950’s only 140 million
ounces were sold and during the last major sale on competitive bid conducted by
GSA for the Treasury between 1967 and 1970, 303 million ounces were sold. Today,
in addition to the 139.5 million ounces in the strategic stockpile, the U.S. Treasury
has 39 million ounces for commemorative coinage ]iaurposes.

When the stockpile objective for silver of 500 million ounces were first established
in the early 1960’s, the U.S. Government was a big user of silver in coinage. In one
year, 1965, this country used 320 million ounces in coinage. During the last five
years of the 90% coinage program (1961-1965) more than 700 million ounces were so
used. Thus, there was at that time a need for large amounts of silver in the
stockpile for coinage alone. The objective was redu by 165 million ounces when
the cupro-nickel clad coin was available.

When references are made to the high percentage of silver imports to this coun-
try, it must be made clear that more than 55% of these imports are from our
neighbors, Canada and Mexico, and another 25% from other countries in the West-
ern Hemisphere. In times of emergency, if we cannot depend on these countries, we
are in such deep trouble that it is difficult to believe that any size silver stockpile
would be a serious consequence to the overall war effort.

_ Although it is generally agreed that silver prices in the long run may very well
increase, there is certainly no assurance of this fact since silver does respond to
supply and demand, evidence the recent drop in price and consumption. During
1979 and early 1980, the silver market experienced one of the most volatile periods
for any commodity in history. Despite the availability of the white metal, the price
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increased more than eight times—{rom an average of $5.40 in 1978 to a high point
of $48 in January 1980. Records revealed to the Congress showed clearly that
intense speculation and concentration of silver in the hands of several large inves-
tors contributed to a very disruptive market.

Another major factor was the strong leverage of the futures market which until
early 1980 was a contributor to the detrimental effects of excess speculation. As the
exchanges responded to the erratic market by imposing limits and higher margins,
as demand fell and supplies increased due to high prices, and as high interest rates
made trading more difficult while encouraging alternative investment opportunities,
the price reacted abruptly, hitting a low of $10.80 in March, 1930.

The average price for 1979 was $11.09 and for 1930, it was $20.63. Through April
1981, the price was $12.90.

As part of Congressional debates over the stockpile, charges are usually made
that tﬂe manufacturers who use silver in their operations are interested only in
lower silver prices. This is not a true characterization of the users’ position on the
stockpile. For years the users have argued that the government should get entirely
out of the silver business. Since the stockpile objective for silver has been set at
zero, there is a surplus and in accordance with the current law, these supplies
should be returned to the market from which they originally came. The users do not
take a position on the size of the stockpile—leaving that to the defense planners in
the Federal Government. However, once the level has been established, the users
believe the surplus should be sold in an orderly manner which is in accordance with
existing law. The users are more than willing to take their chances in the open
market. The government need not be in the role of stockpiling silver or any other
material for economic purposes.

One of the most disruptive factors in the silver market has been the very exist-
ence of the stockpile. Whenever discussions at any level are held on this topic, the
market reacts sometimes very violently. Removal of the stockpile could actually
result in a more stable market since a most disruptive influence will have been
removed.

The argument is held by some that silver in the strategic stockpile should be used
as an economic stockpile. This proposal, so far, has not been backed with logic. At
least the report of the National Commission on Supplies and Shortages makes no
case for maintaining a silver stockpile.

It is also claimed by those who favor an expensive stockpile of silver, that in the
past there has been a rush to get legislation passed to release silver from the
stockpile. Actually, proposals for the release of at least 118 million ounces have
been in Congress for more than eight years. The issue has been studied and studied
and the answer is still the same—there is no need for a stockpile of silver. To do
80 would be an unnecessary drain on the public treasury. It is apparently clear, at
least to defense planners, that no case exists for a silver stockpile. This point was
made again by the GAO in a report dated April 10, 1979. At current high interest
rates, the government in effect pays some $600,000 per day in interest costs while
keeping the stockpiled 139.5 million ounces of silver declared surplus to defense
needs. At the same time, several stockpile items critical to defense needs go want-
ing. Certainly it is logical to sell surpluses for revenue which can be used to
purchase needed items.

So called trading advisors who often claim that there will be an immediate
critical shortage of silver rely almost entirely on the fact that more silver is
consumed than is mined annually. These individuals who appear to have much
influence on speculators and potential investors in silver simply disregard the vast
quantities of above-ground silver available to the market. Stocks on deposit at the
major exchanges alone are, as mentioned earlier, still high. Billions of ounces are in
India and there is a flow of this secondary material to the market. Silver recovered
from recycled scrap including coinage also continues to be an important source of
material used by industry.

These same “silver bugs’ refer to the historic gold-silver ratio as an indicator that
silver is currently underpriced. In fairness to the argument, it should be pointed out
that there has been no official fixed gold-silver ratio for more than 100 years when
the bi-metal monetary system was discarded by the United States.

The claim is quite often repeated that silver should be retained because of its
need in the MX missile system. Defense officials have stated repeatedly that silver
for this weapons system appears to be negligible, limited only to the usage for
electrical contacts and missile parts. Although silver was originally considered for
use in the batteries for the ground control system, “alternative technologies are
being pursued due to the high cost and limited availability of silver,” according to
the office of Defense Research and Engineering. The April 1979 GAO report reiter-
ates this point by stating, “System silver requirements are now estimated to be
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about 1 million troy ounces maximum. However, it should be noted that require-
ments of the MX system and the substitution previously mentioned never affected
the silver stockpile.” _
Citing silver as one of the best hedges against inflation certainly is subject to
serious questioning, especially in view of the performance by precious metals in
1980. Any buyer of silver since September, 1979, who has retained silver as a hedge
against t{1e value of the dollar has failed seriously even though the jump in prices
during 1979 and early 1980 was a winner for the holders of silver, assuming sales at
the higher levels. As has been shown in recent months, the upward move was
mainly the result of unchecked BBeculation. The metal is now seeking its proper
level, while consumption in the U.S. has dropped to the lowest level since 1963.

QUESTIONS AND ANSWERS ON CURRENT SILVER STATISTICS

Question 1. Is there a shortage of silver?

Answer. There is no shortage of silver; however, recently there has been an
annual deficit in the amount o% approximately 90-120 million ounces between U.S.
new production of silver and U.S. consumption of the white metal. In the past, this
gap has been filled by silver from secondary sources such as U.S. Treasury stocks,
scrap recovery, other government stocks and demonetized coins. In the future, the

ap is expected to be filled by silver from scrap material, imports and silver from
gemonetized coins, especially the 90 percent U.S. coins.

Question 2. How do the visible stocks for silver compare in 1979, 1980, and 1981?

Answer. The visible stocks generally referred to are those certificated stocks in
warehouses for the Commodity Exchange of NYC (COMEX), Chicago Board of Trade
(CBOT), and London Metal Exchange (LME). In June of 1979, this total was some
131 million ounces. A year later it was 157 million ounces. As of April 24, 1981, the
figure was 105 million ounces.

Question 4. What is the story on Indian silver?

Answer. For many years, the citizens of India have accumulated large quantities
of silver. Today, estimates of this silver in the form of jewelry, religious items and
decorations vary between four and five billion ounces. in the late 60's when silver
reached $2.57 an ounce, silver from India reached the market at the rate of 60-80
million ounces per year. In the early 70’'s this rate was as low as 15-25 million
ounces. In 1976, many observers estimated the supply from India was 50 million
ounces. For 1977, the figure was 23 million ounces; in 1978, it was estimated at
about 25 million ounces, and for 1979, the figure was about 45 million ounces and 26
million ounces in 1980.

Question 4. How much silver in 90 percent U.S. silver coins is estimated to be
available to the market?

Answer. Since our country’s beginning, slightly more than two billion ounces have
been used in coinage. During the final four years (1962-1965) of silver coinage more
than 700 million ounces were used. The amount of silver available from this source
is estimated at several hundreds of million ounces. Observers estimate that the rate
of coin melting was between 20-25 million ounces in 1976, falling to about 13
million ounces a {ear later. For 1978, the figure was estimated at 5 million ounces,
ti'l;ggping to 4 million ounces a year later. There was an increase to 15 ounces in

Question 5. What has been the recent history of silver usage in U.S. coins?

Answer. By the Coinage Act of 1965, silver was removed as a coinage metal in all
coins except the John F. Kennedy 40 percent silver half dollar which was minted
through 1969 for circulation and through 1970 for special mint and proof sets. In
1971, the Mint began its production of 40 percent silver Eisenhower dollars for proof
and uncirculated sets to be sold at a premium. In 1973, Congress directed the
minting of 45-60 million 40 percent silver bicentennial coins (dollar, halves and
quarters) to be made from silver set aside in the Treasury for the Eisenhower coin
program. Minting kept to the lower figure of 45 million coins, consumed about 8
million ounces of silver, all furnished from Treasury stocks. So far, only half of the
coins have been sold. There is a bill before Congress to mint 10 million 90 percent
silver half dollars to honor the 250th birthday of George Washington.

Question 6. What would be the value of the silver in a 40% silver half dollar?

Answer. The bullion parity of the silver in 40% silver half dollars is approximate-
ldv $3.38 per ounce of silver involved or, each $1,000 face value of 40% silver half

ollars would contain 295 ounces of silver, allowing for wear. This compares with
715 ounces per $1,000 face value of 90% silver coins which have a bullion parity of
$1.38 per ounce of silver involved. The 90% half dollar coin contains .36 of an ounce
of silver while the 40% coin has .15 an ounce each. The total amount of silver in
three-coin bicentennial set is slightly more than .55 of an ounce.

Question 7. What has been the recent history of silver prices?
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Answer. At the time Treasury ceased selling silver to all comers in May, 1967, the
price was $1.29 per ounce. While the U.S. Government sold silver to domestic users
at $1.29 a two-tier price system existed with the world price reaching $1.78. In July,
1967, the Treasury withdrew from the market and a month later sales were re-
sumed as a Weeld)r auction through November 10, 1970. Prices rose to a high of
$2.565 by June, 1968, and then began dropping until a low of $§1.288 was recorded in
I\;??vember of 1971. The average price in 1972 was $1.68; $2.57 in 1973; and $4.71 in
1974.

A new all-time high was established at $6.70 on February 20, 1974. The strong
upward pressure on the price was caused by a world-wide distrust of currencies and
a speculative investment craze. From August, 1975, until January, 1976, the price of
silver had been in a downward trend, with an average of $4.42 in 1975 and $4.35 in
1976. Fluctuations between $4.30 and $4.96 during 1977 were wide at times, with 5-
10 cent differentials not unusual from one day to the next. The average for that
year was $4.62. The average price for 1978 was $5.40.

During 1979, silver prices were very volatile with a low of $5.961 per ounce
established on January 11 and a then record high of $28 on the last trading day of
the year. In 1980, the record high of $48.00 was set on January 21 and a low of
$10.80 recorded May 22. The average price through April, 1981, was $12.90.

Question 8. Has anyone been successful in cornering the silver market?

Answer. We are aware of no successful efforts to corner the silver market. In 1974
there were rumors that one big investor held between 40-50 million ounces outright
as well as forward contracts. At that time such a position represented a major
portion of CBOT and COMEX stocks.

Early in 1979, new waves of speculative activity began hitting the silver market.
Rumors were rampant concerning the actions of a dozen or so investors involving
several major commodity houses, both here and abroad. Records revealed to the
Congress have established as fact that silver in large quantities was concentrated in
the hands of a few investors. The market was very volatile and prices increased
eight-fold in one year, culminating in an all-time high of $48 on January 21, 1980.
To meet some of the problems caused by excessive speculation, the exchanges
imposed restrictions on trading to include higher margin requirements and specula-
tive position limits. In part due to these restrictions and to increased supplies,
decreased demand, high interest rates and alternative investments, the market
reacted, resulting in lower prices and a reduction in speculative activity. Although
there remain rumors that a few investors still hold large quantities of silver, there
is no indication that the market is being subjected to a corner.

Question 9. Why is it necessary for silver futures to be regulated?

Answer. Silver futures trading needs to be regulated because the degree of self-
regulation exercised by exchanges on which the metal trades is not sufficient to
prevent attempts to manipulate the market and other fraudulent activities.

Question 10. What do the consumption statistics reveal during 19807

Answer. Domestic industrial consumption in 1980 is estimated by the Bureau of
Mines at 117.6 million ounces. This was a 25 percent drop from the figure for 1979
and some 80 million ounces below the historic high in 1973.

Question 11. What is the silver import situation for the U.S.?

Answer. For the first year since 1969, when the government was selling silver, the
U.S. last year, was a net exporter of silver. In the last several years, this country
has had net imports of 50-75 million ounces. In 1980, due mainly to the highly
speculative market that was silver, the U.S. was a net exporter of 2.2 million
ounces.

Question 12. What is the importance of silver recovery, today?

Answer. Secondary silver is one of the most important factors in the silver
market. For many years, scrap recovery has exceeded new production in the U.S. In
1979, in the U.S. alone, scrap recovery including coins was estimated at 66 million
imnt;es t‘f;md last year that figure reached 91 million ounces, according the Silver

nstitute.

Qlf?estion 13. What are the prospects for a substitute for silver in the photographic
area?

Answer. Substitutions in the photographic area have already taken place with the
best example being the office copying machines, most of which no longer use silver.
Research efforts for other substitutes have been intensified but it is not foreseen
that any major substitution will appear in the near future. In the x-ray sector, there
is in limited use in hospitals, a silverless x-ray system. In the same area, the most
interesting development is the introduction of microfilm recording of x-rays to
permit immediate recycling of the silver and the one-time recapture of the large
quantities of silver in the eight or ten year supply of medical x-ray film stored in
hospitals and clinics around the country. The latter has been estimated at 100
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million ounces. In the graphic arts area, laser techniques are being used to replace
photographic reproduction in some printing. Several manufacturers have developed
other non-silver platemaking processes.

