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REPORT TO THE PRESIDENT

U.S. Tariff Commission,
May 10, 1974
To the President:

Pursuant to your request of October 31, 1973, the U.S. Tariff
Commission instituted an investigation under subsection (d) of section
22 of the Agricultural Adjustment Act, as amended (7 U.S.C. 624), to
determine whether the import quotas on wheat and milled wheat products
described in item 950.60 of the appendix to the Tariff Schedules of
the United States (TSUS) may be suspended without rendering or tending
to render ineffective, or materially interfering with, the programs for
wheat now conducted by the Department of Agriculture, or reducing sub-
stantially the amount of prq?ucts processed in the United States from
domestic wheat.l/

The products subject to quota which are referred to in your request
are wheat fit for human consumption, and wheat flour, semolina, crushed
or cracked wheat, and similar milled wheat products, all of which are
fit for human usz.

On January 15, 1974, the Commission made an interim report to you.
In that report, the Commission found that the quotas on wheat and milled

wheat products could be suspended until June 30, 1974, without rendering

or tending to render ineffective, or materially interfering with, the

1/ Public notice of the institution of the investigation was issued
on Nov. 7, 1973. The notice was posted at the Commission's offices in
Washington, D.C., and in New York City, and was published in the Fed-
eral Register of Nov. 14, 1973 (38 F.R. 31482) and in the Customs Bul-
letin of Jan. 16, 1974. See appendix A for the President's letter and
the Commission's notices. A public hearing was held on Jan. 7, 1974,
at which interested parties were afforded the opportunity to produce
evidence and to be heard. In addition to the information submitted at
the hearing, the Commission obtained information from briefs of in-

terested parties and from fieldwork to grain traders.

1



2

programs for wheat now conducted by the U.S. Department of Agriculture,
or reducing substantially the amount of products processed in the United
States from domestic wheat. 1/ The Commission therefore recommended
that you suspend the annual import quotas on such products: until June
30, 1974. On January 25, 1974, you issued a proclamation suspending the
import quotas on wheat and milled wheat products for the period begin-
ning January 26, 1974, and ending June 30, 1974 (appendix B). The
proclamation provided that quantities of these products entered during
the period May 29, 1974, through June 30, 1974, will not be counted

against the quotas for the 12-month period beginning May 29, 1974.

Findings 2/

On the basis of the investigation--

1. The Commission finds (Commissioner Leonard dissenting) that the
import qudtas on wheat and milled wheat products described in item
950.60 of the appendix to the Tariff Schedules of the United States may
be suspended for a one-year period, July 1, 1974, to June 30, 1975,
inclusive, without rendering or tending to render ineffective, or
materially interfering with, the programs for wheat now conducted by
the Department of Agriculture, or reducing substantially the amount of
products processed in the United States from domestic wheat.

2. Commissioner Leonard finds that the import quota; on wheat and
milled wheat products described in item 950.60 of the appendix to the

Tariff Schedules of the United States may be suspended without rendering

1/ The Commission's report, TC Publication 643, was released on
January 24, 1974.
2/ Commissioner Young did not participate in the decision.



or tending to render ineffective, or materially interfering with, the

programs for wheat now conducted by the Department of Agriculture, or
reducing substantially the amount of products processed in the United

States from domestic wheat.

Recommendations

1. The Commission recommends (Commission?r,Leonard dissenting)
that the President issue a proclamation pursuant to section 22(d) of
the Agricultural Adjustment Act, as amended, suspending the import
quotas on the products described in item 950.60 of the appendix to
the Tariff Schedules of the United States, for a one-year period,

July 1, 1974, to June 30, 1975, inclusive.

2. Commissioner Leonard recommends that the President issue a
proclamation pursuant to section 22(d) of the Agricultural Adjustment
Act, as amended, continuing the suspension of the import quotas on the
products described in item 950.60 of the appendix to the Tariff Schedules

of the United States.
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Statement of Chairman Bedell, Vice Chairman Parker,
and Commissioners Moore and Ablondi

As indicated above by our findings and recommendations, we have
concluded that the import quotas on wheat and milled wheat products
described in item 950.60 of the appendix to the Tariff Schedules of
the United States may be suspended for the period from July 1, 1974,
through June 30, 1975} without adversely affecting the programs for
wheat of the Department of Agriculture or the amount of products
processed in the United States from domestic wheat within the terms
of section 22 of the Agricultural Adjustment Act, as amended. The
principal considerations supporting our findings and recommendations

are set forth below.

