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THE INTERNATIONAL WHEAT AGREEMENT

TUESDAY, MAY, 8, 1979

U~1rEp STATES SENATE,
Commrrree ox ForeieNy RELATIONS,
Washington, D.C.

The committee met, pursuant to notice, at 2:40 p.m., in room
49221, Dirksen Senate Office Building, Hon. Frank Church (chairman
of the committee) presiding.

Present: Senators Church, McGovern, Sarbanes, Zorinsky, Javits,
Helms, and Hayakawa.

The CuamaaN. The hearing will please come to order.

OPENING STATEMENT

Today the Committee on Foreign Relations will receive testimony
on the protocols to extend the Wheat Trade Convention and Food
Aid Convention which, together, comprise the 1971 International
Wheat Agreement.

In addition, I want to use this opportunity to invite witnesses, Gov-

ernment and private experts in international wheat matters, to com-
ment on the failure of recent attempts to reach a new wheat agreement
which would have contained substantive economic provisions. I will
also ask that they comment on the likelihood and wisdom of seeking
such an agreement in the near future,

The importance of the American wheat farmer to the continued
vitality of the American economy is, I am sure, well known to most
of those here today. Last year, when the United States registered its
historically large $34 billion trade deficit, only American agriculture
saved it from being worse by aceruing a trade surplus of $13.4 billion.
Wheat exports alone were responsible for $4.3 billion. Continued per-
formance in the world marketplace by American farmers which has
benefited both the United States and the world economy, requires
that farmers earn, on a regular basis, an adequate return for their
efforts, and not be subjected to the extreme gyrations in world prices.
The International Wheat Agreement before us today lacks economic
provisions which might make this goal achievable,

The International Wheat Council, which will continue to function as
a consequence of continued U.S, participation in this Wheat Agree-
ment, has served a useful purpose both as a forum for discussion of
world wheat problems and as the information collection and distri-
bution network on wheat price and production activities. The mini-
mum food aid pledges of 4.2 million metric tons of grain annually to
needy nations throughout the world will also continue with the exten-
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sion of the Food Aid Convention. These are useful provisions in the
current agreement.

It is unfortunate, however, that nations were unable to concur on
new provisions which would have improved world wheat trade by re-
ducing trade barriers, moderating price swings, and enhancing food
security, especially of poor nations, However, I was heartened to note
that U.S. negotiators did'not accede to demands by other nations which
might have made a new agreement possible, but one which failed to
improve the functioning of world wheat markets to benefit the Ameri-
can farmer.

However, recent failure to reach a new agreement shounld not, and
must not, put an end to attempts to find a method of more equitably
sharing the burden of wheat stock accumulation and production
adjustments due to shortages and surpluses in the international mar-
ketplace. For too long the United States has acted as the world’s
shock absorber during periods of both tight and excessive supplies.
In 1978, for example, the United States was the only nation with
a conscious reserve policy and the only exporting nation which has
traditionally taken the initiative to adjust supplies through acreage
reduction.

A question has been raised as to whether the United States or other
major wheat exporters should use grain as a weapon against ever
increasing prices of OPEC oil—expressed by the slogan, “A bushel
of wheat for a barrel of 0il.” This proposal would require that major
wheat exporting countries form a wheat cartel and link wheat prices
to oil prices. While on its face the proposal may seem attractive, it has
serious problems,

First, in order for any wheat cartel to be effective, all major wheat
exporting countries must be participants. Australia and Argentina
have suggested that they want no part of such a cartel. This would
leave the United States and Canada to stand alone. Increasing the
price of wheat to $20 a bushel in order to match the price of a barrel
of oil would gain nothing for the United States or Canada in the
long run. Rather, it would divert purchases from us to other com-
petitive wheat exporters, or make it economical for formerly import-
Ing countries to begin to produce domestically.

Second, charging $20 a bushel for grain ‘would severely penalize a
majority of wheat consuming countries of the world who are not
members of OPEC. In fact, Arab OPEC conntries import only mini-
mal amounts of wheat from the United States—less than 5 percent of
all T7.8. wheat exports,

Any action that wheat exporting countries take to raise wheat prices
in order to provide a fair return to wheat farmers must be taken as a
united front and must take into consideration a respongibility for
world food security, as well as providing farmers with a fair and
adequate income. To my mind, an agreement by major exporting
countries on some minimum export price for wheat could meet these
objectives, while not unfairly burdening world wheat consumers, or
driving potential customers to other countries.

Our first witness this afternoon is the Honorable Henry Bellmon, a
Senator from Oklahoma.

I am happy to welecome you here, Henry. Please take the witness
chair and present your testimony as yon may desire.
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Before we start with the testimony, though, T want to acknowledge
the presence of Senator Zorinsky.

Ed, sometimes down there at that end you get lost in the shadows.
For a moment, I didn’t see you.

Do you have an opening statement that you would like to make?

Senator Zorinsky. Thank you, Mr. Chairman, I do not. But I would
like to comment, just briefly, that many of us are deeply saddened
that we were not able to obtain a new International Wheat Agreement.
Our country has long continued to react, rather than be the initiator of
action concerning fair prices worldwide for wheat. We continue to
become the residual seller of wheat.

We have to continue to strive to maintain a will to the future for
an International Wheat Agreement, one that returns a just and fair
profit. It is not something that needs additional rhetoric. It is some-
thing toward which we are going to have to strive much harder in
the future to help accomplish on behalf of the many people we repre-
sent. It is the only way this country is going to offset its deficit with a
trade balance with the rest of the world. I think this is extremely im-
portant. Indeed, this is one of the more important items to come before
this committee with regard to the future economics of agriculture in
this country.

Thank you, Mr. Chairman.

The Cramman. Senator Zorinsky, I certainly agree with your
comments.

Senator Javits, do you have any opening remarks?

Senator Javirs. Thank you, Mr. Chairman. I am here to listen and
to learn.

I used to be called the “Window Box Farmer from Manhattan” when
T wasin the House of Representatives. [ General laughter. ]

[ am glad to see that as ranking member of this committee, my
estate is enlarged.

Thank you.

The Cramyman. Window boxes are better for tomatoes than wheat.

Senator Javrrs. Right.

I would like to affirm my strong conviction respecting the great role
of agriculture, both in the humanitarian sense and in redressing the
balance of trade. T always believe in riding strength as a technique
for human action. T am very interested in what we can do and how
we should do it.

I thank my colleagues for their expertise and T hope to learn and
profit and will act accordingly.

Thank you, Mr. Chairman.

The Cramyan. T believe this may be the first occasion when it
might be reasonably assumed that other members on this committee
have a laroer measure of expertise in the subject matter than the Sena-
tor from New York. Tt rarely happens. [General laughter,]

Senator Bellmon, we look forward to hearing your testimony.
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STATEMENT OF HON. HENRY BELLMON, A U.S. SENATOR FROM THE
STATE OF OKLAHOMA

Senator BeLraox. If there is no objection, I would like to submit my
prepared remarks for the record and will speak extemporaneously.*

The Camaran. That would be appreciated.

Senator Berrmon. First let me say I think it would be a mistake
to downgrade the expertise of the Senator from New York. His son,
as I recall, went to Nebraska and worked in the wheat harvest 3 or 4
years ago, and I am sure that Senator Javits got a fair amount of
education, second hand, at least, from his son’s experience.

Senator Javrrs, That’s right.

The Caamymax. I withdraw the remark, then. [ General langhter.]

Senator Berraron. Also, at the beginning of my remarks I would
like to express my own personal opposition to any kind of policy or
program that this country might embark upon which might attempt
to raise the price of a bushel of wheat up to a level of a bushel of
crude oil. This is absolutely unworkable, to me, and I hope no one
will get the impression that I am here in support of any such idea.

The one point I would like to make most forcefully, however, is the
fact that at the present time, the United States and Canada are
selling their grain—primarily wheat—at well below the cost of pro-
duction. Tt is now costing something like $4 a bushel to raise wheat
in this country, and that price varies, depending on the season, the
land costs, and the prices of other production inputs. We are selling
our wheat for less than it costs to grow it, and this is a foolish and
absolutely indefensible policy.

The reason we are doing this is because the United States and
Canada both are producing more grain than the current world markets
will accept, and the result is we price our grain low enough to try to
move it. The end result is we have the price now down to where we
are threatening to drive a lot of growers out of the business.

T might say that T give you this information based on my own
personal experience, T am a wheat farmer, and every year, when I
compute my income tax, T am absolutely appalled to see how much
money our farm loses. T know that farmers who do not have the side
income of a Senate salary are in real difficulty. We just cannot go
on this way forever.

The problem is that we have had a situation where we compete
with the Canadians for a market that is not as great as our supply.

T might also say that T think the committee is fortunate in being
able to hear Secretary Hathaway and Mr. Tom Saylor, who have
recently been in the Southern Hemisphere and who, I am sure, will
have a current report on conditions there.

Let me now get down to the specifies of my statement to the
committee.

T was one of the people, along with Senator McGovern and Senator
Melcher, who went to Winnipeg about a year ago to meet with the
Canadian Wheat Board and with members of the Senate committee
of the Canadian Parliament to talk about a joint effort between the
United States and Canada to find a way of pricing the grain we
export in a more realistic manner.

1S8ee p. 45 for Senator Bellmon's prepared statement.
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We were given a very welcome recept ion by the Canadians. They
recoonized that the present situation is damaging to both countries,
and I took them literally when they said that Canada is hurting worse
than we are. They are much more dependent upon wheat exports than
is the United States. Therefore, I believe they are ready to work
cooperatively to set in place some kind of mechanism to stop the
cut-throat competition that is hurting both countries.

What they would like to see us do 1s raise our wheat support prices
to levels that would guarantee them a reasonable income. But when
we do that, they simply go all out and produce fence row to fence row
and expect us to eut back our production to balance supply and
d(‘mnmll. I am not at all persuaded that this is the right way to go.

On February 6. I introduced S. 356, a sense of the Senate resolution
to encourage the President to work with the Canadian authorities to
establish & Grain Exporting Stabilization Commission. I would like
to take just a moment to explain the way I believe this Commission
might work.

The Commission, T would hope, wonld be made up of representatives
of the United States, Canada, Australia and Argentina. These four
countries together export more than 85 percent of the wheat that
enters into world commerce.

The Commission, once it is in place, would meet and assign to each
of those four countries, and to other countries that might later choose
to become members, a share of the market based upon the historic
level of exports. Then, the countries would also agree on a minimum
price. T would suggest $4.50 a bushel. T know that Senator McGovern
is recommending $5. But I suggest a price somewhere in this range
as the port price. The farmer would get that price, less the costs of
transportation and handling. So, it would come out to be between $4
and $4.50 a bushel roughly at the farm.

COMPARING COSTS OF PRODUCTION

The Cramaan. May T ask a question at this point?

Senator Berraron. Of course.

The Crarmryax. How does that price compare with the cost of
production in Argentina or Aust ralia, for example?

Senator Brrraox. It would probably be better to ask that question
of Secretary Hathaway. Ie has recently been there and I believe has
current information. i

The Cramaran. All right.

_ Senator Berryox. The situation in Australia is different than it
is here because much of the land there is owned by the government,
as T understand it, and is leased to the producer so that land costs
are substantially less than ours.

The Canadian_cost, however, is not greatly different than ours.
While Secretary Hathaway can answer this better than I can, T would
imagine that this price would be attractive to the Australians. But
if they are limited on the amount of bushels they can export, then
we would not expect to see a huge increase in their production.

INTERNATIONAL GRAIN COMMISSION

Once each country’s market share has been established and once
the price has been set, then, if this International Grain Commission
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operates the way T anticipate it would operate, it would establish a
fee per bushel for grain to be exported. In other words, if the price
at the farm is 83 a bushel and we are trying to get the price up to $4,
then, in order for an American grain exporting company or for the
Canadian Wheat Board to sell grain, they would first have to buy
an export license or pay an export fee on the amount of wheat they
wanted to sell.

To figure this out, let’s use the simple figure of $1 per bushel. Tet’s
say that Continental Grain had an order for 10 million bushels of
wheat. They would first buy an export certificate for $10 million from
the Commission. Then they would be free to sell the grain to their
customer abroad. The Commission would hold back the small operat-
ing costs it would have, which would be very insignificant, and would
transmit the balance of the amount the grain company had paid to
the U.S. Treasury, which would then transmit the money to the
producer based on the amount of grain that the producer had sold.

I would suggest that for humanitarian reasons the Treasury hold
back at least 10 percent of the money to be used to help meet the food
needs of the poorer of the developing countries. We are not trying
to work a hardship on the countries which depend heavily on the
grain that we sell. Rather, we want to get the price up to the countries
that can afford to pay more for their food.

SELLING GRAIN BELOW PRODUCTION COSTS

There is another side to this and that is this. When we sell grain
so cheaply and so far below the costs of production, we are actually
inhibiting the efforts of producers in the developing countries to in-
crease the food production from those poorer parts of the world.
They need a decent price so that they will be able to buy the fertilizer
and afford the better seed and better eultural practices that are neces-
sary to bring their food production up to their own domestic needs.

TWO PRICES FOR WHEAT

The Cramyan. Senator, would your plan create two prices—an
export price for wheat which would differ from the domestic price?

Senator Berrarox. That is one of the results. The domestic price
for grain would not necessarily be impacted. The impact wounld be
on the grain that is exported. When we are talking abont wheat.
that is about two-thirds of what we grow. We export roughly twice
as much as we use, \

This would have another effect which would be helpful as far as
Congress is concerned and that is by increasing the selling price of
grain that we export. the cost of onr present farm program, under
which we make a deficiency payment to growers when the price is
below the target price—that is, the cost of that deficiency payment
would go down by a factor of about two-thirds. In other words, if
the farmer got above tarcet price for the wheat that is exported,
then there would be no deficiency payment owed by the Treasury on
that grain. i .

The Cuamman. So it would result. first. in giving the farmer a
return on the grain that was exported, and second. it could be ex-
pected to reduce the cost to the taxpayers at large of the present
price support program ? )
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Senator Berrarox. That's right. Also, it would provide some in-
come or some funds to be used to help meet the food needs of the
poorer developing countries.

It would have other advantages, too. Our balance of payments
would be significantly improved because the wheat that now goes to
Japan and Western Europe at these low prices does not earn as much
foreign exchange as it should.

Another matter that makes it imperative that we act is at the pres-
ent time, Japan attaches something like a $6 per bushel tariff on
wheat the minute it reaches that shore. The European community
attaches an export duty of something like $5 a bushel, or near to that.

Last vear, the Treasury of Japan had an income of about half a
billion dollars from the duty they had collected on our wheat which
we had sold at a loss. We are not doing any favor to the Japanese
consumer by selling our wheat so cheaply because by the time it
reaches the tables of Japan, the price has been almost tripled. The
price has more than doubled by the time it reaches our consumer in
Western Europe.

All we are :L)iny_r here is trying to see that our grain growers get
the higher price and that this “cheap grain” does not benefit the
treasuries of these other countries. :

THE SUPPORT FOR THIS PROGRAM

The Crammax. Do you know whether your proposal is opposed
by farm organizations, farm growers’ organizations? Is it opposed
by these groups? If so, for what reason?

Senator BeLraox. Senator McGovern and I appeared on the na-
tional program for the Farmers Union Convention out in Kansas
City about 4 weeks ago. We received a warm reception for our pro-
posal. Also, the chairman of the Senate Agriculture Committee of
Canada was there.

It is my understanding that the Farmers Union did adopt a resolu-
tion favoring this approach. Now, I cannot speak for the Farm
Bureau, but. I am of the opinion that at least the commodities organi-
zations. the various wheat growers organizations, are strongly for
it, as is the Farmers Union.

I have a copy of the press release issued April 18, which states that
Secretary Bergland is meeting on May 10, in Saskatoon, Saskatche-
wan. to talk over an arrangement with the Canadians. T believe that
the Australians and the Argentinians are also going to be represented
in talking about something along this line.

So, apparently the administration is getting interested in this as
well.

Thank you, Mr. Chairman. That completes my statement.

T would say that T would support an extension of the Wheat Trade
Convention and Food Aid Convention, but I think we have to go
further than that.

THE INTERNATIONAL WHEAT AGREEMENT EXTENSION

The Cramyan. I'm glad you brought that up. I was going to ask
that question next.

Do you think we should go through with the extension that is
before us?
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Senator Berraron. Yes; T do. T wonld support the extension except
I think we need to go further. The Wheat Trade Convention is not
going to help us get a reasonable price for our grain. We need to take
that step, but we need to go further and try to work cooperatively
with the other grain exporting countries to try to get better grain
prices,

The Cramyan. Senator Bellmon, T want to commend you for the
role you have played in trying to devise a method that would enable
our wheat farmers to prosper in this country. Tt is ridiculous that we
should be in a situation where we are subsidizing so many foreign
nations, and that is precisely what we are doing when we sell wheat
for $3 or $3.25 a bushel and the Japanese then turn around, after
buying it at that price, and sell it for $9 or $10 a bushel. The Euro-
peans do virtually the same. Tt is clear that we are simply subsidizing
the world market and are depressing our own prices and driving our
own farmers to the limits of survival, when they are the most efficient
producers of wheat in the world.

This policy makes no sense.

I don’t know of another country in a similar situation that would
tolerate such a policy.

Senator Berraon. T agree. T imagine our customers abroad must
think that we are pretty soft in the head to let this go on. I think they
are right.

PRESERVING THE LOWEST POSSIBLE COST

The Cramaran. Some have justified this practice on the grounds
that we are actually preserving the lowest possible price in our own
markets and supermarkets for our own consumers by keeping these
prices low. What do you think of that argument.?

Senator Berryox. Mr. Chairman, let me sav two things about that.

In the first place, the proposal I have made would not impact on
domestic grain prices, so that is another issue, But, so far as domestic
grain prices are concerned, if we talk just about wheat, the cost of the
wheat that goes into making up a loaf of bread is almost insignificant.
At the present time, it is less than 5 cents of the total price of a loaf
.of bread. Tf the price of wheat doubled, it would be 10 cents of the
probable 50 cents or so people pay for a 1-pound loaf of bread. I
don’t believe there is any justification for holding prices down below
the cost of production for the domestic consumer. But, at the same
time, knowing that inflation is a major problem, I would think if
we could get a reasonable price for the wheat we export, growers
would not insist that we try to take steps immediately to try to in-
crease domestic prices. . i

We are going to have a higher domestic price if something isn’t
done because we will see the production of wheat go down dramati-
cally within the next 5 years. Then there will be shortage, and we
remember what happened when there was a shortage a few years ago.
The price of wheat almost doubled and consumers did feel some sting
as a result of that.

BEEF PRICES AND OTHER COMMODITIES

The CHAmRMAN. Yes; we are seeing that happen now in cattle.
Senator BeLraox., Yes; that is true.
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Consumers were able to buy their beef at a sacrifice for many years.
But after the farmers reduced their herds, as they had to do in order
to survive, we saw the price of beef double. i

I think it is in the consumer’s interest to have some stability in
the price of wheat and at a level that would allow production to
remain at a high level.

The Cuamrsax. I agree. ]

I think the same thing applies to sugar or to any other commodity,
where a stable, fair price at home in the long run will serve the con-
sumer better than a wildly fluctuating world market. Yet, it is very
difficult to persuade our urban friends from the big cities of this coun-
try that this is so. One of the most difficult problems I know is to get
this message across to people who have little connection with the
farms and simply assume that the farmer is making a killing because
the price is going up at the supermarket. .

Senator Berrmox. It often escapes consumers that of the price they
pay at the grocery counter, probably on the average only 40 percent
goes to the producer of the food. In the case of grain, maybe as little
as 10 or 15 percent goes to the producer. The rest of it is for packaging,
marketing, transportation, and labor and the other costs of
distribution.

The Caamyan. Thank you.

Senator Javits, do you have any questions?

Senator Javrrs. Thank you, Mr. Chairman. I have one thing to ask
Senator Bellmon.

ECONOMIC INTERESTS AND THE EUROPEAN COMMUNITY

What is the relationship of this network of economic interests which
you have described and the common agricultural policy of the Euro-
pean community ¢

Senator BerLuymon. Well, Senator, there is no direct relation. The
common agricultural policy of the EEC is—I almost want to call this
the enemy, as a matter of fact. The Community has countervailing
duties that make it impossible for our grain to reach that market at
a competitive price. While I would hate to say that what I am recom-
mending is an effort to defend against the common agricultural policy,
I think we need to take action here which will give our grain pro-
ducers something like the same protection that the EEC gives its
growers through the common agricultural policy.

I would be very happy to see a world in which agricultural com-
modities move freely across national borders without tariffs or other
kinds of restrictions. But that just does not happen. The Japanese do
not allow it and Europe does not allow it. The result of this is that
our growers, who are the world’s most efficient, simply do not have
access to those markets on a competitive basis.

RIGHTING THE COMPETITIVE SITUATION

Senator Javrrs. To what extent will this agreement right the eom-
petitive situation ¢

Senator Berramon. It will right the situation up to the point that
this International Commission feels is equitable in setting a floor
under exported grain prices.
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Senator MeGovern is here now, and he has his own figure, But I
assume the Commission would arrive at a figure somewhere between
$4.50 and $5 per bushel at the port. I would not think—and I certainly
would not support, and I doubt that our Government would support
a Cominission that tried to raise the price of wheat to be equal to the
price of a barrel of oil, or did anything of that kind. But I would
think as long as the Commission stayed at a level that gave the grower
cost of production plus some very modest profit, we could continue to
have popular support for that kind of activity.

Senator Javrrs. I see you note that wheat is being sold with a duty
by the l'}m-nl:r-:m community of $3.90 per bushel. This means it is
probably selling in excess of $7 there. So we are just about making up
half that difference by the operation of this agreement.

Senator Berraron. Right.

Senator McGovery. If the Senator from New York would yield,
that $3.90 goes right into the Treasury of the European countries.
The same is true for Japan. And this 1s a time that we are running
a balance of payments deficit of very serious dimensions, as the Sena-
tor knows.

Senator Javrrs. Of course,

Senator McGovern. So I think this is a matter that calls for some
kind of joint action on the part of the wheat exporters.

Senator Brrraon, Senator McGovern, let me say that before you
eame in I talked about our trip to Winnipeg and the reception we

ot from the Canadians. I also made the point that the Japanese
easury profited to the tune of about $500 million from our wheat
exports last year, and the European community governments made

$325 million in this way. So, they are doing well by themselves be-
cause of our unwillingness or inability to price our grain at a more
equitable level.

LIMITING THE PROPOSAL TO THE UNITED STATES AND CANADA

The CHARMAN. Senator, T have just one other question.

Do you think that your proposal and Senator McGovern’s proposal,
would work if it were limited to the United States and Canada?

Senator Berraox. The United States and Canada together export
about 60 percent of the wheat that moves into world markets. So, it
would work to some extent. But it would give the Australians and
the Argentinians, who together export about 25 percent of the wheat,
a free ride. I think we should try to get them in. I would have serious
reservations about setting up such a Commission unless they were
members, .

Secretary Hathaway can talk about Australia better than T becanse
he has recent firsthand experience, but that country does have the
opportunity to greatly expand its wheat production. If we give
Australia this kind of price floor, I think we would see a rapid in-
crease in wheat production and export from Australia at a price
below ours,
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THE MULTILATERAL TRADE NEGOTIATIONS CODE

Senator Javirs. I have one other question, and it concerns the MTN
subsidies code, which we will be approving here. Does that help us
at all in this area ? e .

Senator Berramon. Senator Javits, I am not that familiar with the
new arrangements that have been agreed to in the MTN Treaty. I am
of the opinion, based on the little knowledge I have, that the MTN
alone is not going to deal with this problem. I think our negotiators
did the best they could, but I don’t believe they got as many conces-
sions for agriculture as we had hoped. _

Senator Javrrs. I think that is right. Our code does not reach this.
That is really one of the real deficiencies.

Senator McGovery. Mr. Chairman, with regard to your question
about the Canadians and the Americans doing this alone, when we
were in Winnipeg, Senator Bellmon and I got a telegram from the
Australian Minister of Agriculture. Henry, refresh my memory if I
am wrong in my recollection of this. It indicated their eagerness to
participate in any kind of action that Canada and the United States
took.

A couple of months ago, when Senator Bellmon and I were going
down to Kansas City to explain this proposal to the National Con-
vention of the Farmers Union, we got a message from the Argentine
Emha.f-}rey saying that they were very much interested.

The Caamyax. How do the Canadians feel ?

Senator McGovery. Well, the Canadians are ready to go from all
indications,

The Cramyan. Then what is the problem?

CONCERNS OF THE ADMINISTRATION

Senator McGover~. Secretary I—Iathawaly and other witnesses can
t

explain the administration’s concerns, but I think there are some con-
cerns about the inflationary impact, about producer arrangements
that leave out the importing country concerns. We tried to bring them
all together in the Geneva discussions, but that fell through after an
effort of about a year or a year and a half.

There doubtless are some practical problems in working out an
arrangement of this kind. It puts the Congress in an awkward posi-
tion to be taking the initiative on this because clearly this is an execu-
tive branch area of responsibility, to negotiate international
agreements,

I think Senator Bellmon is on the right track in everything he has
said here today. I read his statement. We have worked very closely
on this and T am sure it has broad bipartisan support in the Congress.

Just laying aside the farm interests—though personally that is the
matter in which I am most interested—even from the standpoint of
those who are concerned about the position of the dollar and those
who are worried about the balance of payments and about the inter-
national monetary situation, I would think they would be vitally

interested in some proposal that would increase ‘our earnings. That
1s really all we are saying.
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Those of us from farm States are bombarded with such statements
as “A bushel of wheat for a barrel of 0il.” Well, obviously, even com-
ing from a wheat State, I don’t expect a bushel of wheat to bring the
price of a barrel of oil because you cannot replace the oil once it is

one, though you can grow more wheat. But I don’t understand why
We oucht to be selling wheat for $3 or $3.50 a bushel in 1979 when it
was selling for $5 a bushel 5 years ago, and since then the price of oil
has quadrupled.

Neither Senator Bellmon, nor I, nor anyone else that I know of,
is talking about quadrupling the price of wheat. But we are saying
that international markets could easily carry another dollar a bushel.
When you are talking about billions of bushels, that is a lot of money.
Right now a sizable chunk of that money is going right into the
treasuries of Japan and the European community, and at least a part
of it ought to be coming back here to the United States to our own

producers.
PURSUING THE MATTER WITH THE STATE DEPARTMENT

The Cramymax. I could not agree more. I think this committee
should pursue this matter with the State Department. It is within our
general realm of business and relates to the foreign economic policies
of this country. It would involve the necessity for an agreement be-
tween this country and other foreign governments. '

We have to find an answer to the wheat problem. If the administra-
tion needs some prodding, T think this committee should undertake to
do it. We have three farm State representatives here today, and we
have Senator Javits’son. [General laughter.]

Senator McGovery. New York is one of the biggest farm States in
the Union. i

The Cramaman. Senator Zorinsky, did you have any comments at
this time?

Senator Zorinsky. Mr, Chairman, T would like to say that I cer-
tainly respect and commend Senator Bellmon for the initiative that he
has taken with Senator McGovern. T am sure Senator Bellmon does
not need to be reminded that he has a lot of sympathy toward his goals
on this particular committee inasmuch as over a third of the member-
ship of the Foreign Relations Committee also has membership on the
Agriculture Committee. As a matter of fact, there are gix of us with
this joint membership. I certainly want to do what I can to support
a better climate economically for agriculture.

A DOMESTIC LICENSING SYSTEM

You mentioned before that there are a few little catches as far as
how to get something like this to work, one of them being how would
you propose a domestic licensing system within marketing quotas. Who
gets to export the grain? Do you take turns? Would the International
Commission determine the amounts private or U.S. exporters could
sell? Each of the other major exporters has a government marketing
agency on its behalf and we don’t. '
_ Senator Berraox. Senator, that is an important problem, but I think
it can easily be dealt with in this way. Let’s assume that in a given
marketing year the United States share was 1.2 billion bushels, This
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is set by the International Commission. Then, if a grain exporting
company, say Cargill, had an order or anticipated an order for 10 mil-
lion bushels. it would go to the International Commission and pay $1
per bushel for the certificate to export that much grain. It would pay
the $10 million, or $1 per bushel. Then it would have the right to sell
that much grain to whatever customer it had on the line.

The Commission then would rebate that money to the U.S. Treasury.
The Treasury, under my plan, would hold out something like 10 per-
cent to help meet the food needs of the poorer count ries. Then, at the
end of the marketing year, it would give that money back to the pro-
ducers based upon the amount of grain they had actually sold.

So there would be no problem. Once the countries had agreed on
what share each country had, then the company, whether it is Cargill
or the Canadian Wheat Board, would have to buy the certificates.

Senator Zorinsky. How would you arrive at a common denominator
between us and Canada, for example, for transportation costs on wheat

yroducts since they have nationalized their railroads and in many
instances there is this price differential ?

Senator Berraron. If we set the price at the port and if the Cana-
dians want to subsidize their railroad, then their growers would bene-
fit from that subsidy.

Senator Zorinsky. I see.

Senator Berryoxn. Mr. Chairman, you raised a point about why don’t
we go ahead and do this. T think there is another reason upon which
Senator McGovern did not touch.

PHILOSOPHY DISTASTEFUL

It is probably philosophically distasteful for the United States to
move in this direction. We have always, at least theoretically, spon-
sored free trade and would like to see the market set the price. I am for
that, but in the real world that does not happen.

The Cramymay, We should be getting the message when we con-
sider the historie, record-breaking deficits of our own trade balances.

Senator Beriaon, True. I think we are now almost forced to take
defensive action. What is our current trade deficit with the Japanese?

The Cramyax. It was $11 billion last year.

Senator Berraon. Yes, and they made $500,000 on the duty they put
on our wheat which we in effect sold them at a charity price. To me it
is repugnant that we let that happen.

The Cramrman. They are eating us up, literally.

1t seems to me that something is wrong with our national nervous
system. It is like we lost a whole leg and the nervous system has not
yet gotten the message to the brain, Really, the State Department will
no doubt oppose this in every way possible. We will have to choke it
down their throats.

Senator Berramon. I also recall that they also opposed the 12-mile
fishing limit, and now they seem to think it was a good idea.

The Craamyan. I know.

Senator Zorinsxy. Mr. Chairman, there is one insight about which
I would like to ask.

48-598—T9
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NEW COMPANIES AND QUOTAS

Going back to my original question on how we would disseminate
these orders if we once filled our quota, what about companies that are
coming in new to the business cooperatives or those that could not
afford to put up front money, the $1 per bushel? Would they be pre-
cluded once the quotas were filled ?

Senator Berraron. Onee the country, whether it is the United States,
Canada, Austrailia, or Argentina, has been issued its certificates by
the International Commission, then that is all for that country until
either the new marketing year begins or until other countries have sold
ont and there is another allocation.

Senator Zormnsky. It would be on a first come first serve.

Senator Berryox. That’s right.

But so far as a new marketer is concerned, one marketer would have
the same right as another. In the United States, it would not be just
the current large grain companies. If some new entity wanted to get
into the business, it could come in and make the purchase. I would say
that the ones who do not have the money to buy the certificates have
a problem. But I would assume that the financial institutions would
be willing to work with a company that had a legitimate order and
could show that it was going to show a profit when the transaction
was finally coneluded.

Senator Zorinsky, Thank yon, Senator.

That is all I have, Mr. Chairman.

The Cramraan. Are there any other questions for Senator Bellmon ?

[No response.]

SENATE RESOLUTION

The Cuaamwman. Senator Bellmon, if this committee were to consider
the following resolution, what would be your reaction to it? “Re-
solved, that 1t is the sense of the Senate that the current situation in
the world wheat market makes it imperative that the President ac-
tively work toward convening a negotiating conference of wheat
exporting nations with the intent of reaching a cooperative arange-
ment to establish a minimum export price for wheat,”

Senator Berraron. Mr. Chairman, I would be delighted to see the
committee take such action.