Question 14. What is the position of the Silver Users Association regarding stock-
pile legislation?

Answer. The members of the Silver Users Association support legislation which
would authorize the dis 1 of all or any portion of the 139.5 million ounces of
silver previously declared surplus to defense requirements.

Question 15. What is the SUA rationale for its stockpile position?

Answer. Rationale for the SUA position supporting legislation which calls for the
release of surplus silver from the stockpile may be summarized as follows:

The interest (15 percent) costs, alone, to the government for maintaining the large
amount of silver (139.5 million ounces) is estimated at $600,000 per day.

With the high current market price for silver, the sale of government silver would
mean increased revenue to the Treasury, benefiting all taxpayers and could be used
to purchase items needed to defense without altering current budget plans.

overnment silver made available to the market would meet a portion of domes-
tic requirements, and could lessen the need for imports.

Additional supplies to the market of usable metal would be in the best interests of
millions of Americans who consume products using silver—photographic, electrical,
silverware, and medical and dental supplies are some examples.

Question 16. What is the opposition to the disposal of silver through GSA?

Answer. Opposition to the disposal of silver surplus to defense needs has been
expressed by the domestic producers of silver as a part of their general opposition to
the release of stockpile materials. During the consideration of copper stockpile
releases in 1973, many of these same producers offered no objections to disposing of
all copper in the stockpile, a metal as much or more important to defense needs as
silver. Speculators and investors looking to the further appreciation of silver values
also object to a release of silver from the stockpile. Some members of Congress have
expressed concern over the proposed release, arguing that the precious metal should
be retained for future, but unspecified or unjustified needs.

Question 17. What is the background of the present silver stockpile?

Answer. Silver was first placed in the strategic stockpile in June, 1968, when 165
million ounces were transterred from the Treasury in accordance with the Silver
Certificate Adjustment Act of 1967. By the Bank Holding Company Act of 1970, 25.5
million ounces were transferred to the Treasury for use in the Eisenhower coin
program. The stockpile currently contains 139.5 million ounces. Since 1974, all or a
major portion of the silver has been declared surplus by four administrations.

uestion 18. What is an appropriate size of an emergency stockpile?

Answer. The National Security Council has determined that there is no require-
ment for silver in the stockpile. This position has been endorsed by the GAO. The
United States, Canada and Mexico together produce about 115 million ounces of
silver. When one considers that the rest of the Western Hemisphere supplies an
additional 60 million ounces for about 175 million ounces against an annual demand
of 120 million ounces in the U.S, it is evident that this raw material would be
accessible in an emergency.

Question 19. Besides the stockpile silver, what other domestic above-ground sup-
plies could be used to meet an extreme emergency?

In addition to the government stockpile, other above-ground silver includes—

39 million ounces in the Treasury stocks for coinage

30 million ounces held by industry

4.5 million ounces in Defense Department stocks for contracts with govern-
ment furnished material provisions

100-plus million ounces in COMEX and Chicago Board of Trade Warehouses

An estimated 250-900 million ounces in 90 percent U.S. silver coins held by
citizens

An undetermined amount of silver held by citizens

The Silver Users Association believes that now is the time for the Congress to act
in carrying out its responsibility. It advocates that disposals be made in a manner
comparable to the sales conducted by the General Services Administration durin,
the period 1967-1970 with weekly auctions in amounts between 500,000 ounces ang
one million ounces.

Question 20. How much does it cost for the government to hold the 139.5 million
ounces of silver which has been declared surplus?

Answer. At the current high interest rates (15 percent), the equivalent cost of
holding silver now valued at nearly 1.6 billion dollars would be more than $235
million per year of about $600,000 per day. In addition to the interest costs, about
$20 million are needed to maintain the metal in the stockpile annually.
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Question 21. Is any silver required for the MX missile system being developed by
the Defense Department?

Answer. The silver required for the MX missile system appears to be negligible,
limited only to the usage for electrical contacts and missile parts. Although silver
was originally considered for use in the batteries for the ground control system,
“alternate technologies are being pursued due to the high cost and limited availabil-
ity of silver,” according to the Office of Defense Research and Engineering. The
GAO report of April 10, 1979, on silver in the stockpile stated, *“. . . (MX) System
requirements are now estimated to be about 1 million ounces maximum.”

Question 22. What effect would be disposal of 139.5 million ounces of silver have
on the market?

Answer. Disposal of the 139.5 million ounces of silver surplus of defense needs at
a rate of up to one million ounces per week at the market price should help provide
stability to silver trading. This action, in turn, should make the market price more
responsive to industrial supply and demand factors since there should be a reduc-
tion in wild speculation. When the government sold silver in 1967, prices continued
to rise during the first nine months of the sales. During the next two years, prices
were volatile ranging from a high of $2.56 per ounce to a low of $1.54 in 1969, and
ending at $1.81 on the day of the last government sale in 1970, or at the same level
as for the start of the sales. About a year after the end of government sales, the
world price returned to $1.29 before starting up again.

Question 23. What would be the benefits to the economy from the government
silver disposal?

Answer. With the disposal of government silver and the expected accompanying
damper to the speculative fever affecting silver, consumers should be able to obtain
articles using silver such as photographic products, electrical applicances, silverware
and dental and medical supplies at reasonable price levels. Manufacturers of high
silver content products cou&preturn to more normal marketing practices, and avoid
any worsening of the employment picture. Revenue to the government would permit
the purchase of materials critically needed for the stockpile. The balance of pay-
ments picture would be improved through lower silver imports.

. Question 24. At what rate should government silver be sold?

Answer. The rate of sale should be such as not to disrupt the silver market. As
demonstrated by its handling of the 1967-1970 silver sales and the disposal of other
commodities, the General Services Administration is capable of determining an
appropriate release rate. At one million ounces per week, or half of the original rate
of the previous sales, the government release would be slightly less than the
average annual imports between 1975 and 1979. A disposal at a smaller weekly rate
should extend for a longer period the steadying influence over the market of this
important silver source.

estion 25. Would the use of silver in a coin be an appropriate alternative to
GSA sales?

Answer. Silver has become too valuable for coinage. Because of the high price of
silver, an appropriate alloy could not be adopted to mint a silver coin which would
circulate.

Using silver in a U.S. coin in the nature of a commemorative has already been
tried in the 40% silver Eisenhower dollar and the bicentennial proof and uncirculat-
ed sets. The latter programs have failed to meet the expectations of their advocates.

Question 26. Does the government purchase silver?

Answer. The government no longer purchases silver. The silver purchase acts
were repealed in 1963; however, as a protection to the domestic producers of silver,
the Coinage Act of 1965 requires that the government purchase domestically pro-
duced silver offered to it at $1.25 per ounce.

Question 27. Is silver a good investment?

Silver, like any investment, performs well for the investor if it can be bought low
and sold high. Unfortunately for the silver investor, this metal has been anything
but stable in recent months. Another criteria for good investment is liquidity.
Despite many advertisements to the contrary, silver bullion is difficult to resell. One
can obtain silver easily but when time comes for resale, the story is quite different.
It is the old saying, “I can buy it; but to whom will I sell it?"’. The collateral value of
silver bullion has also been exaggerated. Few bankers jump with joy when bullion is
offered for collateral because there is the matter of purity and extreme price
fluctuations.

an;est{;m 28. What are the SUA views on the proposals for an economic stockpile
of silver?

Answer. SUA does not support proposals for an economic stockpile of silver. The
supply/demand situation for silver is not such that would require an economic
stockpile. The open silver market is sufficiently diverse to provide the raw material
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for users as required. Any stockpiling needed should be left to the manufacturers
concerned rather than be a function of government. Further, from past experience
there is no evidence that the government possesses any particular expertise in
determining the levels of such a stockpile or for devising the procedures for insuring
such a stockpile would be responsive to the demands of the market. The forces of
supply and demand seem adequate to govern the flow of silver to the market.
Lastly, any such economic stockpile would require additional bureaucratic activity
by the government without a noticeable benefit to the health, safety and welfare of
the general public.

Question 29. What has been the recent trend in futures trading in silver?

Answer. Silver futures trading in 1979 reached an all-time high. Nearly 35 billion
ounces were traded during 1979. At the average silver price of $11 for that year, this
means the full value of silver contracts reached $385 billion.

During the same one year period, industries in the U.S. used slightly more than
157 million ounces with a value of $1.7 billion. In other words, trading in silver was
at a rate 220 times greater than domestic industrial usage.

In 1980, volume in silver trading on the Chicago Board of Trade dropped about 87
percent while usage by industry dropped some 25 percent. Trading volume so far
this year is low. As an example, open interest in silver contracts on COMEX on
March 13, 1981, was 24,700 contracts compared with 267,000 contracts on January
19, 1979. Daily trading on COMEX so far in 1981 ranged between 1,000-5,000
contracts. This contrasts with 20-35,000 daily contracts in mid-1979 and 2,000-7,000

contracts in mid-1980.

The exchanges maintain their limits on speculative itions (600 contracts on
CBOT and 2,000 contracts on COMEX). They have also been altering their margin
requirements to meet changing conditions of the marketplace. At the same time, the
Commodity Futures Trading Commission has issued proposed rules for requiring
speculative limits on all commodities.

Question 30. Where can I get more information about silver?

Answer. From the Silver Users Association, the Bureau of Mines and the Silver
Institute, all in Washington, D.C. The various bullion dealers in New York City
prepare silver summaries quite regularly. For 65 years, Handy & Harman has
issued an annual silver review.

Mr. BENNETT. Are there questions, Mr. McDonald?

Mr. McDoNaLp. Thank you, Mr. Chairman.

Mr. Weeks, I wonder if you would give us some idea of the
membership of your association. Could you provide for the record a
complete list of your membership, please?

Mr. WEeks. Yes, Congressman, I believe it is attached to the
material you have.

Mr. McDonNALD. I see the list of the officers. Is that the full
membership?

Mr. WEEKs. It is enclosure A.

Mr. McDoNnALD. How many members are there?

Mr. WEEks. Approximately 30.

Mr. McDoNALD. Mr. Weeks, on Tuesday, FEMA testified that the
revised defense tier silver requirements for a 3-year emergency was
140 million ounces. U.S. production for 1980 was approximately 32
million ounces. Consequently, the GAO statement that the defense
tier requirement can met by U.S. production alone would not
now be correct.

If my arithmetic is correct. Would you comment on that?

Mr. WEeeks. May I ask Mr. Frankland to comment on that, since
he has the figures?

Mr. FRANKLAND. Mr. Chairman, the GAO report lists essential
defense needs at 115.1 million ounces—the figure that we have.

Mr. McDoNALD. I think on Tuesday FEMA testified it would be
14‘;) million ounces for a 3-year emergency. What are you referring
to’

Mr. FRANKLAND. I am referring to the GAO report, April 10,
1979, page 21.
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Mré McDonALD. Stating the essential requirement would be
what?

Mr. FRANKLAND. One hundred fifteen point one million ounces
for a 3-year requirement. That is the figure we referred to.

Mr. McDonALD. That is one of the problems with this. As you
know, with silver there are a lot of different levels, but, neverthe-
less, 115 or 140, but with the production at 32 million, how do we
handle that?

Mr. FRANKLAND. Last year, there was a strike that reduced
normal production to the lower level.

Mr. McDoNALD. Last year, however, we would have to agree Mr.
Frankland was an aberration for over 20 years. It was the first
time in history there was really that situation.

Mr. FRANKLAND. I refer to the production being at a very, very
low figure, based on the normal production in this country. It is
closer to 40 million ounces rather than 32 million ounces. Over the
past 10 years, it has been averaging higher than the production of
last year. It was an aberration last year on production side, too

Mr. McDoNALD. Production was low?

Mr. FrRaANKLAND. Yes, sir.

Mr. McDonALD. Go ahead.

Mr. FRANKLAND. I just say it was low.

Mr. McDonNALD. But you still have a deficit.

. Mrc.l FrRANKLAND. You would have a deficit of 5 million ounces, as
read it.

. Mr. McDonALDp. I have a much bigger deficit than that, by my
igures.

Mr. FRANKLAND. If you use 40 million ounces in the production,
in 3 years it would be 120 and up, you say. FEMA testifies to 140,
so it would be a 20 million-ounce deficit.

Mr. McDonaLp. Mr. Weeks, on your last page, page 5, you
quoted a reference to the GAO report substituting lithium thionyl
chloride for. silver in batteries for the MX missile. My understand-
ing of the lithium chloride batteries was they have a problem of
exploding. Canada has done quite a bit of work on that. Have they
worked out the bugs?

Mr. WEEks. I cannot answer that. I am not in that mdustry

Mr. McDonALD. Canada has done quite a bit of work on this, and
they continue to explode.

However, it is interesting that last year, that remarkable aberra-
tion year, with extremely high prices of silver that drove some of
the silver uses down, except in the area of batteries, batteries
continued to go up in spite of the high prices. Would your figures
also verify that?

Mr. WEEkS. Yes.

Mr. McDoNALD. Also, on page 5, Mr. Weeks, you refer to the
-estimated 250 to 900 million ounces of 90 percent U.S. silver coins
held by citizens. Do you expect the citizens in case of emergency to
turn that in?

Mr. WEeEeks. I think it depends a lot on what the price is. A great
many coins have been turned in, as you know, in the last 6 months.