The programs for wheat of the Department of Agriculture

The programs of the Department of Agriculture that are of con-
cern to the Tariff Commission in this investigation are primarily the
wheat price-support programs. Under the current programs, price
support is offered to wheat producers in the form of loans and direct
payments.

In general the loan programs have .placed a floor under domestic
market prices for wheat. Eligible producers can place any or all their
harvested wheat under loan to the Government at specified amounts per
bushel. Producers doing so may repay the loan at any time during the
crop year and sell their wheat in the market, or they can turn over

their wheat to the Government in fullfillment of their loan obligation.



The Agriculture and Consumer Protection Act of 1973 calls for the

Secretary of Agriculture to set the national avefage loan rate to
producers for wheat in the 1974/75 to 1977/78 crop years (each
beginning July 1) at between $1.37 per bushel and parity ($3.77 per
bushel in March 1974). The Secretary announced that the loan rate
for the 1974/75 crop would be $1.37 per bushel, the minimum rate
allowed by law. The national average loan rate for each of the pre-
vious crops back to 1965/66 was $1.25 per bushel, the minimum rate
provided by earlier legislation.

The 1973 legislation also provides for payments to U.S. wheat
producers if farm prices are below a target price established by
the statute. The target price for the 1974/75 and 1975/76 crops is
$2.05 per Bushel. For the 1976/77 and 1977/78 crops, the target
price can be adjusted to reflect changes in prices paid by farmers for
production items, interest, taxes and wages, and changes in crop yields.
For wheat grown on their allotted acreage, producers may receive a pay-
ment equal to the amount by which the target price exceeds the average
“ monthly farm price during July-November or the loan rate ($1.37), which-
ever is higher. If the average farm price is above the target price,
no ﬁayment is made. The national acreage allotment for all producers
for 1974/75 is 55 million acres--an acreage equivalent to about 85
percent of the acreage that the Department of Agriculture forecasts will

be harvested in that year.



The situation through mid-1975

In recent years, increasing world demand and needs for wheat have
markedly affected the world and domestic wheat situations. U.S. pro-
duction and exports of wheat have risen and stocks have been drawn
down. A record crop (1.7 billion bushels) was harvested in the 1973/74
crop year; the 1974/75 crop is expected to total 2.1 billion bushels--
~ about 360 million bushels more than a year earlier. Average annual
U.S. exports in 1972/73 and 1973/74 were. materially larger than those
in 1970/71 and 1971/72. Domestic consumption of wheat for food and
seed has increased moderately. Thus, although U.S. wheat production
has been at historically high levels, demand has been strong and stocks
have declined. The bulk of the wheat used domestically for food is
milled into flour which is used to bake bread. In ihe fourth quarter
of 1973, the cost of flour in a 1-pound loaf of white bread was equiva-
lent to about one-fifth of the retail price of the bread.

A viable U.S. wheat economy is dependent on substantial sales
abroad inasmuch as the major part of U.S. production of wheat is grown
for the export market. World demand for wheat in 1974/75, although
expected to decline somewhat from the Preceding year, will probably
remain strong. Total world usage of wheat in 1974/75 is estimated by
the Department of Agriculture to be only 26 million bushels (less than
one-half of 1 percent) below the record established in 1972/73. World
stocks of wheat in mid-1975 are likely to be larger than in recent years;
nevertheless, such stocks are likely to be equivalent to only 20 percent
of annual world consumption, compared with 26 percent in the period

1968/69 to 1971/72.



The easing in world demand for wheat in 1974/75 will undoubtedly
affect U.S. exports. The Department of Agriculture forecasts that
exports in that crop year will probably be some 200 million bushels
below the record high shipments anticipated for 1973/74. U.S. exports
of wheat and flour (in terms of wheat), however, would still be the
third largest annual exports on record. A new market for the United
States--the People's Republic of China--has become a major outlet of
U.S. wheat (taking more than a tenth of U.S. exports during July 1973-
February 1974) and that country's import requirements are expected to
remain substantial during 1974/75. Although importing countries wili
continue efforts to expand their own ﬁroduction, growing wheat effici-
ently on a large-scale production basis is fraught with many difficulties.