I rather think the administration is leaning a little bit in this
direction already. I would think some moral support—even a little
push—from this committee, would have a very salutary effect upon
what may be going to happen anyway.

So I would strongly make that recommendation.

The one thing I wonld suggest is that we think in terms not just
of wheat, but of grain. There 1s some reason to include other types of
grain, particularly feed grains, in any kind of arrangement that is
worked out.

The Cramyay. Senator Bellmon, thank you very much for your
very helpful testimony, 7

Senator BeLLmon. Thank you, Mr. Chairman.

VYOTE ON SENATE FLOOR

The Cramyan. There is a vote on the floor and we will have to
recess to cast our votes. Rather than coming back to this room, be-
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cause there may be other votes that will interrupt, T think we had
better take up the meeting, after this vote, in room S-116, of the
Capitol Building. : .

[A brief recess was taken and the hearing resumed in S-116, the
Capitol.] :

The Cxamaran. Secretary Hathaway and Deputy Assistant See-
retary Calingaert, you represent the Departments of Agriculture and
State, respectively.

Mr. Harmaway. Would you like both of us to appear before the
committee togther? Would you like Mr. Calingaert to appear with me ?

The Cramyan. Yes, please. And would you please introduce your
associates?

STATEMENTS OF HON. DALE E. HATHAWAY, UNDER SECRETARY
OF AGRICULTURE, DEPARTMENT OF AGRICULTURE; ACCOM-
PANIED BY: TOM SAYLOR, ASSOCIATE ADMINISTRATOR,
FOREIGN AGRICULTURAL SERVICE, AND HON. MICHAEL CALIN-
GAERT, DEPUTY ASSISTANT SECRETARY FOR ECONOMIC AND
BUSINESS AFFAIRS, DEPARTMENT OF STATE; AND JACK BOYLE,
CHIEF, FOOD POLICY DIVISION

Mr. Harmaway, This is Tom Saylor, Assistant Administrator of
the Foreign Agricultural Service, who also was the on-the-spot
negotiator for much of our wheat negotiations. He might be helpful
in answering some of your questions.

Mr. CaviNcaerr. On my right is Jack Boyle, Chief of the Food
Policy Division of the Department of State.

The Cramaran. Thank you.

You gentlemen have heard the testimony of Senator Bellmon.

What do you have to say about it ?

By the way, if you have prepared statements, I would suggest that
these be put in the record and we can then go directly to questions.

Mr. Haraaway. I would be glad to put my prepared statement in
the record, which does cover basically the questions that you requested
in your letter regarding the extension of the agreement and what hap-
pened in the negotiation.?

The Caamarax. Would you highlight that for us, please?

NEGOTIATIONS OF THE INTERNATIONAL WIHEAT AGREEMENT

Mr. Haraway. T think it might be useful, Mr. Chairman, if T just
pointed out where I believe we stand insofar as the negotiation is
concerned. )

After several previous attempts, the final negotiating session—or the
last negotiating session—took place in January and February of
1979. Basically, at the time the conference was adjourned, there were
three significant outstanding issues which were not resolved. One issue
was the size of the reserve stock commitments which we felt would

be necessary to maintain wheat price stability and to provide adequate
food security.

1.8ee p. 47 for Mr. Hathaway's prepared statement.
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The United States, the other exporters, and most of the developing
countries had supported a total figure of approximately 30 million tons.
At the end of the conference, the pledges that had been made totaled
only 18 million tons. Of those 18 million tons, some 4 million tons were
stocks that would have been held by countries that would basically be
unlikely to release them to world markets. Thus, it was our firm
opinion that the stock size that would be available for price stabiliza-
tion and food security purposes was far short of what was necessary
to provide for an effective agreement.

The Caam»ax. I am glad you did not go forward with it on that
account alone. We had experience with the tin agreement, and, as
you know, it has been the inadequacy of the buffer stocks that has
probably accounted for the failure of that to achieve its objectives.

PRICE LEVELS FOR RESERVE STOCKS

Mr. Harraway. The second point was the price levels for the reserve
stock accumulation and release. We did have general agreement among
the exporters and a number of the other key countries, but a sigmificant
number of the developing countries and some other importing coun-
tries insisted on stock accumulation and release levels which we did not
think would provide a realistic range in terms of either adequate
producer returns at the bottom level. Given particularly the inadequate
stocks and the early release at the upper level, we felt the stocks would
have just disappeared and had no significant effect in mitigating ex-
treme market rises.

SPECIAL PROVISIONS FOR DEVELOPING COUNTRIES

Third, there were a series of provisions for developing countries
which gave us difficulties in a variety of ways. Among them were spe-
cial rules for accumulation and release at different price levels, and we
found it extremely difficult to understand how they would be ad-
ministered, Also, there were a number of provisions that essentially
amounted to the writing in of foreign assistance transfers into a coni-
mercial wheat agreement. We felt that the mixing of these two was
not a desirable thing.

In any case, these three issues were never resolved. The conference
ended with a resolution calling for an extension of the 1971 agreement
and for continuing consultations bet ween countries.

The Cuamman. That is the agreement that is now before us, is
it not.?

Mr. Harnaway. That is the agreement that is now before you,
Mr. Chairman.

THE OBJECTIONS OF THE INTERNATIONAL WHEAT AGREEMENT

The Cramaran. Well, T don’t suppose that will give the committee
any difficulty because it is sort of a declaration on motherhood. It
won’t do our wheat producers any good, though. T suppose it is more to
our advantage to be a party to the continuing agreement for the sake
of appearances in order to keep our line of communications open with
other wheat producing countries than to reject it or repudiate it be-
cause we failed to achieve the kind of agreement we sought.
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I think you did the right thing. If you brought an agreement here
that we all felt would not achieve its objectives, it probably would not
have gotten out of this committee anyway and would have been futile.
You were quite right in giving up when it became apparent that a
satisfactory agreement would not be achieved.

ALTERNATIVE PROCEDURES

That brings up the alternative way of proceeding. Suggestions were
made by Senator Bellmon and were strongly supported by Senator
McGovern of a much simpler way of addressing the problem, by going
to the principal exporting countries—there are only four in number—
and trying to work out a satisfactory agreement with those countries
that would at least establish a satisfactory minimum price for export
purposes,

What is the present position of the administration in regard to the
Bellmon proposal ?

THE ADMINISTRATION'S POSITION

Mr. HaraAway. Basically, T would like to start back a bit and point
out that the administration’s position is that we still believe the multi-
lateral approach to providing stability and food security in the inter-
national wheat market is the best approach. We think there are some
problems, in terms of the exporters alone doing this. Tt is partly
because the holding of stocks costs money. We believe there ought to
be burden sharing in this, and we see no particular reason that this
burden sharing should be limited exclusively to exporters when, in
fact, there are a number of wealthy importing countries in the world
that could make substantial contributions to that burden sharing.

THE MEETING IN CANADA

I might just point out, as Senator Bellmon has suggested, that
Secretary Bergland and I will be going to Canada the day after to-
morrow to meet with the Ministers of Agriculture of Canada and
Argentina and with senior representatives of the Government of Aus-
tralia and the Australian Wheat Board. Basically, we are going to
discuss the possibilities for expanded cooperation among the exporters
in terms of both alternatives to resume the broader international
negotiations and interim arrangements which might be taken in the
meantime in order to improve or stabilize the returns to wheat
producers.

LIMITS ON EXPORTER COOPERATION

Specifically regarding Senator Bellmon’s suggestion, it seems to me
that there are some things that have to be taken into consideration.
It does put some reasonably basie limits on exporter cooperation alone.
The four exporters that are meeting do, T believe, export approxi-
mately 80 percent of the world’s wheat exports each year. However,
those four exporters produce only slightly more than one-fifth of the
world’s wheat. There is a substantial difference between production
and exports. Thus, the possibility of substantially increasing and
maintaining a price level without fundamentally altering the world
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supply-demand situation for wheat—which is what our proposal for
a multilateral program would have achieved—is basically limited.

Let me give you an illustration.

If those four exporters were to raise the price of wheat substantially
above present levels, there are countries, including the European Eco-
nomic Community, that could export very substantial quantities of
wheat. They raise, most years, as much as we do. They happen to use
a great deal of it for feed because they price wheat at feed levels. The
two are essentially priced at the same level.

Under eurrent world market conditions, they could then import
an equal amount of feed grains and drastically erode the four export-
ers’ world market position for wheat. This is one of the possibilities.

The Cramyan. Looking at your argument, when you consider that
wheat is presently being exported for—well, what is the latest price?

Mr. Sayror. At Rotterdam, it is about $156 to $160 a ton.

The Cramyran. Would yon translate that into bushels for me please ?
I can only think in terms of bushels.

Mr. Savror. I would say that for Chicago wheat, Soft Grand Win-
ter is about $2.60 a bushel. At the gulf that would be about $3.80.

The Caamyan. All right. The $3.80 a bushel is below our average
cost. of production in this country. If this export board were to func-
tion as Senator Bellmon deseribed it and were to increase that price
by $1, so it would be $4.80, given the price that is being charged in-
ternally for wheat, the price protection level for wheat in the EEC
and the price protection level for wheat in Japan, I should not think
it would have the kind of impact that you have suggested.

IMPORTS OF THE EUROPEAN COMMUNITY AND JAPAN

Mr. Harrmaway. I am not sure that I made my point.

First, I think it is useful, because there has been a lot of discussion
in the community and in Japan, to point out that those two together
import a little over 10 million tons of a 75-million-ton world net im-
port. They are not the big wheat importers of the world. Therefore,
to try to aim all of our policy at those two areas is not a very practical
mafter.

What T am saying is this. The community produces 45 to 50 million
tons of wheat per year. That is approximately the same as the United
States. A very high proportion of that is fed to livestock.

If the four exporters substantially increased the world price of
wheat and we did not have a commensurate rise in the price of feed
grains, it would be possible for the community and some other coun-
tries to export more wheat and import lower cost feed grains and
rapidly erode the world wheat market on the part of the four exporters.

Senator Sareanes. What does the word “substantially” mean in the
context you used it ?

Mr, Haraaway. I don’t know why they couldn’t go to 20 million
tons.

Senator SarpanEs. No, I didn’t mean that. You used the word “sub-
stantially” to deal with the price, as I understood it. You said if the
four exporters were to substantially increase the price.

Mr. Haraaway. Oh, yes—so that it would be markedly out of line
with feed grain prices. What I am suggesting is that I do not under-
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stand how one can deal with the proposal that Senator Bellmon has
put forward and have, for a sustained period within the United States
or in world markets, a marked and continued differential bet ween feed
grain and wheat prices because so much of the world’s wheat is fed.
There is a substitution possibility. It exists and could happen.

GRAIN RATHER THAN WIIEAT

The Cuamyan. Isn’t that the reason why Senator Bellmon sug-
gested that in the sense of the Senate resolufion I mentioned that we
might refer to grain rather than just to wheat ?

Mr. Harnaway. I would think that if you are going to deal with
this, you would have to deal with the two, with grain.

The CuArrarax. Yes.

CONTROLS AND/OR QUOTAS

Mr. Haraaway. My second point is this, and this is one T would
appreciate your asking the representatives of farm organizations
about. As one who has the responsibility for running the Agricultural
Stabilization and Conservation Service [ASCS] program and other
programs to restrain production, I am not at all clear on, but I assume
there would have to be bushel quotas by farm with marketing certifi-
cates in which farmers were not allowed to market more than their
share of whatever the U.S. world market for wheat was. T don’t un-
derstand otherwise how we could avoid either huge Government ex-
penditures for Commodity Credit Corporation [CCC] acquisition of
wheat and feed grains that substantially exceeded market demand.
Thus, T am assuming that in order for a $4.50 farm price to be sus-
tained under current conditions, some kind of individual farm produc-
tion controls in terms of quantities would have to be ins—:titutet{).

The Caaraax. Quotas.

Mr. HataawAY. Yes, quotas,

The Cramyan. Tt would be quotas for the amount of wheat each
farmer could put up for export.

Mr. Haraaway. T assume also, since the feed grain producers in
Tlinois and Indiana probably wonld not terribly be enthused about
having wheat dumped into the feed grain market, thereby destroying
their market, you would have to put a limit on the amount that could
be sold for feed use.

Now. other countries have such programs. The Australians prohibit
the delivery of wheat to anyone other than the Wheat Board. It is
illegal, technically, to sell wheat to anvone other than the Wheat
Board. So, such arrangements do work in other countries.

A FUNDAMENTAL CHANGE IN FARM PROGRAMS

What T am saying is you are talking about a fundamental structural
change in farm programs and in the wav our farming operates, Tf
farmers are willing to consider those changes—T don’t know if they
would. T don’t know the answer to that. But T think they would be
necessary, at least under current supply-demand conditions. But I
would guess not over the long period becanse I think over the long
period the market will be recovering very substantially.
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The Cramran. We have had such quotas before—though not ex-
actly these quotas—such as acreage limitations on wheat programs for
price support purposes.

Mr. (?:Jinguvrt. do you have a comment ?

Mr. CariNGaErT. Yes, thank you.!

THE NEGOTIATIONS

I think, in the first place, we should bear in mind that the negotia-
tions have not broken down. We are still in the stage of trying to de-
cide whether there are sufficient grounds to continue those negotiations.
As Secretary Hathaway mentioned, we are having some meetings
among exporters on other bilateral and multilateral ways to see 1f
there has been some change.

So obviously with Senator Bellmon’s proposal we are talking about
something farther down the line, presumably, if these negotiations in
fact do fail.

The Cramyan. But we cannot prolong these negotiations to the

oint that we have extinguished all the wheat farmers in the United
grntes.

You have already been at them long enough to make a reasonable
determination that they are not going to succeed. Delay often becomes
the excuse for indecision. I think, having given this a reasonable test,
you ought to be prepared now to take a different course.

Mr. CarineaErr. I am not suggesting that we should not consider
other alternatives. But we have not gotten to the point of deciding that
among the interested countries there are no grounds for continuing.

The Cmamamax. Well, how much longer do you think the delay
should continue before you could reach such a definitive decision?

Mr. Cavmveaert. There will be an informal meeting in June among
some of the participating countries, at which this will be discussed. 1
rather hesitate to give you a specific date, Mr. Chairman, but I cer-
tainly agree with you that this cannot go on forever.

GETTING TOGETHER ON A REALISTIC BASIS

Mr. Harraway. Mr, Chairman, that is exactly the purpose, as T men-
{ioned at the outset. We still hope that there is a possibility of getting
countries back together on a realistic basis, But in the interim, that is
the reason for the meeting of the representatives of the four govern-
ments, that is, to disenss the alternatives that you are discussing here
and other alternatives. We are talking about four eountries with four
markedly different systems, and in two cases substantially different
production costs, The meshing of these national systems is no small
matter, Tt was one of the more complex issues that we did have worked
out in the proposed agreement. Whether we can develop an accom-
modation among the others to bring about stocking arrangements or
other changes remains to be seen.

A SENATE RESOLUTION

The Cramyan. Wonld the Secretary’s hand not be strengthened if
we had a sense of the Senate resolution giving him moral support and
political backing for his endeavors?

1 8ee p. B0 for Mr. Calingaert’s prepared statement.
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Mr. Harmaway. I am certain the Secretary would welcome the sup-
port of the Senate. t

The CrammMAN. If we were to pass a sense of the Senate resolution
that said it is the sense of the Senate that the current situation in the
world grain market makes it imperative that the President actively
work toward convening a negotiating conference of grain exporting
nations with the intent of reaching a cooperative arrangement to estab-
lish a minimum export price for grain, or something to that effect,
wouldn’t that certainly indicate the interest of the Congress in seeing
that this problem is solved.

Mr. Harmaway. A fairly substantial number of the farm organiza-
tions have in the past, at least in advising me as head of the delegation,
indicated that they have very serious concerns about the problem of

establishing firm minimum prices.
THE HISTORY OF MINIMUM PRICE AGREEMENTS

The history of minimum price agreements has been very dismal.
These have generally been broken. This is because you are dealing with
different locations and different classes of wheat.

What really is implicit in the resolution is basically to take whatever
actions are necessary to change the supply availability relative to de-
mand, to raise the price. Wheat, in general, will go up and down to-
gether in the world ; but the differentials between hard Canadian spring
wheat and our soft winter wheat vary substantially. In fact, this last
year they have been inverse for some peculiar reasons having to do
with shortage of production of certain types of wheat.

So. T think that some other countries and some of our own producing
groups who may wish to speak to this might have certain problems with
this fixed minimum price concept, as against a different price. They
certainly gave me some difficulty with that wording in our negotiations.

Mr. Caninearrr, T think our experience in 1968 with the interna-
tional grains arrangement is instructive in that we were in a situation
where there were minimum prices spelled out in the agreement among
the exporting countries and in an over-supply sitnation it proved
impossible to maintain those.

The CramryaN. When we met with the Canadians, they told us that
the Minister responsible for the Canadian Wheat Board stated :

Tt is Canada’s intention to manage our grain marketing system in such a way as
not to nndermine direet actions by the United States or other countries to assure
fair producer returns in the international market.

Tt would seem to me that from all indications, the Canadians, the
Australians, and the Argentinians are willing to talk to try to work
something out. ' 3

Mr. Haraaway. They clearly are willing to talk. They have indi-
cated that, which is why we are going to a somewhat cool part of Can-
ada the day after tomorrow. '

The Cuamman. That’s fine. But are you seriously interested in see-
ing if something can be worked out, or are we going to wait to see if all
the countries in the world, consumers and exporters alike, can come to
agreement ?

Mr. Harraway. T believe we are moving on both, We think it will be
at least some months, whether that means a few or more, before resum-
ing the negotiations would appear to be feasible. So, we are going to
discuss what might be done in the interim.



THE PRELIMINARY MEETING

I might say that Mr. Saylor and I have participated in a preliminary
meeting last week. All four countries happen to believe that the route
to go is a multilateral agreement and that an exporter agreement is not
the ultimate answer to the wheat producers’ problems,

The Cmamman. I wish the OPEC nations had taken the same
attitude.

Mr, Hataway. They have a storable product.

The Cramyax. Yes; they do.

But they didn’t have very much concern for the consumer nations
when they ereated their cartel,

Mr. Harraway. No.

INSURING A FAIR PRICE

The Cuamaax. T would not suggest that we do anything like that
with wheat. But I do think we ought to be able to do something
we four countries producing 85 percent of the exported wheat, that
would at least insure a fair and reasonable return to our producers,
a return something above the cost of their own production. I think
something has to give.

Do you have any other comment you would like to make at this
time?

WORLD WHEAT PRODUCTION UP

Mr. Haraaway. T would like to make one additional comment be-
cause I think, perhaps, people do not realize or have not paid enough
attention to the fact that we are in what T would eall a unique situation.
Mr. Saylor has a table which T think might be useful for the record.
It basically shows that in 3 of the past 4 years, world wheat production
has been markedly above the trend in production. Moreover, it shows
that deviations in 2 of the 3 years are the largest in terms of per-
eentage that have ever been recorded and by far are the largest in terms
of absolute quantities.

[The information referred to follows:]

WORLD WHEAT PRODUCTION: TREND AND DEVIATION
[In million metric tons]

Actual Trend! At Percent
production production Deviation deviation
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Mr. Haraaway. What I am saying, in a summary fashion, is we
have had during the past 3 or 4 years extraordinarily large wheat
harvest worldwide.

The Cramaan. What has been the cause of this? ¢

Mr. Harsaway. Our evaluation is that part of it in some countries
is due to improved policies. In many of the developing countries there
has been better irrigation. India, for instance, has had record wheat
crops. Australia harvested an 18-million-ton crop last year. The previ-
ous high I believe, ever, was 14 million. The previous year it was 8.8
million. That is due to weather.

The Soviets had an all-time record crop last year. Western Europe
had an all-time record erop. We have had extraordinary weather.

Thus, I am a little concerned, if events should turn in the other
direction, that one of the prime elements that needs to be given atten-
tion in the United States, which, as you pointed out, Mr. Chairman,
is the only country that I think has adequately acted in this regard,
is provision of adequate reserve. I do not believe these large, positive
deviations from trend are likely to continue indefinitely. It is the only
time in the last 20 years that they have had 3 years out of 4 that were
positive.

THE WEATHER

Weather has been extraordinarily good in the wheat growing regions
of the world. I believe that one of the things that will be discussed
by the other exporters, and one of the concerns that we have in terms
of multilateral agreements, is to encourage the increase in stockholding
by large importers and by the exporters.

INCREASED ACREAGE IN OTHER COUNTRIES

The CraAmrMAN. Another cause has been the increased acreage under
cultivation in other countries, has it not ?

Mr. Harraway. Well, not very much, T think that the European
community’s acreage tends to run

The Cramryan, But what about Australia?

Mr. Haraaway, The very bad crop was produced on the same area
as the record crop.

The Cratraran. So their acreage did not increase ?

Mr. HaraAwAy. Their acreage has gone up approximately 10 per-
cent, or a little better, since 1975.

The Cramman. But we are the only country of these producers
that has an acreage set aside proaram, aren’t we?

Mr. Hatiaway. Yes, indeed. We are the only country that has
markedly reduced its acreage from the 197475 world highs. Canada
has expanded its acreage slightly. Argentina has gone up and down,
actually down this last year. The United States reduced its acreage
from the high of 1975-786.

The CrATRMAN. Do you have any way of knowing what will happen
next year? Doesn’t it depend a cood deal on what the climate is?

Mr. Hatmaway. T have no way of knowing. My guess is that we
will be looking most diligently at world supply-demand conditions
in late July.




THE ROLE OF THE WEATHER ON PRODUCTION

We have some indications already that weather in a number of the
major producing areas is much less favorable than last year. There
is already discussion that the European crop will be down. We have
early indications of difficulties in Soviet crops in terms of winter kill
above normal and delays in planting. Reports have been in the press
that they have had the coldest weather in 30 years in China, which
has delayed planting. All of this suggests that this unusual string of
good weather may have ended.

Of course, our own planting season is quite late. We have virtually
no spring wheat planted, and, of course, none in Canada as yet. It is
getting on into the season.

While it is too early to tell, at the present time the indications are
far less favorable than they were at the same time last year for the
major Northern Hemisphere producers,

The CramRMAN, All right.

COSTS TO THE UNITED STATES

What are the costs to the United States in continuing membership
in this toothless arrangement ?

[ General laughter.’

Mr. Carincaert. For the present year, it is $144,000. Next year it
will be $170,000.

The CraRMAN. Just to gum it up.

Mr. Carineaert. Well, Mr. Chairman, I would add, if T may, that
we do obtain benefits from the functioning of the present arrangement.

The CrammaN. What would you say those benefits were ?

THE BENEFITS OF THE INTERNATIONAL WHEAT AGREEMENT

Mr. Cauiveaerr. Well, from the Wheat Council there is the ex-
change of information and the forum for discussion among the wheat
trading nations, which has gone on since, T believe, 1933. Also, it has
provided a secretariat for these negotiations. Finally, it is the orga-
nization that is the secretariat for the Food Aid Committee, which
is the other part of the overall agreement.

Mr. Sayror. Mr. Chairman, let me make note of the fact that the
International Wheat Council Secretariat is known as one of the most
competent, in terms of international organization staffs, of any with
which we deal. It is highly competent in terms of its statistical work
and support.

The Cramman, Does the staff secure the necessary statistics from
the major wheat growing countries and make them available to the
others?

Mr. Sayror. They do.

PARTICIPANTS IN THE ARRANGEMENT

The Cramman. How many nations will be participating in this
arrangement ?
Mr. Sayror. The current membership T believe is about 60.
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Ms. O’Coxyery [committee staff]. There are 54 active participants
in the Wheat Trade Convention,

The CuamrmaN. “Active”—does that mean they pay their dues?

Ms. O'Coxnerr. It is those who pay their dues and those who
deposit their instruments of ratification, or something provisional,

The Caamyan, Thank you.

THE URGENCY OF MOVING AIIEAD

Gentlemen, T have no further questions. We appreciate your appear-
ance here today. I hope the Secretary takes seriously the urgency of
moving ahead with some kind of arrangement internationally and
that it will improve the export price of wheat.

It would be foolhardy to indefinitely postpone action on this front in
the hope that all countries, consumers and producers alike, will agree
in face of the failure of the attempt that you have just made. Obviously
it is not a national policy to wait and hope that weather conditions
curtail wheat production sufficiently to permit American wheat farm-
ers to survive.

T will be looking for some kind of congressional resolution to give
political support to action on this front.

Mr. HataAwAy. Thank you, Mr. Chairman.

The Caamrman. Thank you very much for your testimony,
gentlemen.

ACADEMIC DISCUSSIONS

Before we proceed with our panel of witnesses, let me say that for

many of us here today the discussions we have had thus far are some-
what academic because most of us do not make our living on a day-to-
day basis by farming.

I have asked a friend of mine, a man who makes his living that way,
Mr. Dallin Reese from Burley, Idaho, to be here today. T am happy
to welcome him. He is secretary of the Idaho State Wheat Growers
Association and is first vice president of Utah-Idaho State Farmers
Union,

INTRODUCTION OF PANEL

Dallin, would you ask the other members of the panel to present
themselves and identify themselves for the record? Then we will pro-
ceed with your statement.

Mr. Rexse. Fine.

Why don’t we start with the gentleman on my left.

Mr. Lewrs. T am Robert G. Lewis, secretary and chief economist
of the National Farmers Union. T am a cattle producer, but I come
from Wisconsin, which at one time was the champion wheat growing
State in the Union.

Mr. Bavm. T am Richard Baum, president of Western Wheat Asso-
ciates of Portland, Oreg.

Mr. Wirson. I am Winston Wilson, president of the National Asso-
ciation of Wheat Growers. T am a wheat farmer in Texas.

Mr. MixeAR. I am Larry Minear, and T believe T am the only non-
farmer in the group. I am a consultant in development policy for
Church World Service and Lutheran World Relief.
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The Cramyran. Gentlemen, thank you very much.
Now, Dallin, would you like to commence your testimony.

STATEMENT OF DALLIN REESE, VICE PRESIDENT, IDAHO STATE
WHEAT GROWERS ASSOCIATION, BURLEY, IDAHO

Mr. Reese. Thank you, Mr. Chairman.

I am happy to be here. I think probably the best way to get the bulk
of what I want to say on the record is to read what I have in my
statement, beeause I think it ‘)mtt_v well tells the story of what we,
as farmers in Idaho, have to deal with.

As you have already indicated, T am Secretary of the Idaho Wheat
Growers Association. In that capacity, I work with the Idaho Wheat
Commission to promote the wheat industry in the State of Idaho.

I very much appreciate this opportunity that you have afforded us
to come and to talk on the fourth extension of the 1971 International
Wheat Agreement.

IDAHO SUPPORT FOR THE INTERNATIONAL WHEAT AGREEMENT

As you know, Senators, the wheat growers in the State of Idaho.
through a 1 cent per bushel payment to the Tdaho Wheat Commis-
sion, support financially the efforts of the National Association of
Wheat (p?rmwers and Western Wheat Associates, and both of these
organizations will deal. T am sure, more specifically with the problems
of the International Wheat Agreement and the things t]hat. deal
with it.

We support continued participation in that 1971 international
agreement because it does provide a forum for consuming and produe-
ing countries to discuss trade issues,

I presume that this means how much value that is. Tt doesn’t have
any price protections, as far as T am concerned, as a wheat producer,
but it does open the doors so that we can discuss some of these things.

ACCOMPLISHMENTS IN MARKET DEVELOPMENT

We have found that the main accomplishments of Western Wheat
Associates in market development is their ability to discuss problems
and issues directly with export customers. This system developed a
spirit of trust and confidence, and it is on this basis that the American
wheat sales to the Asian market have increased dramatically over the
past 20 years.

This same dialog and consultation through the International Wheat
Agreement hopefully can help to improve working relations between
all involved countries,

Second, we support U.S. membership in the International Wheat
Council. This body administers the 1971 International Wheat Agree-
ment, and has the reputation of a reliable and aceurate reporter of
world wheat facts and statistics.

Western Wheat Associates and the National Association of Wheat
Growers are going to expound more on that. I would like to get into
}he issues that affect me particularly, in Idaho, and that aflects us as

armers,




27

IDATIO AS WHEAT STATE

First of all, it may surprise some of you that the State of Idahe
1s interested in wheat since we take great pride in being the number
one potato producer in the Nation. We ullsn are the eighth largest
producer of wheat and rank among the top five in the production of
10 other field crops. So we have a strong interest in exports of wheat,
especially because most of the wheat that is produced in our area
goes to export channels, or approximately about 70 percent of it.

Wheat is the leading export item in the State of Idaho and in 1977,
the value of Idaho’s wheat exports was $96 million—approximately
40 percent of the value of all items exported, including forest products,
minerals, and manufactured food produets.

The State of Idaho ranks seventh nationally in per capita exports
of farm output. So you can see that trade is extremely important to
the economy of our State, and particularly to wheat producers, such
as L.

THE PACIFIC NORTHWEST

In the Pacific Northwest States of Idaho, Washington, and Oregon,
whose economies are very interrelated, the export of wheat totals
approximately 85 percent of the production each year. Any action
our Government takes to either assist or impede exports will have a
dramatic impact on our State and region.

Most of the information I have given you on exports relates to the
volume of wheat. There seems to be a new record set in wheat exports
each year. The volume statistics are impressive.

However, to me, and to the majority of the wheat producers in
Idaho, the increase in volume of wheat shipments is not 1elping, due
to low prices. We simply will not be able to stay in the wheat, business
unless prices do improve dramatically, and unfortunately we do not
have the options in our State—and T think this is true nationally—
to switch to alternate crops that are more profitable.

DEPRESSED PRICES FOR POTATOES

In Idaho we have had a major sugar manufacturer go out of
business because of unprofitability, eliminating sugar beets as a crop
choice for many of our farmers. Potato prices are at the most depressed
level in years, and many producers in my area will not be able to
sell their potatoes at any price this year because there is simply no
market. T had a producer call me from Rexburg the other night and
say that they were offering potatoes out of the cellar at 25 cents a
hundred and could not get anyhody to take them at that price. There
is just no market whatsoever there,

PRODUCTION COSTS

The situation in wheat is not a whole lot better. Washington State
University recently published estimated production costs for winter
wheat in the Palouse region, covering northern Idaho and eastern
Washington, for the erop year 1979. They calculated the break-even
price for wheat production as $3.84 per bushel, based on representative
costs of well-managed farms,
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I would like to give an example of how this production cost impacts
profitability at today’s prices.

The price quoted at Portland, Oreg., for export of soft white wheat
on May 2, 6 l‘la)'s ago, was $3.85 per bushel. The average freight and
handling costs from northern Ida‘m to the coast is 35 cents per bushel.
This makes the net price to the farmer $3.50, producing a loss of
a1 cents a bushel, or $22.09 per acre. Based on these figures, a 1,000
acre wheat farm will lose $22,000.

The costs of wheat production in my area in southern Idaho on
dry land acreage are comparable to northern Idaho, but unfortu-
nately my freight costs are considerably more. Freight and handling
from Burley to Portland is approximately 80 cents a bushel. This
means the price I would have received for wheat on May 2, would
be $3.05 per bushel, a loss of 79 cents per bushel, or $51.34 per acre.
On my 1,500 acres, this translates to $77,000 lost this year, based on
May prices. The prospects for this year’s harvest are not a whole
lot better, the way things look now.

The fortunate thing for me is that I purchased my land some years
ago and inflation has saved me somewhat. These values and costs are
figured on an interest rate of 9 percent. Nevertheless, there would be
a loss.