Mr. McDoNALD. In case of an emergency, not necessarily a price
emergency, but a national emergency—I can remember in World
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War II people turned in aluminum pots and pans in an effort to
help the war effort. I know my family did.

However, in this case we have an opportunity to give adequate
supplies of silver to the stockpile today, in a period of relative
calm. The last time we had a precious metals emergency that I
recall was about 1933 or 1934, when President Roosevelt, probably
acting unconstitutionally, declared an emergency and said, “Turn
in your gold; we just need it for the emergency and then we will
give it back.”

It never came back. The people who I know are very prudent
right now in retaining silver, and it is the classic illustration of
Gresham’s law of economics. I don’t think they plan to turn it
back—at least the people I talked with. It would have to be a whiz-
bang emergency to get it back.

Do you get that in your discussions with people? The housewives
who have been putting away silver quarters and silver dimes and
half dollars, or saving silver dollars, do you really think the people
who have been prudent enough to realize the Government folly in
the mismanagement of funds plan to turn those cookie jars in to
the same people who created the problem?

Mr. WeEks. I think it depends a lot, Congressman, on what one’s
long-term view of the price of silver is. A lot of people, as you and 1
know, have purchased silver as an investment, and if the percep-
tion of a good investment disappears——

Mr. McDonALDp. They may well turn them in; that is right. The
Government in the case of an emergency may have to buy it back
at $30, $40, $50 an ounce. And you are suggestirf that we sell it,
todaaiw, at $10 an ounce. That is exactly what we did in the case of
cobalt when we sold it off at $2 an ounce, and now we are going
around the world trying to buy it back at $15 or $20 an ounce. We
have been down this road before.

You are saying yes, if the price is high enough, but who would
pay the price? The American ta.xgaa rs. We want to sell it at $10
an ounce to bug it back at $30, $40, {seo an ounce. A lot of silver did
come out at $30, $40, $50 an ounce. Whether a similar amount is
ready to come out again, I think is highly debatable.

On your e 5, you quoted the case of an emergency and assum-
ing that the Government is willing to pay a higher price to bring it
out.

Mr. Weeks. If the GAO and the Government information is
correct, and anyone in this room, I think, can speculate on whether
it is correct or not, but assuming it is correct—and a lot of experts
have worked on this—and if there is adequate silver, I can’t visual-
ize the Government would be required to go into the market to
purchase silver.

Mr. McDoNALD. In the case of an emergency, an extreme emer-
gency not covered by defense plans, much silver will be available,
and among the stocks you listed—I am just quoting your testimony,
Mr. Weeks, and I agree with your testimony—that is a source, but
you are going to have to get it at gunpoint or at much high prices,
far higher than you are now advocating that we sell it for.

Another source might be, in the case of an extreme emergency,
the sterling silverware. That is a source. You can have families
turn in their family silver.
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Mr. WeEeks. Is it needed?

Mr. McDoNALD. In case of emergency. I am reading your testimo-
niv. You say, “In case of extreme emergency not covered by defense
plans. '

“In my testimony I would admit that is a source of silver. In the
case of extreme emergency they can come in and confiscate the
silver for national defense.”

Mr. WeEeks. There was a 355-million-ounce deficit during the
Vietnam conflict. That deficit considers the total demand, defense,
essentialcivilian and general civilian demand, and supplies from
the United States production, scrap, and imports from Canada and
Mexico.

In our view, the deficit figure of 355-million ounces presents a
false picture because the demand figure reflected no restriction on
civilian requirements as was the case in the Korean conflict and
World War II. In the latter periods, where austerity programs were
in effect, there was an actual surplus of supply over demand.

I think a point could be made, using the material from the GAO
report, that the defense 3-year requirement of 115 million ounces
can be met entirely from United States new production.

In any emergency, as we have said, the essential civilian needs of
298 million ounces can be met by a combination of scrap recov-
ery—65 million ounces a year; imports from Canada—30 million
ounces a year; and above ground stocks held by U.S. citizens and
industries.

We cannot contemplate, Congressman, based on the information
that is available to all of us, that the kind of emergency that you
foresee will be beyond the capability of our reserves to handle.

Mr. McDonaLbp. If you look at how much was used in the World
War II period—which was a global war which did stretch us—and
how much was used in the Vietnam war period—which admittedly
did not stretch us, we did not have a war there, that was supposed
to be a police action, as was Korea. If you had an all-out conflict,
based on past problems with silver, I can see where silver would be
in dramatically short supply.

With regard to that, I am sure you are familiar with the Bureau
of Mines’ study of the availability of elements between now and the
year 2000, and in that study there are two things that really leap
out at you. One is that the world is facing a dramatic shortfall in
silver, between reserves and resources, but either way there is a
gigantic shortfall. It is assumed to be a 2-billion-ounce shortfall in
the world and, most pessimistically, a 5-billion to 6-billion-ounce
shortfall. That is the Bureau of Mines’ study.

Mr. WEeEks. I haven'’t read the study, but I will say this, over the
last few years there has been a wide misconception on the part of
the public. When you look at the supply-and-demand picture, you
look at the supply in terms of production. You do not look at
supply in terms of reserves.

The fact has been very interesting that in the last year, since
certain pressures have been relieved, speculative pressures have
been relieved from the market, that the price has been dropping.
This week, it is lower than it has been in some time. In other
words, we feel when the normal supply and demand including
reserves, above ground reserves, are considered, and the free
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market is permitted to operate, that the price of silver at present
levels is much more realistic than it has been for a couple of years.

Mr. McDonALp. There are, as you know, good people who say
" that the true supply and demand balance of silver probably ap-
proaches something like $18 or $20 an ounce, rather than $8 to $10
an ounce. You had a tremendous amount come into the market
from the people who had coinage, medallions, and what-have-you,
and theft of sterling silver melted down and sold into the market
by thieves selling it at $30 an ounce.

That tremendous supply from the general population that came
about in 1980, came in only at dramatically high prices; 1980, as we
have already discussed, was an unusual year. I was referring to the
Bureau of Mines study, sir, that spoke to the resources in the
world, the reserves in the world, the known silver in the world, as
opposed to the conservatively expected demand. They point to a 5
billion to 6-billion-ounce shortfall. And it was one of the most
dramatic shortfalls of any of the elements. The only more dramatic
element was fluoride.

We are looking at things that we need.

One final thing: You mentioned there was no longer a monetary
need for silver.

Do you know, through history, how long has silver been recog-
nized, Mr. Weeks—from your study, you may or may not be an
expert, and I rather expect you probably had an interest—but how
long has silver had a monetary relationship in the civilized world?

r. WEEkS. Well, they tell me that around 2,000 years before
Christ every civilization between the Euphrates and the Nile had
silver as its currency.

Mr. McDonALD. How long have we been off silver in the mone-
tary system here?

Mr. WEEks. Since 1965, I guess.

Mr. McDonNALp. I think if I was going to bet, I would bet with
history rather than those who believe we can put our faith in
paper dollars.

We have had those who have advocated paper gold, and so forth,
but I think we are finding out that those who have the precious
metals make the rules, and it is not the other way around.

While you may be right that we are out of monetarfr need, I
think that is a temporary aberration, if you look at the long view
of history, by your own admission of 4,000 years of relationship,
recognized throughout the world. In World War II, it was very
valuable.

I brought up the point in my testimony of how much silver
would be needed in the case of a national emergency for barter
with Third World countries to get vitally needed tantalum, titan-
ium, or cobalt in the case of an emergency. Of course, nobody can
answer that because it is a highly speculative question, but to say
that there would be no need, I don’'t know how we could come to
that conclusion.

Mr. WEEks. As you know, there are some countries in the world
today who use silver in coins—Austria and one or two others. Now,
our needs have been substantially reduced, and there is no need at
the moment that I know of. Perhaps Congress will decide we are
going back to the precious metals for coinage.
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Mr. McDoNALD. There are bills before Congress right now to go
back on a gold standard as a means of bringing honesty into the
systemn. I don’t think we are going to do it in this Congress, but
there is a discussion about bringing back honest money.

Mr. Weeks, let me say it is a pleasure to have you, and I
appreciate the opportunity of chatting with you in my office. We
have a very good mutual friend, Mr. Robert Stoddard, who spoke
very highly of you and your father.

Mr. WEeEks. Thank you very much. I enjoyed the discussion this
morning and also the opportunity to visit with you in your office.

Thank you, Mr. Chairman.

STATEMENT OF PAUL SARNOFF, DIRECTOR OF RESEARCH,
RUDOLF WOLF COMMODITY BROKERS, INC.

Mr. SarNOFF. Mr. Chairman, and distinguished committee mem-
bers, thank you for permission to testify this morning during your
hearing on stockpile legislation.

I want it clearly understood that I appear here this morning in
support of Congressman Larry McDonald’s bill, H.R. 2603, to buy
strategic materials, including silver.

I would also like to emphasize that I am emphatically against
any sale of silver for the national stockpile. My convictions in this
regard are based upon objective and legitimate—and if you will
permit me to wave our flag for a moment—also for patriotic rea-
sons.

In the fall of 1979, I gave testimony before another House sub-
committee and revealed at that time that the Soviet Union had a
growing need for silver as that country’s population became more
and more westernized. Other experts in the commodity industry
also know that the Soviet Union has a growing annual silver
deficit and has been buying silver—never selling it.

Proof of my contentions emerged in 1980, when news from Swiss
sources indicated massive movements of silver into the U.S.S.R.
from the Swiss silver vault. Further proof emerged when it was
made known that during 1980 the Soviet Union—and not Mexico—
was the world’s largest silver producer, with an estimated produc-
tion of 49 million troy ounces.

During the first 5 months of 1981, it is quite common knowledge
that the U.S.S.R. has been beefing up its defense industry, while its
population continues to take pictures of children and grandchil-
dren, increased usage of silver for batteries, solar energy, and
computers—and everything else that silver is used for in both
military and civilian applications.

In the US.A. in the past few years, our civilian and military
demand for silver approximated three-fourths of an ounce per
person per year. Assuming that the Soviets have not yet become as
silver-needy as our citizenry, I estimated last year that Soviet
silver consumption was approximately one-half ounce per capita.
The last I heard, there were about 300 million people controlled by
the Soviet Union, or an estimated silver demand of 150 million
ounces annually.

Since newly mined Soviet silver approximated 49 million ounces,

it is obvious that that country had a sh “ 100 million oupmes
during 1980. And this shortfall is grow v. The Sovir
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course, have some recycling capability, but do not have at hand
either the silver scrap or the coin melt available to Americans.

For many years, the Soviet Union has had two-way dealings with
bullion dealers who have American corporations on their shores,
but whose trading arms have reached around the world for centur-
loa thmufh parent corporations based outside the United States.
These bullion dealers, the five major ones who make the London
gold market, have traded, swapped, and done two-way business
with the Soviet Union for decades in precious metals, and these
metals include Fold, silver, platinum, palladium, and other palladi-
um group metals.

Perhaps that is why, on March 27, 1981, the chairman of an
affiliate of one of these London-based bullion firms made public
that they ‘“had formed a syndicate of banks and bullion dealers
who are prepared to buy up all the so-called silver overhang—the
Hunt physical silver horde of 63 million ounces—at a reasonable
price.”” Later, I learned this price was $8 an ounce.

And when the same estimable gentleman gave testimony to Sen-
ator Stewart’s committee in early May 1980, and reiterated this
magnanimous offer, Senator Stewart asked, “Did you do this out of
the goodness of your heart, or to save your business?”’ But the
spokesman for the bullion dealers shot back, “Oh, no, Senator, I
did this for man’s noblest motive: greed.”

So far, the bullion dealers have not been able to part the Hunts
from their physical silver holdings at currently depressed prices,
but even if the dealers were successful, and even if the Hunts let

o at current levels, do you think these dealers would carry an
nventory of 63 million silver ounces, costing almost $650 million,
in the face of currently high interest rates?

Chances are, there is a ready buyer waiting in the wings to take
up this silver package because the buyer needs it for both defense
ajnd cli{vilian applications. And this ready buyer’s initials are
U/.S.S.R.

I'he Soviet Union, however, is not the only country encountering
a prowing need for silver. The People’s Republic of China has
shown stringent signs of becoming modernized when it comes to
itema which use silver. While there are, of course, ore bodies inside
China that once supplied its silver coinage needs, chances are that
within the next 4 or 5 years, as China becomes a bit more western-
izexl, its per capita needs for silver will be approximately the same
mw-gafltf ounce per person annually that exists today inside the
U.SS.R.

Should this foreseeable condition occur, what will the annual
Chinese silver demand be? This year, China’s population exceeds
963 million souls. A fair assumtption, but a highly conservative one
at that, is that by the end of 1984, there will be over a billion
Chinese who will require 500 million silver ounces a year, and

robably more. Where will the silver come from? A stockpile? The

unts? The bullion dealers? Canada, Mexico, and Peru?

In 1984, world silver production is estimated at only 425 million
ounces.

Permit me to emphasize that if we make the serious mistake of
selling any silver from our stockpile, we will, 5 years from now, be in
that same embarrassing position as when we once sold cobalt at $2
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a pound from the stockpile. We are now in the market trying to
buy it at 10 times that price.

go the point I attemipt to make is that, with rare exception,
whenever metals have been sold from our stockpile, they have been
sold at bargain prices, and when our Government needs these
metals, the purchase price is substantially higher than the selling
price.

We once had over 2 billion silver ounces in our stockpile, and
now we have only 139% million ounces. What price did we get
from the 1.8 billion silver ounces that disappeared? And what price
will our Government have to pay if it has zero balance of silver in
the stockpile and the stockpile members decide that silver should
be bought? This possibility could arise if and when the MX-missile
plans emerge and our defense needs require silver batteries instead
of those made with lithium chloride substances.