Since July 1972 monthly prices of wheat .in the United States have
advanced almost steadily. In February 1974 prices were at record high
levels. In March and April prices declined amid reports that the
1974/75 world wheat cfop would be about 2 percent larger than the pre-
ceding crop and that U.S. exports in 1973/74 probably would not attain
the level expected by shippers. The U.S. price of wheat, however, is
expected to continue to be well above the target price for the 1974/75
crop year as is evident on the wheat futures market. For example, the
closing prices of wheat quoted in early May at the Kansas City futures
market for the months of July, September, and December 1974 (which cover
the first half of the 1974/75 crop year), ranged from $§.46 to $3.84

per bushel.. Such prices are substantially above the target price of



$2.05 per bushel and the loan rate of $1.37 per bushel announced by the

Department of Agricultuee for the 1974/75 crop.

The price of wheat in Canada (a major potential source of U.S.
imports) has been substantially above the U.S. price, reflecting in part
the Canadian view that the world supply-demand relationship will con-
tinue to favor exporting countries in 1974/75. Because of the higher
Canadian price and transportation problems, U.S. imports during the
period from late January 1974 (when import quotas were temporarily
suspended) to early May were very small, being substantially below the
amount that would have been permitted entry by the suspended quotas.
Wheat production in Canada is forecast by the Department of Agriculture
to be 13 percent larger in 1974/75 than in the previous year. Meanwhile,
Canadian &omestic consumption plus exports are expected to be nearly
equal to the output. Thus, stocks of wheat in Canada by mid-1975,
while expected to be 7 percent larger than a year earlier, would
still be the third lowest in the past two decades, which generally was
a period of large carryover stocks. The high level of utilization
(principally exports) and the relatively low yearend stocks (which have
been evident for the past several years when the U.S. import quota on
wheat was not filled) will tend to enable the Canadian Wheat Board to
keep Canadian wheat prices firm.

The U.S. farm price of wheat (monthly average of $4.45 per bushel
during July 1973-April 1974) in relation to the Government's national
average loan rate ($1.25 per bushel) precluded any deliveries of the
commodity to the Government (i.e., to the Commodity Credit Corporation

(CCC)) in the first 8 months of the 1973/74 crop year; it appears that



none will be delivered in the remainder of the crop year, Meanwhile,

the strong demand for wheat has reduced the CCC's uncommitted stocks
of wheat from 358 million bushels in June 1972 to only 2.3 million
bushels in late April 1974. Current CCC stocks of wheat are at their
lowest level since shortly after World War II. Inasmuch as the price
of wheat is likely to remain well above support levels in 1974/75,
the CCC's stocks of wheat should continue at a negligible level and
costs to the Government should be at a minimum.

At the present time, we do not foresee any development in the
supply-demand relationship for wheat during 1974/75 that will so
‘affect prices as to cause any material interference with the programs
for wheat now conducted by the Department of Agriculture or reduce
substantially the amount of products processed in the United States
from domestic wheat. Although U.S. output is expected to increase
in 1974/75 and exports to show some decline, the nation's yearend
inventory of wheat this coming June 30 will be at a very low level
and some of the increased quantities of wheat available in the suc-
ceeding crop year will likely be used to replenish stocks.

- The quota on milled wheat products was established in order to
prevent circumvention of the quota imposed on wheat. Before the
quotas on wheat and milled wheat products were established in 1941,
the import trade was predominantly in wheat. We belie&e that this
practice will continue. Indeed, during the period from late January
1974 (when the quotas were tempo:arily suspended) to early May, im-

ports of milled wheat products were equivalent to only 78,000 bushels
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of wheat and accounted for about one-~fifth of aggregate imports of
wheat and milled wheat products fit for human consumpti on entered

during the period.