I went through my own place and figured my actual cost as to the
exact amount it cost me to produce wheat, and I came up with a grand
total cost of $104.80 per acre out of pocket cash that I have to put
into my wheat crop each year. With my dry land area having a yield
established of approximately 28 bushels to the acre, about the same

day that the soft white wheat sold for $3.85 per bushel in Portland,

1 sold some wheat at my bin for $3.32 for 13-protein wheat. If I trans-
late those figures back to this year’s crop and this year’s production,
out of the number of acres I will haye into wheat this year, I am going
to lose $11.84 an acre. This is strictly out of pocket cash. It does not,
figure anything for my return on my investment or anything for man-
agement ability. It does take into consideration some of the labor
costs, though.

These things are real dollars to us and they make a real difference
in the thing that hurts us the most as farmers.

A similar Washington State cost study last year showed an even
higher loss because of lower prices.

POWER IN IDAHO

Estimates for 1979 were made prior to the rapid escalation of diesel
and gasoline prices, which will make the picture eyen more bleak.
Also, in the irrigated areas of our State, costs are rising even more
rapidly because of increases in the costs of pumping due to power
charges. Even in Idaho, where we have a lot of hydroelectric power,
pumping costs have been increasing rapidly every year since 1970,
and just 1 month ago our power charges for pumping in our State
took a 14-percent increase.

The Crarryax. Where do you get your power from?

Mr. Repse. I get mine from Bonneville Power. This 14-percent
increase was an Idaho Power increase. Burley gets about half and
half, Idaho Power and Bonneville Power. There are some coops
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around the Burley area, such as Raft River Electric and South Side.
The rest are strictly Idaho Power.
How have we survived this long?

DEBT LOAD OF FARMERS

The debt load of farmers in our area has increased dramatically.
There are various Federal programs to assist in farm loans, and
banks, insurance companies, and others still seem willing to loan
money to farmers based on higher land values. However, we cannot
borrow our way out of the situation. The day of reckoning is already
here for many producers in our area.

At the Idaho Bankers Association meeting a month ago in Pocatello,
there was much discussion about the number of farm auctions being
held in our area. They were beginning to be a little bit econcerned.
Food production seems to be one of two businesses: One is farming
and the second is land ownership. The farming business or portion
of this industry is close to bankruptey now, and the land ownership
business is beginning to show a leveling of prices,

Unfortunately, those of us who farm and own our own land are
rapidly losing ownership equity even though land prices have in-
creased because we are borrowing against that land to support the
farming losses, I might say that I bought my farm 9 years ago and
I owe twice as much on the farm now as T paid for it 9 years ago.

The Cramyan. You are not making a lot of headway.

Mr. Reese. Either I am a poor manager or T am not making very
much headway. Inflation in land values is the only thing that has
kept me in agriculture.

THE SUPERFICIAL OPINION THAT NOTHING I8 WRONG IN FARMING

This situation simply cannot continue and maintain agriculture
and the family farms as we know them today.

Thomas Payne said that “a long habit of not thinking a thing
wrong gives it a superficial appearance of being right, and raises at
first a formidable outery in defense of custom.”

Our Department of Agriculture looks at statistical reports showing
increases i farm land value and record exports and, I am afraid,
forms a superficial opinion that nothing is wrong in agriculture. When
this committee has the opportunity to review future international
commodity agreements, and I am sure it will, T hope it will keep farm
prices in mind.

In your review of general agricultural policy in the Senate during
this session, I hope you will also closely consider the economic health
of farming,

PRODUCTION CUTBACKS MEAN HIGHER PRICES

I think it is fair to say that the farmers of Idaho will accept pro-
duction cutbacks to obtain higher prices. All the indications that T
have point to their going along with that thinking. ITn Twin Falls
County, T was asking about the participation in the set-aside pro-
gram. Last year Twin Falls County had approximately an 80-percent
participation in the wheat set-aside program; this year they have

48-598—79——3




30

about a 40-percent participation. The price of wheat is so low that
there is no incentive to join and participate in the program because
your dollars will mean more to you if you go ahead and farm the
ground. This does not give us much hope to decrease our production.

It is important, however, that other countries which produce wheat
also share in the production control and in holding the necessary
reserves needed to insure food for the world in case of catastrophy.

There is one further point I would like to make and that concerns
the relationship of our export policy to the importation of foreign
oil. It has well been published to equate “a bushel of wheat with a
barrel of 0il.” Today wheat is approximately $3 a bushel and oil is
approximately $20 a barrel. It is easy to see, therefore, why we have
a balance of trade problem.

PRODUCTION COSTE ATFFECTED BY COST OF OIL

Many of my production costs are directly affected by the cost of oil
because diesel, gasoline, fertilizer and chemicals are all petrolenm
derivatives, These costs have gone up dramatically, and I am ex-
tremely concerned that the cost increases have only begun. Of course,
all other farm inputs are affected by energy increases, and there must
be some mechanism to bring the price of wheat and the price of oil
closer together, or my neighbors and I cannot continue in the farming
business.

Thank you, Senator, for the privilege of being here and of appear-
ing before your committee to make this statement.

The Cumamyax, Thank you, Dallin, T think you have detailed in
an excellent fashion the problem that you face and that all other wheat
growers face in our State, indeed throughout the Northwest and this
country at large.

How would the gentlemen on the panel like to proceed? Do you
each have a statement to present ¢

Mr. Lewis. I believe so, Mr. Chairman.

The Cramyan. Would you like to comment on the testimony that
you have already heard from Senator Bellmon and from the Depart-
mental witnesses?

I am willing to accommodate any particular procedure you would
prefer.

Mr. Lewis. Mr. Chairman, T would like to very quickly summarize
my statement and submit it for the record.?

The CramyaN. Fine, Mr. Lewis.

STATEMENT OF ROBERT G. LEWIS, SECRETARY AND CHIEF
ECONOMIST, NATIONAL FARMERS UNION, WASHINGTON, D.C.

Mr. Lewis. T represent the National Farmers Union, as national
secretary and chief economist. We do recommend that the Senate
ratify the fourth extension of the 1971 agreement, although we recog-
nize that it does not, by any means, comply with what our organiza-
tion has recommended in the way of an agreement. Nevertheless, it
would keep open the door and shorten the time necessary to complete

1 Bee p. 54 for Mr. Lewls’ prepared statement.
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an effective agreement if, and when, the time comes that the need for
action can no longer be ignored.

There is a second feature of the agreement, a Food Aid Convention,
that provides a mechanism whereby several countries can work to-
gether to contribute food for emergency famine relief and similar
purposes,

THE FOOD AID CONVENTION

Here again, the real meaning of this Food Aid Convention is to
negate, rather than to realize, the purported cause of food aid. It
means less food aid, not more. At the very time that this Food Aid
Convention was introduced into the agreement, the United States
began to retreat from its war on hunger, and actually our total food
aid has declined very, very substantially since the Food Aid Conven-
tion was introduced into this multilateral treaty.

Nevertheless, we think that also has value and we recommend that
the Food Aid Convention be extended. We hope that the framework
might serve for a renewal of commitment by the United States and
other countries to food aid.

SOMETHING MUST BE DONE FOR FARM PRICES

However, we are concerned that approval of this bobtailed agree-
ment, this toothless agreement, not be permitted to obscure the neces-
sity for doing something about raising farm prices immediately. and
domng something meaningful about renewing the commitment to Food
for Peace. I believe that your committee can do a good deal to avoid
that happening.

As far as raising farm prices is concerned, I think it is very im-
portant to recognize that this is a matter of domestic farm policy. The
President of the United States does not need to ask for the consent of
any other government or all of the other governments put together to
a1se the price support on wheat. He does not even need additional
authority from Congress. Congress has already given the President
authority, or, the Secretary of Agriculture, to raise the price support
ate on wheat to 100 percent of parity—$5.90 a bushel, as of mid-April.
We don’t need to have an international agreement to get that done. It
1s a matter of domestic price support policy. Although many farmers
have been “hornswaggled.” Mr., Chairman. into supposing that some-
how we have to negotiate with other countries to get that price of
wheat up, that just it not so. '

THE BITUATION WITII SUGAR

The CuamaraN. As an aside, as an item of interest to you. since you
have many different crops to consider in the Farmers Union, let me
say we have just the opposite situation in this committee facing us
with respect to sugar. We have a sugar agreement which I think is
worthy of support. It might work, but even if it does, it will take sev-
eral years, at best, to work off the Ipl'm-'vnt. surpluses in the world

market to bring the price up to something like a reasonable level.

Meanwhile, we have a sugar industry that is dying at home because
of the dumped prices for which foreign sugar is being brought in to
our markets and being sold, j o




HOLDING UP THE SUGAR AGREEMENT

I have been holding up the International Sugar Agreement in order
to get a domestic program that is adequate to keep our own sugar beet
growers in business. So, this thing can work two ways.

In the case of wheat, we are looking for some kind of international
agreement that would be helpful. In the case of sugar, we are holding
back that agreement in order to force the administration to accept a
satisfactory domestic program.

Tt is true with sugar, as it is with wheat, that this does not depend
upon an international agreement; it. depends upon an adequate do-
mestic program and the necessary decisions on the home front.

Mr. Lews. I am familiar with the actions of the committee and the
chairman on the sugar agreement. The Farmers Union is sympa-
thetic and understanding of what you are trying to do and we com-
mend you. But I think it is very important now to recognize that it is
the responsibility of the Government of the United States to deter-
mine, as a matter of domestic price support policy, what our farmers
should get for their work, for their wheat, for their products. All other
governments that have any farmers who produce wheat have similar
responsibilities and they exercise them more sympathetically to their
farmers than the U.S. Government does toward our farmers.

THE REPORT OF THE DEPARTMENT OF AGRICULTURE

Just a few weeks ago a very interesting report was issued by the
Department of Agriculture which revealed that the United States
is supporting wheat at the lowest price in the world. Now some quib-
ble could be made about whether Egypt beats us out for last place.
Egypt, according to this USDA report, has $1.82 a bushel as a sup-

ort level. The United States has $2.25. However, the International

Vheat Council, which does have an excellent statistical competence,

as the Department of Agriculture witness said, analyzes all of the
subsidies and so forth that go into the return to farmers and the
government support to farmers. It reports that the total support in
Egypt, when you take into account free irrigation water, highly sub-
sidized fertilizer, highly subsidized interest rates, and so forth, is $3.48
a bushel. When you take in the set-aside payments and so on, in 1977
the total support in the United States was $2.90.

So, according to the International Wheat Council’s correction of
USDA’s report, Uncle Sam is giving the poorest support on Earth
to our producers of wheat.

It is very interesting to note that the countries which are beating
the pants off the United States in industrial competition and in the
strength of their currencies seem to be able to endure far higher sup-
port to their farmers for wheat. '

_ For example, the Japanese are at the head of the line. They do,
indeed, pay the price of a barrel of oil for a bushel of wheat—a little
bit more, as a matter of fact— $22 plus.

Switzerland, which also has a very strong currency, supports its
farmers at $17.52 a bushel. West Germany, which is doing fairly well
and has a verv strong deutsche mark, is able to pay its wheat pro-
ducers 87.02. The Netherlands pays $5.50. '
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So, it is hard to believe that the American economy cannot get
along without the enormous subsidy that is provided by our farmers
by supplying wheat at the cheapest price on earth to our domestic
consumers, especially when, in our export program, we pass on our
wheat at the cheapest price in the world to our primary economic
rivals and to our military adversaries.

Mr. Chairman, I think that this committee needs to examine very
carefully the realities of the world wheat market, the world wheat
economy. If you do that you will find that only about 2 percent of all
the wheat produced in the world brings to the farmers who produce
it down in Argentina no more than the so-called world market price.
The world market price is not a valid indication of what the real eco-
nomic value of wheat ought to be. It is not a valid indication of how
the world can be fed—that is, what the price of wheat needs to be
in order to feed the world.

Fifteen percent of the total supply of wheat is produced by farmers
in the export countries. But even the largest of those—the United
States, Canada, and Australian—find it necessary to dip into their
treasuries to pay something extra or to charge a higher price to their
own consumers for bread in order to keep their wheat producers
going. Eighty-five percent of the total supply of wheat in this world
brings to the farmers that produce it prices substantially above the
so-called world market price. That world market price and the world
market system, need to be better understood by the American people
and by American policymakers. T strongly urge that this committee
look into that and into the marketing system to determine whether
there’s any sense in giving away our wheat as cheaply as we do.

THE NEED FOR AN INVESTIGATION

T think also it is very necessary to have a full dress investigation
of the present food aid policies and programs of this country. The
facts are clear. Our annual food aid shipments have been running at
the lowest levels in the history of the program in the past half dozen
years or more. They are continuing at these very low levels. They are
lower than at any time since the start-up year in the Eisenhower
administration,

THE HUMANITARIAN ASPECTS OF FOOD

The decline in the food-for-peace program raises some distressing
questions for farmers. We are concerned about the humanitarian
aspects, but we are also concerned about the implications for market
development. We appreciate that Public Law 480, popularly known
as food for peace, and properly known as the Agricultural Trade
Development and Assistance Act, has laid the foundations for the
enormous export market that farmers in this country now have. We
are concerned that perhaps the sharp decline in food aid shipments
sionifies that the U.S. Government 1s retreating from the develop-
ment of additional export markets for American farmers.

CONGRESSIONAL INTEREST IN PUBLIC LAW 480

_ The Cramyman. That is something into which the committee should
inquire, because we have a very keen interest in Public Law 480. As
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for domestic farm policy, this committee’s jurisdiction, as you know,
would be limited to agreements with foreign countries relating to
export prices. But we will do all we can, within our jurisdiction, to
try to promote a sound farm policy.

T think the economic dimension of our farm policy has never re-
ceived suflicient attention in this committee. I want to see that changed,
because exports are so important to American farmers. I think we
absolutely must develop a sound export policy.

Myr. Lewis. I appreciate that, Mr, Chairman. I urge that this com-
mittee. recognizing that its mandate is the international scene, inves-
tigate the international wheat economy and bring to public attention
some of the wild anomalies that do exist. The world market price
is a phony indicator of what wheat prices ought to be. It applies
realistically only to 2 percent of the total world production of wheat.
Still, it is being used in domestic policy as a yardstick, as a measure-
ment, of what our farmers ought to get,

The Cmamymax. The same is true for sugar, for which the world
price is being used as an indicator. It has no relationship whatever to
the costs of production either here or in foreign countries, It is a
dump price for sugar that is not sold under a special contract.

SENATOR HAYAKAWA PRESIDES

Senator Havagawa. Mr. Chairman, before T excuse myself for an-
other meeting, T want to thank the last witness for his testimony on
behalf of this committee.

The Cramman. Senator, would it be necessary for you to leave
richt now? There is a vote in the Energy Committee that I have to
go to right now. I was wondering if you could keep this meeting going
until I returned.

Senator Havaxawa. Well, you will have to return really soon.
Would someone please telephone to indicate I will be delayed for a
few minutes?

The Caamman. Senator Hayakawa, T appreciate this very much.
Please come up here and assume the gavel while I am gone, T will
be back as soon as I can.

Senator Havaxawa [presiding]. T really did not expect to become
Chairman so soon. [ General langhter. ]

M. Lewis, let me repeat that T want to express my gratitude to you.

Mr. Lewis. Senator, I want to express my gratitude to you, teo. I
heard you lecture at the University of Wisconsin when I was a fresh-
man taking English,

Senator Havaxawa. You don’t look that old. [General laughter.]

Mr. Lewis. You lectured on semantics, and I hope that I have not
disappointed you.

Senator Havaxawa. Not at all, and thank you. I enjoyed your re-
marks very much. You are certainly no disappointment, I assure you.

Thank you again for your statement.

Is there further testimony ¢

Mr. Bavar. Senator, I believe T will go next.

Senator Havaxawa. Thank you, Mr. Baum.
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STATEMENT OF RICHARD K. BAUM, PRESIDENT, WESTERN WHEAT
ASSOCIATES, WASHINGTON, D.C.

Mr. Baum. Senator, T will just summarize my remarks and ask
that my statement be incorporated into the record.!

I am Richard Baum, president of Western Wheat Associates. I
have worked for the wheat growers for 30 years. I am not a wheat
producer. T have been responsible for the market development in the
Aslan area for 25 years in our cooperative program with the Foreign
Agriculture Service.

I do not have that much new to say about the International Wheat
Agreement. We fully support the extension of it. One of our staff has
participated as a consultant to the U.S. delegation during most of
their meetings, alternating with our sister group, Great Plains Wheat,
and we work closely with the National Association of Wheat Growers
and their representatives.

SUPPORT FOR INTERNATIONAL COOPERATION

We do support international cooperation with other major wheat
exporting nations on measures to improve coordination of production
and marketing policies for food to developing nations. We feel the
United States is the only country that has done an adequate job in this
area, as you know, in making any attempt to control the production
or to withhold reserves from the market.

In the area of market sharing and an “OPEC” for wheat, we feel
these are unworkable. We feel the OPEC idea is unworkable because,
simply, almost every country in the world can produce wheat at a
price. Japan’s support price according to our figures, is even higher
than an earlier estimate. These estimates depend on what yen value you
use. It has been running at around $1.000 a ton for wheat on normal
acreage. If Japanese farmers were to shift from rice acreage, the
suggested price would go up to $1.250 a ton, which is over $30 a bushel.
DBut even at that level, they only increased production by 150,000 tons
this past year. So in itself that is not that significant.

EXPANSION OF MAREKETS

‘We know that markets can be expanded. We have helped to develop
the markets in Japan, Korea, and Taiwan, for example, from con-
sumption of around 30 pounds per person to around 72 pounds per
person today. This may be reaching a maximum level.

Senator Havaxawa. Are you talking only about wheat?

Mr, Bavar. Yes, wheat foods—wheat consumption is up to around
70 pounds per person in all three of those countries. When we started
working there 20 years ago, it was more like 30 pounds per person.

This is probably reaching a leveling off stage because of the high
consumption of rice and other foods which they will want to continue
to eat.

The point is if you try to freeze markets and go into market sharing,
then who has any incentive to go in and develop these markets? We
presently are working in mainland China and we have made a commit-

1 See p. 70 for Mr. Baum's prepared statement,
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ment to establish a model demonstration bakery for them because one
of their goals is to increase convenience foods.

DIVIDING THE MARKET SHARE

Again, if you are going to divide up the market share, based on
historical records, we would be out of the China market which has
never been a traditional market for us, The same thing is true in Indo-
nesia and Sri Lanka, where we are gaining a larger share of markets
that traditionally have been primarily Australian markets, These are
markets that are growing.

Indonesia, for example, only has a per capita consumption of about
15 pounds per person. We know that it can be increased somewhere to
about the same area as in Japan, Korea, and Taiwan. That is, up to
around 60 or 70 pounds. But 1f markets are frozen, then we would be
out of those markets, which are growing. Who is going to service a
market if it is just going to be divided up ¢

We think it is very difficult, if not impossible, to make price arrange-
ments work. The international grain arrangement some of us were in-
volved in in 1968 simply would not work. There is no international
policeman if someone does decide to cheat. It then becomes very com-
plicated. How are you going to relate prices of dark winter wheat and
spring wheat produced in Canada and the United States, of 14 percent;
protein, with Australian soft wheat or Soft Red Winter wheat in the
United States, or even Western White in the Pacific Northwest ?

THE DIFFERENT USES OF WHEAT

Wheats have traditional uses for different foods and they have dif-
ferent values. Who is going to set up the price differential and how are
they going to change prices from year to year when there are different
protein levels produced ?

For the past 2 years in the Pacific Northwest we have had short
crops of White wheat. So that value of white wheat these past 2 years
has been much higher than normal in relationship to hard red winter
or dark spring wheat.

These are market functions. If you start substituting a cartel ar-
rangement, we don’t know how that would function. Who. then, will
market damaged wheat, for example? This past year we had rain
damage of 30 million bushels of wheat in the Pacific Northwest alone.
Well, that wheat has been moving into feed, but about 60.000 tons
has moved down to Singapore and has been milled into flour for
Vietnam.

FIVE MAJOR CLASSES OF WHEAT IN THE UNITED STATES

Again, how would you handle all of these cases? We have five major
classes of wheat in the United States, each having somewhat different
uses, including durum. It seems to me almost an impossible task to
legislate or have some international body sit down and arbitrarily say
that wheat is worth this much this year for these different kinds, I
think it would almost preclude the continuation of the wheat market
development program.
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We recognize that the price of wheat is far too low and that some-
thing must be done, We certainly encourage the United States to work
with other major world wheat exporters toward the end of raising
prices.

We would like to supplement the remarks of Mr. Lewis of the
Farmers Union. It is difficult for farmers to understand why the United
States is cutting back on funds for CCC credit from $1.6 billion to
$800 million in the next budget year when there is more demand this
year for CCC credit than can be supplied, even at very high interest
rates.

REDUCTION IN PUBLIC LAW 480

We also do not understand why there is a hold-down and reduction
in Public Law 480 when there is more need than the United States can
supply and when it is the only way the United States will hold its
share of the market in developing countries, like Sri Lanka, which
has the largest flour mill in the world, which will start operating next
April. Tt is very close to Australia and our Australian friends will
dominate that new market completely without the use of Public Law
480. The same thing is true in Indonesia.

So, we would urge this committee to use whatever influence it has
to restore additional funds to CCC credit and the Public Law 480
program for the fiscal year 1980 budget.

With that very brief comment, let me say that we appreciate the
opportunity to testify before this committee and would be happy to
answer any questions.

Senator Hayaxawa. Thank you, Mr. Baum.

You were using the expression that you were seeking “not an OPEC
for wheat.”

Mr. Bavm. Yes, sir.

Senator Havaxawa. Would yvou expand on that a bit, please.

OPEC operates strictly as a monopoly, as a cartel, and sets world
1)!'](‘(‘5.

Mr. Baum. Yes.

Senator HavyaAxkawA. Anyone who is a member of it follows those
prices.

MOST WHEAT PRODUCED ELSEWHERE

Mr. Bava. Exaetly. We don’t think it is possible for Canada, Aus-
tralia, Argentina, and the United States—even though they export
about 80 percent of the world’s wheat exports—to be able to set prices
and hold those prices when the majority of the wheat produced in
the world is outside of such an agreement.

In India, for example, wheat production has tripled roughly in the
last 10 to 20 years. It has grown from about 12 million tons to almost
30 million tons this year. The Indian farmer receives more today for
producine his wheat from his government than the American farmer
gets, They now get a guarantee of close to $140 a ton.

My point is that the Indian Government recognized the way to
raise its produetion of wheat was simply to give the farmer a h}.-'-"h
enough price so that he could afford to put the inputs into increasing
production by way of irrigation and fertilizer. They have been able to
get that. But, ironically, at the same time they claim that they have




38

17 million tons of reserve food grains in India. They say that they have
a surplus. But there are actually 200 million Indian people who are
on a starvation diet. They cannot afford to buy the government’s food.

So, the real problem here is the lack of purchasing power of the
consumer.

The OPEC question is simply one of how are you going to control
all of the nations, other than these four nations, which will not pay any
attention to the OPEC rules.

SUBSIDIES TO FARMERS

Senator Havaxawa, Let me ask this. In wheat production, do all
wheat producing nations subsidize their farmers?

Mr. Lewis. Yes. T think in one or another the government determines
what the price is going to be in every country, by one means or another.

Senator Havaxawa. Does it do this for exports?

My, Lewis, Well, 85 percent of the total supply of wheat is produced
and marketed in national markets that are protected by their national
governments, leaving the other 15 percent, produced by the four major
exporters, to compete for whatever is left of the market. The govern-
ments of Canada, Australia. and the United States do provide extra
subsidies above the so-called world market price to their prodncers
leaving only 2 percent of the total production of the world in Argen-
tina, where the farmers get little, if anything, more than that world
market price.

I respectfully disagree with my friend Mr. Baum about the work-
ability of eooperative action on the part of the exporting countries to
maintain a better price than we have. T don’t think we shounld call it a
wheat eartel. T think we should recognize that what is being proposed
by Senator McGovern and by Senator Bellmon—though these Sen-
ators do differ slightly on their proposals—is primarily and in my
view this: All we need to do is do what we are deing now, but do it
at a higher price. The governments of the United States, Canada.
Argentina, and Australia consult with each other regularly and have
done it. T used to be the official in the U.S. Government that handled
those consultations. We continually look at the pricing policies of each
government in relation to what sales are being made and what share
of the market is being achieved, and adjust those prices accordingly.

MARKET SITARING

I think market sharing is going on right now. Every time anybody
eriticizes what another country is doing with its subsidy rate, it is
expressed in terms of they are getting more than their sharve of the
market. Then we put pressure on the other government to change its
subsidy program so that they will adjust their share of the market.

So, actually, we are not talking about somethine new and somethine
different. We are talking about doing what we are doing now, but
doing it at a more realistic price. '

Senator Havaxawa. Thank you. Mr. Lewis.

Mr. Bavar. T didn’t mean to say that T oppose working with the other
world exporters toward this eoal becanse we do favor that. Buf T said
in the hard sense of an OPEC eartel, it will not work. It won’t work if
you are talking about getting $20 a bushel for wheat.
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THE MECHANISMS WHICH ARE IN PLACE

Mr. Lewss. I think we basically do agree about that, But we do not
need to raise all of the frights and negative images of a cartel to get
effective cooperation among the exporting countries. The mechanisms
are in place. They have been in place since World War IT. We ought to
run the machine that we have had in place since World War IT with
greater justice for farmers and greater respect for the needs of the
world for food security. We need more wheat in this world. There is
just no way to dodge that issue. Keeping the price down below the cost
of production is contrary to the interest of the United States and every
other country of consumers and of political stability, and so on.

We have the machinery in place. If we run it right, we can handle
the problems of surpluses and food aid and adjusting supplies to de-
mand when that needs to be done. We just have to have the creativity
and the guts to go out and do it. The United States has done it before
and we ought to do it again.

The Cmamaan [presiding]. Thank you very much for your
testimony.

Who would like to speak next ?

Mr. Wirson. I think T am probably next.

STATEMENT OF WINSTON WILSON, PRESIDENT, NATIONAL
ASSOCIATION OF WHEAT GROWERS, WASHINGTON, D.C.

Mr. Wirsox. T am Winston Wilson and T am president of the Na-
tional Association of Wheat Growers, I am a wheat farmer in Texas.

With your permission, I would like to submit my written statement
and will paraphrase it for the record.

The CHAIRMAN. Very well,

SUPPORT FOR THE AGREEMENT

Mr, Wirsox. At the outset, let me indicate that our association does
support the extension of the 1971 International Wheat Agreement and
its components : The Wheat Trade and Food Aid Conventions. Appar-
ently under current conditions, this is the lowest common denominator
and probably the only type of agreement which developed and develop-
ing nations as a group are prepared to accept.

Concerning the International Wheat Agreement, T was more than
a little upset a few minutes ago at the statement by the witness from
the State Department to the effect that they did nof consider efforts to
obtain an international agreement in the Geneva context as being bad, I
think it is high time that the U.S. Government pronounced this efiort
bad if, after 18 months, we have been unable to come to some kind of
agreement between exporters and importers, I think it is time to look in
other directions, despite what the State Department might say.

THE SENATE RESOLUTION
Mvr. Chairman, earlier you asked the witnesses if they would welcome

a sense of the Senate resolution regarding the Secretary of Agriculture

1 See p. 73 for Mr. Wilson's prepared statement.
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looking to other areas. I think our association would welcome not only
a sense of the Senate resolution, but even a mandate from the Senate
to the Secretary to look at this, because it is high time, after 18 months
of futile negotiating, that we looked to other areas for an interna-
tional agreement.

THE NEGOTIATIONS

I would add, though, that we feel the negotiating team, which con-
sisted principally of Dr. Hathaway and Tom Saylor, did a good job for
the American farmer because they stuck by their guns in trying to get
an agreement that would be of benefit to us. When it became apparent
that such an agreement was not in the offing, they packed their bags
and went home. I think they should be commended for this because
they recognized the fact that they were not professional negotiators,
but were there to represent American agriculture. I think they did do
this in a very positive manner.

When the negotiations did fold—in our opinion, and T think in the
opinion of most other people, there was really not much future in these
efforts. We called upon the Carter administration to begin talks im-
mediately with the other major exporting nations to arrive at a work-
able burden sharing arrangement. It is our hope that some type of
arrangement between exporters can be arrived at. I know this has been
discussed earlier by the witnesses from the Department and by private
witnesses. But let me mention some figures for world wheat production
by the major exporters which, in our minds, make it imperative that
some type of arrangement be arrived at.

THE CUT IN WHEAT PRODUCTION

_You will remember that last year the American wheat farmer eut
his production by approximately 12 percent. I think we saw some very
beneficial price impact because of this, along with the Department-held
reserves. We have seen significantly better prices in the past 12 months,

. While the U.S. farmer was cutting his production 12 percent, Cana-
dian wheat farmers increased their output 6 percent, Australia in-
creased its output 99 percent, Argentina’s production was up 47 per-
cent. and the European community was up 22 percent. Had any of
these major exporters or major wheat producing countries cut their
production by any degree whatsoever, or had it remained even the
same and had there not been these amazing inereases, T think we wonld
have seen some decent wheat prices in the world wheat market., The
U.S. farmer would not have had to cut production as much.

The Cramyax. You heard the argnment made by the Secretary
that he has serious doubts that an agreement hetween the United States,
Canada, Australia, and Areentina would work becanse of other major
wheat producers that might enter the export market, What did yon
think of that argument ? .

THE SUCCESS OF THE EXPORT PROGRAM

Mr. Wirson. Let me answer that by first stating our view of the suc-
cess of an export program.

I think far too often zovernment officials view how good a job we are
doing in exporting by how many bushels we are moving. As a farmer,
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as a businessman, and as any economist who works for the U.S. Govern-
ment knows, we should primarily be measuring the success of export
programs by how many dollars come back to the U.S. economy.
Bushels do not buy a thing; dollars are what we have to have. That is
how we measure our trade deficit, in dollars.

Maybe we would sell a little bit less. But if the income is increased,
and my income from my farm is increased, then the country is better
off and I am better off. I think that is the only relevant measure at
which we should look.

I was a little disappointed in the argument Dr. Hathaway used as to
why this would not work. I think he mentioned the fact that if we got
wheat prices up, the European community would sell all their wheat
and buy U.S. feed grains.

In the first place, the European community normally imports mas-
sive amounts of U.S. wheat because the quality of their wheat is so low
that they must use our higher quality wheat in their domestie baking
industry. So I don’t think this argument will hold up altogether.

In the second place, the United States is the only major exporter of
feed grains in the world. If the European community stopped feeding
their low grade wheat and started buying U.8. feed grains, I think the
U.S. economy would certainly be in a better position. So I think this
is a pretty poor argument, to be honest.

I cannot buy the fact that we could not have significantly improved
wheat prices if the major exporters got together on supply
management.,

NOT A CARTEL ARRANGEMENT

I want to make it clear that we are not necessarily talking about a
cartel arrangement from the standpoint of fixing the price of X and
leaving it there, Our interest is in getting some cooperation in supply
management and Frodnctimx and some other matters. As I indicated

C

earlier, the United States did cut back production last year. We held
about 400 million bushels off the market in the farmer held reserve.
This had a very significant, positive impact on world prices, Yet we
had no cooperation whatsoever from the other exporters, I cannot help
but believe had they taken similar actions, or at least not increased pro-
duction and not increased the stocks that they dumped on the market,
we would have had some decent wheat prices today.

I agree with Dr. Hathaway’s argument that were we to raise prices
to $10 a bushel or $15 a bushel, we would see a lot of increase in the
world wheat production in areas where it has not been produced before.
But T think 1f we have a more reasonable and a more serious supply
management system by the major exporters, we won’t attract this kind
of production in the world market.

THE ROLE OF THE U.8. GOVERNMENT

I think it is very important that the U.S. Government, both the Con-
gress and the administration, take a different look at our export policy
because basically the U.S. export policy has not changed since World
War IT, during the period of the Marshall plan, At that time we were
seeking to rebuild the economies of Europe and the economies of Asia,
and the United States sort of became the doorman for international
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trade. We always wanted to have free and open trade. But it has been
pointed out earlier this afternoon that the United States seems to be
the only major country that practices this. We have seen the impact
upon our economy as a result,

[ think it is time that we examine our trade policies in light of their
contribution to our economy. I think it is time we maximize our returns
from our export business.