Surely the Soviet planners are aware that silver has the highest
electrical and thermal conductivity of all metals, that it possesses
the lowest contact resistance, and that silver batteries are unique
as they can deliver large amounts of power in a short period of
time.

Silver oxide batteries are used in defense-related storage battery
systems in both missiles and torpedo power systems; and silver zinc
batteries are used in diverse applications in naval and outer space
services. Moreover, silver cells are used to power watches, cameras,
calculators, and hearing aids.

Not so oddly, last year, during the roller-coaster silver ride, when
the daily average price of the metal stood at $20.63 an ounce, the
single increase in the usage of silver in the United States involved
the battery industry.

I just want to digress for a moment and point out at the time
silver got up to close to $50 an ounce, the Navy needed silver, and
they got it from our stockpile. We didn’t have to buy it.

What the 139% million ounces of silver our Government owns
represents is a year’s civilian supply in normal times. In World
War II, we used an excess of that amount on an annual basis of
each of the years we were involved in combat.

I put it to you that the Strategic and Critical Materials Stock
Piling Act, as amended, does not precisely call for the provision in
the letter, John W. Macy, Director of FEMA, revealed on July 31,
1980, to Vice President Mondale. In that letter, Mr. Macy averred:

The act as amended, provides that strategic and critical materials be stockpiled in

the interests of national defense to preclude a costly and dangerous dependence on
foreign sources of supply in times of national emergency.

_ [The letter from FEMA Director Macy to Vice President Mondale
1n its entirety follows:]

FEDERAL EMERGENCY MANAGEMENT AGENCY,
Washington, D.C., July 31, 1980.
Hon. WALTER F. MONDALE,
President of the Senate.
Hon. THomas P. O'NEILL, Jr.,
Speaker of the House of Representatives.

Sirs: The Strategic and Critical Materials Stock Piling Act, as amended, provides
that strategic and critical materials be stockpiled in the interest of national defense

to preclude a costly and dangerous dependence upon foreign sources of supply in
times of national emergency.

pigitized by (GO 8[@



The President assign::
gency Management Agc:
established to carry out -
to the Congress for Oct:
under separate cover, i~

Sincerely yours,

But for the pu:
strategic and criti.
needed to supply
needs of the Uni:
are not found or
ties to meet such :

By definition i
that have existec
II, silver eminer
bought for the f:
bly aid our adve:

Interestingly
ued—selling sil:
foreign buyers
trouble with h
Sixth Avenue ¢
items came ba
War II.

Please do n«-
material that :
in a torpedo o:

Thank you -

Mr. BENNE

Mr. McDor

Mr. McDo-

Mr. Sarnc -

On your ne:
not really ¢
the referen:-
with Canac’

treaty, and :

My read
reliable in
they had I

ou did .
Macy in I
the stock; -
or critica!

In liste:
put a litt -
Mexico.”

I thouy'
the fact '
regard to
from sim

I don’t

Google



INDEX

THURSDAY, JUNE 4, sl

Fan Iron & Steel Institute
. James E. Industrial Diamond Association
=on. Silvio O, a Representative from Muasaachusetta
v. Richard, Deputy Director, Production Resourves Ottice ot oty
_'._\' Under Secretary for Acquisition Policy, Department ot Thetense
. Ann, Acting Dt-put\' Assistant Secretary, Bureau of Eooninnas aaa
mess, Department of State . ..o
wr. Paul., Assistant  Associate Director for Resoutvea Pie [TETESRRTeeRs
“2e. Federal Emergency Management :\),t'llk I
strom, Philip M., Hecla Miming Co ...
s, Roy, Commussioner of Federal Pr tlpt ll\' B oW ol e R
vices ADMINISTFAION ... oo
ott, Hon. Dan, a Representative from Utah .
L Rear Adm. William C., USN. (Retired) Executive Diector, Cownd on

cnomics and National Security oo 1,

ready, R. C., vice president, Pratt and Whitney Aircratt Group
muey, W, Perrv. Jeputy Assistant Secretary for Eoergy amd Minerals
\-pdrtment of the Interior ... ) . oy, |

in, Hon, Jim, a Rt-prtwt-nlunw from Nevada .

*"uff Paul, Director of Research, Rudolt Wolt ¢ umuunlat\ Hiokers, Ine

auss, Simon D, Consultant for Asarco, Inc, and chatrman, Amerwan
}Immg Congress Avallnblluy Committee :
ks, Sinclair, Jr., president, Reed & Barton "nlwlnnullm. B . prest-
Aent, Silver Users ASSOCIMLION ........ooiiviiiii it e
~son, Hon. Bob, former Representative trom Caliorma................

(i)

O

AN !

131
104

110
4%

w*““‘"}(



134

The President assigned stockpiling activities to the Director of the Federal Emer-
gency Management ncy. The Office of Plans and Preparedness in the Agency is
established to carry out the mandate of the Stock Piling Act. This Stockpile Report
to the Congress for October 1979-March 1980, together with a statistical supplement
under separate cover, is submitted in accordance with Section 11 of the Act.

Sincerely yours,
JoHN W. Macy, Jr., Director.

But for the purpose of this act, section 12 states: “The term
strategic and critical materials means materials that (a) would be
needed to supply the military, industrial, and essential civilian
needs of the United States during a national emergency; and (b)
are not found or produced in the United States in sufficient quanti-
ties to meet such needs.”

By definition in the act, and by supply/demand deficits in silver
that have existed each and every year since the end of World War
II, silver eminently qualifies as a strategic item which should be
bought for the future benefit of our country and not sold to possi-
bly aid our adversaries in their time of need.

Interestingly enough, our Government halted—and discontin-
ued—selling silver at give-away prices to the domestic users and
foreign buyers on November 10, 1970. It has been held that the
trouble with history is that it often repeats. We once sold off the
Sixth Avenue elevated structure to a friendly nation and the iron
ivi"}emsI It:.salme back at us later in the form of bombs during World

ar IL

Please do not again make the mistake of disposing of a strategic
material that may some day be coming back at us as a power pack
in a to o or intercontinental ballistic missile.

Th you very much.

Mr. BENNETT. Thank you, Mr. Sarnoff.

Mr. McDonald, have you a question?

Mr. McDonNALDp. Thank you, Mr. Chairman.

Mr. Sarnoff, let me thank you for your very excellent testimony.
On your next-to-the-last page, you brought up a point that we have
not really covered in the hearings. Indeed, on Tuesday, there was
the reference by the Government witnesses that we have a treaty
with Canada, and, if push comes to shove, we can rely upon the
treaty, and the Canadians will do their part.

My reading of treaties has been that they have not been a
reliable instrument for long-range American policy. I wish perhaps
they had been, but the fact is treaties are broken.

Y):)u did point out rather clearly, first quoting the letter of Mr.
Macy in 1980, and also in the act, itself, that the whole purpose of
the stockpile is to avoid dependency upon foreign sources for costl
or critical items, period. ol

In listening to the Government witnesses, they seem to want tc
put a little asterisk at this point and say, “Except for Canada an
Mexico.”

I thought your testimony, and also that of Dr. Straus
the fact that the administration has not applied the s
regard to elements like silver and zine, ev
from similar sources. i

I don’t know what the background or &
and GSA, but I do think there is a p

Nevertheless, I want to comp
point. I think even members of thi

oigized by GOOGIR



135

the stockpile possibly with an asterisk—as long as we can rely on
Me}:lcico, Canada, or other countries, that everything will be all
right.

Have you any comment on that?

Mr. SARNOFF. Let me tell you, gentlemen, in case you don’t know
it—and I have been to these countries, and I have spent time in
them—that Peru and Mexico have a relationship in which Peru
markets all their metals, all their silver, and so forth, through
Mexico. They send the concentrates, and so forth, to Mexico to be
refined into the actual metal. So they are working together.

We have a peculiar situation. As everybody knows, we are on the
outs with Cuba, so if somebody needs a part for a 1940 Ford, or
1950 Ford, you can’t buy it direct from the United States, but you
can buy it from a Mexican company, who might order it from the
United States and sell it to them, or something like that.

What I am trying to bring out is, I have knowledge that the
Soviet Union has purchased during 1980 and 1981 silver from Peru
through Mexico. So they could be just about as reliable as they are
with their oil. If you will recall, at the time we needed oil, and we
felt Mexico was a really good neighbor, they jacked up the price of
oil just like OPEC; they didn’t care.

But the question is not one of dollars and cents, gentlemen. The
question that we have is a strategic metal which is essential in
time of war, and if we sell it out now, we are going to have
problems getting it back.

Mr. BENNETT. If there are no further questions, I would like to
ask you, Mr. Sarnoff, if you have any feeling or knowledge about
the other products in this bill, like iodine and other things to be
sold? I can give you the list.

The list contains 1 million pounds of iodine; 1.5 million carats of
industrial diamond crushing bort; 710,253 pounds of mercuric
oxide; 50,000 flasks of mercury; 6 million pounds of mica, muscovite
splittings; 25,000 pounds of mica, phlogopite splittings; and 139.5
million troy ounces of silver.

Mr. McDonaLp. Mr. Chairman, could you identify which bill for
the witness?

Mr. BENNETT. The administration bill, H.R. 2912, which is a bill
we must address. It lists:

(1) 1,000,000 pounds of iodine.

(2) 1,500,000 carats of industrial diamond crushing bort.

(3) 710,253 pounds of mercuric oxide.

(4) 50,000 flasks of mercury.

(5) 6,000,000 pounds of mica, muscovite splittings.

(6) 25,000 pounds of mica, phlogopite splittings.
(7) 139,500,000 troy ounces of ailvr:er. e

Are you knowledgeable about those things? Is it all right to sell
those, in your opinion?

Mr. SarNoOFF. Permit me to reveal that I am in the middle of
doing a book for John Wiley, the publisher in New York, on strate-
gic metals. I am also a consultant to several firms in that particu-
lar field. The gut feeling that I have as a citizen is simply that we
have certain materials in the stockpile and these materials have

gieen purchased and paid for by the taxpayer, and they are availa-
e.
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What condition they are in might be something else, but the fact
is, we have 1.5 million carats of industrial diamonds, which, if we
sold them off, we are getting back dollars, and unless the dollars
are being used to buy platinum, palladium, tantalum, or whatever
strategic metals we have, it doesn’'t make any sense because where
are we going to get the industrial diamonds from, when we need
them for tools?

The business of mercury—all that is happening with mercury is
very simple. The GSA keeps selling it off from time to time, and
certain stockbrokers or dealers who are in the strategic metals
business buy it and sell it for a profit.

As you know, it so happens I was given the honor of being the
first person to address, in November 1978, an informal group in
Washington called the Capital Metals Forum. This was a forum
that consists of people from all the government agencies involved
in metals.

I was asked at that time, why do I object to the sale of gold from
the Treasury. My answer was that I objected because they were
selling the gold for dollars; the dollars keep depreciating in pur-
chasing power. On the other hand, I had no objection if they took
the gold and swapped it for other essential materials.

Mr. BEnNNETT. You don’t specifically know if these particular
objects are in excess or not, but your feeling is that they should be
traded only for other things that are more needed?

. Mr. SARNOFF. | don’t want to get into a hassle with the way
FEMA arrives at the method of determining whether a commodity
is excess or essential. It is a very complicated process in which they
use models. In these models that they use, they are evidently using
parameters, or mathematical figures that are coming to them with-
out industrial input. It is coming to them from the various agen-
cies. It is not coming direct from industry. It comes from the
various agencies.

Consequently, you have a situation where—for example, I was an
ordnance officer in World War II. If I can recall, if they needed
certain ammunition, shells or bombs, the government always made
up a lot more than they actually needed because of the problem
that the materiel might be lost on the way to the front or wherever
they were using it.

You cannot say that in time of emergency you are going to use x
amount of material. It has to be x, plus y, plus z plus other
contingencies. That is what the whole stockpile is about: contingen-
cies.

If we actually have any of these materials—I am against the sale
of any of these materials. There is a very easy and fine way to
rg{x money for the stockpile without selling off any of these mate-
rials.

Mr. BENNETT. What is that?

Mr. SArNOFF. That is easy. Just declare a 6-months moratorium
on paying the interest on the national debt, and you will have $35
billion available to pay for strategic materials. Wait a minute. I am
not kidding you. I am telling you something.
bonrs. BeNNETT. That would be a tax on people who bought the

nds.
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Mr. SARNOFF. The point is this: The Government yesterday paid,
I think it was, for 15 days money, cash that they needed, over 18
percent. This is an outrage. In 1970, our national debt was $380
billion. The interest rates were a third to a quarter of what they
are today.

Today, we have a national debt at close to $1 trillion. Now, for
the Government to raise money for essential needs, all they have
to do is tell the bankers, “Wait 3 months for your money,” and a
quarter of the year waiting for money will raise more than enough
money for the stockpile.

Mr. BENNETT. Thank you very much.

Admiral Mott is Executive Director of the Council on Economics
and National Security. He, incidentally, was a member of the
Reagan task force on strategic materials and kindly visited with
me at the early part of this administration.

I want to pay a compliment to this administration in having this
task force and having the people who thoughtfully visited with
Members of Congress. It is sort of an innovation, I think—at least,
I hgd not experienced it before and thought it was a very fine thing
to do.

We are very glad to have you with us today, Admiral Mott.

STATEMENT OF REAR ADM. WILLIAM C. MOTT, USN (RETIRED),
EXECUTIVE DIRECTOR, COUNCIL ON ECONOMICS AND NA-
TIONAL SECURITY

Admiral Morr. Thank you very much, Mr. Chairman.

I would like to point out I represent a charitable organization
which has no vested interest in anything except the defense inter-
est and the public interest. That is the Council on Economics and
National Security.

I brought up these pamphlets to let you know who we are and
what we are. I think it is important that we do not represent any
interests except the public interest.

[The following information was received for the record:]

THE RESOURCE WAR—WHAT Is IT?

THE RESOURCE WAR HAS ARRIVED

Voices are now being heard across the land warning of the ever-present possibility
of interruptions in U.S. imports of “strategic minerals’—as tr’:ey are officially
termed—which are indispensable to our economy and national security. Thus, one of
the most knowledgeable men in public life, William J. Casey, Ronald Reagan’s 1980
Presidential campaign manager and now Director of Central Intelligence, warned in
an address before the Chamber of Commerce of the United States:

“Others, well away from our borders, can now place their hands on our economic
throttles and on our economic throats. International tensions and threats are not
limited to military ones. There are other power projections far more subtle because
they are largely unseen and thus not readily perceived. Senator Goldwater [Chair-
man, Senate Intelligence Committee] has warned of the dangers of being caught
short without an adequate gameplan to deal with it. We would lose access to the
minerals chromite, cobalt, tantalum and others. . . .”

Casey was alluding to the little-known Soviet policy of trying to deny the United
States and its allies access to major sources of strategic minerals, chiefly in south-
ern Africa. Then, in a graphic depiction of what the success of that policy would
mean to America, he went on:

“It would mean massive shocks to our economic system and current life-styles,
Without these minerals, we cannot make TV sets or computers, or heart-fung
machines or produce high-grade stainless steel for a thousand uses. The implications
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for our defense caspabilities are just as grim. No supersonic jets and no sophisticat-
ed submarines.”

Alexander M. Haig, Jr., before he became Secretary of State, warned in Congres-
sional testimony of a minerals crisis “‘rooted in our own and our allies’ dependency
on imports of key materials.” Then, giving a name to the Soviet policy of trying to
deny the allies access to strategic minerals sources, he added ominously:

“The era of the resource war has arrived.”

Other voices, these not of public servants, warn of the minerals crisis in language
similar to that of Haig and Casey. Thus, for example, the respected American
Geological Institute, a body embracing 50,000 professional U.S. geologists, states in
no uncertain terms:

“Without manganese, chromium, platinum and cobalt, there can be no auto-
mobiles, no airplanes, no jet engines, no satellites, and no sophisticated weapons—
not even home appliances.”’

PROFILE OF THE MINERALS CRISIS

What is the minerals crisis? How does it manifest itself?

The United States depends upon foreign sources for 22 of 36 nonfuel minerals
essential to the functioning of its industrial base.

Out of 62 individual minerals or groups of minerals defined by Congress as
“strategic,” we import over half of our consumption of 20 of them.

We are “dangerously dependent,”’ in the phrase of the American Geological Insti-
tute, upon imports of four of the 20, to wit: 98 percent of our cobalt; 98 percent of
our manganese; 92 percent of our chromium; and 90 percent of our platinum.

To give some idea of how vital these minerals are to the economy, it takes 900 lbs.
of cobalt to make a jet engine, reports Pratt & Whitneﬁ, manufacturer of the JT8D
jet engine used by 83 percent of our commerical aircraft. If our cobalt imports were
cut off, about one fourth of our civilian planes—the Boeing 737s and DC 9s we fly
daily—would be grounded twelve months later, Pratt & Whitney calculates.

Even the automobile, which virtually every American family regards as a necessi-
ty, would be threatened with extinction without cobalt, as well as chromium and
manganese, and particularly platinum. As the Joint Economic Committee of the
Con pointed out in study:

“This critical metal [platinum] is doubly important because it is used in the
. process of converting crude oil into gasoline and in the manufacturing of catalytic
converters.’’

Still another common necessity, the telephone, would become an endangered
species without cobalt, chromium and, again, platinum. So would, for that matter,
the entire electronic industry. For, just to cite one use, telephone contact points are
tt;oat.ed with a platinum-group metal, palladium, since it is highly resistant to
riction.

As for manganese, “no steel can be manufactured”’ without it, concludes a Royal
Institute of International Affairs (of London) study. Literally innumerable indus-
tries could not exist without manganese.

Our very technology, the basis for much of America’s astonishing industrial
progress, would be jeopardized by shortages of such a strategic mineral as chromi-
um, according to the National Academy of Sciences. For chromium, points out the
Academy, “is irreplaceable in stainless steels and high-temperature resisting super-
alloys, two classes of materials that are vital to the technological well-being of our
nation.”

TANGIBLE EFFECTS OF MINERALS SHORTAGES

Like the mushroom cloud of an atomic explosion, shortages of strategic minerals
would spread from industry to industry and ultimately blanket every corner of our
industrial base, threatening our standard of living, our very society itself.

Shortfalls in just the four strategic minerals discussed above could cause shut-
downs or slowdowns in such basic industries as: transportation, construction, manu-
facturing, electronics, steel, oil, chemicals, technology, even agriculture. That would
throw untold millions of Americans out of work, shoot prices through the roof,
render the dollar practically valueless. Even the nation’s ability to defend itself
would be in (Frave doubt. The resultant social and political repercussions in the
country would defy the imagination.

WHAT ARE THE CHANCES OF MINERALS CUTOFFS?

Is there any real danger that our strategic materials imports will be cut off?
Consider Zaire. We import more than half of our cobalt from that chronically
unstable southern African country. Through the 1970s, its cobalt production was
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* nterrupted several times. In 1978, it was halted altogether when Katangese rebels
avaded cobalt-producing Shaba province from next-door Angola. Zaire's cobalt ex-
aorts to the United States were rationed, as a result, while prices soared more than
, #X) percent.
- Cobalt “ranks highest on the disruption index through 1984,” according to a pilot
' study on the possibilities of interruptions in the imports of critical minerals pub-
" lished, in 1979, by the Dept. of Interior's Office of Minerals Policy and Research
- Analysis. Since well over half of our cobalt comes from Zaire, the chances of an
_ interruption of supplies from there by 1984 are obviously considerable. That, judg-
i ing by Pratt & &hitney's estimates noted above, could all but cripple our civil
« aviation fleet, for one—unless preventive measures were taken long before.
Many of the 20 strategic minerals we import come from southern Africa, often
. called the “Persian Gulf' of minerals. But the region is afflicted with a multitude of
. internal and external problems that make it chronically volatile. Hence the “Zaire
syndrome’’ of uncertain or interrupted supply of such minerals could be repeated
elsewhere in the region. Mere mention of such names as Namibia, Zambia and
limbabwe, all major producing countries, should suffice to make the point.

THE SOVIET ROLE

The very instability of southern Africa, and of Africa in general offers the Soviet
Union a classic target of opportunity. The overwhelming minerals dependence of
the United States and its allies upon that continent makes the target all the more
tempting—and of course the Soviets have been losing no time in exploiting it.

The central objective of the Soviet resource war is to bring the West to heel by
denying it access to African minerals, by means short of hot war but not excluding
outright belligerence—usually, acting through proxies—in attractive situations. The
resource war is, then, generally ‘‘non-military,” in William Casey’s phrase, and
waged with little cost and minimum risk to the Soviets—a style of political combat
eminently suited to the Kremlin.

Soviet resource-war policy is firmly rooted in Leninist doctrine. Lenin himself
predicted that the West's inordinate reliance on raw materials from its (then)
colonies would ultimately doom it, and urged his comrades to hasten that day of
reckoning. Hence Moscow’s emphasis, since World War II, on supporting Third
World “national liberation movements’’ aimed at destroying ‘‘Western imperialism.”
As Stalin said, as long ago as 1921:

“If Europe and America may be called the front or the arena of the major battles
between socialism and imperialism, the unequal nations and the colonies, with their
raw materials, fuel, food and vast store of man-power, must be regarded as the rear,
the reserve of imperialism. To win a war it is necessary not only to triumph at the
front, but also to revolutionise the enemy’s rear, his reserves. Hence, the victory of
the world proletarian revolution may be regarded as assured only if the proletariat
is able to combine its own revolutionary struggle with the liberation movement of
the labouring masses of the unequal nations and the colonies against the rule of the
imperialists and for the dictatorship of the proletariat.” (May 2, 1921, reprinted in /.
géa]lin Works, Moscow: Foreign Languages Publishing House, 1953; Vol. 5, pp. 57-

There has been no change in that Soviet policy from Lenin to Brezhnev. Indeed,
why should there be? It has been paying off.

In 1975, Soviet-backed Cuban troops overwhelmed the former Portuguese colony
of Angola and brought it into the Soviet orbit. In 1978, that made possible the
Katangese invasion of Zaire and the shutdown of U.S. cobalt supplies, since it was
launched from Angola with Soviet-Cuban aid. Thus the direct link between resource
war and hot war.

In 1981, Libya invaded Chad—largely because of the uranium concentration in
the general area—and established its domination there, thanks to massive Soviet
military aid amounting to $2.5 billion between 1974 and 1979, and correspondingly
great quantities thereafter. Thus another resource war-hot war link.

(In general, Moscow has given its African friends and allies the huge amount of
$3.6 billion in military aid since 1974, a total “almost eight times as much” as the
United States, according to Prof. Morris Rothenberg’s authoritative ‘“The U.S.S.R.
and Africa: New Dimensions of Soviet Power.”)

But most alarming of all is the naked invasion of Afghanistan by the Soviets
theplselves, in December 1980, which not only guaranteed control over that coun-
try's pndeveloped natural resources but also itioned their armed forces within a
stone’s throw of the world’s richest oilfields, in the Persian Gulf. And it is through
the narrow Straits of Hormuz chokepoint that Gulf oil reaches the West and Japan.
Once again, resource war and hot war meet.
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Still, the Soviets prefer economic and political weapons, rather than guns, to
reach their resource-war objectives. They even employ capitalist marketing tech-
niques to do so. Thus the House Mines and Mining Subcommittee has uncovered
several cases of Soviet mantifmlation of the world minerals market in recent years.
In one instance, Moscow suddenly stopped ‘“dumping” titanium on the U.S. market
(at 25% below the going price), leaving this country short. That partly accounted for
a reduced U.S. stockpile and forced American defense contractors to scour the world
for titanium.

“Soviet policy in Africa,” observes Sen. Harrison H. Schmitt (R.-N.M.), whose
Science, Technology and Space Subcommittee has held hearings on the resource
war, ‘‘strongly serves Soviet commercial interests since turmoil in Africa will
strengthen the prices of Soviet exports and their leverage on U.S. foreign and
domestic policies.”

The Soviets have, in fact, a nationalist economic motive for denying the West
strategic minerals, which is to stockpile minerals for themselves to offset possible
future shortfalls in their own production. Although they presumably possess huge
mineral deposits in their Arctic wasteland, the cost of extracting them from the
permafrost and creating the necessary infrastructure is much greater than SimBlfY
buying them elsewhere. Time magazine reports (Apr. 20, 1981) that “A study b, ;
Daniel Fine of MIT’s Mining and Minerals Resource Research Institute concluded
last year that the Soviet Union is becoming a net purchaser of minerals as a way of

rotecting its own reserves.” The Soviets are thus in direct competition with the
est and Japan for nonfuel minerals as well as oil.

WHAT CAN WE DO TO WIN THE RESOURCE WAR?

Notwithstanding the considerable headstart the Soviets have in the resource war,
and the enormous advantage of their proximity to the Persian Gulf and Africa, they
are still far from winning it. The biggest obstacle to their hoped-for victory is, of
course, the very country they would make their chief victim: the United States. If
America wakes up to the danger confronting it, and takes the necessary measures
to defend its interests and those of its allies, it can undoubtedly win the resource

war.
What should be done?

1. National strategic-minerals policy

Above all, the United States must have a strategic-minerals policy which reflects
both concern for our industrial base and national security considerations.

2. Stockpiling

The country must meet goals set for the stockpiling of strategic minerals in the
Stock Piling Act, as the most immediate, direct way of reducing its “dangerous
dependence”’ on the overseas sources.

8. Domestic minerals production

The long-run solution to such dependence is to open up Federal lands to “multiéale
use,” including mining exploration and development in accordance with the 1970
Mining and Minerals Act. Also, to negotiate an acceptable Law of the Sea Treaty
which would encourage deep seabed mining.

4. Minerals and materials technology

Ultimately, we must develop adequate, even superior, substitutes for minerals and
materials not found in the United States in commercial quantities.
5. Tri oceanic alliance

Meanwhile, to assure continued access to present sources of stragegic minerals,
we must protect the sealanes—crossing three oceans: the Indian, Pacific and Atlan-
tic. This calls for the establishment of a “tri-oceanic alliance” among the friends
and allies directly concerned.

6. Information-education

Finally, a broad informational-educational campaign must be undertaken, at
home and abroad, to inform and alert the people, media and policymakers of the
United States and friendly nations concerning their vulnerability in the resource
war.

WHAT 1S CENS?

CENS—the Council on Economics and National Security—was formed precisely to
attempt to answer the need for such a broad informational-educational campaign,
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and has already engaged in a number of important activities designed to heighten
public awareness of the resource war. Among them are the following:

1. CENS assisted the American Geological Institute in organizing a press confer-
ence on the resource war just before the 1980 Presidential election, during which
the AGI issued a statement calling upon the three major Presidential candidates to
“focus public attention” on the issue. Alone of the three to respond, Ronald Reagan
made a formal statement of his own, calling for “an enlightened policy’’ on strategic
minerals, and promising to name a task force on the question.

2. When the Reagan-Bush task force was formed, CENS was represented on it,
and worked with Chairman R. Daniel McMichael in the drafting of a series of policy
recommendations later submitted to President Reagan.