In closing, I would urge you to give careful consideration to encour-
aging the administration to carefully inquire into the likelihood of
getting an agreement between exporters because I think there are real
possibilities here.

PHREASING OF THE SENATE RESOLUTION

The Cramman. I certainly will do that. Also, T would hope that you
gentlemen would assist the committee in the wording of a sense of the
Senate resolution relating to this matter so that the committee can
take it up and consider it at its next markup session.

I would ask the staff to work with these panelists on what the word-
ing of that resolution should be.

Mr. Minear, do you have a statement ?

STATEMENT OF LARRY MINEAR, CONSULTANT ON WORLD

HUNGER, CHURCH WORLD SERVICE/LUTHERAN WORLD RE-
LIEF, WASHINGTON, D.C.

Mr. MineAr. T have only a brief statement, Mr. Chairman.

I am Larry Minear. I work with religious organizations concerned
with hunger and malnutrition. We also support equitable prices for
roducers and are concerned about the plight of U.S. producers which
}l:m been described today.

My prepared statement gives my view that the International Wheat
Agreement, in addition to being a commerecial arrangement, has im-
portant implications for world food security. You mentioned this in
your own opening remarks,

In the wake of the regrettable collapse of the wheat talks, the Senate
should. in my view, ratify the fourth extension of the 1971 agree-
ment. It may, later in the summer, also need to approve a further,
but hopefully brief, extension of a clearly inadequate, or, as you say,
“toothless,” agreement. However, no number of extensions, in fact, in
my view nothing short of a new and more effective agreement, will
hasten the coming of stable and equitable world wheat prices and
world food security in the 1980’.

Whatever the problems with negotiating a new Wheat Trade Coon-
vention—and I am persuaded that although there are serious problems,
they can, indeed, be overcome—a new Food Aid Convention needs com-
pletion and ratification at the earliest possible moment.

You might even want to consider withholding Senate approval for
the fifth extension until a Food Aid Convention is available for rati-
fication, as a way of keeping pressure on the food aid side of the Inter-
national Wheat Agreement.

1 Bee p. T4 for Mr. Minear's prepared statement.




Finally, T think there are some things that U.S. food aid and de-
velopment assistance could do in the area of food security. Some of
these have been before the Foreign Relations Committee earlier in the
markup of the economic aid bill.

Thank you very much.

The Cnamyan. Thank you very much, Mr. Minear, for your
testimony,

I want to thank the members of the panel for their statements today.

There is one other statement to be presented to the committee, and
it is from Mr. Michael 1. Hall, president, Great Plains Wheat, Incor-
porated. Mr. Hall was unable to attend the meeting today, so we will
incorporate the body of his statement into our record.

Gentlemen, if we can secure your assistance in further refinement
of this sense of the Senate resolution, I think we can take it up at our
next markup meeting. I hope that some expression of political support
will be helpful to the Secretary of Agriculture when he meets with the
Canadians, the Australians, and the Argentinians. I hope we will see
some movement on this front.

This Committee will do all that it can.

Thank you all very much.

The hearing is adjourned.

[ Whereupon, at 5:28 p.m., the committee adjourned, subject to the
call of the Chair.]







APPENDIX

PREPARED STATEMENTS SUBMITTED FOR THE RECORD

PREPARED STATEMENT oF HoN, HENrRY BeELLMoN, A U.S, SEXATOR IFROM THE
STATE oF OELAHOMA

Mr. Chairman, members of the Foreign Relations Committee, first let me
express my appreciation for the invitation to present my views on the proposed
fourth extension of the Wheat Trade Convention and World Food Aid Convention
constituting the International Wheat Agreement, 1971, My comments this after-
noon will be directed to the existing domestic grain situation, the proposed
two-year extension of the current International Wheat Agreement, legislation
that I have introduced and an upcoming meeting of representatives of grain
exporting countries in Saskatoon, Saskatchewan, Canada, on May 10,

Mr, Chairman, in 1978 the United States produced 1.8 billion bushels of wheat.
Supply deviations occur depending upon market price incentives, set-aside re-
quirements and weather patterns. Carryover for the new crop year which begins
June 1, 1979, is projected to be 950 million bushelgs. Under our current farm
program and the current wheat agreement, the President's budget predicted the
average price received by farmers will be below $3.00 per bushel for the crop
year that will soon begin. With today’s production costs of about $4.00 per bushel,
this price means that wheat growers are selling at a loss and unless conditions
change our country will nltimately face a food shortage.

The long range demand for food grains, soybeans and feed grain is excellent.
According to W. David Hopper, Vice President, South Asian Region, the World
Bank, in a statement before the Congressional Roundtable on World Food and
Population, February 27, 1979 :

“In all, the demand for food on a global basis can be expected to inerease at
close to 8.0 percent per annum, approximately four-fifths of which is population
expansion and the remainder due to income growth. A growth of 3.0 percent per
year implies a doubling of food requirement in 24 years. Holding the present
pattern of food distribution constant, and assuming a continunation of present
population and economie expansion growth rates, there will be a world food need
of approximately 3.0 billion metrie tons of grain by the turn of the century.”

In a similar projection, before the same roundtable on January 23, 1979,
Maurice J. Williams, Executive Director of the World Food Counneil, United
Nations, Rome, Italy, stated :

“In the next 15 years the demand for food grains in the developed countries
will inerease tremendously—by an estimated 200 million tons, or nearly equiva-
lent to the current production of grain in the United States. During this period
demand in the developing countries will increase by 350 million tons, (13 billion
bushels) and under current patterns of produetion well over 100 milllon tons
(8.7 billion bushels) of this increase in developing world demand would have to
be met by increased exports from North Ameriea.” [

; Unfortunately, the near term demand for wheat is not good. If the Administra-
tion's projected price of under $3.00 is accurate, many young people may be
foreed to abandon farming, The average age of American farmers is going up
rapidly so there is need to keep young people in the food producing business.

Mr. Chairman, it is interesting to note that even though grain produeing
countries are now exporting grain at prices helow costs of produection, our
foreign consumers are not benefitting from our largess. For instance, last year
Japan imported 121 million bushels of U.S. wheat which they had bought at
on-the-farm prices of about $3.00 per bushel, Once it reached Japan, this wheat
was resold for $8.80 per bushel. This resale policy provided an income of over
$500 million in revenue to the Japanese treasury.

(45)
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A similar sitnation exists with the European community which last year placed
a duty of $3.90 per bushel on the 84.5 million bushels of wheat they nn[m_rlu-l_l
from the U.S. The European community governments thus netted over $325
willion in revenues. A7 . i r’

I'he above piienomenon is more objectionable when it is realized that in 1978
the 1.8, had a deficit in its trade accounts with Japan of $11.6 billion and a
defleit of $3 billion in its trade with West Germany.

It is plainly in our national interest to establish a trade policy which _prm‘idos

fair income to our grain producers and which reduces the opportunity for other

itries to profit at our expense.

s the members of the Committee well know, wheat agreement negotiations
were adjourned in February after the participating countries, representing both
importers and exporters, could not resolve several major issues. The areas on
which a consensus was not achieved in the Geneva negotiations were :

1. Specific reserve stock contributions by member countries necessary to pro-
vide and to insure an adequate total reserve,

2. The extent to which separate economic provisions for developing countries
should be incorporated into the agreement, and

3. The price levels at which stock aequisitions or releases would oecur,

Cmr negotiators worked 12 months in Geneva on a new wheat agreement that
wuotld provide economic protection to our wheat growers. However, after laboring
a year, the negotiators were forced to conclude that an equitable agreement could
not be reached between importers and exporters.

Last February 6, I introduced a Sense of the Senate Resolution to encourage
the establishment of an International Grain Exporting Stabilization Commission,
The legislation is designed to place a floor under world grain prices and end the
cut-throat competition among exporting countries. If cooperation among export-
ing countries can be established, government expenditures for farm subsidies
will decrease, consumers will be assured of a dependable supply of food at a
reasonable cost, producers will receive fair prices and developing countries will
have the incentive to increase their food grain production.

The International Grain Exporting Commission Act of 1978 requests the Presi-
dent to take such action as is necessary to establish an international grain
exporting commission to be composed of the major grain exporting countries.
The Commission would establish a minimum world export price.

Although the management and policies of the Commission would be estab-
lished by the member countries of the Commission, I envision the Commission
implementing an export licensing program. No member country would export
grain without an export license issued by the Commission. When the Canadian
Wheéat Board, Australian Wheat Board, United States Grain Company, or other
qualified exporters desire to sell grain, an export license covering the amount of
the sale would first be purchased by the exporter at a price per bushel reflecting
the difference between the market price and the established export floor price.
The grain would then be exported under existing procedures by member countries.

The Commission would retain enough of the revenue from the sale of licenses
to cover its modest operating expenses. The balance would be rebated to the
Treasury of the country from which the grain was exported.

In the case of the United States, my plan envisions that the U.S. Treasury
would first apportion a percentage of the remaining revenues to the poorer of
the developing countries based upon the amount of grain purchased. The balance
of the revenue would be transmitted directly to grain producers according to
the amount of grain produced and sold.

Mr. Chairman, there are many benefits which would come from this program.
Let me list them again :

1. Costs of the current farm program to the federal Treasury would be dra-
matieally decreased. A large percentage of the grain grown in this country goes
into the export markets. Under the terms of my proposal, the price of the grain
would rise to levels sufficiently high so that deficiency payments under the farm
program would no longer be required.

2. Income of grain growers would rise to a level moderately above the costs of
produetion,

3. The domestie price of food would not be affected sinee the program affects
only the price of exported grain,

4, Our halance of payments would be significantly strengthened.

5. Food producers in developing countries would have an important new incen-
tive through higher prices to meet future in-country food demands.
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6. Japan and Europe would no longer be able to enrich their treasuries at the
expense of American grain growers.

7. The OPEC countries would be required to pay a more nearly equitable price
for their grain imports,

Mr. Chairman, there nndoubtedly is room for improvement on what I have pro-
posed. Also as the Committee well knows, only the President has the authority
to propose that the United States be a party to the type of international agree-
ment I have outlined. However, it was my judgment that during consideration
of 8. 356 it was appropriate to officially lay my proposal before the committee.

Earlier this month Agriculture Secretary Bob Bergland announced he has ac-
cepted the invitation of Otto Lang, the minister in charge of the Canadian Wheat
Board, to meet with ministers of several major wheat exporting countries in
Canada, May 10, in Saskatoon, Saskatchewan. Secretary Bergland stated that
during this meeting “he plans to disenss cooperation on measures to promote
greater food security in developing countries, the status of efforts to negotiate a
new International Wheat Agreement and possibilities for improved coordination
of production and marketing policies among the major exporters.”

secretary Bergland and Minister Lang are to be commended for taking the
initiative to schedule a meeting of wheat exporting countries to pursue actions
that will be mutually beneficial to exporting countries. I have requested the
American delegation to the Canada meeting to consider the above proposed Inter-
national Wheat Exporting Commission as a topic for discussion in the May 10
meeting.

In closing, T support the proposed extension of the Wheat Trade Convention
and Food Ald Convention constituting the International Wheat Agreement, 1971.
However, I feel we should also move in the direction of an international grain
exporting compact. I will be pleased to respond to any questions the Committee
may have on my statement, and I welcome support for my proposal.

[News Release, U.8. Department of Agriculture]

BERGLAND TO ATTEND MEETING OF MAJOR WHEAT EXPORTING COUNTRIES

Washington, April 18—Secretary of Agriculture Bob Bergland said today he

hits accepted the invitation of Otto Lang, the minister in charge of the Canadian
Wheat Board, to meet with ministers of several major wheat exporting countries
in Canada, May 10, in Saskatoon, Saskatchewan,

jergland said he plans to discuss cooperation on measures to promote greater
food security in developing countries, the status of efforts to negotiate a new
International Wheat Agreement and possibilities for improved coordination of
production and marketing policies among the major exporters.

The meeting, Bergland said, “is part of an ongoing effort to improve communica-
tions between wheat producing nations and follows several similar contacts be-
tween Minister Lang, other ministers from major exporting countries and me.”

The wheat agreement negotiations were adjourned in February after the par-
tivipating conntries, representing both importers and exporters, could not resolve
issues involving reserve stock size, trigger price levels and the role of developing
countries.

PREPARED STATEMENT OF DALE E. HATHAWAY, UNDER SECRETARY OF AGRICULTURE

I appreciate the opportunity to meet with you today regarding the ratification
of the 1971 International Wheat Agreement as Extended. I would like to make
a brief statement about the need for extension of the IWA, about the status of
negotiations for a new IWA, and about the future of U.S. international policy on
wheat.

The 1971 International Wheat Agreement includes both a Wheat Trade Con-
vention and a Food Aid Convention. The Wheat Trade Convention—WTC—
provides for the establishment of the International Wheat Council as a forum
for consultations and exchange of information. The WTC includes no obhligatory
provisions designed to regulate world wheat trade or to stabilize world wheat
prices. The Food Aid Convention establishes obligations for the minimum annual
amounts of food aid provided by donor countries.

Since it was first negotiated in 1971, this agreement has enjoyed the support
of United States producers and traders. It is a nseful instrnment for furthering
international cooperation in wheat trade matters without imposing undesirable
limitations on the United States, It is the most important international forum for
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discussion of wheat trade issues and hence provides a unique opportunity for
experts on wheat from governments and the private sector to meet and assess
the world wheat economy. The Food Aid Convention provides that other wealthy
countries will share responsibility for food aid to developing countries, The mini-
mum U.B. commitment of 1.80 million metric tons of wheat and coarse grains
under the 1971 Convention is well below the quantities which the U.S. has pro-
vided under P.L. 480. Because the 1971 IWA has been regarded as a useful agree-
ment by the U.S. and other member countries, it was extended for one year in
1974, 1975 and again in 1976. These extensions were ratified by the U.S. Senate.

At the World Food Conference in 1974, the United States, together with other
nations, recognized the need for an international system of food reserves to
provide world food security. The U.S. and others believed that such a system
could best be developed within a new International Wheat Agreement. The U.S.
first took the initiative in 1975 to submit a proposal for a reserve stock system to
the International Wheat Council. But, after several meetings, there was not
sufficient basis on which to convene a negotiating conference, Again in June 1977
the United States took the lead in proposing negotiation of a new International
Wheat Agreement based on a system of internationally-coordinated, nationally-
held reserve stocks,

Serious negotiations on a new IWA began in September 1977 and a full-scale
UNCTAD negotiating conference was held in Geneva during February and
March 1978. At that conference, it became clear that work on a new agreement
could not be completed before July 1978 when the 1971 IWA would expire, The
Council therefore decided to extend the existing 1971 IWA for one year—from
July 1, 1978 to June 30, 1979. The United States supported this extension.

Although we submitted our provisional application, the Administration did not
submit this Fourth Extension for ratification by the Senate until recently, We
were waiting until the results of the on-going negotiations were known so that
the Senate could consider the extension of the old IWA together with its con-
sideration of the new IWA. During this period, the U.8, has fallen behind in its.
budget contribution to the International Wheat Council. Especially so that we
can bring our contributions up to date, it is necessary to move quickly to formalize
our membership in the International Wheat Council for the period July 1978
to June 1979 by ratifying this Fourth Extension of the 1971 International Wheat
Agreement.

As you know, the UNCTAD Conference to negotiate a new IWA has ad journed
without success. Beginning with the first Conference session in February and
March 1978, significant obstacles to a new agreement were encountered. The
first session broke up over two issues, First, some countries insisted that the
WTC include provisions for rigid minimum/maximum prices similar to those in
the 1967 agreement, Although the United States and others agreed that the
agreement should seek to keep prices within an agreed range, we firmly believed
that the obligations must be defined in terms of measures which directly affect
supply and demand such as reserve stock accumulation and release, production
adjustment, or consumption adjustment. We did not believe that an agreement
based on minimum/maximum price provisions could be workable and equitable.
Second, the Kuropean Community proposed a coarse grains trade convention
which would also include obligations for reserve stocks and minimum/maximum
prices. No other important grain trading country was willing to consider an
agreement on coarse grains which would impose specifie obligations. Although the
United States indicated its interest in the stability of coarse grain markets,
which direetly affects our livestock sector, we did not find that other countries
could make a meaningful contribution to an agreement which was designed to
achieve greater international stability. Thus, the Conference recessed in March
1978. After several meetings of an Interim Committee and numerous bilateral
consultations, it was agreed that the new Wheat Trade Convention would be
based on a reserve stock system and would not include rigid minimum/maximum
trading prices. It was also agreed that the coarse grains trade convention would
be consultative in nature. With these issues resolved, a second Conference was
held in November 1978. But this session adjourned without agreement on reserve
stock size, price levels, and several other key issues. A final attempt was made in
January and February 1979. But, despite substantial agreement on a text for
a new Wheat Trade Convention and virtually complete agreement on a new Food
Aid Convention, the Conference could not reach a consensus on three Key issues;

(1) the size of reserve stock commitments. The United States, other exporters,
and the developing countries had supported a total reserve stock of 80 million




49

metric tons. At the end of the Conference, pledges had been made for a total of
about 18 mmt. We did not believe that this total would provide an adeqguate
bagis for an effective reserve stock system and were disappointed in the contribu-
tions offered by some countries.

(2) the price levels for reserve stock accumulation and release. The U.S.
supported price levels which would provide a workable reserve stock mechanism
and which were realistic in terms of the market outlook. At the end of the
Conference, there was substantial agreement among some key countries, but
the developing conntries in particular insisted on a price range which would not
have provided a realistic basis for a reserve stock system and which was much
lower than the range acceptable to producers and exporters.

(3) special provisions for developing countries. The developed countries gen-
erally had agreed to a special committee which would seek to mobilize and
coordinate existing bilateral and multilateral sources of assistance to developing
countries which undertake to hold reserve stocks. They had also agreed fo special
rules for accumulation and release of developing country reserve stocks subject
to review by a committee. But developing countries songht a new fund for
financial assistance and special rules for their reserve stocks based only on
unilateral declaration. These issues were not finally resolved.

In the end, the Conference adopted a resolution calling for an extension of
the 1971 TWA and for continuing consultations on the issues blocking completion
of a new agreement. At its March meeting the International Wheat Council did
decide to extend the 1971 IWA for an additional two years. This Fifth Extension
will be submitted to the Senate for ratification in the near future.

After adjournment of these negotiations, where do we go from here? Consulta-
tions will eontinue on possible resolution of the issnes which prevented agree-
ment at the Conference, If we were confident that these issues conld be suecess-
fully resolved, then a new Conference could be reconvened. The U.8. had made
every effort to find a basis for compromise. But we will not compromise to the
point at which we lack confidence that the agreement can work. Our bottom-line
positions were based on an assessment of market reality and an assessment
abont what constitnted a workable agreement. At the moment, there is no evi-
dence that the positions of other participants in the Conference have changed.
Thus, the prospects for an early resumption of negotiations on a new ITWA do
not appear very good at this time.

However, it may be possible to complete the work on a new Food Aid
Convention. The new FAC had been virtually completed by the Conference
Although the total pledges still fall short of the 10 million ton minimum
recommended by the World Food Conference of 1974 and supported hy
the TU.8.,, the new Convention would provide for a meaningful inerease in
food aid commitments. At the March 19th meeting of the Food Aid Committee,
the United States indicated its desire to complete the new Food Aid Convention
as early as possible. We also stated our intention to fnlfill our pledge to maintain
a minimum food aid program of 447 million metric tons of grains and rice.
At the next meeting of the Food Aid Committee in June, we hope that other
donor countries will join us in implementing their new pledges and completing
the new Food Aid Convention. In order to assure onr ability to maintain onr
P.L. 480 program at this minimum level even in years of tight supply. the
Administration is also seeking Congressional authority to establish a special
Food Security Reserve, which has bLeen ealled the International ¥mergency
Wheat Reserve. We hope that other food aid donors will consider similar
mensures,

The objectives of the United States for the international wheat market shonld
remain the same. We want to encourage the vizorons expansion of U.8. export
earnings, which constitute the foundation for a strong, healthy farm economy.
We want to pursue policies which put our export seetor on a firm foundation for
long-term growth. We believe that reasonable stability in the world market
encourages such long-term, steady expansion of world wheat trade. All partici-
pants in the world wheat market could benefit from greater international coop-
eration in which the burden of responsibility for market stability and food
security would be more equitably shared among major wheat trading countries.
We continue to hope that such cooperation conld be achieved on the hroadest
possible basis, including both exporters and importers, both developed and de-
veloping countries. Tn international fora such as the International Wheat Coun-
cil, the World Food Council, and the Food and Agrienlture Organization (FAO),
we will continue to work with other nations which share our objectives for an
expanding, stable world wheat market.
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At the same fime, we will continue to meet with the other major wheat ex-
porters in pursuit of these same objectives. In this regard, I can tell yon that
Secretary Bergland and I will be going to Canada on May 10th to meet with
Canadian Minister Lang and delegations from the other major wheat exporting
countries. We will be disenssing possibilities for expanded cooperation on wheat
matters, the status of the UNCTAD negotiations for a new International Wheat
Agreement, and measnres to promote greater food security for developing coun-
tries. I expest this meeting to be part of the continuing exchange of views which
started soon after Secretary Bergland took office and which will continue in the
future.

It these discussions, the U.S. will want to know how other countries may be
able to eontribute toward common objectives for an expanding, stable world wheat
market. We will want to be sure that any U.S, policies to ensure fair prices to:
farmers and to enhance the long-run health and stability of the world wheat
market can be matched equitably by others. In order to be effective, it is neces-
sary that any measures directly affect the supply-demand situation in the world
market. We will not be interested in any schemes in which the U.S. would end
up making all of the effort,

In looking toward the future, and in particular as we evaluate some of the
rather sweeping proposals for change in current policy, I think it is important
to put the current situation in perspective. Beginning with the 1975/76 erop in
the United States, and the 1976/77 crop worldwide, we have seen a series of
excellent world wheat harvests. In particular, the 1976/77 and 1978/79 world
wheat crops of 415 million metric tons and 436 million metric tons respectively
were far above trend production. Thus, we saw a precipitous decline in prices in
1976/77. The bottom was reached in August 1977 when farm-gate prices were
actually below the loan rate in many places. The 1977 Farm Bill became law in
October of that year and, with the programs provided for by that law, espe-
cially the Farmer-Owned Reserve and the set-aside programs, we have been able
to turn the price situation around, despite the large harvests around the world
this year. Assuming that weather and harvests are closer to average in the coming
years than in the last three or four, I think it is safe to say that we have gotten
through the worst period of depressed prices,

Of course, we still have problems and unfulfilled objectives. Some countries
continue to practice disruptive export pricing policies, and we will need to nse
the recently completed subsidies code and other measures fo press for greater
discipline in this area. The U.S. continues to bear a disproportionate share of
the responsibility for world reserve stocks and for other supply adjustment
measures, For the benefit of the entire world trading system, we should continne
to seek ways to achieve greater international ecooperation in this dimension, We
must continue to implement the provisions of the 1977 Farm Bill in a way which
balaneces the interests of farmers, consumers, and the government budget, and at
the same time we must thoronghly explore ways in which our basic farm legisla-
tion can be improved. We need to continue our efforts to maintain a vigorons
growth of U.8: exports. And, directly relevant to the issue before this Committee,
we must continue to support those international institutions such as the Inter-
national Wheat Council which provide an institutional basis for our efforts
toward greater international ecooperation.

PREPARED STATEMENT OF MICHAEL CALINGAERT, DEPUTY ASSISTANT SECRETARY FOR
INTERNATION AL RESOURCES AND Foop PoLicy

Mr. Chairman, T appreciate the opportunity to appear before your committee
and to give the Department of State's views on the importance of extending the
International Wheat Agreement (IWA) of 1971. This agreement consists of the
Wheat Trade Convention and the Food Aid Convention. The U.8. has been a
party to both sinee their inception in 1971. The extension of the Wheat Trade
Convention maintains the framework for international cooperation on wheat
trade matters. The extension of the Food Aid Convention continues the commit-
ment of the adhering parties to provide minimum annual levels of grains food
aid. U.8. commitments under this Convention are met by eommodities sold con-
cessionally or donated nnder PL 480 assistance Progrims.

The International Wheat Couneil, whose total present membership is over
69 countries comprising the major wheat exporting and importing nations, is a
unique forum for international consultations on a wide range of important issues
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including wheat production, trade volume, prices, shipping costs. and proec-
tions of world supply and demand. These consultations are the nuclens of a I::n:
effort to promote trade in wheat and wheat produets, to arrive :;t‘ 1‘|l[l]l{'|‘::J!:\'l‘
golutions to world wheat problems, and to explore ways to stabilize internationa
wheat markets. Last year, the U.8. exported 65 percent of its wheat and earned
over $4.3 billion for it. As the largest wheat-exporting nation in the world, [!Il'
U.%. has a strong interest in the Council and its work, In addition, the Food A d
Committee, which is the governing body of the Food Aid Convention, is a
unique multilateral body where donor countries meet periodically to examine
world food aid needs, the contributions by donor countries and related food
aid matters.

The Council’s professional staff provided invaluable service last year as the
Qecretariat at the UNCTAD negotiations for a new international grains arranze-
ment. If a new grains arrangement comes into being, the professional staff’ of
the Counecil will play a central role in monitoring wheat prices throughount the
world and providing an analytical and factual backeground for the Couunecil's
decision-making process,

On May 17, 1978, Secretary of Agriculture Bob Bergland signed the Protocols
for the Fourth Extension of the 1971 IWA. The instruments of provisional ap-
plication were deposited on behalf of the U.S. on June 20, 1978. A conference of
governments then met in London on June 27, 1978, and determined that condi-
tions had been met for entrance into force of these protocols, covering the period
July 1, 1978 to June 30, 1979.

The Administration might have submitted the protocols to the Senate for
ratification in the spring or early summer of 1978, However. since the prospects
for successfully concluding the UNCTAD negotiations appeared promising af
that time and through the succeeding fall and winter months, it was decided
to provisionally apply the protocols of extension rather than seek the Senate’'s
advice and consent to ratification of the Fourth Extension and then a new agree-
ment within a matter of months, This decision was in conformity with an opinion
from the Department of State’s Office of the Legal Adviser which indieated tha
the 17.8. had provisionally applied protoeols for previous extensions for varying
periods of time and stated that legal authority existed allowing the U.3. fo
provide information on our wheat trade and production (7 U.8.C. 1761 and ses-
tion 812 of the agricultural act of 1970 as amended) and to meet our food aid
commitments (PL 480),

The Administration hopes that the Senate will give prompt and favorabhle
attention to these protocols. Prompt Senate consent to ratification will permit
the earliest possible funding of the U.S. contribution to the International Wheat
Couneil, which normally would have been paid in the fall of 1978. The assessed
dues of the U.S. for July 1, 1978 through June 30, 1979 are urgently needed hy
the Council and are included in the State Department's FY 1979 Supplemental
Budget.

I would also like to take this opportunity to note that Secretary Bergland
has obtained authority to sign the Protocols for the Fifth Extension of the
IWA on behalf of the United States. The Administration will submit the Fifth
Extension to the Senate soon, probably within the next two to three months.
To prevent U.8. membership from lapsing and in turn risking the expiration of
the TWA on July 1, 1979, we plan to deposit a declaration of provisional appli-
eation of the Protocols for the Fifth Extension prior to the June 22, 1979 dead-
:i‘no. The Fifth Extension covers a two-year period from July 1, 1979 to June 30,

OR1.

The only difference hetween the Fourth and Fifth Extensions of the TWA
relates to the length of the extension, The Fourth Extension covered only one
vear and reflected our expectation that a new IWA would soon be negotinted,
The Fifth Extension, like the Third Extension, is for a two-year period. The
TUnited States, and other mafor exporters and importers of wheat, supported
the two-year extension on grounds of administrative efficiency. Both sets of
Profocols include the stipnlation that the existing Food Aid Convention and
Wheat Trade Convention will be superseded in the event that a new agreement
in either area enters into foree before the end of this period.

In this connection, T would like to note that the Extension of the Fond Aid
f'nm_'c-nrinn of 1971 continues the commitment of the member donor nations to
provide a minimum of 4.2 million metrie tons of grains foed aid anonallr to
needy nations throughout the world. The U.S. commitment under this Conven-
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tion is a minimum annual 1.89 million metrie tons of grains food aid, which is
provided under Public Law 480. On March 19, 1979 the U.S. announced to the
32nd Session of the Food Aid Committee in London that as of July 1, 1979 the
U.8. would increase its commitment to 4.47 million metric tons of cereals food
aid annually, the amount provisionally pledged during the UNCTAD Grains
Negotiations. The U.S. urged other mations to take similar steps to increase
their minimum commitments and called upon other donor nations to complete
the text of a new Food Aid Convention at an early date.

Now I wonld like to turn to the UNCTAD negotiations for a new international
grains arrangement. These negotiations were adjourned in February 1979, and
concerned parties were urged to pursue bilateral and multilateral consultations
with a view toward creating the conditions which would allow for a successful
resumption of megotiations, We were disappointed that despite considerable
progress in these negotiations during the previous 14 months, agreement was
not achieved on a new arrangement. Negotiations on the text of a new Food Aid
Convention were almost completed, and broad agreement was reached on the
structure and nature of the mechanism which would be established under a new
Wheat Trade Convention to stabilize international wheat markets. However,
these negotiations were adjourned because of impasses in the following areas:

The size of the global wheat reserve and allocation of national reserve
obligations;

The levels of price action points, particularly for the accumulation and re-
lease of reserves; and

Special provisions for developing countries,

In the grains negotiations, we sought to establish an internationally-
coordinated syvstem of nationally-held wheat reserves which wonld be accumu-
lated and released at realistic price levels, thereby contributing to greater
international price stability. If the coordinated release and accumulation of
reserves were not able to stabilize prices within a fairly wide price band, then
the arrangement would also provide a framework for member nations to discuss
a program of parallel actions which each might undertake to adjust production
or utilization of wheat.

The Administration will continue to seek a meaningful grains arrangement
which is fair to wheat exporters and importers, to consumers and producers,
and to developed and developing nations, It is unwilling to agree to any grains
arrangement which is not viable, balanced, and fair.

In accordance with the recommendations of the International Wheat Couneil,
the 1.8, is participating in bilateral and multilateral consultations relating to
the future of the grains negotiations, In this regard, Secretary Bergiand will
go to Canada on May 10 for a meeting with his counterparts from Argentina,
Australia and Canada. The outcome of these disenssions will probably indicate
to what extent and with which countries further discussions should be held. In
light of these consultations, we can then determine whether conditions exist or
can he achieved to warrant a resnmption of the negotiations.

Mr. Chairman, our efforts in the UNCTAD grains negotiations have been
directed to ereating greater price stability and greater burden sharing in stock-
holding and adjustment. This in turn, would result in greater world food
security, a principal recommendation of the 1974 World Food Conference. Be-
cause of the on-going consultations regarding the possibility of resuming the
adjourned UNCTAD grains negotiations, I think it inappropriate for the United
States to embark on competing initiatives to achieve greater world wheat price
stability. If our consultations with other major wheat trading countries make
it evident that the UNCTAD negotiations are not likely to be successful, then
other channels to achieve enhanced world food security, a greater degree of
international burden sharing in the wheat sector and greater price stability
should he pursued.

In light of the uncertainties surrounding the UNCTAD grains negotiations,
a number of proposals have recently been made which eall for joint action by
wheat exporting countries to achieve greater price stability and to assure ade-
quate returns to producers. Since no specific proposals for implementing and
operating such arrangements have been made, I will confine my remarks to
general observations.