3. CENS has worked unceasingly to alert U.S. opinion makers—especially leaders
of industry and commerce—to the urgency of the strategic materials issue. In that
connection, it has held resource-war conferences in Dallas, St. Louis, Washington,
D.C. and New York City, and is planning others in Los Angeles, San Francisco,
'II-‘lolt‘lst,on, Cleveland, Chicago and ]Izlew Orleans, and overseas in Bonn, Paris and

okyo. :

4. CENS has been playing a major role in sensitizing the media which, for the
first time, is beginning to recognize the seriousness of the resource war. Thus, CENS
has been instrumental in the publication of new stories and editorials by the
Associated Press, United Press International, Independent News Alliance, Baltimore
Sun, Washington Post, Washington Star, Wall Street Journal, Newsweek, Business
Week, Reader’s Digest, Nation’s Business, Enterprise, Seapower, Metals Daily, De-
fense Daily and National Journal.

5. CENS has initiated a publication program of its own, starting with its White
Paper on “The Resource War and the U.S. Business Community: The Case for a
Council on Economics and National Security,” which has gone through four print-
ings. The gresent brochure continues CEN’s publication program.

6. CENS's future plans call for the publication of a study, by the Advanced
International Studies Institute, on Soviet resource-war doctrine; the publication of a
popular book on the resource war, and the filming of a documentary suitable for
television and use in schools, community programs and business conferences.

But to satisfy the nation’s need to know about the resource war as soon as
possible, CENS must have the support of every industry—indeed, of every company,
businessman and executive—in the United States, for it is they who, in the final
analysis, are directly in the line of fire of the Soviet’s resource war.

Until now, CENS has been supported by a few farsighted and generous founda-
tions and companies. CENS must continue to attract financial support from a broad
spectrum of industry.

CENS is a project of the National Strategy Information Center, Inc., a nonparti-
san, nonprofit tax-exempt institution under ion 501(cX3) of the Internal Revenue
Code. Your contribution to CENS—which should be made out in the name of the
National Stra Information Center and earmarked for CENS activities—will
therefore be tax deductible.

Admiral Morr. Congressman Santini has been for a number of
years a voice crying in the wilderness with respect to our country’s
lack of a national nonfuels minerals policy. In fact, he is kind of
like Joseph trying to advise Pharaoh in Genesis about what is
going to happen during lean years, so they should build up the
stockpile to look forward to those years.

He tells it in a very dramatic fashion, of course. He didn’t have
much luck with the last Pharaoh, but he is still trying.

It would seem to me his voice is perhaps being heard, and -
haps his long-held dream as set forth in section 102(b)1) of his bill,
that this country will develop a national minerals and materials
policy for a secure and continuous supply of minerals and materi-
als will at last be realized.

He makes the point that this country does not now have a
national minerals and materials policy, in spite of a study that was
initiated partially by him, and he in his colorful way says that that
study was the most dramatic nonstudy of the decade.

So, I applaud the findings and purposes of his bill. The findings
are facts, which our Council on Economics and National Security
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has already found to be true, and the purposes of his bill are each
and every one essential to a sound minerals policy for the country.

With respect to the establishment of the Council on Minerals
and Materials and its duties and functions, which he has in his bill,
1 am in favor of the idea of a council, Mr. Chairman, but not
necessarily within the framework set forth in his bill.

Certainly an oversight mechanism is needed in the executive
branch with a duty to report to the cognizant committees of Con-
gress, including this one. But what form it should take should be
worked out first in the executive branch and then communicated to
you gentlemen for your suggestion, and hopefully acquiescence.

Every administration—and I have worked for a lot of them, and
the Reagan administration is no different from others—has its own
organizational style and the oversight mechanism it works out
should fit into that style.

Several members of our council have joined in making recom-
mendations—and that is all they are—as to the type of oversight
mechanism this administration might want to consider to achieve
the worthwhile objectives of the Santini bill.

One of them would be to reestablish the National Security Re-
sources Board under currently existing legislation. This would give
the President an immediately available, inplace, in-house body to
advise him on minerals and materials security.

Furthermore, he would not have to establish a new bureaucracy
to run it. All the people necessary are already in place. Whether
such an organization would fit into the style and format of the
Reagan administration, only it can decide, but if the subject of
strategic minerals is considered important, as indeed the President
himself has stated, the National Security Resources Board would
be an effective mechanism to assist him in formulating policy.

There doesn’t seem to be any question where President Reagan
himself stands on the criticality of our strategic materials problem
because he stated on March 13 of this year that he was, that day,
directing FEMA to begin the first purchase program for the nation-
al defense stockpile of strategic and critical materials in over 20

ears.

Y I am glad he pointed out this came about as a result of legisla-
tion passed in the last Congress because you, Mr. Chairman, com-
municated that to us when we came to see you.

To continue with excerpts of President Reagan'’s statement.:

These purchases of strategic materials, estimated initially at $100 million, are a
step to restructure the existing $15 billion stockpile in critical areas of deficiency.

The President continues:

It is now widely recognized, that our nation is vulnerable to sudden shortages in
basic raw materials that are necessary to our defense production base.

Our vulnerabilities have been highlighted in a number of con-
wressional hearings, including the one that Mr. McDonald referred
to earlier, in which Gen. Alton Slay testified. Thus, this overdue
addition to our stockpile constitutes a necessary hedge against any
supply disruption. The President continued:

In addition to strategic stockpiling I am considering other measures to decrease

the nation's vulnerability, including ways to expand domestic capacity to produce
strateyic and critical materials.
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This acquisition program is a necessary first step. It is expected that larger
purchases will be made as funds from sales of excess materials build up in the
stockpile fund.

I think it is important to recognize no matter what anybody else
says in the administration, Mr. Chairman, the President said that
h_!;l expected this money would be used to buy other strategic mate-
rials.

Now, you gentlemen are interested in and responsible for stock-
pile management. Again, several members of our Council on Eco-
nomics and National Security joined in making recommendations
to the Reagan administration that there should be established
without delay an organization to bring in private sector advice to
make a study of the U.S. strategic stockpile strategy, goals, and
management.

I agree with Mr. Sarnoff, the last witness, that I don’t completely
trust in-house bodies. I want to see an out-house body make a study
of the stockpile both qualitatively and quantitatively.

It would be the duty of the out-house body, comprised of selected
industry experts—and you heard from one of them this morning,
my good friend Simon Strauss, and there are others—to evaluate
both the ciuantity and quality of current materials in the stockpile
and establish priorities for eliminating, changing, upgrading, or
rel}lacing current inventory.

0o give an example Irﬁave heard, Mr. Chairman, is that the
quality of the cobalt in the stockpile, today, is not of sufficient
quality to meet today’s high technology standards. That is why I
want an outside y to examine the stockpile and not take as
gos‘gel what you have been hearing from in-house people.

e were and are of the opinion that stockpile management
should be depoliticized. It is for that reason we recommend a 3- to
6-month moratorium on stockpile transactions until a prestigious
survey board has been ap;;:)inted and has completed a quantitative
and qualitative study of the stockpile, together with recommenda-
tions for poststudy transactions.

We have no way of knowing whether our recommendations will
find favor or fit into the organizational style of the Reagan admin-
istration, but we still believe some kind of oversight mechanism
should examine the critical stockpile issues before any decision is
made to buy or sell any commodity currently in the stockpile, and
that includes silver.

There have been times in the past—well-known in this commit-
tee and documented in these hearings—when for political or budg-
etary reasons stockpile inventories have been sold off. Unfortunate-
ly, the record of past actions seems to have followed the motto
“Sell low and buy high” when new needs have demonstrated past
selling actions to have been unwise.

That is no way to make money in the stock market, nor is it any
way to make money in stockpile management. We believe a study
and recommendations by experts, therefore, should be a condition
precedent to any sale.

Thus, I have a generic objection to all the silver bills before
you—buy or sell. I simply don’t believe that enough evidence—such
as that which would be generated by the study I have suggested—
has been presented to this committee to form the basis of an
intelligent decision.

82-767 O—Blitizaigy GO 8](’
L




142

has already found to be true, and the purposes of his bill are &:
and every one essential to a sound minerals policy for the coun:
With respect to the establishment of the Council on Miner
and Materials and its duties and functions, which he has in his
I am in favor of the idea of a council, Mr. Chairman, but
necessarily within the framework set forth in his bill. ]
Certainly an oversight mechanism is needed in the exect
branch with a duty to report to the cognizant committees of
gress, including this one. But what form it should take shoul
worked out first in the executive branch and then communicati
you gentlemen for your suggestion, and hopefully acquieset
Every administration—and I have worked for a lot of them,
the Reagan administration is no different from others—has its
organizational style and the oversight mechanism it works
should fit into that style. .
Several members of our council have joined in making re
mendations—and that is all they are—as to the type of oves
mechanism this administration might want to consider to ag
the worthwhile objectives of the Santini bill. .
One of them would be to reestablish the National Securi#
sources Board under currently existing legislation. This w [
the President an immediately available, inplace, in-hous |
advise him on minerals and materials security.
Furthermore, he would not have to establish a new
to run it. All the people necessary are already in pla
such an organization would fit into the style and =
Reagan administration, only it can decide, but if ¢
strategic minerals is considered important, as indec:
himself has stated, the National Security Resourc
be an effective mechanism to assist him in i
There doesn’t seem to be any question wh:
himself stands on the criticality of our strat
because he stated on March 13 of this year
directing FEMA to begin the first purchas«
al defense stockpile of strategic and cri
years.
I am glad he pointed out this came
tion passed in the last Congress bec:
municated that to us when we came -
To continue with excerpts of Pre:

These purchases of strategic materials
step to restructure the existing $15 bill

The President contmuas.
It is now widely recog "

basic raw materials ﬂlﬁ(

Our vulne ,
gressmnal .-




S —_{or future purchase of
“

'-d‘about the House Inte-
. Just before he became
e war has arrived,” and
. as he has said publicly,
“¥ou just heard some of
5, well away from our bor-
nomic throttles and our
ote from the Director of

look to bring our stock-
| == as President Reagan has
m— \mman Bennett, has suggest-
“ppropriations process alone,

ive.
p ropriations route should be
esident Reagan's avowed

But in the meantime, any
should be earmarked for

Por: . re, what this Mmle hearing

statement that “the veice is the
he'hand of Bsau'wGenesis 27:22.
administration was Jacob's voice,
et to this committee who Esau is.

* ReArR Aom. Winkram ¢ Mot

4 Seapower and Strategic and Critical Materi-
g 518 now before you They are H R. 3364 (the
4D, H R 2603 (the MeDonald bill), HR. 2912 (the

FSNntin Bl Congressman Santini has becn for a
il iiderness with respect to our country's lack
't would seem that his voice is finally being
.. as set forth in Section 102(b) 1) of his bill —
materials policy for a secure and continued
1l at last be realized.
rposes” of H.R, 3364, as set forth in Title 1. The
- ouncil on Economics and National Security has
‘purposes’ are, each and every one, essential to a
itry.

ont of the “Council on Minerals and Materials’ and
set forth in Title II, 'm in favor of the idea of a
ithin the framework set forth in the bill (H.R. 3364).
anism i1s needed in the Executive Branch with a duty
attees of the Congress. But what form it should take
n the Executive Branch and then communicated to you

ons and, hopefully, acquiescence.
ud the Reagan Administration is no different from others,
| style, and the oversight mechanism it works out should

ur Council have joined in making recommendations (and

) the type of oversight mechanism this Administration might

wchieve the worthwhile objectives of the Santini bill. One of

lish the National Security Resources Board under currently

Section 5(1) of the National Materials and Minerals Act of'

- ive the President an immediately available in-place,
1 on Minerals and Materials Security. Furthermore,

. a new bureaucracy to run it. All the people necessary

i such an organization would fit into the style and

Original from

Digitized by GOOSIQ UNIVERSITY OF MICHIGA



144
At this point, Mr. Chairman, I would =

" .

a list of all the strategic materials needé
duction.

o gl

NERE

AL \,"

You will see silver is listc
I would like particularl:
Mr. BENNETT. The photo
Admiral Mortr. We had
in New York. One confer
greatly. Dr. Baker is the
ries. 1 called him yestc
exhibit, which we had i1
I said, “Bill, how wa-
to the flight of Orbiter
“Where was it used’

envelope and in the b - ?
absolutely 3, tha !
So th er )t or

=
'.'.‘
\.
2
&
5
"
e

Original from

UNIVERSITY OF MICHIGAN




145

bly segregated into the transaction fund for future purchase of
strategic materials.

If, as Secretary Haig has already testified about the House Inte-
rior Subcommittee on Mines and Mining, just before he became
Secretary of State, “The era of the resource war has arrived,” and
if our chief intelligence officer, Bill Casey, as he has said publicly,
with respect to strategic materials—and you just heard some of
this from the previous witness—‘‘others, well away from our bor-
ders, can now place their hands on our economic throttles and our
economic throats”’—that is a direct quote from the Director of
Central Intelligence—then we had better look to bring our stock-
piles up to all the authorized levels, as President Reagan has
publicly said we should.

To do this, as your chairman, Congressman Bennett, has suggest-
ed to this witness orally, through the appropriations process alone,
has not proved either expeditious or effective.

I do not mean to suggest that the appropriations route should be
abandoned. Indeed, it cannot be if President Reagan’s avowed
stockpile objectives are to be reached. But in the meantime, any
money realized from stockpile sales should be earmarked for
needed stockpile purchases alone.

If I may quote the Bible once more, what this whole hearing
reminded me of is the Biblical statement that “the voice is the
voice of Jacob, but the hand is the hand of Esau”’ Genesis 27:22.
The voice you heard from the administration was Jacob’s voice,
and I don’t think it is any secret to this committee who Esau is.

WRITTEN STATEMENT OF REAR ApM. WiLLiam C. MoTT

This distinguished Subcommittee on Seapower and Strategic and Critical Materi-
als has asked my views on four bills now before you. They are H.R. 3364 (the
Santini bill), H.R. 2784 (the Conte bill), H.R. 2603 (the McDona{d bill), H.R. 2912 (the
Price bill/by request/).

Let me first comment on the Santini bill. Congressman Santini has been for a
number of years a voice crying in the wilderness with respect to our country’s lack
of a national non-fuels minerals policy. It would seem that his voice is finally being
heard, and perhaps his long-held dream, as set forth in Section 102(bX1) of his bill—
“to develop a national minerals and materials policy for a secure and continued
supply of minerals and materials”—will at last be realized.

I applaud the “findings” and “purposes’” of H.R. 3364, as set forth in Title I. The
“findings’’ are “facts” which our Council on Economics and National Security has
already found to be true, and the “purposes” are, each and every one, essential to a
sound minerals policy for our country.

With respect to the establishment of the “Council on Minerals and Materials” and
its “duties and functions,” as set forth in Title II, I'm in favor of the idea of a
Council but not necessarily within the framework set forth in the bill (H.R. 3364).
Certainly, an oversight mechanism is needed in the Executive Branch with a duty
to report to cognizant committees of the Congress. But what form it should take
should be worked out first in the Executive Branch and then communicated to you
gentlemen for your suggestions and, hopefully, acquiescence.

Every Administration, and the Reagan Administration is no different from others,
has its own organizational style, and the oversight mechanism it works out should
fit into that style.

Several members of our Council have joined in making recommendations (and
that's all they are) as to the type of oversight mechanism this Administration might
want to consider to achieve the worthwhile objectives of the Santini bill. One of
them was to reestablish the National Security Resources Board under currently
exlstm% legislation (Section 5(1) of the National Materials and Minerals Act of
1980). This would give the President an immediately available in-place, “in-house”
body to advise him on Minerals and Materials Security. Furthermore, he would not
have to establish a new bureaucracy to run it. All the people necessary are already
in place. Whether such an organization would fit into the style and format of the
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Reagan Administration only it can decide, but if the subject of strategic minerals is
considered important, as indeed the President has stated, the NSRB would be an
effective mechanism to assist him in the policy process.

There doesn’t seem to be any question where President Reagan himself stands on
the criticality of our strategic materials problem. He stated on March 13th of this

year: )

“I am today directing the Federal Emergency Management Agency (FEMA) to
begin the first purchase program for the National Defense Stockpile of strategic and
critical materials in over 20 years. These purchases of strategic materials, estimated
initially at $100 million, are a step to restructure the existing $15 billion stockpile
in critical areas of deficiency.

“It is now widely recognized that our nation is vulnerable to sudden shortages in
basic raw materials that are necessary to our defense production base. Qur vulnera-
bilities have been highlighted in a number of Congressional hearings and panels
concerning the industrial base. Thus, this overdue addition to our stockpile consti-
tutes a necessary hedge against any supply disruptions.

“In addition to strategic stockpiling, I am considering other measures to decrease
the nation’s vulnerability, including ways to expand domestic capacity to produce
strategic and critical materials. This acquisition program is a necessary first step. It
is expected that larger purchases will be made as funds from sales of excess
materials build up in the stockpile fund.”

You gentlemen are interested in, and responsible in this august body, for stockpile
management. Again, several members of our Council on Economics and National
Security. joined in making recommendations to the Reagan Administration that
there should be established without delay an organization to bring in private sector
advice to make a study of U.S. strategic stockpile strategy, goals and management.
The members of this—what I call—“out-house” body would supplement the study
made by such an “in-house” body as the reestablished NSRB.

It would be the duty of the “out-house” body, comprised of selected industry
experts (with “in-house” government staff) to evaluate both the quality and quantity
of current materials and establish priorities for eliminating, chanﬁi.ng, upgrading, or
replacing current inventories. We were and are of the opinion that stockpile man-
agement should be depoliticized. It is for that reason we recommend a three to six
months moratorium on stockpile transactions until a prestigious Survey Board has
been appointed and has completed a quantitative and qualitative study of the
stockpile, together with recommendations for post-study transactions.

We have no way of knowing whether our recommendations will find favor or fit
into the organizational style of the Reagan Administration. But we still believe
some kind of oversight mechanism should examine the critical stockpile issues
before any decision is made to buy or sell any commeodity currently in the stockpile,
and that includes silver.

There have been times in the past, well known to this Committee and already
documented in these hearing. when for political or budgetary reasons stockpile
inventories have been sold off. Unfortunately, the record of past actions seems to
have followed the motto, “Sell low and buy high,” when new needs have demon-
strated 1;:am; selling action to have been unwise. That is no way to make money in
the stock market, nor in stockpile management. We believe a study and recommen-
dations by experts, therefore, should be a condition precedent to any sale.

Thus, I have a generic objection to all the silver bills before you—buy or sell. I
simply don’t believe that enough evidence (such as that which would be generated
by the study I have suggested) has been presented to this Committee to form the
basis for an intelligent decision.

However, should circumstances force you to make a decision to “sell” silver or
any of the other items listed in H.R. 2912, it is my opinion that the money realized
from such sales should be irrevocably segregated into The Transaction Fund for
future purchase of strategic materials.

If, as Secretary Haig has already testified before the House Interior Subcommittee
on Mines and Mining—and Congressman Marriott heard him say—*The era of the
Resource War has arrived,” and if, as our Chief Intelligence Officer, Bill Casey, has
stated publicly with respect to strategic materials: “others, well away from our
borders, can now place their hands on our economic throttles and our economic
throats”’—then we’d better look to bringing our stockpiles up to authorized levels, as
President Reagan has publicly said we should. To do this, as your Chairman,
Congressman Bennett, has suggested to this witness orally, through the appropri-
ations process, has not proved either expeditious or effective.

I don’t mean to suggest the appropriations route should be abandoned. Indeed, it
cannot be, if President Reagan’s avowed stockpile objectives are to be reached. But,
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in the meantime, any money realized from stockpile sales should be earmarked for
needed stockpile purchases alone.

Mr. McDonALD. Thank you for your very refreshing testimony. I
didn’t have the foggiest idea what the testimony was going to be,
but I appreciate your historical reference to Genesis and Joseph
and his advice to Pharaoh.

You may recall that perhaps one of the greatest historical bur-
densome taxes was that of ancient Egypt during that period, and it
reached an awesome level of 20 percent. That is viewed as one of
the great tyrannies of history, that 20 percent tax.

Is it interesting that we are now debating in the Congress possi-
bly a tax reduction of 5 percent, or maybe 10 percent. We could lop
off a 50-percent amount and would still have a higher tax than one
of the worst taxes in all of recorded history, that of Genesis where
the Pharaoh basically brought up Egypt from the 20-percent level.

We should get back to that onerous, horrible tax of 1920. In 1776
we became separated from England because we had a horrible tax
of 1 percent. In the South there were levies and tariffs that may
have reached the horrible burdensome level of 3 percent, but you
can average it out for 2 percent for the whole Nation, and I
appreciate that reference.

You made a statement, and Mr. Sarnoff made it, too, and it is a
point that has been bothering me for 20 years; that is, in the
assessment of what should be in the stockpile and what is not, it
has been in-house assessments and they have not gone out into
industry, they have not gone out into the field to the experts and
the people who have dealt with this.

This brings a great question mark with regard to the motives of
some people involved.

We don’t want to get into details because it is highly speculative,
but we have had scandals in GSA and other areas, and without
stating any distinct motives, I think I agree with you completely
that we do a great service to this country if this subcommittee
would move to move politics out of the stockpile and make a
recommendation based from an outside source, not just in-house.
We do need outside oversight. I strongly agree with that and I
appreciate your interest there.

You did mention another point, the quality of the cobalt, which
was a surprise to me. But my understanding is a sizeable quantity
of the aluminum is in the form of bauxite and not as aluminium.

Now, in your opinion, Admiral, would it create any particular
strain if during an emergency period we had to try to convert the
bauxite to aluminium? Any strain on the electrical capacity of the
country, since electricity is critical to that conversion?

Admiral Morr. Well, yes. I suppose this is why one of the last
acts of the Carter administration was a letter sent by Graham
Claytor to Mr. MclIntyre, the previous Director of the Bureau of the
Budget, recommending that we ought to use title III of the Defense
Production Act in four different categories, one of them being
refractory bauxite.

[Letter of November 28, 1980, from Graham Claytor, Jr., to
James Mclntyre, Jr., follows:]
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THE DEPUTY SECRETARY OF DEFENSE,
Washington, D.C., November 28, 1980.

Hon. JAMES T. MCINTYRE, Jr.,
Director, Office of Management and Budget,
Washington, D.C.

DEaAr Jim: The dependency of the United States on foreign suppliers for critical
materials is an area of extreme concern to the Department of Defense. Revitaliza-
tion of our industry is essential if the United States is to retain a strong industrial
base to protect the national security.

Recently, we have cooperated with the Federal Emergency Management Agency
in the development of four proposals intended to establish or revitalize capabilities
in specific industrial sectors. These four proposals, that may be implemented under
existing authorities of Title III of the Defense Production Act, will increase domestic
production capability for titanium, and establish new industries for cobalt, refrac-
tory bauxite and natural rubber.

Although the proposal requires $1.62 billion borrowing authority, actual expense
to the government upon completion of all four programs is estimated to be only
$150 million. This decreased cost results from careful selection and oversight of
programs, and utilization of market guarantees for the establishment of floor prices.
Floor prices will be below the anticipated market price and, in most cases, will
result in no purchases by the government.

However, to guard against unpredictable situations, an upset clause is proposed
for each contract: the clause provides the government with the options of purchas-
ing at the negotiated floor price, or paying the undepreciated value of the invest-
ment. (This clause results in a maximum expense of $475 million, if all programs
were to be terminated.)

The Department of Defense has invested considerable resources to resolve avail-
ability problems. I believe these four proposals are needed as a further step in the
elimination of these specific material shortages. I strongly urge you to give FEMA
the support necessary to accelerate the approval process.

Sincerely,
W. GrRanaM CLAYTOR, Jr.

Attachment.
Trree III ProrosarLs Susmitrtep To OMB

GUAYULE

Guayule is a source of natural rubber which grows wild in the desert Southwest.
The project, lasting 10 years and costing $200 million, would establish the founda-
tion for a commercial industry. Extensive coordination is required between the
industrial and agricultural sectors of the economy. The short-term benefits to the
Government are estimated to be $625 million while the increase in GNP is projected
to be over $3 billion. By 1990, over 3,000 new, permanent, full-time jobs and
economic opportunities will have been created for several thousand arid zone farm-
ers in some of the lowest income rural counties in the nation, with Hispanic and
American Indian populations exceeding 70 percent in some counties.

COBALT

Cobalt is a strategic metal used in high performance alloys and magnetic materi-
als. About 75 percent of U.S. requirements are imported from Africa. FEMA pro-
poses a guaranteed purchase-price program lasting 8 years so as to provide an
incentive to potential domestic producers. Over the life of the program, 400 jobs will
be created. The Government will accrue benefits of $2 billion and the GNP will
increase $5 billion as a result of the project activity. The maximum cost to the
Government would be $615 million, but the Government could cancel the program
at any time for less than $225 million. ¥

TITANIUM

Titanium is a space-age metal vital to the production of military and
aircraft. The program proposed is similar to that for cobalt. Over f
project, jobs will be created and GNP will increase $5 billion
project. The total Government benefits would be $1.4 billion con
mum cost of $710 million. The cancellation cost never exceeds
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REFRACTORY BAUXITE

Bauxite used to make refractory brick, employed in steelmaking, is 100% import-
ed material. The potential for using clays from the Southeast, mainly Georgia and
Alabama, as a replacement material is significant. As extensive coordination is
necessary between the mining and industrial sectors, and additional development
work is necessary before this can become a commercial venture, FEMA proposes to
fund the project through the pilot plant stage. Compared to a cost of $110 million,
Government benefits are $216 million. Favorable economic impacts include a GNP
increase of $886 million and 50 additional full-time jobs.

Nothing happened to that recommendation, and I don’t know
whether anything is going to h:fpen to it under the present ad-
ministration. I may say that he also recommended that in order to
beef up supplies of cobalt we should use title III of the Defense
Production Act to encourage mining of cobalt.

You know, the cobalt that was mentioned this morning is not
really in the wilderness area, Mr. McDonald. There is a mountain
of cobalt outside the wilderness area, but Noranda Corp., a Canadi-
an mining company which owns the mining rights, is not going to
mine it unless it can sell at a profit. It will not put $1 billion of its
stockholders’ money into the development of the mine, as has
happened in the copper and zinc industry. With our off-the-shelf
attitude on buying and our environmental restrictions we have cut
the ground out from under domestic mining.

There are other critical strategic materials. Guayule was one in
that Claytor letter, and the other was tantalum. I think FEMA has
said they still have in mind that they will use title III of the
Defense Production Act, but I agree with you—just let me say I
have heard enough to make me highly suspicious, sir, that some of
the items in the stockpile are not of the quality they ought to be,
and that is why we have recommended that a body of outside
experts, and people like Simon Strauss, people like Andy Andrews
of Allegheny Ludlum and Dr. Baker of Bell Laboratories, be ap-
pointed as an out-house group to make a qualitative and quantita-
tive survey of the stockpile before any recommendations are made
to sell or buy.