Wheat market instability is a chronie problem. The first International Wheat
Agreement came into force in 1933. Under this Agreement, producing countries
were to control exports and reduce acreage while importing countries were to
eliminate protective tariffs, Under pressure of economiec depression and abundant
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supplies, the Agreement foundered. A 1949 Agreement set rer-Ipr{w.ul r:-l;hm]tml:ns
between exporters and importers in terms of guaranteed quantities and maxi-
mum/minimum prices. The major problem then was one of wheat shr_:rm;:r:s and
the two dominant suppliers—the United States and Canada—essentially imple-
mented the agreement. By the mid 1950's, the supply situation had changed
dramatically and importing nations lost interest. g

The 1967 International Grains Arrangement attempted to establish a precise
mechanism to keep the prices of all wheats trade internationally by member
conntries in line within agreed maximum and minimum prices. U.8. Hard Red
Winter Wheat No. 2 (ordinary Protein) F.0.B. Gulf ports was the reference
wheat and fixed quality and transportation differentials were established for com-
puting the minimum and maximum prices of a large assortment of traded _w]w:z_!s.
But by the time this agreement came into foree in 1968, the world wheat situation
had shifted from one of short supply to over-supply. Competitive pressures relat-
ing to price relationships among different wheats, shipping patterns and freight
rates intensified, causing the arrangement to fall apart at its first test.

As an element of our commodity policy, we generally favor agreements which
include both producer and consumer nations. Obviously producer and consumers
interests in any commodity agreement are often opposed and this makes achieve-
ment of a workable agreement diffieult,

If producers alone seek an agreement, the difficulty is lessened somewhat but
serious problems still must be overcome. If for example the agreement contem-
plates market shares, problems such as determining what the overseas market
shares of participating countries will be must be addressed. Nations have differ-
ent and conflicting perceptions of whether their shares of a given market are, or
should be, statie, increasing, or declining, Intensive competition among nations
for present and future market shares is, of course, only one facet of international
trade. Competition also oceurs both in the quality of wheat offered and in the
price. These issues are highly complex and because of the many variables,
uniform rule-making to regulate competition is a hereulean task.

Another element to be considered is the fundamentally different nature of the
U.8. wheat marketing system—which is conducted by the private sector—and
those of our principal competitors ranging from Argentina’s largely private trad-
ing, to Canada’s mixed public/private sector, and Australia’s publie sector control
of the wheat trade, Integrating these different marketing systems into a tightly
coordinated mechanism would be difficult, if not impossible,

In addition to the above difficulties, other problems are bound to surface.
These center on the responses of other countries to the formation of a wheat
exporters organization, For example, other producers, which are not traditional
exporters might seek to expand their wheat exports. Countries which are tradi-
tional importers might seek in the short term, alternate sources of wheat supply.
Over the longer term they might intensify their degree of self-reliance in wheat
production. In addition, many might turn to greater consumption of rice and
other grains to substitute for wheat. Such developments would have serious im-
plications for our aceustomed level of wheat exports,

Given the different national agricultural and marketing systems in the four
major wheat exporting countries, the competing interests of the firms and coun-
tries, the lack of consensus in our country and in other countries on what con-
stitutes the most desirable wheat marketing system, an association of wheat
exporting nations would find it diffienlt to establish a4 consensus on many issues.

However, they might agree on general guidelines to establish wheat reserves
and on a greater degree of coordination in produection and supply adjustments
fo changing world wheat market conditions. This greater degree of general
burden sharing among wheat exporters would be welcomed and would con-
tribute to price stability and reasonable returns to efficient producers. Since food
security is important to all nations, we would prefer that the largest group of
Nations—both exporters and importers—share in this effort. Restrieting it to
wheat exporters alone, puts too narrow a focus on the dimensions of the uni-
versal responsibility for solving the problem.

Char trade policy goals for wheat are :

To expand access to overseas markets ;

To encourage foreign demand for U.8. wheat through trade promntion efforts
demonstrating the quality of our product and by proving ourselves to be reliable
suppliers:

To ensure that onr wheat competes in world markets on a fair and equitable
basis by developing international codes limiting unfair practices:
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To achieve a more equitable international distribution of the burdens of holding
wheat reserves and adjusting to market shifts; and

To stabilize world wheat markets through the creation of a system of reserves
designed to permit prices to respond to shifts in supply and demand within a
realistic band but at the same time providing a reasonable probability that
excessive swings in prices will be dampened.

Progress lu\mui achieving these gudh will contribute to the revenues earned
by wheat exports and will assist U.S. producers to earn a fair return for their
wheat,

1 will be pleased to respond to questions.

PREPARED STATEMENT OF RoOBERT G. LEWIS, NATIONAL SECRETARY AND CHIEF
EcoxoMIsT, NATIONAL FARMERS UNION

I welcome the opportunity to present my views and those of the Farmers
Tnion on the proposal for ratification by the United States Senate of a fourth
extension of the International Wheat Agreement of 1971,

The T7th Annual Convention of the National Farmers Union, meeting in
Kansag City, Missouri, March 11-14, 1979, adopted the following statement con-
cerning International Commodity Agreements :

“Negotiations to reach an international wheat agreement have collapsed.

“Farmers Union urgently requests the Congress and the Administration to
appoint a commission to reach an agreement with Canada, Australia, and Argen-
tina on the world market share of wheat for each country and on a minimum
price. These prices must be high enough to return to farmers a reasonable profit
above the cost of production.

“We call on Congress to provide direetion to the President to negotiate for the
early establishment of an international commodity agreement affecting inter-
national trade in wheat and feed grains. A new international grains arrangement
shonld provide for:

All trade in grains to be conducted at prices within a range approximating
90 to 110 percent of parity, which would reflect increases in production costs
sinre the negotiation of the International Grains Arrangement of 1967, as well
& the costs of maintaining world food reserves and food aid :

“h. World grain reserves to be maintained by importing and exporting
(‘nnnlries:

Expanded and improved food aid programs to be earried ouf by both export-
ing m(] importing countries with the goals of providing for emergencies, promot-
ing economic and market development, and generating employment for the w orld’'s
hungry ; and

“d. Equitable sharing among exporting and importing countries of the cost of
and responsibility for adjusting market supplies to maintain prices, reserves
stocks, and food aid.

“We recommend that international commodity agreements he considered also
for other agrienltural produects widely traded in international markets, particu-
larly sugar, dairy products, coffee, cocoa, edible oils, broom corn, sotol, and other
fibors.”

The agreement which the Senate is being asked to ratify does not in any way
conform to the standards called for by Farmers Union delegates. On the con-
trary, it amonnts very nearly to an outricht negation of what is commonly under-
stond to be an “international commodity agreement”, and of what delegates
endorsed in their poliey statement.

HAS TWO MAIN PARTS

The proposed International Wheat Agreement that would he extended has two
primary features: (1) A Wheat Trade Convention, and (2) a Food Aid
Convention,

The articles of the Wheat Trade Convention which had, in earlier agreements,
provided for the reciprocal rights and duties of importing and exporting coun-
tries in respect to prices. purchases, and supply of wheat, would be inoperative
in the 1979 proposal. Thus it wonld provide only for the International Wheat
Conneil to function as an information-gathering, research, and consultative
agency.




These are useful functions, and they should be continued. There can bhe no
doubt that increasingly close and substantial cooperation between nations will
be required in the decades ahead in order to achieve the supply nf‘ food l_o_tllc
world's growing population. Although the lack of substantial economic provisions
in this 1979 Agreement seems to negate this necessity, it would l_u-\'vrtlmh-.-'s
keep open the door and shorten the time needed to achieve more eflfective coopera-
ion when the need for action can no longer be ignored.

FOOD AID DECLINED

The second feature of this 1979 Agreement is a Food Aid Convention. It pro-
vides a mechanism whereby several countries have pledged to contribute, i_n t-:_lsh
or kind, specified quantities of food for famine relief and similar humanitarian
purposes.

This also iz a useful function and it should be continued.

But here again, the real meaning of this Food Aid Convention is a negation,
not realization, of the ostensible object of food aid. It means less food aid, not
more. This is obscured by the matter having been incorporated into the imposing
framework of a multilateral treaty among the nations of the world. As the
wrapping has grown bigger and more ostentatious, the contents have dwindled.
There are more hungry people on earth than ever before, but the yolume of food
aid shipments today is less than half what it was 15 years ago.

The Food Aid Convention was introduced into the International Wheat Agree-
ment at the insistence of the United States at precisely the time when the United
States began a sharp reduction in its own food aid shipments. The Convention
provides for commitments by other countries to ship 2.3 million tons of wheat-
equivalent in food aid per year, but actual annual shipments by the United
States have been slashed from a peak of 15.7 million fong in 1964 and an average
of 124 million tons during the Kennedy-Johnson Administration to only 4.6
million tons last year.

The Food Aid Convention doees have value, in that it has drawn other conntries
into participation in food aid shipments, It is a pity that America is leading the
world in a retreat from the advances of hunger, instead of the other direction,
But here again, continuation of the Food Aid Convention would keep alive the
habir and the practice of international cooperation in feeding the hungry, and
that too will be an advantage when the time comes that America might again
choose to lead instead of continuing its retreat in the war against hunger.

DOES KOT EXCUSE INACTION

joth of the main features of the pending Agzreement, therefore, have value as
far as they go. There is no reason that they should not be approved—unless doing
£0 is permitted to obscure the necessity to do something truly substantial about
raising wheat prices and providing for realistic international food aid and trade
development.

it is to prevent that from happening, I believe, that your Committee should
address its primary attention and effort in respect to the ratification of the pend-
inz Agreement. I will devote the balance of my remarks here to some reasons
why and some suggestions of how the Committee might attempt to prevent this
negative and failed non-agreement from blocking the action that should be taken
by our government to raise wheat prices, and to revive American leadership in
international food aid.

First, the need to raise the prices our farmers receive for wheat,

This is purely a matter of domestie price support policy. The President of the
TUnited States does not need to ask any other government on earth, nor all of
them put together, for permission to inerease the price support loan rate on wheat.
He does not even need further permission from Congress—the existing farm law
already gives to the Secretary of Agrienlture the power to set the priee support
loan rate for wheat at any level he chooses up to 100 percent of parity—=8$5.00
per bushel as of April 15, 1979.

The .};:rl'einvll[ you are asked to ratify provides specifically that it does not
“prejudice the complete liberty of action of any member (country) in the deter-
mination and administration of its internal agrienltural and price policies™.

Farmers have been led to believe that higher prices for wheat were in some
way dependent nupon negotiating an international agreement with other eountries.
That is not true. The price of wheat received by American farmers is the direct
responsibility of the Government of the United States.




U.S. PRICE SUPPORT CHEAPEST ON EARTH

In the exercise of that responsibility, the Government of the United States
gives to its farmers the cheapest price support for wheat on earth. e

By some accounts, Egypt might keep the U.S. out of last place. The U.8.
Department of Agriculture reported last month that the October 1978 wheat price
guarantee or support in Egypt was $1.82 per bushel compared to the U.S. loan
at $2.35. The International Wheat Couneil also reports on the price supports for
wheat. The IWC takes into account such “subsidies” to farmers as free irrigation
water, payments for complying with set-asides, and so on in its analysis of com-
parative wheat price supporis. The latest International Wheat Council report
shows the total support in Egypt at $3.48 per bushel in 1977 compared to $2.90
for the United States. The comparison will not be much different for 1978,

All other governments likewise are basieally responsible for the price their
farmers get for wheat, and all do better by their farmers than Uncle Sam.
According to USDA, the top performer is Japan, whose farmers get just shy
of 10 times as much support as American farmers, at $22.97 per bushel.

It is interesting to note that the other countries whose currencies are stronger,
and whose industries are most competitive, like the Japanese do not seem to be
handicapped without the benefit of the “cheap food” subsidy that American
farmers are forced to contribute to our national economy. Switzerland's wheat
support is $17.52, West Germany’s is $7.02, the Netherlands' is $5.50.

PRICE SET BY GOVERNMENTS, NOT “MARKET"

An elaborate but false mythology of “the world market” is being invoked to
justify the cheapest price on earth for America’s grain farmers. The truth is
that the wheat pricing strueture in the real world is approximately a direct re-
versal of the theoretical “free market” model.

In the first place, farmers do not sell wheat and consumers do not buy it
anywhere in the “world market” outside the United States, All the wheat that
enters world trade from other countries is sold or priced by one or another half
a dozen national governments. All the wheat that is bought in world trade is
bought directly by one or another of several dozen governmental buying agencies,
or at prices controlled thereby.

Only in the U.S.A. are the individual farmers left with little backing from
their own government, to fend for themselves in competition with other coun-
tries’ governments on both the selling and buying end. The price support loan
riate is the real “floor” under the price they can expect. So long as enough individ-
ual farmers can hang onto some wheat, hoping the price will go up and that they
will get theirs sold before their neighbors do, the price might rise above the
price support floor. But as soon as enough farmers give up that hope and start
to sell, the price will drop to the floor again.

GOVERNMENT REGULATES WHEAT PRICE

Only when there is a shortage or the immediate prospect of a shortage—as is
the ease right now—ean American wheat prices rise above the price support floor.
And then the “reserve” machinery will come into play, to stop prices from rising
more than modestly above the floor, still far below the prices that most of the
farmers get for wheat in most of the countries of the world.

Iiven if there should be a severe world shortage, the U.S. government appears
to be determined to intervene in the marketplace so as to prevent farmers from
selling to hungry buyers elsewhere in the world so as to keep it cheap in the
United States. In 1973 exports of wheat and some 40 other agricultural com-
modities were embargoed so as to keep prices down. Exports were restricted
again in 1974, and again in 1975, and are now subject to restriction through 1951
under the “standby embargo” arrangement with the Soviet Unilon, all with the
purpose and the result of keeping the price received by American farmers cheap-
ezt in the world.

That is how wheat prices are made in the U.8,, and that is how the so-called
“world market" price is made, It is a system of surreptitious regulation. The
prices that result have nothing to do with the marginal cost of production, which
by strict economie standards ought to be the theoretical goal for all wheat prices.
It has very little to do with the prices at which most of the farmers of the
world actually produce most of the wheat in the world, or what consumers of
the world pay for bread. It has nothing at all to do with the fair rate of return
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on the farmer's labor and investment, which are gnaranteed to others in our
society whose prices arve regulated. This system of reguliation is set so as to keep
prices received by American wheat farmers unfairly cheap.

The “made in America” price of wheat in world trade bears down narrowly
upon American wheat farmers and others in the main wheat exporting coun-
tries. About 85 percent of the total world markef for wheat is reserved by na-
tional governments for their domestic producers, all at prices substantially higher
than the “world market price”. This leaves only 15 percent of the total world
supply that is produced in the four main wheat exporting countries.

But even in the three biggest of these—U.S.A., Canada, and Australin—the
artificial so-called “world market price” is so far below the farmers' production
costs that the governments dig into their Treasuries, or charge domestic con-
snmers something extra for wheat used at home, or both, so as to add something
above the “world market price” to what their producers get,

This leaves only the farmers of Argentina who get by on nothing more than
this artificial “world market price”. That is barely 2 percent of the world's
total wheat production. Thus the “world market price” has no validity as to
what the true economie value of wheat is, nor as to what is a fair return to
farmers, nor as to what the world should offer to farmers to insure that enough
will be produced.

UP TO THE UNITED STATES TO ACT

Thus the American farmer's wheat price problem is a domestic political
problem, not an international problem. Wheat prices are made by political
forces involving practically every government in the world, not by the forces of
competition in a marketplace. The solution for the American farmers' problem
is for our American government tp come to its senses and get busy in the process
by which wheat prices are made so as to provide reasonably fair prices, that
will yield a fair return on the farmers' labor and investment, and give the
support to our feeble dollar and our desperate trade deficit that the country
needs—and deserves.

Increasing the U.S. price support loan rate for wheat to a more fair and
reasonable level, say %4 to $5 per bushel, obviously wounld have an impaet upon
world trade and would affect other countries. But it neither requires any other
country's consent, nor would it require any fundamental change to be made in
the world's trading system.

The present price support loan rate for wheat was set by President Ford in
the middle of the 1976 election campaign. It stopped wheat prices from dropping
as low as they would have gone if the loan rate had remained at $1.50 per
bushel. This price support loan rate of the United States has had, and continues
to have, a fundamental influence upon the “world market price".

It is the price at which farmers sell wheat in the U,8.A. which establishes
the pricing target of every other country’s wheat that enters into world trade.
Some countries set their export subsidies, or price their wheat, just enongh
under the price at which buyers can get American wheat to be able to sell
whatever they have. Other countries, notably Canada, price their wheat some-
what less agressively and deliberately maintain some stocks unsold from year
to year, This is exactly what is going on right now. And it is exactly what wonld
have been going on if President Ford (or his successor) had allowed the price
support to remain at $1.50 instead of raising it to $2.25, or had chosen instead
to raise the price support to £3, or to $4 per bushel.

OTHER COUNTRIES WOULD COOPERATE

Every change that has ever been made by the United States in a domestic
price support policy for wheat has affected other countries, and they have re-
acted. A modest increase in the price support loan rate for wheat at this time
would be welcomed by our competitors. Their own public commitments, made
repeatedly, and the logie of self-interest insure that they would cooperate with
the United States to maintain prices in the world market at the new higher
level. This cooperation among the main wheat exporting countries would be
fully in accord with time-worn policy and administrative prineiples relating
to the sharing of world export markets.

There is nothing new or different about the “market sharing” procedures
and results that would occur at modestly higher price levels. It has been done
before—we do it all the time, At present, the U.S. government is actively en-
gaged in seeking to negotiate market-sharing arrangements of various kinds
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with other governments. This has been a routine and normal practice since
World War II. The provisions relating to export subsidies in the trade
agreements that were recently negotiated are based on the principle of market-
sharing ; they require subsidy rates to be tailored so as to avoid encroaching on
other countries’ shares of the world market. The reserve stocks provision pro-
posed by the U.S. negotiators also was designed to affect market shares. The
Americans who now criticize other governments’ wheat pricing and sales prac-
tices invariably express their criticisms in terms of the effects npon sharing
of the export market. Some spokesmen for the multinational grain trading
companies, and their supporters, are advoeating the use of export subsidies
by the United Staies with the stated objective of gaining or maintaining a
specified share of the market for American wheat. 3 ¥y

The same basic principles would continue to govern the pricing policies and
practices of other countries whatever the U.S. price support loan rate might he.
But a higher loan rate, resulting in higher wheat trading prices in the world
market. would create the opportunity for a substantial improvement in that
Australia and Argentina as well as Canada would have the incentive and could
he expected then to withhold stocks from immediate sale in order to maintain
their shares of the world market at agreed levels. These three countries with the
United States account for 85 percent of total world wheat exports; sellers of the
«mall balance would at worst continue to sell all that they have available, and
some probably would cooperate with the main exporting countries by holding
stocks.

The United States government should of course continue to concern itself and
negotiate with other governments in respect to the effect of national wheat pric-
ing policies upon country shares of the world export market.

IMPORTERS’ PROFITEERING WOULD DECLINE

Importing country governments may not welcome action by the wheat exporters
to cooperate in raising the price of wheat in world trade. The governments that
buy American (or Canadian or Australian or Argentinian) wheat have been able
to skim off profits mounting to billions of dollars when cheap imported wheat is
re-sold for consumption in importing country markets. But the grounds for objec-
tions would be slight. What grounds would other governments have to object to a
change in our price support policy that would raise our farmers' prices closer to
their own? How can Japan protest legitimately if its profits per bushel of imported
wheat were to be reduced from $5 to $6 per bushel to only $3 or §4? The European
Community last month levied a tax of just under $5 per bushel on imported
wheat—precisely 121 percent of the cost of American wheat delivered to Rotter-
dam ! Why should American farmers be manipulated to give away grain to the
communist governments at less than the cost of production, while American tax-
payers groan under the burden of hundreds of billions of dollars a year for mili-
tary defense costs, presumably against those same communist governments?

No, there is no valid reason in our country’s foreign relations for the American
government to be constrained from what it onght to do as a matter of domestic
farm price support policy—raise the price support loan rate for wheat to $4 to 35
per bushel, and to comparable levels for other commodities.

There are many reasons why this should be done. It would give farmers a more
fair return on their labor snd investment. It would greatly improve our national
balance of payments. It would strengthen the feeble American dollar. It wonld
relinguish the dangerous and short-sighted cheap food policy in favor of long-
term strength for our national agricultural system.

As I said earlier in this statement, ratifieation of this Fourth Extension of
the International Wheat Agreement of 1971 is desirable—if it is not allowed to
block necessary action to raise grain prices in the United States behind the in-
valid excuse that international agreement is required before that ean be done.

I believe that !111.4 Committee ean perform a great serviee to the country by
tllf_rruuglll,\' exposing the inadequacy of that invalid excuse for inaction on farni
prices.

I strongly recommend, therefore, that the Committee undertake thorough
studies and investigations and further public hearings, to bring to light the true
nature f_al“ the \_\‘nrlll grain economy and of the true interest of the American people
in relation to it.

PROBE DECLINE IN FOOD AID TOO

The decline in America’s commitment to the “Food for Peace” program also
should be examined. The facts are clear: Our annual food aid shipments have
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been running at the lowest levels in the history of the program thronghout most
of the Nixon-Ford Administration and are continning so today.

The decline of the program raises some extremely disturbing gquestions for
farmers. Although popularly known as “Food for Peace”, the real title of the law
is “Agricultural Trade Development and Assistance Aet”. This program and its
predecessors since the end of World War IT have contributed enormously to the
tremendous expansion of America’s agricultural exports. “Food for Peace” dona-
tions, followed by concessional sales, laid the groundwork for the development of
many of America’s largest present-day commercial markets for farm products,

Does the sharp decline in food aid shipments signify that the United States
government is retreating from the development of additional export markets for
American farmers? There are serious indications that this may be so.

One is that the reduction of food aid shipments eannot reasonably be attributed
to their cost. Several years ago, the Farmers Union eonducted a study which
shows that in most years, farmers were paid almost as much and frequently
more to keep land out of produetion than wonld have been required to have
bought the commodities if they had been produced and given them away for
food aid.

This is particularly true as the programs were administered during the Nixon
Administration. That pattern is repeated in the results of the set-aside programs
last year. Payments to farmers totaled $1,599 million for “not produeing” com-
modities in 1978 which could have been purchased for slightly less—$1.5%5
million. (A copy of this study report, with additional recent data supplied, is
attached for the record.)

There are other indications as well that despite public assuranes to farmers,
the government's primary concern has shifted from promotion of export markets
for farm commodities and optimum foreign exchange earnings therefrom, to
management of America’s agricultural resources so as to maintain a “cheap
food” policy at home. These are present in the past two administrations’ policies
in respect to supply and price gnarantees in the International Wheat Agreement,
in U.8. promotion of export competition for American farmers, in the restrictive
bi-lateral agreements with the U.S.8.R., the recurrent restrictions on agrienltural
exports, the lack of an adequate reserve stocks policy, and so on.

This is a serious issue, not only for farmers, but for the country as well. Agri-
culfure is one of the nation’s leading economic advantages in the world arena,
and farmers and the public deserve a elear and convineing definition of Jjust what
our policy is. or should be. This matter is clearly the business of this Committee.
It is probable that food will be the most important issue in foreign policy in the
decades immediately ahead.

I strongly reecommend, therefore, that the Committee undertake thorough
studies and investigations, and further public hearings, to review the existing and
other possible policies of the United States in respect to international access to
our agricultural production.

[Reprinted from XNational Farmers Union's Washington Newsletter, Vol. 26,
No. 18, May 4, 1979]

ALMOST NOBODY IN THE WORLD AS STINGY AS THE U.S. v SuProrT OF WHEAT,
CorN PrICES

The price support levels provided to American farmers by their government
for wheat and corn are the lowest in the world with the exception of Egvpt for
wheat and Brazil for corn. The wheat support rates or guaranteed prices range
from a low of $1.82 in Egypt to a hizh of $22.97 in Japan. The eorn support rates
or guaranteed prices range from $1.70 in Brazil to $10.56 in Switzerland.

The data appears in a foreign agrienltural circular, entitled “Wheat and Corn
Prices for Selected Countries.” just published by the USDA Foreign Agricnl-
tural Service, It was obtained through reports from U.S. agrieultural attaches
in about 65 countries.

Exact comparisons are difficult to make because of differences in support sys-
tems, variations in grain qualities, standards and grades, freight costs, location
at which the price is supported, and variation in dollar exchange rates,

“Nevertheless, the figures are useful for general eomparisons,” Reuben T.. Johin-
son, NFU director of Legislative Services, commented this week, “and they do
indicate the kind of priority food and farmers have with their rospo&ti\‘e
governments.”
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NATIONAL FarMmERs UNION,
Washington, D.C., May 11, 1979,
Hon. FrRANK CHURCH,
Chairman, U.8. Senate Commitice on Foreign Relations, Russell Senate Office
Building, Washington, D.C.

Dear Mi. CHAIRMAN : During the hearing of your Committee on May 8, 1979,
on ratification of the fourth extension of the International Wheat Agreement of
1971, you invited me and other witnesses representing farmers to respond to
remarks of the Assistant Secretary of Agriculture, Dale Hathaway. Mr. Hatha-
way had suggested that farmer-representatives comment about the workability
of price provisions in a wheat agreement and the possibility of serious world
over-production if the United States were to raise its price support modestly, as a
number of Senators have proposed, so as to be more in line with the levels of
price support provided by other governments. Because there was not sufficient
time to discuss this matter fully before the hearings closed late in the day, I
would appreciate your consideration of these additional comments, and if appro-
priate, inclusion of this letter in the hearing record.

1. WORKABILITY OF MINIMUM PRICE PROVISIONS

Mr. Hathaway stated that minimum price provisions have never worked. This
is not true. Apparently he has been misinformed about the operations of past
International Wheat Agreements. The only serious breach of the minimum price
provision in any International Agreement on Wheat or Grains occurred in 1969,
when the newly-installed Nixon Administration deliberately increased its export
subsidy for wheat by about 30 cents per bushel and thereby forced the world
trading price below the agreed minimum.

Clarence Palmby, now a Viee President of Continental Grain Company, but
then in the position in USDA now occupied by Mr. Hathaway, executed this
action. Mr. Palmby, and Continental and the other multinational grain trading
companies, have long opposed International Wheat Agreements precigely be-
cause they did work, thus depriving the grain traders and speculators of the
advantages they are able to obtain for themselves in a world grain market sub-
ject to violent fluctnations and insecurity of both price and supply for farmers
and consumers. In the political argument raised by the grain trading com-
panies against farm price supports and international commodity agreements
down through the years, they have characteristically charged that these pro-
grams “do not work.” Such declarations should be dismissed for the self-
serving political rhetorie that they are, and any judgment that the Committee
might make as to the performance of past agreements should be based on
objective examination of the record. The record shows that while IWA price
provisions were in effect, wheat prices were (1) remarkably stable: (2) well
within the prescribed range, and (3) substantially higher in real terms, than
most of the time before the first International Wheat Agreement took effect
and since the International Grains Agreement was torpedoed in 1969.

The key element in past agreements that has made the minimum price pro-
visions workable has been the withholding of stocks off the market in “reserve”
status to the extent necessary to maintain prices above the agreed minimum.

Stocks withholding in the past has been performed mainly by the United
States and Canada, Both countries have held as much as a full year's produc-
tion and more in *“reserve,” thus preventing prices from plunging far lower
than they did.

The feasibility of this procedure is now considerably improved, hecause Aus-
tralin and Argentina now have declared publicly their willingness to share
in this stocks-holding funetion. Most of the other exporting countries, accounting
for the 15 percent or so of total world wheat exports other than those from
the four main exporters, probably conld be persuaded to share in the stocks-
holding responsibility too. But even if some exporters of small quantities de-
cline fo share in the stocks-holding responsibility. it would be advantageons
to the United States to cooperate with the other main exporters in holding stocks
and maintaining reasonable prices.

2, COPING WITH POTENTIAL OVER-PRODUCTION OF WHEAT

A. World demand for grain has approvximately caught up with world supply

In my judgment, there is little likelihood that average production over the
next 10 years would exceed average consumption, even if the U.8. loan rate for
wheat were raised to $4 to 5 per bushel and other grains in proportion.

48-508—70——3
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For example, the world carryover of all grains and soybeans (a better poliey
indicator than wheat alone) now projected for the beginning of 1979 harvests
is 217.5 million tons—only 514 million tons more than 10 years ago. World pop-
ulation has increased 10 times as much as the carryover, and consnmption
has increased even more. The present carryover represents 18 percent of the
carrent yvear's consumption, just a shade above the 17 percent on hand at the
beginning of the “world food erisis” in 1972 when the Soviet Union's erop
failed, and it is not sufficient to see the world through a similar serious pro-
duction shortfall without extreme price and supply disruptions.

Prudent amd responsible policy for the [.8. Government under present cir-
cumstances would be to provide for orderly management of somewhat larger
reserves than those now on hand, and to assure prices yielding a fair rate of
return to farmers on their labor and investment, instead of driving down the
world trading price so as to cause severe hardship for farmers in the United
States and other exporting countries.

B. If supplies can he produced in caecess of truly adequate reserves, the “Food
Jor Peace” program showld be revived, improved, and reinvigorated, with
the object of developing long-range patterns of erpanded and two-way trade
of grain for products of countries now suffering severe unemployment
At present, food aid shipments from the United States are less than one-

third the volume of 15 years ago, In fact, annual shipments throughout the

later yvears of the previous Administration and so far in the Carter Admin-
istration have been smaller than at any time since the program was first initi-
afed in the Eisenhower Administration 25 years ago.

Moreover, the present Administration, like the Nixon Administration before
it. is spending more to pay farmers to put eropland out of produetion than it
would cost to buy the output thereof for distribution as “Food for Peace.”

In my judgment, the other grain producing and consuming countries would
respond favorably to positive leadership from the United States by increasing
their participation in food aid and long-range trade development programs.

C. I do not believe production adjustment measures would be necessary on a
large scale, but they should be provided on a standby basis both in the United
Ntates and in the other main grain producing countries

I would recommend a combination of eropland set-aside, producer-financed
reserve stock-holding (as in Canada), and producer-financed food aid donations
as means by which the varions countries could supplement their regular pro-
grams so a8 to adjust current marketings to demand when and if supplies
become excessive.

The Farmers Unlon commends your initiative in foeusing public attention
upon the issues relating to foreign trade In wheat and other grains, and we
will do whatever we can to further that effort.

Sincerely yours,
RoBerT G. LEWIS,
National Sceretary and Chief Economist,

Nixox Foop Poricy SHIFT CREATED SHORTAGE, FAMINE THREATS, FARMERS UNTON
EcoNnoMisTs REPORT

Washington, D.C., Oct. 28, 1974—Policy changes introduced by the Nixon Ad-
ministration are directly responsible for the present world food shortage and
threatened famines, a study released today by the Farmers Union reveals.

Little more than one-fifth as much U.S, food is now being shipped overseas
for hunger relief as ten years ago.

While “Food for Peace” shipments were being drastically curtailed over the
five past years, payments to U.S. farmers for holding eropland out of production
were increased sharply, setting an all-time record of $3,566 million in 1972, In
that year one acre was held out of production in the United States for every 414
acres that were harvested.

COSTS TAXPAYERS MORE

This shift in food policy has greatly increased costs to U.S. taxpayers. During
the Nixon Administration’s first five years, nearly $4 billion more was paid to
farmers to prevent food production than it would have cost for the government to
buy the same amount of food from farmers.
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Last year alone, the government paid $1,163 million more to hold land out of
production than the value of the lost production on the farm at market prices.
The record was $1,181 million in 1971.

An enormous volume of potential food production was sacrificed during these
five years which could have been used for providing adequate reserves and greatly-
expanded food aid shipments. Assuming yields of only two-thirds of the actual
national average for the grain best-suited to the various lands held out of produc-
tion, the five-year total would have reached the eguivalent of 8,609 million bushels
of wheat. This is nearly @ billion bushels more than the actual total harvests of
7,669 million bushels of wheat in the U.S, during those five years.