It wouldn't take all that long. It would take a stroke of the pen
to start this up, and I would judge if those people volunteered—and
we have many patriotic people in this country with sufficient ex-
pertise, that within 3 months, and at the very outside 6 months,
you would have an outside opinion that would be very valuable to
the members of this committee and to the country.

Mr. McDoNALbp. I appreciate that.

Let me ask you a quick question, which I think you have already
answered. Title III of the Defense Production Act has been most
helpful in stimulating and supporting expansion of production of
critical materials in the United States. However, the act has been
used sparingly in recent years.

In your opinion, should more emphasis be placed on using the
act to stimulate domestic production of critical materials? I think
you have just answered that.

Admiral MotT. Yes, and I am sure the letter of Mr. Graham
Claytor to Budget Director McIntyre is available to the committee
in which he opened the letter by saying:

The dependency of the U.S. on foreign suppliers for critical materials is an area of
extreme concern to the Department of Defense. Revitalization of our industry is
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essential if the U.S. is to retain a strong industrial base to protect the national
security.

Then he tells what he thinks ought to be done about it.

Mr. McDoNALD. Thank you, Admiral.

Admiral, let me ask another quick question. It has been quite
obvious that the sale of surplus stockpile materials will not gener-
ate enough cash, assuming all of it went into the buying of the
stockpile, to pay for all the materials needed.

%dmiral MortT. May I say, sir, that is a big assumption you just
made.

Mr. McDonNaLD. Based on past history, it is really strange that
an elephant could swallow that one, but nevertheless we couldn’t
swallow it any better when we had donkeys.

Would you support legislation to transfer funds from other ac-
counts, such as the sale of the Defense Department real estate now
accruing to the Land and Water Conservation Fund, or income
from the naval petroleum and oil shale reserves, or income from
off-shore oil leasing, et cetera, using those funds to beef up the
stockpile?

Admiral Morr. That was brought up earlier by a previous wit-
ness. I thought the chairman was going to rule the question out of
order. It is a very big question, sir. I would think it would have to
be made by the Reagan administration initially.

It certainly is a novel solution to the problem, but again you are
going to face the same question that you face here; that is, whether
or not there wouldn’t be very strong pressures to put that in the
general revenues of the Treasury for budget balancing efforts.

It seems to me this major problem has to be solved between
committees of Congress and the President of the United States.

Mr. McDonNALD. In your opinion, Admiral, in your study of the
current series of bills, the administration bill and so forth—I don't
know how closely you have followed them—appearing before the
Senate Budget Committee—from your memory, were there any
plans to sell off elements of the stockpile, this year, and to use that
money to lessen the deficit rather than correct stockpile needs?

Admiral Mort. Do you mean were there any such plans in the
group that the President appointed to review strategic minerals?

Mr. McDoNALD. Yes, sir.

Admiral Mort. No, not to my recollection.

Mr. McDonALDp. How about in the group coming over from OMB?
We did not have any witnesses from OMB, or do you know?

Admiral MoTtT. Again, you may not have had any witnesses from
OMB, but my statement that the voice is the voice of Jacob but the
hand is the hand of Esau still stands. They were not in the commit-
tee room, but they were unseen choreographers.

Mr. BENNETT. There will be no further evidence taken in this
hearing. The committee was supposed to come back at 2 p.m., and
there are things on the floor that may make that difficult, but it is
my decision we will recess subject to call of the Chair, and we will
come back at 2 p.m. today.

I will be here at 2 p.m., and anybody else who can come will be
here at 2 p.m.. Then a decision will be made as to how we proceed.
It will be my intention to go into executive session if we have any
further aspects of this case this afternoon.
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We are coming back at 2 p.m., but it will not be a meeting open
to the general public.

I very much appreciate all of you being here.

Thank you.

[The foﬁowing statements were submitted and made a part of the
record:]

PRATT & WHITNEY AIRCRAFT GROUP,
East Hartford, Conn., June 1, 1981.

Hon. CHARLES E. BENNETT,

Chairman, Subcommittee on Seapower and Strategic & Critical Materials,
Washington, D.C.,

DeArR MR. CHAIRMAN: It has come to our attention that the committee is consider-
ing a number of Stockpile related bills, including the Administration requested
authorization for fiscal year 1982. We will have a more detailed submission at a
late date, but would offer the attached brief comments for the hearing record.

It is our view that to ensure the readiness of the Stockpile in times of emergency,
some method must be found to exercise both the system and the material it contains
on a regular basis. Further, we believe that a management philosophy for procure-
ment and disposal of material can be found which will both stabilize the supply of
critical materials to the nation’s industry and provide the incentive to invest in
domestic sources of critical and strategic materials.

We would be happy to testify on the subject before your committee if; you
determine that additional hearings are desirable.

Very truly yours,
R. C. MULREADY,
Vice President, Technology.

Attachment.

WrrrTeEN STATEMENT OF R. C. Mummvé\&cx PrESIDENT, PRATT & WHITNEY
ROUP

THE NATIONAL STOCKPILE

The extreme dependence of the United States on the supply of critical and
strategic materials from foreign sources is increasingll being recognized by industry
and the Government. While over the lonfl run it is likely that economics will force
these materials to flow to our markets, the risk of destructive short-term interru
tions, either through cartels or political action, is high. The National Stockpile, wit!
some major changes in manaﬁempnt philosophy, could significantly reduce the risk

of supply disruptions. The following comments are offered as suggested changes to
the stockpile system.

1. An active part of the material system

In addition to its primary function as a reserve in times of national emergency,
stockpile aoluisitions could be managed to provide incentives for domestic produc-
tion, by establishing floor prices for buying materials in times of slack demand. As
assured minimum price would tend to attract the major capital investments needed
to develop the necessary mining and processing facilities in this country. The
existence of some domestic capacity would have the further benefit of reducing the
size of the stockpile needed to provide emergency protection. On the basis that the
stockpile reserve must cover a three-year emergency, one pound of annual domestic
capacity it e?uivalent to three pounds in the stockl)ile inventory.

times of high demand, the stockpile should also supply material to supplement
normal sources. By establishing a reasonable ceiling price at which material could
be purchased, any cartel efforts by suppliers would be effectively diminished. The
proceeds from the disposal of material should be returned to the stockpile account
rather than being directed to the general fund. Except for the quality problem
discussed below, it is likely that had a modest amount of cobalt been made available
from the stockpile in 1977-78, it would have prevented the extreme run-up in price
and supply dislocations which occurred in that period. By establishing a flow of
material into and out of the stockpile which follows the normal cyclic variation of
demand, the quality of the material contained would tend to be current with
requirements. It is the opinion of the GSA officials responsible for quality that none
of the 42 million pounds of cobalt currently in the stockpile would meet the
specifications required by today's jet engines. t material has been in storage for
at least 15 years and there are apparently no records to indicate to what standard
the material was purchased or in fact that any analysis was ever performed. In
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addition, the technology for measuring and controlling elements which have been
found to be harmful in trace quantities such as selenium were not understood when
this material was put into storage. It is almost inevitable that materials stored for
such long periods will become obsolete.

The problem of substandard quality is not limited to cobalt. Between one quarter
and one third of the titanium sponge in the stockpile is suspected of not being of
aircraft quality. This material was evidently purchased without adequate specifica-
tion control, but again the records are uncertain.

Deterioration is another factor with long storage. The storage of sponge requires
that it be kept in sealed containers under an argon atmosphere. The leakage of air
into these drums would prevent its being used without expensive and time consum-
ing reprocessing. Some of the drums in which the sponge is stored are showing
rusting from the inside.

2. Source for both industrial and defense needs

The stockpile should not be viewed solely as a last resort in times of national
emergency, but should be integrated into industrial production as an active part of
the system on an ongoing basis. The most recent legislation (PL 96-41) is very
restrictive and effectively precludes the use of the stockpile as a stablizing influence
on critical material su(rply.

The stockpile should function to provide material for both industrial and defense
requirements, recognizing that a sound economy and a viable industrial base is
fundamental to maintaining our military strength.

3. Independent management board

In order to provide the desirable long-term stability and incentives through the
stockpile function, it is necessary to devise a stockpile management concept which
provides some isolation from the vagaries of short-term political pressures. To this
end, consideration should be given to an independent management board similar to
the Federal Reserve Board, with the broad charter to protect the non-fuel minerals
interests of the United States. The supl:oly of material from the stockpile in times of
shortage will appear to be price control to suppliers. Conversely, buying material in
times of slack demand will auger of price support to users. It will require a
Solomon-like posture to balance all aspects of the problem.

The management of this major national asset for the overall benefit of the
country, however, can have such a positive effect on our economic and military
strength that it deserves particular attention.

WRITTEN STATEMENT OF PHiLip M. LinpstrROoM, HEcLA Mining Co.

We urge that the 139.5 million ounce silver stockpile should be reduced or
increased only for national defense reasons. We are mindful of the large quantities
of silver needed to maintain a civilian and defense effort in previous wars, the value
of stockpiles related to fast mobilization, the sale of reserves at very low prices
because of market pressures, the high cost and difficulty of quick-buying programs,
and the loss of time and effect when materials are not at hand. However, we are not
able to assess the quantity needed for a war, and must therefore leave the judgment
o:'l:]n ?eg:opriate stockpile size to those more knowledgeable of defense and indus-
trial n .

We urge that purchase or sale not be made for political or budget-balancing
reasons.

When adjustments to stockpile size are ‘appropriate, they should be carried out
gradually through careful purchase or sales to gain the greatest benefit for all
Americans instead of through crash programs, which have been so costly in the past
when gold and silver were sold to meet the short-term objectives of demonetizing
precious metals and/or gaining funds to balance budgets.

WRITTEN STATEMENT oF JAMES E. ANDERSON, INDUSTRIAL DIAMOND ASSOCIATION

We are writing to you in our catpacity as the Washington representative of the
Industrial Diamond Association of America, whose membership is composed of
American companies engaged in the importing and dealing in industrial diamonds
and American companies who use industrial diamond materials in the manufacture
of their products. We wish to advise you of the Association’s current policy with
regard to the disposal of diamond materials from the stockpile and of their concerns
with regard to the sale of materials from the stockpile.

The Industrial Diamond Association is in favor of diamond disposal from the
stockpile as long as the sale of the materials authorized for disposal is conducted in

oigiized by (GOOGle



153

an orderly fashion in a way which does not unduly disrupt the domestic industry.
Further, the Association has long been on récord as being opposed to sales of
diamond materials in the U.S. stockpile to foreign business interests, to foreign
governments or for any golitical purpose. Additionally, the Association is in favor of
the materials being sold in lots small enough in size to permit small American
business interests to successfully bid and purchase the materials.

The Industrial Diamond Association’s present position regarding the sale of indus-
trial diamond crushing bort from the stockpile is that the total amount of bort sold
annually from the stockpile should not exceed 15 percent of the annual free world
consumption (which under present conditions is approximately 3 million carats per
year), or sales of no more than 450,000 carats per year.

We thank you very much for your continued consideration in this matter.

WRITTEN STATEMENT OF AMERICAN IRON AND STEEL INSTITUTE

The American Iron and Steel Institute, which represents 65 domestic steel produc-
ers accounting for 91 percent of U.S. raw steel production, supports the enactment
of H.R. 2912, a bill which provides for the sale of certain materials from the
National Defense Stockpile and also provides for the acquisition of materials under
the criteria set forth in the Strategic and Critical Materials Stock Piling Act (50
USC 98e(a)).

The American steel industry is a major consumer of many of the materials
currently stockpiled by the U.S. Government for use during a national emergency.
Nine of the materials in the stockpile are considered particularly sensitive and are
monitored closely by the industry.

STEELMAKING CRITICAL MATERIALS IN THE U.S. STOCKPILE

Material and unit Goal Holdings 1 [ wsgcm)
Chromium (short ton Cr metal) ....... : 1,353,000 1,173,230 (179,770)
Cobat (POUN £0).......veeeeereerersssssssssssnemeenssesssssssseneseesssssssssmeeeenessesssssasesessensssnss 85,400,000 40,802,393  (44,597,607)
Columbium (pound Cb metal) 2,661,350 2,510,549 (150,001)
Floorspar {Short dry JBE: ....c.q.oivstinenssnmsgosnmmimsnsioeciiusgsionss oo SR ... 3,100,000 1,307,721 (1,792,2719)
Manganese (short ton Mn metal) S 1,500,000 1,974,247 (474,247)
Nickel (short ton Ni4-C0) ... 200,000 S .. (200,000)
Tin (long ton) Y o, NN o, SRR o, WO 42,000 200,477 (158,477)
Vanadium (short ton V metal) ...........coovenrrememeesisesssssnesisnne 8,700 541 (8,159)
Zinc (short ton) i 1,425,000 275,946 (1,049,054)

1As of March 31, 1980.
Source: Federal Emergency Management Agency.

In seven of these nine materials stockpile goals currently exceed holdings. These
deficiencies are particularly troublesome in the cases of cobalt and chromium, since
the U.S. depends almost exclusively on southern Africa to meet domestic require-
ments. A sudden, prolonged disruption in the supply of these materials to the U.S.
could affect the production of stainless steel and other alloys and superalloys, which
in turn would affect industrial production and, importantly, the ability of the U.S.
to produce sophisticated military equipment (includinF Jjet engines).

AISI fully supports the policy whereby quantities of materials which are in excess
of current stockpile requirements are sold and the proceeds used to purchase other
critical and strategic materials which are needed to meet requirements.

[Whereupon, at 12:45 p.m. the subcommittee recessed, to recon-
vene at 2 p.m., in executive session.)
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