ENOUGH FOR ALL NEEDS

The potential food that was sacrificed would have been more than ample to
meet all the needs that have arisen in the present world food crisis, with ample
reserves left over, In several years the prevented production approached the total
volume of all food grains bought and sold by all countries in international trade.

If the food sacrificed during the past five years had been produced instead,
much of it could have been bought and shipped abroad for food aid under the
“Food for Peace” program at less cost to the U.S. government than was paid
for not producing it, the Farmers Union study reveals. This excess cost reached
$751 million in 1971 alone. Costs of the Nixon program ranged from a low of
60 percent to a high of 186 percent of what it would have cost to provide equiva-
lent quantities of farm commodities for “Food for Peace” shipments if they had
been produced.

FARMERS UNION OPPOSES POLICY

The Farmers Union has objected repeatedly to “the erosion of the Food for
Peace program” during recent years, as well as to other aspects of the Nixon farm
and food policies.

The Farmers Unlon recommends that farm prices should be stabilized at 100
percent of parity. When “surpluses” occur, they should be insulated from the
market in non-recourse price support loan status until prices rise to 110 percent
at parity. This would provide an “ever-normal granary™ of reserves to protect
consuiners ald export customers. Farm production would be eurtailed under the
Farmers Union plan only when reserves have reached reasonable levels,

In hearings on renewal of the Food for Peace Act on April 3, 1973, Robert G.
Lewis, National Secretary, urged that shipments “be increased, insofar as sup-
plies are available, to a scale approximating the full levels of expenditure au-
thorized by Congress’. The Nixon Administration held the value of Food for
Peace shipments down to only one-third to one-half of the amounts authorized
by Congress.

URGES USE OF FOOD FOR DEVELOPMENT

Lewis urged long-term food ald agreements with hungry countries designed to
lead to “an enduring pattern of commercial two-way trade wherein U.S. farm
commodities can be exchanged for goods and services from the food-importing
conntries”.

He also suggested that food from the U.8. be sold for loeal currencies in the
hunger areas, with the proceeds used “for paying wages in useful public works
projects, in order to promote the expansion of demand for food within the re-
celving countries.”

“FOOD FOR PEACE” DWINDLES

The Farmers Union study shows that the Nixon Administration immediately
slashed the volume of Food for Peace shipments by one-fourth in its first year
(1969). The volume dwindled to an estimated 2.8 mil. tons in 1975, the smallest
since the program was initinted by the Eisenhower Administration 20 years ago.

The Nixon Administration also boosted euts in annual food production. The
peak of 65.9 million fons in grain equivalent of prevented produetion eame with
the peak spending in 1972, After the world food crisis developed heginning in
that yvear, annual reductions tapered off.

The shift in food poliey was made by the Nixon Administration pursuant fo
diseretionary authority in the basic agricultural and food aid legislation. These
laws were amended in 1970 and again in 1973, but the change did not basically
alter the discretion of erop reduction programs, and Secretary of Agriculture Earl
Butz and other Administration officials landed both new Acts as moving in “the
right direction.”
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DECLINE STARTED UNDEE JOHNSON

The decline in food aid shipments, accompanied by increasing payments for
eutting U.S. food production, began under the Johnson Administration in 1965.
The Farmers Union study revealed the little-known fact that total U.S. food aid
ghipments during the famine emergency in India in 1966 and 1967 were far
smaller than in the pre-famine peak year of 1964, Indeed, shipments during each
of the two famine years were smaller than in any previous year of the Kennedy-
Johnson Administration or the last year of the Eisenhower Administration.

The study revealed that it was the Eisenhower Administration which has most
strongly favored Food for Peace over paying to prevent food production.

During the five Eisenhower years when both types of programs were in effect
(1935-60). the valne of Food for Peace shipments averaged three times higher
than the payments for preventing production.

During the eight Kennedy-Johnson years, the value of Food for Peace ship-
ments each year averaged only two-thirds as high as payments to prevent pro-
duetion.

In the five years of the Nixon Administration, the original ratio was more than
reversed. Payments to prevent production had skyrocketed to more than three
times the value of average annual Food for Peace shipments.

“FOOD FOR WAR" INCREASED

But even this does not fully measure the actusl cut that has been made in
ghipments of food for humanitarian and economie development purposes. By the
last year of the Nixon Administration (1973), nearly one-third (319%) of the
total value of Food for Peace program shipments went to support war efforts in
Viet-nam and Cambodia. The Senate Nutrition Committee reported that over
half of the total went to these two and other military-related recipients such as
Israel and Jordan.

The Farmers Union's estimates of the grain production that was prevented
under government programs are hased on acreages for which diversion payments
were made each year times two-thirds of the actual national average yields dur-
ing the year for the grain crop best suited to the various types of land in the
various programs. These estimates may over-state the volume of prevented pro-
duction. snd commensurately nnder-state the comparative cost of having instead
bouzht and shipped for food aid the amount of grain that would have been
produced.

Actual production on land released from these government programs in 1973
and 1974 has been less than the two-thirds of national average yields assumed
in the estimates,

SPENDING, PRODUCTION CUTS PEAKED IN 1072

The record of $3,566 million in payments for not produecing food matehed the
record estimate of prevented production of 65.9 million tons in 1972, Simul-
taneonsly during that year, the Nixon Administration undertook strenuons
negotiations with the Soviet Union and China to expand grain sales to those
conutries,

The Farmers Union study is based on official U.S. Department of Agriculture
data. For simplicity, prevented produaction on land diverted from cotton is esti-
mated in terms of “grain equivalent” based on national average yields of corn,
for which most cotton land is suitable. Prevented production on land diverted
from miscellaneous erops and hay is based on national average yields of oats.

The Farmers Union's study was directed by Robert G. Lewis, who is the
organization’s chief economist as well as Nutional Secretary.
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(A series of tables detailing the findings and estimates of the study is at-
tached.) (Data for calendar years 1975-1D78 has been added.)

TABLE |.—OPERATING RESULTS OF GOVERNMENT-FINANCED FARM COMMODITY EXPORTS AND ACREAGE
DIVERSION PROGRAMS, 1955-78

[Dollar amounts in millions]

; Quantity of U.S.

Estimated pro- Value of U.S. farm commodity

duction of grain Market value farm commodity exports under

Acres idled by from idled acres al farm if Payments to  exports under  Public Law 480
farmers as basis if grown and crop of grain  farmers agree- Government- programs,
for Government harvested  had been har- ing to not financed calendar years
payments {million vested from produce crops programs, (million
(millions) metric tons) ¢ idled acres? on idied acres® calendar years ¢ metric tons) &

e agepenpa

mmwmmnmwmm:-m-—@umw«-mn-ru-n-t.n;-

1.3
5.9
4
8.5
2.5
.0
2.0
£.6
8
54.8
50, 5
.0
9.6
.9
3

E 0 0
. . 1,599

-

o dn e Be PO LA S EN 00 S

1 Computed at 24 of U.S, average yields per acre during year of each crop to which reductiops in acreage harvested are
attributed. An equivalent based on average yields of con during year is shown for acreage diverted from cotton; and an
equivalent based on average yields of oats during year is shown for “‘other cropland” diverted primarily from tame hay,
and some soybeans, flaxseed, dry edible beans, rice and tobacco,

2 Estimated production (from 3d col.) times U.S, average price per ton received by farmers for corn-at the farm during the
year. Prices of the various grains, including the price of wheat lass certificates, usually averags close to the price per ton of
corn,

2 All payments to farmers conditioned on their agreement to withhold designated farmland from praduction during the
calendar year (corresponds generally to crop year). Wheat certificate payments aie included.

+ Calendar years 1955-73 from annual report on Public Law 480, Septamber 1974, Calendar year 1974 preliminary from
FAS-USDA. Calendar years 1975-78 from annual réport on Public Law 480, Office of the General Salés Manager, USDA.

s Calendar years 1955-73 from USDA's annual statistical report on Public Law 480 shipments, SDS-1-74, March 1374
and earlier reports. Data for Public Law 480 only, excluding relatively small quantities shipped under other Government-
financed programs.

! 6 Pioauections, based on_data from FAS-USDA on actual shipments durin: 9 mo:for title | and 6 mo for title 11 of Public
aw 480,

Source: U.S. Departmenit-of Agriculture data except as noted.

48-505—T79——0G
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TABLE 111.—VALUE OF U.S. AGRICULTURAL EXPORTS UNDER GOVERNMENT-FINANCED PROGRAMS TO VIETNAM
AND CAMBODIA, AND TO ALL COUNTRIES, FISCAL YEARS 1955-73

Percent of all

Total shipments to

T for 2 Yietnam and
Fiscal year Yietnam countries Cambodia

Megligible

B3 D LY e
o=

S
———

8

1.0

.9
Negligible
Negligible
Negligible
Negligible
Negligible
Negligible
Negligible

.8

9.5
8.9

oo
-

—oDWNBRoO

. g e ot ot o ot o ot e Bt ot e e

i
o9

-
] e e

- 1 Export data for Vietnam and Cambodia were comhined for. fiscal years 1955-58,

Note: Data rounded to nearest haif-million. “*Negligible'’ is under $500,000 and under 34 of 1 percent. Totals may not
add cofrectly due to rounding,

Source: Economic Research Service, U.S. Department of Agricultura,
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PREPARED STATEMENT OF RICHARD BAUM, PRESIDENT, WESTERN WHEAT
AssociaTes, U.S.A., IxNc.

Mr, Chairman and Members of the Committee, my name is Richard Baum. T
am President of Western Wheat Associates and have served in this capacity for
the past 20 years. T appreciate the opportunity to review our position on the
policy issues being considered by this commitiee,

Western Wheat Associates, Inc.., (WWA) is a market development and trade
service organization with offices in six Asian countries and two in the United
States. WWA concentrates its efforts in a total of 15 Asian countries, WWA's
mission is to maintain and expand overseas markets for all five classes of U.8.
wheats and their by-products on behalf of U.S, wheat producers. WWA cur-
rently represents growers from eleven major wheat states which, together,
produced over 1.1 billion bushels in 1978,

In summary, we support the extension of the 1971 International Wheat Agree-
ment ; we support international cooperation with the other major wheat export-
ing nations on measures to improve coordination of production and marketing
policies and food security in developing nations: we oppose the idea of a world
wheat cartel to set artificially high prices and divide up world markets as un-
workable ; and, finally, we recognize the prices received by U.S. wheat producers
are below their costs of production and actions must be taken to increase their
income if they are to remain in business.

The United States' International Wheat Agreement negotiators had a formida-
ble task before them in attempting to develop a supply management and pricing
scheme that would be ncceptable to all participating countries. As the U.S. pro-
Posal was originally presented, the interest of the U.S. wheat producer was
clearly protected. It provided for a mechanism to adjust supplies through na-
tionally-held reserves. These provisions were designed to hold world prices within
an established range and to provide for increased security in food supplies in
individual countries. The initial price range was reasonably attractive to the U.S.
wheat producers and the burden of holding reserve stocks was more fairly dis-
tributed among exporters and importers.

By early 1979, compromises during the negotiating process had considerably
-8, producers, and additional com-

eroded the benefits that would be derived by 1
promises wonld have been necessary to come to final concurrence with other
countries on u new IWA. Further compromises were untenable. U.8. negotiators
Packed their bags and went home—knowing that by doing so the interests of

U.S. wheat producers would be better serviced. Obstacles were great to negofiat-
ing such a comprehensive agreement by the application of one set of rules on par-
ticipants having widely varying differences of needs and goals.

Even before hopes began to dim for a new and favorable agreement, various
interests in the U.S. advoeated a change in the direction of our existing trading
system. Any revision in our system should he appronched cautiously so that
the markefs and market shares we've worked so hard to obtain are not lost or
diminished. Of the more than two billion bushels of 1.8, wheat expected to he
utilized in the current marketing year, nearly 60 percent will be utilized out-
side the United States. Despite the already large role exports play in determin-
ing the income of farmers, more and expanding markets are necessary if farmers
are to keep pace with the rest of our economy and, in fact, remain in business.
We have confidence in our ubility to find new markets and expand our sales in
the markets already established, given a trading atmosphere conducive to free
and fair competition.

A concept being advanced which would divvy up world markets on a historical
basis has many inherent difficulties. The most prominent difficulty being that
the share of the markets would be determined on historical sales, while potential
growth due to individual initiative would be stifled.

The U.8. farmer, in cooperation with the government, has invested millions of
dollars over the past 25 years to develop wheat export markets, Eating habits
are heing changed in countries throughout the Asian area to include wheat foods
to improve diets nutritionally and to gain variety and convenience. The wheat
market development program has proven that new markets can be developed and
old markets expanded.

Competition for markets based on improved qnality, dependability and service
benefits the buyers. The T.8. is the only country that has all classes of wheat
available. We are also the most dependable supplier in the world. In addition, we
are one of the largest importers from many Asian countries, so they want to buy
from us to improve their balande of trade.
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¥or these and other reasons, U.S. wheat has entered expanding markets that
by tradition belonged only to our competitors. Examples of such markets are:
Indonesia, Malaysia, Sri Lanka and China. Excluding U.8. wheat from markets
such as these would further imbalance trade and be a disservice to our taxpayers
as well as the wheat producer.

We do not believe it is possible to manage an OPEC-type monopoly on world
wheat production to raise prices regardless of supply and demand factors, Set-
ting an artificially high price for wheat would stimulate production in many na-
tions that would not be part of the agreement and, in effect, would defeat the
purpose of the cartel. Wheat can be produced in more than 100 countries around
the world.

The policies being followed by the European Community (EC) are a eurrent
example of the problems created by excessively high price supports to the pro-
ducer. The French wheat producer receives a price support of over $5.60 per
bushel. These prices encouraged an incresse in production of 10 million tons
in 1978 over 1977. This surplus is now being dumped on the world market through
use of export subsidies (restitutions) running as high as $3.57 per bushel to
China. It is estimated that the EC use of excessive export subsidies to tradi-
tional U.8. wheat markets in third conntries will cost the U.8. wheat producer
losses in excess of one billion dollars this marketing year.

The U.S. has long suffered from the unfair trading practices of our competitors,
It is not uncommon for our competitors, when they become burdened with un-
wieldly supplies, to resort to dumping their commodities on world markets—
showing little concern for the cost to national treasuries and the deecline in world
market prices which inevitably result. Export subsidies by the EC, rebates, price
discounting and many other uncompetitive means by others are used to rid them-
selves of excessive supplies. We have already encountered such tacties in com-
peting for sales to the People’s Republie of China, Had it not been for export
subsidies by one of our exporting competitors, the sales would likely have been
ours, It is difficalt to compete with countries that have national treasuries at
their disposal.

Althongh the concept of predetermined market shares is unaeceptable, inter-
national cooperation among exporting countries in the pursuit of supply man-
agement and responsible trading practices should be advanced.

Through the cooperative efforts of the U.S. and other wheat exporting coun-
tries, the potentinl exists for a more economically rational and responsible world
of trade policy. Seeretary of Agriculture Bob Bergland will soon be meeting in
Canada with representatives of major wheat exporting countries. With the likely
exclusion of the wheat cartel concept, the disenssions may cover a wide spectrum
of areas of future cooperation, A dialogue such as this will help promete a better
understanding of the view of all concerned and should be ongoing.

We fully support an extension of the 1971 international wheat agreement com-
posed of the food aid convention and wheat trade convention. The agreement, if
extended, would continue to provide a fornm for the exchange of views of all
members, having averted potentially serious trade problems before reaching a
crisig stage bhecanse of the continued communication which exists among TWA
members, The information sapplied by the Imnternational Wheat Council has
hecome invaluable to many member conntries. Although the developed countries
have sophisticated apparatus for information gathering, the lesser developed na-
tions lack the expertise and financial resources for such an extensive endeavor.

The Seeretariat of the International Wheat Council has become extremely pro-
ficient in gathering accurate information on production, consnmption, trade and
related matters, The poorer countries of the world rely heavily on the knowledge
the TWC provides them.

Again, I thank you for your consideration of the view of Western Wheat Asso-
ciates on the extension of the 1971 International Wheat Agreement and other
trade issues. I wonld be happy to answer any questions you might have.

Biocraruy oF RicHarp K. Bauum

RBirthdate : June 12, 1923—TLaGrande, Oreg,

BEdueation : Graduated Oregon State University, 1947 B.C. (Cum Laude),
Agronomy and Soils,

Marital Status: Married, six children.

Background : Richard K. Baum, President of Western Wheat Associates,
T.8.A.. Inc., has served as the organization’s chief executive since its inception in
1959. He has served the wheat industry throughout his 30-year professional




79

=

eareer, and helped pioneer the establishment of the Oregon Wheat Commission
and the U.S, wheat industry’s market development program in Asia. He graduated
Cuom Launde from Oregon State University in 1947 after having served as a
combat infantryman in Europe during World War 11, He recent retired as Com-
manding General of the Oregon National Guard's 41st Brigade. He has traveled
extensively throughout Asia on more than 60 oceasions in the course of his wheat
market development work.

Western Wheat Assoclates, U.8.A., Inc., known overseas 48 “Wheat Associates,
USA”, is a non-profit organization supported by wheat producers in the Stat
Oregon, Idaho, Washington, Montana, Nebraska, Colorado, Oklahoma, Texas,
Wyoming, North Dakota and Minnesota. The objective of Wheat Associates is to
expand and develop markets for United States wheat and wheat products in the
Asian area in cooperation with the Foreign Agrienltural Ser ce, U.S. Depart-
ment of Agriculture. Overseas offices have heen established in Japan, Korea,
Taiwan, the Philippines, Singapore and India. Programs are also conducted in
Hong Kong, Indonesia, Malaysia, Thailand, Pakistan, Bangladesh, Afghanistan
and Sri Lanka.

The WA program includes such things as the establishment of bakers training
schools, trade team to the U.8., sending bakery trainees to the American Tustitute
of Baking, providing flonr milling and baking industry consultants to assist the
local milling and baking industries with improving product quality and intro-
ducing new products, providing financial assistance for conducting various wheat
flour food demonstration programs and printing cookbooks and recipes, and
various technical servicing programs. The overall WWA FY 79 budget is nearly
five million dollars.

RICHARD K. BAUM, EXECUTIVE VICE PRESIDENT, WESTERN WHEAT ASSOCIATES, U.8.A.,
INC., AMERICAN BANK BUILDING, PORTLAND, OREG.

Birthdate: June 12, 1923 at LaGrande, Oregon. Raised on parents farm.

Edueation : High School—Student Body President, Salutatorian Senior Class.
College—B.S. (Cum Laude), Oregon State 1947, Agronomy and Soils.

Military : Active duty U.S. Army 19431945, Studi engineering Indiana Uni-

versity, 1943. Served in 14th Armored Division in France and Germany. Present
rank of Lientenant Colonel, Oregon National Guard,

Marital status: Married since 1949, six children ages 2 to 17.

Current position: July 1959 to present : Western Wheat Associates Executive
Vieo President since inception of organization. Pioneered the wheat market de-
velopment program in Asia beginning in 1954, Involved in the establishment of
the Oregon Wheat Commission—the first in the U.S.—which has been the leader
in expanding wheat markets, developing national wheat legislation and imple-
menting wheat programs. Has also been very active in the National Association
of Wheat Growers in working on grower problems in all major wheat producing
states.

Reports directly to WWA Board of Directors, which meets three times yearly
to review program, approve budget and determine policy. Member states WWA
are Washington, Oregon, Idahe, Nebraska, Montana. Indirect member states
(through Great Plains Wheat, Inc.) are North Dakota, South Dakota, Kansas.
Colorado, Oklahoma.

Overall responsibility for wheat market development program in Asia extend-
ing from Japan through Pakistan with resional offices in Japan, Taiwan, Philip-
pines, India and Washington, D.C. and supervision of eight administrative
employees, twenty supporting employees plus periodic consultants and
technicians,

Responsibilities include employment of personnel. management of daily opera-
tions, preparation of annual marketing plan, reporting to wheat producer organi-
zations and the U.S.D.A., supervision of overseas program, liaison with U.8,
grain trade, continual analysis of wheat supply and demand, and development of
annual budget (£1.4 million in 1968-69).

Extensive travel throughout the Asian area. Close association with officials
of the U.S.D.A., U.8. grain trade, agricultural organizations, foreign govern-
ments and wheat industry groups abroad. Has represented wheat producers and
participated in International Grains Arrangement meetings in Australia and
England this year.

Prior experience : July 1958 to June 1959, Administrator. Oregon Wheat Com-
mission; March 1952 to June 1938, Executive Viee President, Oregon Wheat
Growers League ; September 1947 to March 1952, Wheat Market Analyst, Oregon




7

Wheat Commission: December 1947 to September 1948, Insiructor, Veterans
Farm Training Program, Oregon.

Community activities: Former Chairman of Umatilla County Citizen Tax Com-
mittee : Member of Rotary Club (suspended due to international travel) : Mewmber
of Portland Chamber of Commerce; Member of Japan Society of Oregon ; Marks-
manship Instrnctor for Boy Scouts; Substitute Coach for Little League Base-
ball: Speaker and Master of Ceremonies for State and National conventions
and meetings : Member of Church of Jesus Christ of Latter Day Saints (princi-
pal speaker to youth groups and Sacrament meetings) ;: Member of National
Society of Bakery Engineers; and Member of Executive Committee for Election
of Hatfield for Governor.

Fduecational training : Currently enrolled in the extension course of the U.S.
Army Command and General Staff College.

Hobbies: Fishing, fly tving, boating, hunting (including tigers in India), golf,
all sports generally, and photography.

’REPARED STATEMENT OF WINsSTON WILSON, PRESIDENT, NATIONAL ASSOCIATION
oF WHEAT GROWERS

Alr. Chairman and Members of the Committee, the National Association of
Wheat Growers appreciates this opportunity to present its views on fhe 1971
International Wheat Agreement and related wheat policy issues. T am Winston
Wilson, president of the National Association of Wheat Growers and a wheat
producer from Quanah, Texas.

At the ontset, I would like to indicate the National Association of Wheat
Growers support for the fourth extension of the 1971 International Wheat
Aereement and its components: the Wheat Trade and Food Aid Conventions.
The extended 1971 Agreement represents nearly 50 years of practical experience
on the part of the world wheat community in the pursuit of policies which serve
both importing and exporting nations. Under current policymaking conditions,
it is the lowest common denominator and the only type of agreement which
developed and developing nations as a group are prepared to accept. It does pro-
vide for continued and important international cooperafion in wheat matters,
and it maintains the functions of the International Wheat Council in London
England. The Council is a necessary world fornm for discussion and cooperation
in the areas of wheat marketing, supplies, and prices, and it is a respected and
leading anthority in forecasting world wheat produetion and trade.

The 1971 International Wheat Agreement expressed the will of the members
of the International Wheat Couneil to later negotiate an agreement containing
wheat price and supply provisions, but the opportunity for renegotiation was a
long time in arriving. It was not until early 1975, after the conclusion of the
World Food Conference, that preparation began for the new International Wheat
Agreement. Active work on a new International Wheat Agreement did not begin
nuntil mid-1976. and in Febrnary 1977 the effort was moved to Geneva where nego-
tiations were conducted in parallel with the multilateral frade negotiations.

The centerpiece of the negotiation was a plan for cooperative acquisition and
release of nationally-held wheat reserve stocks at formulated trigger points.
This eoncept represented a modest world effort to provide for increased food
secnrity and equitable market prices. The TS, negotiating team, in the opinion
of the National Association of Wheat Growers, demonstrated a high level of
leadership in its formal and informal efforts to eain the price and supply com-
mitments that were essential for the suecessful operation of this plan. U.S.
officials kept the National Association of Wheat Growers trade affairs repre-
sentntive. Don Woodward, a Pendleton, Orezon, wheat produeer, and member of
the White Honse Advisory Committee for Trade Negotiations. advised of policy
developments at virtually every step. Wondward was an official advisor to the
T1.8. negotiating team. and he attended all the formal negotiating sessions.

The effort continned until February of this year when the International Whent
Asreement negotiations collapsed and the conference adiourned. The inability of
participating nations to reach agreement on the size of the overall reserve and
the price action points for acquiring and releasing the stocks was the funda-
mental reason the nezotiations failed. The concept of the reserve plan was sound,
and the 1.8, negotiators did a commendable job under diffienlt circumstances.
The fact that they held to the position that no agreement was preferable to a
bad agreement testifies to their determination.
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When the negotiations folded, the National Association of Wheat Growers
called on the Carter Administration to begin talks immediately with the major
wheat exporting nations to arrive at a workable burden-sharing arrangement,
It is the hope of our Association that the governments of the major exporting
nations ean succeed where a world conference of 70 wheat importing and
exporting countries has failed. Moreover, it makes a great deal of sense to con-
tinue to keep up the pursuit of policies which will result in equitable prices g‘ur
U.8. producers and their counterparts in other exporting nations. ’J‘lu_' alternative
of continuing to market wheat below the cost of production at significant cost to
agricultural producers and national treasuries is unacceptable.

The National Association of Wheat Growers believes that potential exists for
exporter cooperation in the areas of supply management and other shared adjust-
ment actions. Currently, the U.S. is the only nation which is operating an facreage
adjustment program to curtail excess production. Similarly, the U.S. is the only
nation which has acted to isolate stocks from the market to improve market
prices and reserve supplies for future demand. Other exporting nations benefit
from these unilateral actions, but they nevertheless maintain production and
export policies which undermine U.S. efforts. For example, last year American
wheat producers reduced production 12 percent, while Canada increased output
415 percent; Australia, 55 percent; Argentina, 40 percent; and the European
Community, 22 percent. These competing uations then made aggressive efforts
to move increased volumes into the world market at reduced prices.

It is clear that U.S. supply management actions are not being matched by
other exporting nations., For this reason the National Association of Wheat
Growers is opposed to the Administration's proposed International Emergency
Reserve until international cooperation and participation is developed between
countries to share the responsibility and obligations of establishing and main-
taining reserve stocks. The U.S. commitment to world food security far exceeds
that of any other country. Over 400 million bushels of wheat out of a total exceed-
ing one billion bushels of wheat and feed grains are currently being held in a
special farmer-held reserve established by the Food and Agriculture Act of 1977.
New U.S. reserve stocks on top of previously established reserves is unwar-
ranted without comprehensive planning and participation by other countries, to
avoid excessive costs to our government and excessive costs to producers through
depressed prices,

In conclusion, our Association recommends approval of the two-year extension
of the 1971 International Wheat Agreement. The National Association of Wheat
Growers also believes that a cooperative agreement between exporting nations,
which provides for supply management and mutually agreed upon adjustment
actions could improve price and marketing conditions for producers in all mijor
exporting nations while assuring adequate supplies to consumers world wide.
In this regard, I want to make it clear that the National Association of Wheat
Growers does not advocate a wheat ecartel, fixed exporting pricing, or market
sharing, Our organization does advocate cooperative supply management that
provides for security with adequate returns to producers, Without such a plan,
there will be chaotic market changes that benefit neither CONSUmers nor pro-
ducers over the long term.

In closing, I want to once again express my appreciation for the opportunity
to present the views of U.8. wheat producers on the International Wheat Agree-
ment and related issues. I will be pleased to respond to your questions at the
appropriate time,

PREPARED STATEMENT oF LARRY MINEA R, REPRESENTATIVE FOR DEVELOPMENT Poricy,
CHURCH WORLD SERVICE AND LUTHERAN WORLD RELIEF

I am Larry Minear, Representative for Development Policy of Church World
Service and Lutheran World Relief. Church World Service (CWS), the overseas
development and relief agency of the National Couneil of Churches, serves the
Council’'s 31-member Protestant and Orthodox commissions. Lutheran World
Relief (LWR) is the companion agency of the three major American Lutheran
churches. CWS and LWR work in partnership with colleague agencies in develop-
ing countries and, at the international level, are actively involved in the work of
the World Couneil of Churches and the Lutheran World Federation respectively,

Mr. Chairman, I am in something of a minority among today’s witnesses, T am
not a U.8. government official or a representative of U.S. wheat producers. I do
try to monitor developments in the international food field on behalf of agencies
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and individuals concerned about hunger. Some of the individuals who support our
work, let it be said, are themselves government officials, farmers, and indeed
hungry people.

My purpose is less to analyze the collapse of the international grains negotia-
tions than to flag for the Committee their ominous implications for world food
security. The responsibility for the collapse of the talks is doubtless shared by all
participants, as is the responsibility for getting them moving again. There is
little value in trying to pin the blame for the impasse on the European Comunu-
nity, the developing countries or, for that matter, the U.S. Suffice it to say, as
did Maurice Williams, Executive Director of the United Nations World Food
Council to the U.N. General Assembly's Committee on the Whole of March 19,
that “governments have so far failed to meet their responsibilities in the area of
world food security.” The seriousness attached by the World Food Couneil to the
breakdown of the talks and the urgency it voices for their resumption deserve
to he heeded by policymakers here and in other conntries.

The World Food Council secretariat, in documents prepared for upeoming
Couneil meetings this summer and fall, provides a very helpful definition of world
food security in its various aspects.

“World Food Security is not a mmiformly understood concept. It is used with
a variety of meanings, In a broad sense, it means food security at the village or
family level among the poorest people, so that their food consumption can at
least be maintained at current levels, and progressively improved over time, Any
disturbance in prices or supplies—whether eaused by foreign events or decisions
they will never hear about or by factors affecting their loecal conditions—ean
bring them to the point of starvation, irreversible physical damage and deep
suffering. In this broad sense, food security is a function of all the factors affect-
ing the maintenance and improvement of per capita food consumption, particu-
larly in the poor countries, including food production, income generation and dis-
tribution together with the ecapacity to earn foreign exchange. It also includes
the adequaecy of storage, port facilities, transport and food distribution systems
to meet seasonal and special emergency food needs.”

Food security has a more limited reference as well,

“In a narrower more specialized sense, world food security means the stability
of the international wheat market, the most widely traded food. It is understood
that if wheat markets could be made more stable, wheat supplies would flow
more easily from surplus to deficit countries at relatively predictable and reason-
able prices, This improvement wonld reduce the uneertainty in international food
markets eaused by natural or man made factors. Conntries depending on food
imports would be better able to plan their own produetion, investments, and the
foreign exchange they would require to import food. Exporting countries conld
plan accordingly. Nowadays, even in this sense, food security is a concept that
applies essentially to the developing countries, because most industrialized coun-
tries, with the exeeption of Japan, have become either broadly self-sufficient or
exporters of wheat, Those developed countries that do import wheat devote a
very small proportion of their foreign earnings to it and, therefore, are not seri-
onsly affected by sudden price rises.”

Clearly, the succesaful conclusion of the aborted talks would have important
direct benefits in the area of food security, particnlarly in its more narrow defi-
nition. Such may be said of an effective Wheat Trade Convention quite apart
from the obvious utility to developing countries of a new Food Aid Convention
as well.

Even those concernad ahont world hunger and disappointed at the collapse of
the negotiations do not now counsel a wheat agreement at any price. While we
place more urgency than do several other witnesses here today on the snceessful
conclugion of a new Agreement, we do not ask that the U.S. agree to an arrange-
ment which penalizes U.8, produecers in the prices received for their commodities
or which for other reasons has little chance of aceomplishing its objectives. An
agreement would serve neither 1.8, nor broader interests if prices were set too
low to be fair to U.S. producers, nor would it prove durable if defended by
coordinated national stocks too modest in size to moderate expectable shiffs in
world wheat prices. With these background concerns and considerations in mind,
I would like to make four recommendations:

(1) THAT THE INTERNATIONATL WHEAT AGREEMENT TALKE BE REVIVED AS S00N AS
POSSIBLE AND BROUGHT TO A PROMPT AND SUCCESSFUL CONCLUSION

Despite serious differences among participants on stock size and trigger prices,
food-exporting and food-importing countries alike have much to gain in the long
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term from the steadier prices which an effective agreement would provide. If a
compromise is not worked out during the relative ealm between serions food
shortages, pressures for a price cartel among major wheat-exporting nations
will inerease, with ominous implications for world food security. (It is, however,
reassuring to hear producer representatives opposing a wheat cartel arrange-
ment.) With additional flexibility and political will on all sides, the resumed
talks might well produce areas of convergence on the outstanding issnes where
previously divergences had predominated,

At the same time, let me express serions concern about the simple extension
of the current Agreement for two additional years. In his U.N. remarks, Mr. Wil-
linms deseribed an extension of “mere voluntary: consultation procedures™ as
“a backing away” by member governments of the International Wheat Council
“from their responsibilities for building a betier system of world food security,”
as “an irresponsible postponement” of act ion. Instead. the Food Council is pro-
posing that governments return to n ‘gotiations no later than this fall in the
interest of finalizing a new Agreement by July 1, 1980, Given the clear danger
that the proposed two-year extension may sap interest in resolving existing dif-
ferences, it would be helpful for this Committees fo express its interest in having
a new Wheat Trade Convention to ratify by next summer, rather than simply
preparing itself fo extend the eurrent arrangement for another two yvears,

(2) THAT THE RECEXT PLEDGES TOWARD A NEW FOOD AID CONVENTION BE FORMALIZED
AND MADE BINDING IN THE VERY NEAR FUTURE

The 1971 Food Aid Convention (FAQ) incorporated pledges totalling 4.22 mmt
anuually, including 1.80 mmt from the United States. In the latest round of talks
governments had tentatively pledged about 7.5 mmt annnally under a new FAC,
with the U.S. pledge at 4.47 mmt. Additional pledges, some from new donors,
might then raise the total closer to the ten million ton target agreed upon at the
World Food Conference as a reasonable annual figure in view of the needs of
the poorest developing countries.

I was pleased that since the collapse of the talks, the U.S., rather than hold-
ing out for resolution of the Wheat Trade Convention issues, has reiterated its
intention to abide by its new 4.47 mmt FAC pledge and is pressing other coun-
tries to honor their own higher commitments. Sweden has already reaffirmed its
higher pledge. Norway and Austria have made FAC pledges for the first time,
with Austria reiterating its pledge even in the absence of a new Wheat Trade
Convention. We urge that the new and higher FAC figures be formalized at the
international level and ratified by the Senate at the earliest possible moment.
Having made so mnch progress on an expanded and more meaningful Food Aid
Convention, it would be a major setback to revert to the earlier and more inade-
(uate 1971 Convention.

In support of the higher 1.8, pledge to the Food Aid Convention, legislation to
create a commodity reserve to backstop the U.S. PL 480 program needs enact-
ment. A measure to establish an International Emergency Wheat Reserve, intro-
duced by the late Senator Hubert Humphrey and Senator Henry Bellmon, passed
the Senate in 1977 but failed to he adopted in conference with the House. A simi-
lar measure failed of enactment last year. This year, a Food Security Act of 1979
is being considered in the House which would establish a PL 480 swrve of up
to 4 mmt of government-held commodities. Prompt passage of this measure on
the Senate side, which recently approved funds for such a reserve in its final
budget resolutien for FY 79, would facilitate its creation in the eurrent fiscal
year, with purchases st rengthening the market in the coming months,

(3) THAT THE ISSUES OF “SPECIAL MEASURES FOR THE DEVELOPING COUNTRIES"' BE
SBYMPATHETICALLY ADDRESSED

This was a point of continning contention during the recent talks. Develop-
ing countries felt that additional development assistance would be needed in
order for them to fulfill their expanded stockholding and management responsi-
bilities. Their share of an overall world reserve stock total of 20-20 mmt wonld
be ahout 5-7 mmt. To construet storage for 5 mmt wonld cost, according to rongh
World Bank estimates, about £1 billion: the grain itself wonld run about 87350
million. While willing to accept more responsibilities under the new Agreement,
developing countries felt that additional ontside help wonld he needed for them
to do so. Developed countries, on the other hand. resisted the approach to the
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IWA as an aid mechanism rather than a commercial arrangement. Clearly there
is an element of truth in'both positions.

It is indispuitable that U.8, food aid and development assistance could do more
to help poorer countries in this regard. An amendment which has passed the
House and is pending before the Senate Agriculture Committee as Section 8 of
8. 962, introduced by Senators McGovern, Dole, and Melcher, would give AID
and USDA new and greater encouragement to nge U.S. bilateral and multilateral
food aid and development assisiance to enhance food security in developing
countries, While there have been no statutory prohibitions against using such
aid for “encouraging domestic production, building national food reserves, ex-
panding available storage facilities (and) reducing post-harvest food losses,” the
proposed amendment would step up U.8, efforts in these directions, The Com-
mittee could helpfully associate itself with the proposed amendment and agree
to it in conference with the House on the economic aid bill if the oceasion pre-
sents itself.

I regret that the Committee in its mark-up of the economiec aid authorization
bill last week found it necessary to make substantial reductions in the Admin-
istration’s request levels for bilateral aid. It is my convietion that increased U.S.
funding for enhaneing the food security of developing countries along the lines
of the proposed amendment would merit a degree of support that some other
current aid efforts may not. The Committee could also be supportive of the work
in this area of international agencies such as the UN Food and Agriculture
Organization (particularly its Food Security Assistance Scheme, to which the
U.8. does not currently contribute), the UN Development Program, and the
World Bank. While the reallocation of existing resources in the food security
direction will be helpful, there may ultimately be no alternative to sabstantial
increases in aid levels to advance these objectives.

(4) THAT THE FAO'S RECENTLY ANNOUNCED FOOD SECURITY INITIATIVE RECEIVE ACTIVE
U.8. SUPPORT

The FAO initiative seeks to speed implementation of the International Under-
taking on Waorld Food Security. Already agreed to in principle by 74 governments
and the European Community, the Undertaking pledges governments to build
national reserve stocks and to use them to help meet world food needs. The
Undertaking is broadly compatible with the market stabilization objectives of
the Infernational Wheat Agreement, although less prescriptive and legally bind-
ing with respect to its rights, obligations, and operational ground rules. Many
of the Undertaking’s present signatories have yet to set or implement their agreed
upen national stock targets.

The latest FAO initiative, announced this spring by Director-General Edonard
Saommna, invelves pressing all govermments to adopt the national reserve stock
policies and targets specified in the Undertaking and to agree upon general
criteria for the release of snch stocks. It also ineludes special measures to assist
low-income food deficit countries to meet their food needs, Initial reaction from
the U.S. has been supportive. While the FAO initiative requires no partienlar
Senate action at this time, it is helpful for the Committee to be aware that it is
underway and that its ohjectives deserve support,

Let me conclude by stating that the International Wheat Agreement is more
than a commercial arrangemient among trading partners. It is a measure with
far-reaching implications for world food security. Therefore, while it may be
necessary in the aftermath of the collapse of the talks to extend the current
Agreement for a short period, it wounld be unfortinate not to press forward to
the suceessful negotiation of a new Agreement and new Conventions. In the
meantime, there is much that ongoing U.8. food aid and development prozrams
and the FAO world food security initiative may do in the interest of improved
food secnrity in developing countries. The United States. ns the leading trader
in wheat and provider of food aid, has a unique contribution—and a special re-
sponsibility—in these eritical matters.

PREPARED STATEMENT OF M1CHAEL L., HALL, PRESIDENT, GREAT PLATNS WHEAT, INC.

Mr. Chairman and Committee Members, the Board of Directors of our orga-
nization is pleased for me to have this opportunity to discuss the various issues
surrounding the Administration’s request for a multi-year extension of the Inter-
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national Wheat Agreement of 1971 (IWA). In addition, the Board of Directors
strongly endorses a multi-year extension for many reasons, and urges this Com-
mittee to recommend a multi-year extension of the IWA of 1971.

Great Plains Wheat, Inc. (GPW) is a nonprofit association of U.S, wheat
farmers, organized through respective state wheat eommissions in Colorado, Kan-
sas, Minnesota, Nebraska, North Dakota, Oklahoma, South Dakota, Texas and
Wyoming. The basic objective of our organization is to develop, maintain and
expand overseas markets for U.S, wheat exports. In this regard, GPW has for
over two decades carried out a foreign market development program for all
classes of U.S. wheat in both East and West European markets, in the Middle
Bast, in Africa, and in Central and South Ameriea, Our foreign promotional and
marketing program is based on an ongoing, broad-based approach of market in-
telligence, trade servicing, technical and marketing assistance, and nutritional
and related activities.

All of these programs and activities are carried out by GPW on behalf of 1.8,
wheat farmers under the auspices and approval of a twenty (20) member Board
of Directors, all of whom are actual wheat farmers from the various member
states. Consequently, our organization has been and continues to be extremely
interested and concerned about the negotiations for any international wheat
and/or grains agreement. This coneern is rooted in the fact that any international
commodity arrangement for wheat will establish in large measure the parameters
of international rules for the conduet of international wheat trading. Moreover.
such an international agreement can well influence the international atmosphere
under which world wheat prodoetion and trade take place. Given our fundamental
goal of the expansion of world wheat trade on the basis of freer, fair and effec-
tive competition, we then are extremely interested in obtaining a workable inter-
national agreement for wheat that enhances this basis and permits a realistic
and rewarding program of foreign market development for 1.8, wheat farmers.

Before discussing the extension of the IWA of 1971, I believe it is necessary
to cite a few statistics to demonstrate the importance of expanded U.8. wheat
trade not only to U.S. wheat farmers but also to the overall U.S. economy. Twenty
(20) years ago, the United States exported about 400 million bushels (10.9 mil-
lion tons) of wheat. In the current 1978/79 season, over one billion bushels (30
million tons) of U.8. wheat will be exported, a performance that has been achieved
in five of the last seven marketing seasons. In 1978, U.S. agricultural exports were
valued at US$27.3 billion, and U.S. wheat accounted for about US$4.1 billion,
or about 15 percent of the total value for farm exports. The export market is not
only the most significant factor in determining the annual income to 1.8. wheat
farmers, but it is also extremely important to the U.S, balance of trade and
overall economy because of the export earnings from U.S. wheat exports.

Although the overall quantity of U.B. wheat exports tends to continue to in-
crease, the T.8. percentage share of increasing world wheat trade is declining.
I need not go into great detail about the depressed wheat prices in the U.8. wheat
states, caleulated by the U.S. Department of Agriculture to be a national average
of around US$3.00 per bushel (or about US§110.25 per ton) at the farm gate for
the first three months of 1979. Nor must I describe in great detail the depressed
value of the U.S. dollar in world money markets hecause of sustained deficits in
the U.S. trade balance, a deficit that would be even greater if it were not for the
sustained volume exports of U.S, wheat and agricultural products. We are all
acutely aware of these factors and circumstances.

To continue to develop and expand foreign markets for U.S. wheat exports is
not only vital in obtaining a healthy U.8. wheat economy ; it is also erucial to
the overall U.S, economy. And in this regurd, the two-year extension of the IWA
of 1971 will facilitate the foreign market development effort for U.S. wheat
farmers without the artificial encumbrance of either implied market sharing,
price constraints, other non-competitive obligations or other potential restrictions
on the expansion of U.S., wheat trade. An extended IWA of 1971 would also
complement and augment this country’s commitment to its National Export
Policy with respect to working toward greater export opportunities for U.S.
wheat.

I. THE INTERNATIONAL WHEAT AGREEMENT OF 1971

The IWA of 1971 was negotiated in early 1971 to replace the inoperative inter-
national Grains Arrangement of 1967 (IGA), the latter of which was nnworkable
becanse of rigidities of pricing provisions for world wheat trade that ignored the
function of price in an ever changing supply/demand situnation. The IWA was
negotiated for a duration of three years, and was extended on an annual basis
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on three oceasions and again in the Spring of 1977 for two years. Unless the IWA
is extended again, and hopefully for a multi-year period, it will expire on July 1,
1979. Your support for the IWA extension will allow for the continuation of the
two component parts of this agreement.

A. The Wheat Trade Convention

This Convention is consultative in nature, providing an international forum
for scheduled eooperation, discussion and review of all aspects of world wheat
production and trade, In addition, this Convention provides for a framework
in which member-countries can also review and examine the nes ds for the opera-
tion of various national regimes and policies governing either the importation
or exportation of wheat. Under the provisions of this Convention, there are
regular monthly meetings of a broad-based membership of both importing and
exporting countries, the purpose of which is to keep under constant review
world wheat production and trade prospects and other salient developments, for
comprehensive analysis with a view toward timely public reports to all wheat
trading countries.

B. The Food Aid Convention

This Convention currently provides for a minimum of about 155 million
bushels (or 4.2 million tons) of food aid donations by developed member coun-
tries to developing countries. The Food Aid Committee under this Convention is
primarily responsible for the orderly operation and aunnual implementation of
donors’ oblizations to meet their food aid commitment each year. It meets on a
regularly scheduled basis to discharge its responsibility in addition to the semi-
annnal meetings, all of which sre thoroughly reported to member countries.

¢'. The International Wheat Council

The Council, a long established organization of representatives from wheat
trading countries under all past wheat agreements, meets seminnnually for an
overview of the operations and concerns of the commitfees of both the Wheat
Trade and Food Aid Conventions. In addition to issuing comprehensive reviews
of the world wheat situation, the Couneil is the forum in which major decisions
are made about discharging the obligations and responsibilities inherent in all
provisions of the IWA of 1971, Well attended meetings of representatives from
importing and exporting countries—developing as well a5 developed ; planned
economies as well as market economies—every June and November have demon-
strated that there is no lack of opportunity for any member country or group
of countries to ralse, explore and propose ideas, concepts and concerns for im-
proving and expanding world wheat trade, In addition, representatives from
other international fora concerned with world food production and distribution
regularly attend and actively participate as observers in the work and proceed-
ings of the meeting of the Council.

D. The Council Secretariat

The Secretariat is the administrative staff of the Council, responsible for the
planning, c¢oordination and implementation of the activities and decisions of
all competent entities established by the TWA, Under the competent leadership
of the Executive Secretary, the Secretariat has demonstrated a recorded per-
formance of sound executive and staff assistance to the Couneil with respect
to its obligations under the two IWA Conventions. Because of the 1WA Secre-
tariat, the work of the entities of the two conventions and the Council have
achieved an acceptable level of international cooperation on matters of world
wheat production and trade so important to the mutual interest and coneerns of
either exporting countries, importing countries, or both. Nevertheless, the work
of the Secretariat should be limited to the analysis of and reporting on wheat
production and trade matters; it should not be allowed to expand its staff func-
tions to include other sectors of the protein and livestock complexes supply be-
eause of their temporary impact on world wheat price development. And in this
rezard, the mandate from the U.8. Delegate at IWC Couneil meetings should be
for the IWC Council and Secretariat to maintain a foens primarily on world
wheat production and trade affairs, and only broadening its analysis and re-
porting on those salient developments in either the coarse grains and protein
complex that have a fundamental and immediate impact on the wheat complex.
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With respect to the debate about extending the IWA on a multi-vear hasis. a
few spokesmen from the U.S, agricultural community may argue that a more coin-
preliensive international agreement for wheat or grain is required. They un-
doubtedly may argue that such an international approach could be the avenue
on which U.S wheat farmers could travel to higher prices—prices obtained by
another international effort to establish wheat export prices either hy govern-
ment fiat or simply by international cooperation in national wheat stocks man-
agement. The former approach has been tried and proved to be a failure. A case
in point is the IGA of 1967. For various reasons beyond the eontrols of govern-
ments, the latter was recently advanced and proved to be incapable of success{ul
negotintions, And some other individuals may argue for a more limited form of
international partieipation in a price fixing arrangement by a few wheat ex-
porting countries to obtain a higher wheat price desired by producers in all
countries. 1 would like to discuss briefly the three alternative approaches to the
continuation of the IWA of 1971,

II. FIXED PRICING ACCORD FOR WHEAT EXPORY

At the recently adjourned UNCTAD Conference to negotiate a successor agree-
ment to the 1WA of 1971, it was the unanimous position of the U.8., Canadian,
Australian and Argentine delegates that fixed minimum and maximum pricing
provisions for wheat exports were unworkable and should not be pursued in sub-
sequent international commodity agreements for wheat. Delegates from these
major exporting countries noted that this effort had failed for many reasons af
the outset of the 1GA of 1967, and continues to prove exceedingly difficult with
other connodities frequently traded in the international marketplace. Moreover,
they have publicly and privately noted that the dissimilarities between the pro-
duction and marketing systems of the United States and Argentina on the one
hand, and those of Canada and Aunstralia on the other, raise serious questions
and reservations about such a pricing approach at the international level. In
addition, the U.S, Senate adopted a resolution in 1971 in conjunction with its
favorable advice and consent for ratifying the IWA of 1971 that the International
Wheat Couneil keep under constant review the question of the resumption of
negotiations to include pricing provisions in the IWA of 1971. This question never
appeared to be capable of successful negotiation by the major member countries
of the IWA. Consequently, there was never an effort over the last eight years to
attempt to negotiate such an intractable issue, If it has proven difficult, if not
impossible, for wheat exporting and importing countries to work out a realistic
pricing approach for wheat at the international level, most observers helieve it
would be equally as difficult to achieve such success on a rather limited basis in-
volving only the major wheat exporting countries.

A. The inability to achieve immediate and concrete agreement for another in-
ternational commodity agreement for wheat, corn or both has generated frustra-
tion, anxiety and uncertainty among various countries. This in turn served to iso-
late the wheat exporting countries that refuse to accept a schedule of fixed mini-
mum and maximum fo.b, prices for wheat. During this period of apparent
solidarity among the wheat exporting countries, the U.S. became further isolated
because of its relatively free and open wheat and grain marketing system. In
order to take advantage of the prominence of the 1.S. wheat production and
marketing system, some spokesmen for other wheat exporting and competitor
countries have and are urging the United States to increase the wheat loan rate
for their self-interest. In effect, the United States would simply establish a fixed
winimum international wheat export price—for the direct income benefit of whent
producers in other countries—to the chagrin of world wheat importing countries
and possibly lost wheat export sales and markets to U.S, wheat farmers. These
frostrations, anxieties and uncertainties served to generate proposals for various
export approaches to pricing mechanisms, particularly for wheat exporting
cartels similar to, for example, petrolenm ecartels. It should be recalled that
wheat is an annually renewable commodity capable of being widely produced
around the world at some acceptable price level. Petroleum is an extractive and
exhaustive commodity incapable of being annually produced and available only
from very limited sources. Moreover, the costs for storing a productive commod-
ity with a reasonable storage life only adds to the dissimilarity with petrolenm,
the storage of which is free until it is extracted. The economies of world petro-
lenm extraction and trade are not capable of serving as a model for world wheat
production and trade, notwithstanding the facile appeal of the temporary price
gnecesses of OPEC,
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B. Any agreement or undertaking by a limited number of wheat exporting conn-
tries quickly assumes the implicit or explicit obligation of II!II‘I"'I:J market shar-
ing. Such an obligation on the part of any participating country appears to be
inherent in any of the recent proposals for exporter coope -umu between either
just the United States and Canada or the four or five major wheat exporting
countries, With respect to the concept of sharing world wheat markets, it is im-
portant to note that countries other than the United States have not consciously
made any commitments to either production restraint or supply management
programs, The following two tables provide data from the past six years (1)
that show declining U.8. wheat production as a percentage of world production
and (2) that show declining U.S. wheat exports as a percentage of world wheat
trade,

TABLE |.—WHEAT: WORLD PRODUCTION BY SELECTED COUNTRIES

[Million metric tons; July-June basis]

1873-74 1974-75 1975-76 1976-77 1977-78

World production....cceecceaaeeaaa 371.6 357.2 350.1 415.1 3819
United States: 3
Metric tons.... 46.4 48.5 57.8 B, 55.4
PROMTL. o o aiioe ponas 12 14 1 14 15

EC:
Metric tons.... | SISO 41.4 45.4 : 5 38.5
o DR IR S 11 13 9 10
Canada:
Metrictons. ... oo oiianaeees 16.3 13.3

Australia:
MO IONS . o = o mrs e 12.2

Argentina:
Metric tons... .. 6.6
PR = 2

Source : USDA/FAS Foreign Agriculture f}uca.n:ua World Grain Situations.

TABLE 11.—WHEAT: WORLD TRADE BY SELECTED COUNTRIES

[Million metric tons; July-June basis|

1973-74 1974-75 1975-76 1976-77 1977- IB

World trade 62.6 63.9 66. 4 62.8
United States:

Metric tons.. i Bl sd 3.0 28.0 3.5 25.8

Percent... e S 50 44 47 41
EEC:

Natric IOB8. oo e 5.2 6.9

g S A S P = 8 1
Canada:

Metric tons 1.5

T DT kT T e 18
Australia;

Metric tons.... .- ceev - 5.4
Argentina:

Metiic tons.

Percent..

Source: USDA/FAS Foreign Agriculture Circulars: World Grain Situation.

. The data in the preceding two tables is self-explanatory. It raises questions
about the advantage to U.S. wheat growers vis-a-vis growers in other countries
about either implied or actual sharing of world wheat markets in either limited
exporter or genuine international arrangements for affecting world wheat prices,
Another set of data will augment the view that any approach by wheat exporting
countries to artificially fix wheat export prices might well also fail.

). Although the five major wheat exporting countries account for an over-
whelm'ng percentage of the volume of wheat in world trade, their aggrezate
produetion is ouly about one-third of world wheat prodnction and their aggregate
trade is even less significant as a percentage of world wheat production.

48-598—T79
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TABLE 11l.—WHEAT: WORLD PRODUCTION AND TRADE BY SELECTED COUNTRIES
[Million metric tons; July-June basis]

5 major exporters !

Aggregate trade as a
Aggregate percent of—
World percent
Aggregate of world  Aggregate World
Year Production Trade production production trade production World trade

1973-M.... .
1974-75

1975-76.

1976-77 ...
1977-78...
1978-79

! United States, EEC, Canada, Australia, and Argentina.

This data reveals the relative inelasticity of price demand for wheat. Al-
though many wheat and other grain factors affect the movement of wheat prices,
there are many other non-grain or non-agricultural factors that also enter into
the development for world wheat prices. Consequently, in normal seasons, the
volume of wheat exporis may not be sufficiently significant, part icularly to have
the desired effect of raising prices through conceried efforts.

IIl. INTERNATIONAL COORDINATION OF NATIONAL STOCKS

In a recent leading article in the financial section of The Washington Post,
dated March 5, 1979, an overall review and assessment of various international
commodity agreements for primary industrial and agricultural products was
made under the title, “U.S. Adds Another Plan To Doubtful Commodity Agree-
ments.” According to The Washington Post, this judgment was simply stated.

“All of the world's agreements intended to stabilize production and prices of
raw commodities have one thing in common : None of them is working.”

International commodity agreements either in place or being negotiated have
attempted to use a similar approach to obtain stabilization of production and
prices for commodities such as sugar, copper, tin, rubber, coffee, cocoa and wheat.
A mechanism of buffer stocks with reference prices to trigger the accumulation
and release of stocks, along with other features snch as export quotas and pro-
duction and consumption adjustment measures, have not been able to contain
the swing in world prices for tin, copper and coffee. The United States has not
yet ratified the International Sugar Agreement, which is contingent upon a higher
U.S. support price for sugar. The negotiations for an International Copper Agree-
ment are still underway with little evidence of any progress of reaching an agree-
ment between importing and exporting countries. The negotiating sessions for
an International Cocoa Agreement recently ended in a stalemate, as is also the
case for the effort to reach an International Rubber Agreement. The two existing
commodity agreements, the International Tin Agreement and the International
Coffee Agreement, are in complete disarray according to The Washington Post
simply because world prices for both commodities are exceeding the upper release
trigger price. Congequently, the tin stoeks have been exhausted without contain-
ing world prices and the coffee stocks have not even been acquired because world
prices have never fallen to the price level at which coffee stocks should be released
on the market, let alone the lower acquisition price. This history of enrrent in-
ternational commodity agreements for cocoa and rubber have raised additionally
serious questions about this approach of having international coordination of
national stocks of either productive or extractive commodities in order to firm
up prices or to moderate price movement,

A. The eifort to negotiate another wheat agreement on the principle of inter-
national coordination of national stocks has proved to be as unsuccessful as
in the ease of the commodities discussed in the above paragraph, Over the course
of four years and over sixty (60) weeks of meetings and/or negotiating session
sinee 1975, the world's trading community in wheat was unable to negotiate suc-
cessfully the T.8. initiative for such an agreement on wheat. And the United
States advanced this initiative in 1975 in response to the declaration of the World
Conference on Feod Security in Rome, Italy, in 1974 under the auspices of the
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Food and Agriculture Organization of the United Nations. The U.S. initiative for
negotiating a suecessor arrangement to the IWA of 1971 ealled for international
commitment to and mutual obligations for the development of fair and balanced
stock sharing among both importing and exporting countries in order to insure
a greater degree of world food security. In addition, the U.S8, effort called for
another two-track approach to complement the international coordination of a
national wheat stocks policy.

During periods of depressed prices, member countries of such an agreement
would aequire their percentage share of a 30 million ton (or 1.1 billion bushels)
world wheat reserve, with a percentage share of about five (5) million ton (or
184 million bushels) would have been assigned to the United States. In addition,
producing countries would have been required to undertake coordinated and
balanced production reduction programs and consuming countries to implement
import programs to encourage greater consumption. During periods of sharp rises
in world wheat prices, member countries would have released in a coordinated
fashion their reserve share on to the market. In addition, producing countries
wonld have heen required to engage in coordinated programs to encourage produc-
tion and consmming countries to moderate inereased consumption. Such an ap-
proach wounld have served to provide some firming influence to low prices and
some moderating effect on exceedingly sharp rises in world wheat prices,

This U.8. initiative was supported by U.S. wheat producers as a creditable
mechanism provided that the price levels for these stocking, production and con-
sumption adjustments were established on the basis of indicative price points and
at levels consistent with a fair return to not only U.S. producers, but also efli-
cient producers in other member countries.

B. After almost sixty weeks of various meetings and negotiating conferences
over several years, the resumed UNCTAD Wheat Conference in 1979 in Geneva,
Switzerland, made little if any progress in breaking the impasse of various issues
between exporting countries and between exporting and importing countries,
According to various reports, the UNCTAD Chairman of the Conference listed
six basic issues on which there was little progress and called for an adjourn-
ment of the Conference in early 1979 :

1. The level of indieative prices for the aequisition and release of wheat
stocks ;

2. The size of the international wheat reserve, and respective percentage shares
of member countries;

3. Disruptive market conditions eaused by wheat export subsidies by some
countries;

4, Special considerations for developing countries ;

5. Relief from stocking obligations in case of production shortfalls and

6. Annual adjustment of prices vis-a-vis inflation and rising costs of wheat
production,

At that time, Secretary of Agriculture Bergland stated that, “The U.S8. has held
firm to a total stock of 25-30 million metrie tons, with the U.8. earrying five mil-
lion tons of wheat.” Moreover, Secretary Bergland said :

“But there are certain issues on which we ean move no further. One of those
issnes is the range of prices for acquigition and release of reserve stocks.”

(. It is apparent at this time that officials from other countries did not share
Secretary Bergland’s views, and pressed the United States to accept both a
lower volume of wheat stocks and lower indieative prices for stocking actions.
The other four points were not serionsly addressed at the recent UNCTAD Con-
ference to negotiate a successor wheat or grains agreement, This impasse in the
discussions occurred over the inability to negotiate a grains arrangement along
the lines of international commitment to a meaningful national stocks program.
This fundamental diffieulty with other current negotiating effortzs for other
commodities has and will continue to raise serious questions about the viability
of returning to the negotiations for an international grains arrangement. More-
over, it reinforces the views and opinions of government and industry officials of
many countries that the consultative, informational exchange-type commodity
agreements such as the International Wheat Agreement of 1971 is the only work-

able approach for international cooperation in the produetion and trade of such
primary commodities as wheat.

IV. BUBSEQUENT INTERNATIONAL EFFORTS ON COOPERATIVE WHEAT EXPORT POLICY

Wil‘h respect to the inability of other exporting and importing countries to
examine seriously a collective and international approach to a more responsive
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wheat produetion, stocking and exporting poliey in the recent UNCTAD Confer-
ence, several concerns must he raised about the intentions of some countries.

A. The Enropean Common Market wheat export subsidy payments to non-
traditional markets for European wheat could well have been the issue on which
the UNCTAD Conference reached a deadlock, The Common Market wheat ex-
port subsidies broke the international wheat price by US $10.00 to U'S 215.00
per ton (US §0.25 to US $040 per bushel) during the period in which the
UNCTAD Conference was in session. In many ways, it was both paradoxical
and loomed threatening to the success of reaching another wheat agreement
that the European Common Market continued to make heavy wheat export subsi-
dies at that time lowering world wheat prices while participating in an interna-
tional negotiation for an agreement to firm up world wheat prices.

B. Agricultural and/or trade officials from the United States, Australin and
possibly Argentina will meet with the Canadian Minister in charge of the Wheat
Board in Saskatoon, the provineial capital of Saskatchewan in the heart of
the Canadian wheat producing Prairie Provinces on May 10, 1979. The apparent
purpose of this meeting, coming immediately after two days of meetings of
subministerial officials in Ottawa, the Capital of Canada, on May S and 9, 1979,
is not really very clear. Statements from varions Canadian elected and ap-
pointed officials indicate that it conld be for the purposes of attempting a
cooperative arrangement among the four major wheat exporting countries to
influence and/or fix the prices at which wheat would he exported by these
couniries. On the other hand, some Canadian officials have publicly stated that
such an approach to an export arrangement would not work for various obvions
reasons and that the purpose of such meetings should be limited to exploring
possible avenues of cooperation simply on the basis of su stained communication
and periodie reviews of the world wheat supply-demand sitnation. A very high
level Australian official has already expressed little if any interest in attempt-
ing fo move toward a minimnm fixed D 1 arrangement for wheat exports
simply hecause of the sharp dissimilarities between the various production and
marketing systems in these four countries.

In accepting Minister Lang's invitation to meet on May 10, which is only
twelve (12) days prior to the Canadian national elections for the Parlinment,
Secretary of Agrienlture Bob Bergland commented that his purpose in attending
the meeting was to (1) dizenss measures to achieve greater food security for
the developing countries: (2) review the status of attempting to resume the
international negotiations for another whent agreement ; and (3) explore the
alternatives for the coordination of the production and marketing policies of the
four wheat exporting countries. The pressures for Secretary Bergland to attend
this Canadian meeting could well be emanating from some Congressional sources
that are promoting either the concept of a whenat export marketing board in the
United States or other proposals for the United States to increase unilaterally
income support payment for U.S8. wheat production in return for some assur-
ances from the other three exporting countries that they would not “directly”
ent their wheat export prices to gain a greater share of world wheat trade.
While most obs 's believe that inereased and more formalized cooperation
among the major wheat exporting countries would be useful and beneficial,
they point out, however, the efforts to either move toward a world wheat mar-
ket sharing basis by these four conntries, to establish export prices or both
would only acerue to the advantage of the ofher three countries and not to the
1.8, wheat farmers.

. Mr. Doug Anthony, the Australian Deputy Prime Minister, commented
about some meetings of representatives from a limited number of wheat export-
ing conntries that one of the major problems resulting in lower prices to wheat
producers is the issue of wheat export subsidies. e was reported to have stated
that :

“We [Anstralin] believe that their [the European Communities] subsidy pro-
gram is nothing more than international vandalism and that they [the FEuropean
Communities] have caunsed disastrous consequences for many agricultural pro-
dueing countries,

“I cannot accept the massive dumping of highly subsidized surplus produc-
tion around the world and they [the European Communities] have got a lot
to answer for becanse of this.”

Consequently, the main item on the agenda for any meeting of agrienltural
and trade officials from the United States. Canada, Australia and Argentina
should be to develop a cooperative approach to effeetively improve and modify
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the international trading rules to prevent and/or penalize such disruptive agri-
cultural exporting practices such as the European Communities that result in
further declines in world prices for wheat, coarse grains, sngar, dairy, ete.,
products all of which are highly subsidized by the EC Comunission into third-
country markets.

CONCLUSION

Due to the difficulties of reaching any reasonable compromise on a whole
host of issues at the recently adjourned Geneva Conference, there would be little
if any prospects for overcoming such a series of impasses within the next year
or two, It should be emphasized also that the U.8. officials both in Geneva and
Washington made substantial concessions during the last six months leading up
to the final negotiating iion in order to reach an agreement and break the
intractable mpasse created by other countries, The U.S, position on negotiating
another agreement to replace the IWA of 1971 includes a major concession to
the European Economic Community to include a separate convention of a con-
sultative nature on course graing. With respect to various importing conntries,
the U8, officials expressed a willingness to consider a smaller world wheat re-
serves and at indie e price levels for both the acquisition and release oblig
tion that would have been somewhat lower than U.S. wheat producers would
have desired., Moreover, these U.S, officials also expressed concern about the
obligations that such a proposed agreement would have placed on the developing
importer member countries.

In making a final judgment on the inconclusive ending to the prolonged attempt
to reach such an agreement for not only wheat but also inclnding coarse grains,
it is apparent that the importing countries rejected any creditable mechanisms
based on fair and balanced obligations to both exporting and importing conntries
with 2 view towards obtaining any additional degree of world food security or
some measure of moderation of declining or rising world wheat prices. The U.S.
officials were not prepared to make any additional compromises simply for the
sike of obtaining an agreement that would have only been a facade in terms of
the purposes for which it was negotiated. This is the point that Secretary of
Agriculture Bergland was making, that the United States would not go any
further under the pressures of either importing countries, exporting countries or
hoth with respeet to indicative price levels for the acquigition and release of
wheat from a meaningful world wheat reserve either coordinated or balanced
commitment to both exporting and importing conntries,

Consequently, a multi-vear extension of the IWA would allow the Interna-
tional Wheat Council to eontinue its functions of providing a forum for infer-
national cooperation, discussion and review of an everchanging world wheat
situation under the Wheat Trade Convention of the IWA. If the next meeting in
London in June results in the IWC including the work of the UNCTAD Confer-
ence with respect to food aid, a multi-vear extension of the IWA would also
permit the Food Aid Convention to continue in force but with an appreciably
increased commitment for wheat donated to developing countries. Against the
backdrop of the reasons for the adjourned Geneva Conference, a single yvear ex-
tension of the TWA would only result in increased pressures for a resumption of
the negotiations in the coming year and with little hope for progress. A single
vear extension would simply require the TWC to meet again at about this time
next vear to extend again the IWA, a process that ean he aceomplished by a multi-
vear extension of the International Wheat Agreement at this time, and this
conrse of action is unanimously adopted by the GPW Board of Directors.

PREPARED STATEMENT OF CARGILL, INCORPORATED, MINNEAPOLIS, MINN,

Cargill, Incorporated urges that the 1971 International Wheat Agreement
he extended for two years. This extension is necessary for several reasons. It
wonlidl maintain the International Wheat Council. That conneil provides for valn-
able information gathering and serves as a forum for disenssion of world wheat
issnes, Extension would also preserve the agreement’s Food Aid Convention, one
of the few areas where real progress was made during the recent negotiations.
We helieve a two-year extension is appropriate becanse the chanees of reaching
any alternative agreement in a shorter period are remote.

A brief review of the negotiations—their original objectives and their final
collapse—shows that extension of the 1971 agreement is the most reasonable
conrse for this nation to pursue.
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U.8. OBJECTIVES

The U.S. had several objectives in the negotiations on a new international wheat
acreement, First, the U.8, wanted the burdens of reserve holding to be shared.
A 1.8, statement issued in June 1977 urged an agreement in which “all major
grain-trading nations—exporters and importers—would accept meaningful obli-
gations for reserve stocks.” Those reserves would have to be large enough to allow
the agreement to function successfully, and the U.S. suggested 30 million metric
tons.

Second, the U.S. sought a real sharing of necessary adjustments in national
production and consumption policies. That same statement supported an agree-
ment in which : “the participating nations agree to measuares to facilitate adjust-
ment of consumption and production in response to world supply conditions.”

Third, the U.8. wanted the price band between acquisition and release of the
reserve to be wide enough to allow the market adequate opportunity to diseipline
itself. Obligatory floor or ceiling prices were opposed as both inequitable and
unworkable.

Fourth, the U.S. wanted to liberalize world trade by bringing discipline to bear
on export subsidies.

THE NEGOTIATIONS COLLAPSE

Early in the negotiations, it beeame apparent that production and consumption
adjustments would not be adopted. Drafted language required members simply
to meet to discuss or agree upon such measures. There was also little support
for a subsidy code,

Nevertheless, the U.S. decided to continue to pursue an agreement. This country
was willing to compromise some of its negotiating objectives in the hope that
gome agreement would be better than none.

As the negotiations progressed, however, it became impossible to achieve U.8
objectives. Developing countries were unwilling to carry their share of reserves
unless developed conutries financed this stockholding. That meant the first U.S.
objective—shared reserve burdens—would not be met. Developing countries also
objected to a U.S.-EC compromise on the price band, feeling it was too high and
too wide, This meant the third U.8. objective—a wide price band—would not be
met. At this point, U.S. negotiators began to wind down the negotiations rather
than accept a bad agreement.

It became evident that the only possible agreement would have included: a
small, narrowly-held reserve; no sharing of production/consumption adjust-
ments; a narrow price band; and a weak subsidy code or none at all. Cargill is
absolutely convinced that this type of agreement, the only agreement that could
have emerged from the faltering negotiations, would have been disastrous. We
view the negotiators' failure to achieve such an agreement as 4 sSuccess,

A WHEAT CARTEL

Following the collapse of the negotiations, a number of people—including
several Congressmen—have begun to call for a wheat eartel or other price-fixing
arrangement to replace the IWA. The desire to build upon the rapport and good
will developed among major exporting countries through the negotiations is
landable. The urge to enhance producer income is also understandable.

However, a ecartel would not accomplish either objective. Cargill strongly
opposes the formation of a cartel-like arrangement among the major wheat
exporting countries. It is difficult for us to comment on this issue without appear-
ing self-serving. We have an obvions stake in the way this nation exports grain.
Yet, it is that stake, that day-to-day involvement, which leads us to conclude
that there are sound economie argmments against a wheat cartel,

The case for an Organization of Wheat Exporting Countries (OWEC) or any
other price-fixing arrangement rests on the assumption that revenue gains from
raising prices would exceed revenue losses from reduced sales. Proponents of a
cartel argue that, since demand for wheat is inelastie, customers would be
forced to pay the cartel's price. And, they point out, the four major wheat
exporters—Canada, Australia, Argentina and the United States—account for
around 80 percent of world wheat exports,

This analysis unfortunately ignores the fact that price and quantity sold are
determined by both supply and demand. The ability to force people to pay an
artificially high price depends not only on the response of demand to a f‘rl‘i(re
boost, but on the response of supply as well. When we consider supply responses,
the case for an OWEC breaks down,
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The four major exporters may bulk large in world trade, but they are a much
smaller component to total world production. They collectively produce slightly
over 20 percent of the world's wheat. Roughly 80 percent of the world’s wheat
production, then, lies outside the control of the four exporters. An artificial
price boost would stimulate inereased production of wheat and wheat substitutes
in the rest of the world. Cartel members would control an ever smaller portion
of the world's wheat and would be unable to maintain price or volume.

A cartel would also face organizational problems. Exporting countries’ in-
terests and cirenmstances vary. Canada, for example, can store wheat but would
find it difficult to expand exports because of logistical problems. Australia and
Argentina have fluctuating production and almost no storage capacity, The
United States, in contrast, has adequate storage and the eapacity to expand pro-
duction and exports. While the other exporting countries can gain primarily
through price inereases. U.S. farmers can earn important benefits from increased
trade.

A cartel would have to agree on a price level, divide the market among export-
ing countries, control production and enforce these arrangements. Cartels his-
torically fail becatise any one member can profit from secret price concessions.
A cartel would also lack the flexibility to adjust to a constantly ehanging world
wheat market. Past wheat agreements have failed to withstand the stresses that
change introduces; it i unlikely a price-fixing arrangement could succeed where
these less ambitious undertakings have failed.

Finally, a wheat cartel or similar arrangement contradicts widely held no-
tions of equity. More than half of the world's wheat imports go to the relatively
less developed countries. Large wheat importers in this group are tgypt, Brazil,
China, India, Morocco, Bangladesh and Pakistan. These countries would be
severely burdened by a cartel-induced increase in wheat prices, This Committee,
with responsibility for foreign relations, should be concerned about the transfer
of wealth from poor nations to the rich that a cartel would create.

CONCLUBION

It is our firm belief that the U.S. should continue its participation in the 1971
International Wheat Agreement by extending that agreement for two years. The
distance between what the U.8. wanted from a new wheat agreement and what
it would have gotten from the only possible agreement was immense, The 1.8,
would have had to compromise every one of its negotinting objectives. In these
cirenmstances, we should not ask what went wrong, hut rather congratulate our
negotintors for what they did right. They successfully resisted a bad agreement,

At the same time, we must oppose misguided efforts to fill the perceived gap
the negotiations’ collapse has made. Proposals to establish a whe eariel or
ecartel-like arrangement are unworkable, both for economic and or izntional
reasons, They are also inequitable. We urge this Committee to relect such
arrangements,

NortH AMERICAN EXPoRT GRAIN ASSOCIATION, INC.,
Washington, D.C., May %, 1979.
SENATE FOREIGN RELATIONS COMMITTEE,
Dirksen Senate Office Building,
Washington, D.C.

GENTLEMEN : The North American Export Grain Association is an organiza-
tion comprised of thirty of the leading exporters of U.S. grain, hoth private firms
and cooperatives, associated for the purpose of expanding exports of 1.8, grain.
We feel this is a goal compatible with the publie interest, for U.S. agrienlture
must depend on exports in order to continue to produce adequately for the U.S.
consumers and provide one of the best sources of foreign exchange. Grain exports
have, during the past several years, contributed approximately £14 to $15 billion
annually on the plus side of the U.8. trade balance. Our interest in the Interna-
tional Wheat Agreement is obvious, and we have been privileged to have served
as advisors to the U.S. delegation to the International Wheat Couneil and during
the negotiations on such agreements.

We haye actively supported U.S. participation in the International Wheat
Council and continue to fully support its work, We feel it has served as a very
effective fornm for international cooperation in world trade in wheat, and we
very strongly support ratification of the extension of the International Wheat
Agreement which provides for its continuation.
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The International Wheat Agreement has been successful, we feel, becanse it
has not pretended to control trade or impose stringent economic provisions on
its members. Efforts to introduce such provisions in wheat agreements in the
past have proved impossible to negotiate, or when they were negotiated, have
led to failure. Burdening a wheat agreement with the type of provisions which
members would in time find too onerous to bear would expose all participants
to the risk that at some time we could find ourselves with no agreement at all
and, therefore. no basis for the continuation of the International Wheat Couneil

We were opposed to the negotiation of a new wheat agreement as was develop-
ing in the negotintions in Geneva and London, principally on the grounds that it
wias not an agreement which was designed to expand trade. It was honestly
described by the Administration officials as a “stabilization” agreement, some of
the provisions of which would have tended to control trade in grains, We feel the
U.8. negotiators, recognizing the danger which it would have posed to U.S. trade
in zrains, wisely refused to compromise their position and elected to retnrn from
the negotintions without any agreement, rather than return with a poor one.
They are to be congratulated for their conrage.

We are firmly convineed that the United States trade in graing would be
severely prejudiced if the United States were to attempt to enter into any agree-
ment which would even suggest the possibility of anvthing like market sharing

which would grant any foreign nation or group of nations authority over U.S.
marketing efforts. The agreement under negotiation in Geneva contained such
elements,

A current proposal for an International Marketing Commission is even more
explicit in this regard. The Commission, proposed, would, very simply stated,
place all decisions regarding U.S. trade in grains in the hands of its chief com-
petitors, Tt would not only compromise—it wonld completely surrender—all U.S,
sovereignty over LS. grains, making it impossible for the U.8. to expand its trade
withont the approval of the other three members, all of which would hope to
expand their share of the world grain markets at the expense of the United States.

There are various reasons why such a Commission could scarcely be nego-
tiated much less be able to funetion properly. The interests of the nations which
would participate in such a Commission are diverse, and it would be virtually
impossible to come to an accord on the details of the agreement. Each nation
would be forced to act in its own national interest, subjected to domestic pres-
sures within its own borders, and these interests are not always compatible.
The Canadians and Anstralians have, for example, long sought to have the United
States raise its support prices, so that they could promote their own grain agri-
culture under the umbrella which would be provided for them by the United
Stiates. They apparently do not recognize the fact that this might be of benefit
to them in the short term—and obvionsly to the detriment of the 1I.8., which
would find itself pushed even further into the role of residual supplier to the
world markets—but wounld then very serionsly prejudice the grain exporting
interests of all participants, For any artificial increase in world prices would
provide a price nmbrella also for all the other nations in the world now producing
wheat as well as any which might not be producing it. It would very quickly
enem e the production of any other commodity which might serve as a sub-
stitute for wheat. We cannot forget that wheat is the second major food grain—
the fivst is rice. The four major wheat exporting nations of wheat might appear
to he formidable when one considers merely their share of the world wheat
export market, but together they are responsible for no more than abount 20
percent of the total world wheat production. The figures become even less im-
pressive when one considers also the world production of rice, all the world's
root erops and other commodities which could easily and very quickly be sub-
stituted for wheat, It would not take much of a reduetion in the U.S. wheat

cport level to destroy our markets—a shift of 160 to 200 million bushels in
any given season ean mean the difference between a relatively good year and
al \':'i'}' :Illfl]' one.

An international eommission is being described to farmers as a means of

ising their prices. This is, unfortunately, a definite illusion, for an artificial
inerease in prices such as might be envisioned by U.S. farmers and those in the
other counrties wonld rnn counter to the interests expressed by a consuming
publie through the U.8. Government. Anyone who doubts this should merely note
the attitude of the Administration toward a proposed T percent increase in the
grain target prices and Administration efforts with regard to the support prices
for milk. Such a commission would, furthermore, place control of U.S. grain
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exports in the hands of not only the U.8, Government but the governments of
thhe other participating countries as well, Our experience of the past several
vears should prove conclusively how that control would be used should com-
modity prices continue to climb, raising stronger concern about inflation and
the cost of living,

We do not suggest that there should not be some dialogne between nations
interested in the export of wheat. The exporting nations have long been com-
petitors, and they should continue to be competitors, with the efficiency such
competition always brings with it. They should work together to help expand
trade through trade liberalization, working to overcome trade impediment in
their own and other countries. Only in this way can their own interests and
the interests of the rest of the world be best served. They should not be co-
conspirators in an effort which would reduce efficiency and restrict grain trade
by making it subjeet to strict Government regulation.

There is something terribly inconsistent about having a group of nations
which have participated in the long and determined Multilateral Trade Nego-
tiations, designed to expand world trade, now become involved in an effort to
restrict trade by forming a cartel, There is also something very inconsistent in
having a group of nations which profess keen interest in attempting to feed
the world, conversely, become engaged in an effort which would serve to keep
food supplies out of the reach of the poorest of the world’s citizens,

There is enrrently some discnssion about the need to seek alternative =olu-
tions following the inability of the Geneva negotiations to produce a new wheat
agreement., As we have indicated in this statement, we are thoronghly convinced
that the failure to negotiate the type of agreement under discussion was a
plus, not a minus for the American farmer and, hence, the American publie, We
fail to understand the need of the nation to seek an alternative for the loss of a
poor agreement,

The nation has really two alternatives in determining what should he its
agricultnral poliey, It ecan choose to restrict markets, artificially raise prices
and obligate the taxpayer to compensate the farmer for his loss of markets.
Or it can choose to liberalize trade, take advantage of the rapidly expanding
worlil demand for graing, thereby permitting the farmer to make more efficient
use of his land and equipment. He counld thus improve his income through a
healthy, naturally derived higher price for his grain and greater unit sales,
withont requiring recourse to publie funds. Under this latter alternative the
taxpayer wounld also receive the benefits which expanded foreign trade wonld
bring him throungh the improvement in the 1.8, economy, whereas the former
alternative would, at best, restrict such benefits to the extent it would restrict
trade,

We do not feel an enlightened public should find this to be a difficult choice
to make.

Sincerely,
Josernn Havow, Faecutive Director.

TrADING HUNGER FOR GRAIN

(By Richard Gilmore, Visiting Fellow, Overseas Development Council)

({This doenment may not he excerpted or reproduced without the expressed pe sslon of
the author. The views expressed are those of the author and do not necessarlly express
those of the Overseas Development Couneil, its directors, oflicers, or staff.)

PRESENT GLOBAL CONDITIONS

There is currently a surplus of food and feed grains in the United States and
around the world. The U.S. has withheld a substantial portion of its production
from export markets, creating a sizable national stock and bolstering American
farm prices. Other principal exporting countries have developed alternative ap-
proaches for dealing with what they identify as the “surplus problem.” As a
resnlt, importing countries have profited from their improved purchasing power
and access to grain markets at reasonable prices. Since the most recent scares of
1974/75 when prices skyrocketed as supplies dwindled, the world has moved
closer toward a stabilization of supply and demand.

Even at the macro-level this approximation of world equilibrium in staple food
commodities is deceiving. USDA projections for the marketing year 1978/79
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show consumption exceeding production in deficit regions * of 116.4 million metric
tons for wheat, rice and coarse grains combined, Without U.S. production the
world's deficit position is substantial—77.2 million metric tons. Extending this
forecast out to 1987, the gap is even greater based on current production and
cousumption levels: 159.3 million metrie tons for the “deficit regions™ and 111.4
million mefrie tons as the world total, absent 1.8, production. For less developed
countries, FAO projections for 1985 (using the period 1969-71 as the base period)
show demand exceeding production by 76 million metric tons in “cereals.” *

Under the most optimistic set of assumptions the FAO shows small margins
of export availabilities over import requirements in wheat and coarse grains
adding U.S. exports. Even this set of projections, however, points to “develop-
ing countries” inecreasing their demand for wheat and coarse grain imports at
a much higher rate than the corresponding growth of available exports. In short,
most statistical analyses point to persistent global shortages of food and feed
grains in the immediate future, At the regional and country levels, the chronic
shortfall between consumption requirements and domestic production capacity
is more dramatic. Once the caleulus is expanded beyond conventional eriteria
of local supply versus actual, effective demand in LD(C's, the discrepaney widens.?

Improving food production, distribution and utilization within a country is
certainly a sine qua non to closing the gap. But it is not enough, nor will it
satisfy minimum econsumption requirements at subsistence levels in the LDCs.
The World Bank shows that the growth rates of wheat, coarse grains and rice
have fallen off to the point that between 1969 and 1974 they were at 1.18 percent
for developing countries. The International Food Policy Research Institute
forecast in December 1977 that food production will grow in “the developing
market economies” during the next 15 Yyears at the 1960-75 rate. The average
rate during this period was 3 percent, declining to 2.4 percent between 1967-75.
This same study concludes that even with rapid inereases in food production in
the LDCs, there will still be a pressing need for “food imports * * * well in ex-
cess of recent levels * # #74

Surplus regions will be ealled upon to make up the differences. Commereial
trade and assistance are the only way to transfer valuable resources of raw
and semi-processed food grains to deficit regions, Although exports of wheat and
flour account for only 18-19 percent of total world production and consumption,®
they dictate the international terms of trade for wheat as well as other grains.
Moreover, traded grains have a multiplier effect on both domestic and world
prices. Commercial and food aid transactions are instrumental in determining
consumption and production trends worldwide. No matter how protected a na-
tional agricultural economy is, it cannot divoree itself from international price
and supply trends particularly when it is a net importer of grain. Even when
a4 country is completely self-sufficient, the costs and benefits of its agricultural
programs in economic and social terms must be measured against access to
grain from foreign supply sources,

Despite this interconnection, there is no assurance that grain which is avail-
able for export is actually exported ; nor that when it is purchased by a foreign
buyer it will be the buyer who needs it the most. Trade is a means of allocating
resources but in itself does not accommodate goals concerned with equitable
distribution of grain. The latter are determined by the nature of different
marketing systems, commercial and government enterprises responsible for han-
dling grain, and the relative purchasing power of different groups within any
country. An inerease in production will not in itself insure a reduction in hunger.
Similarly, holding grain reserves will not automatically secure access to grain
at reasonable prices. Raising exports from surplus regions does not neces-
sarily lead to imports in regions where the shortages are the most severe. Equal-
ling both sides of the equation is attendant upon the very structure of the grain
trade,

*W. Burope, E. Europe, U.S.S.R., East Asla, Mainland China, South Asia, Middle
Ameriea (Mexico and Central America ), Africa and the Middle East.

“In all Instances FAO statistics are based on effective level of demand. If consideration
were given to a broader definition of potential demand, the deflcit forecasts would be
exponentially greater.

* Population growth, income changes, urbanization and low agricultural productivity are
among the prinecipal factors which inflate demand over available ;.u};pllos.

*International Food Polley Research Institute. Food Needs of Developing Countries:
Projections of Production and Consumption to 1990, Research Report 3, December 1977.
S U.8. Department of Agrienlture, Forelgn Agricultural Service, Foreign Agricultural
Cireular: World Grain Situation Outlook for 1978/79, ¥G 3-79 (Jan. 26, 1979), p. 4
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BTRUCTURAL ISSUES

Potential oligopolies among food and feed grain producing countries and
among commercial traders are counterbalanced by monopolistic enterprises in
severnl countries accounting for the largest portion of imported grain. To-
gether, grain exporting nations could control world supplies and prices, par-
tienlarly in wheat and soybeans. Because of differences in their economie and
political objectives, however, they rarely perform as an effective oligopoly. Their
divergences are rooted in their marketing systems, the effectiveness of which
are frequently undermined by outside commercial and political forces. The
result is not competition among grain exporters in the constructive sense of the
term.

On the conirary, the absence of harmonization in national export policies is
likely to induce an international trade war in times of surplus, accompanied by
production and distribution disloeations. Under a setting of gyrating commodity
prices, scarcities and skyrocketing inflation predictably ensue. The elimb up-
wards in prices and downward in supply in large part may be exaggerated through
an inevitable ratchet effect created by connterproductive national policies. With
such 2 scenario 4 la 1972, the maintenance of an effective suppliers’ cartel is
unlikely without any savings from the break-up passed on to consumers or
producers.

A strunetural oligopoly does exist, however, in the private sector among grain
exporters, The number of companies involved in handling the world's major
share of grain transactions had dwindled to six. These companies which make
np the existing oligopoly, not only dominate commercial grain markets, but play
an inereasingly important role in grain-related sectors as well. This trend is ex-
plained by the high level of vertical and horizontal integration in the industry.
Their present size and operations raise guestions about the role of private firms
in servicing domestie and world requirements in food and feed grains. The prof-
itability of the grain trade depends upon price instability and supply irregulari-
ties. Very frequently, the major grain trading houses have heightened differ-
ences in national approaches to production, marketing, and distribution. Notwith-
standing the efficiencies these companies offer, their interests rarely coincide
with governmental efforts to achieve greater stabilization and security.

Monopolistic importing agencies like fhe Soviet Union’s Exportkhleh or
China’s Ceroilfoods do not yet have the power to destabilize international market
conditions over an extended period of time, but their short-term impact is siz-
nificant. Soviet grain purchases in 1972 and again in 1974 are the most dramatic
recent examples of how such an organization can precipitate erises which extend
far beyonid normal boundaries of the marketplace, With private traders executing
their purchases at favorable prices, the USSR was able to siphon off enough sup-
ply to cause prices on American and world markets to skyrocket. The larger
the demand which this kind of importing monopoly commands, the wider its
impact on the market. Current trends suggest that these state enterprises are
expanding and integrating their operations, giving them a firmer hold on their
domestic economy and potentially a greater influence on agricultural commodity
trends worldwide.

OBJECTIVES

(1) Food security.—All countries should be able to have access to an adequate
level of food grains at all times. Consumption reguirements should be reviewed
to include equity considerations whereby there is greater availability, distribu-
tion and utilization for greater numbers.

(2) Food stabilization.—Producers and consumers gain from food and feed
grain prices which are stable and non-inflationary: otherwise grain surpluses
or scareity ean produce the same results—wide swings in prices, disruption of
markets, and consequent misallocation of precious resources.

(3) Imereased productivity for LD("s.—To close the gap between supply and
demand over time, LDCs will have to move toward greater agricultural seif-
sufficieney. Food imports must be synchronized with comprehensive agricultural
production programs within LDCs,

(4) Harmonization of marketing systems.—Unless marketing systems in the
prineipal importing and exporting states become more uniform, goals 1-3 will be
extremely difficult to achieve.
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ROLE OF THE UNITED BTATES

The T.8. is the world's largest exporter of grains and soybeans. In marketing
year 1977/78 it exported approximately 53 percent of total wh it and coarse
grain exports and held 44 percent of world stocks in grains.® In wheat and wheat
flour, U.8, exports accounted for at least 43 percent of total exports, 39 percent
of total exports, 39 percent of stock and only 15 percent of production.” Equally
important is the fact that the United States is the world's largest commercial
wheat exporter as well as donor. In percentage terms, 73.5 percent of its total
wheat exports for 1975 were commercial and 10.7 percent under PL 480 and
straight grant programs.® LDCs accounted for the largest share of U.S. commer-
cial sales—49.9 percent.®

These statistics underline the fact that the 1.8, is the preeminent foree in the
world grain market on the supply side. LDCs together are the largest group of
buyers, Notwithstanding their low income levels, they will import whatever their
needs are no matter what the price.” In times of food grain searcities resulting
in spiralling world prices, their foreign exchange expenditures for grain imports
will increase. They will then face cost-push inflationary effects in their own
economies. Without reliable external supplies at non-inflationa ry prices, efforts
to stimulate and assure a market for local production will also be hampered.

For both LDCs and developed countries, the United States is the largest source
of supply. Its export sales, therefore, determine international grain prices. There
are, as a result, only marginal differences in other suppliers’ and the United
States’ export prices. Moreover, grain prices worldwide are pegged either di-
rectly or indirectly to 1.8, eash and futures prices. The United States can. ac-
cordingly, do more to effectuate change in keeping with food security, stabiliza-
tion, equity, and marketing harmonization objectives than any other country.

PLAN OF ACTION: U.8. AND MULTILATERAL INITIATIVES

United States

(1) Harmonization of its marketing system. The United States shonld, given
the structure of the grain trade, take lew lative and regulatory steps which

wonld change the role of the private sector as exporters, A major reform pro-
gram must inclnde the following :

(A) Establish an export licensing system whereby companies (private and
co-op) would register with the U.8. government as anthorized exporters of 1.8,
grain. Licenses wonld be issuned at an adjustable fee ba as a funetion of
market prices at home and abroad. Revenue derived from fee payments wonld
he used fo pay for the administration of this and other parts of the program.
Registration would include the implementation of a new, comprehensive export
sales and shipment reporting svstem. This licensing and reporting svstem would
be designed as a substitute to the present erratic and inefficient export control
system.

(B) Tighten oversight and regzulation of commodity markets, The Commodity
Futures Trading Commission (CFTC) is hamstrung in its ability to monitor
and regulate trading or exchange transactions under its Jurisdietion. It is all too
often in the position of reacting to market disruptions rather than preventing
their occurrence. If hedging has any commercial utility related to reducing risks
for buyers and sellers, then it must be conducted under the least restrietive
cirenmstances. The role of government should he to maintain eonditions which
infuse relative price stability and reliability in the market. Hedging activities
ideally should tend to level trend lines in prices. However, the temporary halt
in March wheat trading and the Hunt ease in soybeans dramatize the i adequa-
cies in the current system. At the moment. the ex ‘hanges do not provide in a
consistent fashion the additional 1 inbility and stability which they could
provide given the property guidance and ove it. The CFTC still lacks requi-
site anthority and expertise to exercise this role,

S Ihid., p, 2.

T Thid,

S U.8. Dennrtment of Aerieulture, Economics, Statistics and Coaperatives Service, Wheat
Situation, WS-247 (February 1979), p. 18.

® I'hid.

® Research has established that LDC demand for wheat is relatively Inelastle. Refer to:
Lance Taylor, Alexander H. Sarris, and Philip C. Abbott, Grain Reserves, Emergency Re-
Nef, and Food Aid (Washington, D.C. : Overseas Development Couneil, 1977), p. 32.
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At present, a major weakness of the CFTC is that it has no means of moni-
toring cash markets. In the absence of regulation cash markets have become
Just as important as futures markets and potentially the most costly from the
point of view of the American consumer and farmer. Foreign traders using U.S.
commodity exchanges are not subject to the same reporting requirements as
are American traders. An initial report of the Advisory Committee on Export
Sales Reporting to Secretary Bergland, dated February 15. 1979, recommended
that all firms should be subject to the same reporting provisions,” Furthermore,
the Commodity Futures Trading Commission should require comparable uni-
form information on transactions in U.S. commodity exchanges.

The present trend toward deregulation in U commodity markets shonld be
reversed: (a) Speculative limits, recently rescinded, should bhe restored. (b)
Distinetions between hedging and speculation should be tightened, (e) Mech-
anisms for quoting daily prices should be formalized. (d) New criteria shonld he
established to determine bona fide transactions and price categories. (e) Prinei-
pal responsibility for disseminating price information should be assumed by
i federal agency.

(2) Establishment of a domestic food bank in anticipation of an international
counterpart institution. The mechanisms for such an institution will be de-
seribed in detail in a forthcoming study, but the general prineiple wonld be to
operate acquisition and sale procedures in conformity to a price band. The pro-
gram would be designed to replace the ecurrent U.S, agricultural loan, target,
set-nside reserve programs. Because it would generate its own revenune, it
would be less inflationary than the earrent program.

(3) Reform the foreign assistance program so that foreign aid shipments are
drawn from the domestic food bank. The purpose would be to separate foreign
aid from domestic agrienltural production and pricing concerns. It would link
food aid more directly with agricultural production incentives in recipient
conntries.

(4) Terminate all bilateral grain agreements in favor of a domestic/interna-
tional food bank. By definition bilateral accords provide preferential treatment,
nsually at the expense of those who need grain on reasonable terms the most,
They distort the market and do more to solidify inefficiency and inequity than
they do to contribute to general food security and stability.

International

Establishment of an international food bank sivled after the International
Monetary Fund for food and feed grains. Mechanisms for this institution will
also be outlined in detail in a forthcoming study, but in general the institntion
would assign tranches of grain for participating countries. Drawing quotas
would be caleulated on a set of criteria which identify welfare and humanitarian
needs as well as effective demand. “Deposits” wonld be in the form of grain,
stored and held in reserve at fixed locations, Just as gold was stored under the
zold exchange standard in Fort Knox, earmarked for individunal countries, one
alternative is to store the grain in surplus regions. The location of such reserve
wonld in no way affect accessibility for participating countries.

To maintain “deposits” at fixed quantities, account will be taken of changing
vilues in convertible currencies. A food tranche will, therefore, be both a currency
and eommodity quota to ensure the dual objective of food security and stabiliza-
tion. The first tranche will be large enough to allow for conditions of disaster
and humanitarian relief,

Exporters of Food Bank grains must become registered agents of the Bank.
Government enterprises handling grain shipments will also have to register,
Failure to do so will disqualify a country from participating in Bank-originated
transactions.

This system is conceived as a substitute for current initiatives on a new wheat
agreement. Short of this plan. it is recommended that the U.S. initiatives take
precedence over any such multilateral reserve acecord.

! Report of the Advisory Committee on Erport Sales Reporting to Secretary of Agri-
culture, Bob Bergland. Feb, 15, 1979, (Draft Report), p. 15.
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