The situation beyond mid-1975

Supply and demand factors affecting the world production and
consumption of wheat in the period beyond mid-1975 are uncertain.
Wheat supply can change abruptly, as is common with agricultural
commodities. Changes in foreign and domestic supply-demand rela-
tionships for wheat and other foods can result in sharp and rapid
shifts in U.3. farm prices, This is perticularly true in the case
of wheat because a large part of the U.S. crop goes to the export
market, That market circumstances and prices can change with sur-
prising speed is evidenced by the recent price situation in the U.S.
market. For example, average monthly cash prices for No. 1 Hard Red
Winter wheat, ordinary protein,.at Kansas City rose from 31,52 per
bushel in June 1972 to $2.67 per bushel in January 1973, and from
$2.69 per bushel in June 1973 to $5.68 per bushel in January 197 and
then declined to $4.07 per bushel in April. Under these circumstances,
it is not possible at this time to evaluate market conditions in 1975/176.

From the information presently available to the Commission, in-
cluding estimates from the U.S. Department of Agriculture, total
U.S. stocks of wheat by mid-1975 (the end of the i97h crop year) are
estimated to be about 49} million bushels, or an increase of 31,
million bushels over the level of stocks at the end of the previous
crop year in mid-197h, This increase in stocks will undoubtedly
exeft some downward pressure on.prices, but the extent of the price

impact is uncertain.



Conclusion

On the basis of the Commission's investigation, we have
concluded that the import quotas on wheat and milled wheat prod-
ucts may be suspended from July 1, 197L, through June 30, 1975,
without rendering or tending to render ineffective, or materially
interfering with, the programs for wheat now conducted by the De-
partment of Agriculture, or reducing substantially the amount of

products processed in the United States from domestic wheat.
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Additional Statement of Commissioner Ablondi

I have joined in the preceding statement which gives the reasons
for the Tariff Commission's determination that the temporary suspen-
sion of the import quotas on wheat and milled wheat products can be
contimued through June 30, 1975, within the terms of section 22 of
the Agricultural Adjustment Act, as amended.

One additional consideration merits attention. In my view, the
Commission has a continuing responsibility to determine, whenever it
believes it appropriate, the effect of imports on programs of the De-
partment of Agriculture or if the imports reduce substantially the
amount of products processed in the United States from the domestic
products involved. Hence, with respect to wheat and milled wheat prod-
ucts, I believe that the Commission should periodically review develop-
ments pursuant to section 22, and make such findings and recommendations

with respect to the quotas as it deems appropriate,
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Statement of Commissioner Leonard

I concur with my colleagues that the continued suspension of
the import quotas on wheat and milled wheat products would not
adversely affect programs for wheat of the Department of Agriculture
or reduce substantially the amount of products processed in the United
States from domestic wheat, within the terms of section 22 of the
Agricultural Adjustment Act, as amended. I also generally agree with
the reasons given by my colleagues in support of the decision that
the suspension can be continued.

I do not concur with my colleagues that the suspension of the
import quotas on wheat and milled wheat products should be proclaimed
only for the period through June 30, 1975. Rather, I have concluded
that, within the terms of the statute, the quotas should be suspended
without time limit. As I pointed out in my statement in the recent
section 22 investigation of cotton, 1/ an indefinite suspension of
the quotas would not preclude their reimposition at some future time
should circumstances warrant. They should not be reinstituted, how-
ever, until conditions have so changed that quotas on imports would be
required to carry out the purposes of section 22 of the Agricultural
Adjustment Act, as amended. Such changed conditions, moreover, must
be evident or predictable; uncertainty about future circumstances or
speculation about possible changes is not enough. Iﬁ my view, the

evidence available to the Commission in the instant investigation

1/ U.S. Tariff Commission, Certain Cotton, Cotton Waste, and
Cotton Products . . . Investigation No. 22-37. . . TC publication
658, March 1974, pp 15-16.




14

gives no indication that circumstances that would warrant the rein-
statement of the quotas are likely to arise by mid-1975. 1In the
absence of persuasive evidence that the conditions existing or antici-
pated at that time would warrant the imposition of quotas under sec-
tion 22, there can be no reason to reinstate the present quotas auto-
matically. Therefore, I find that fhe import quotas on wheat and
milled wheat products described in item 950.60 of the Appendix to the
Tariff Schedules of the United States may be suspended without render-
ing or tending to render ineffective, or materially interfering with,
the programs for wheat now conducted by the Department of Agriculture,
or reducing substantially the amount of products processed in the
United States from domestic wheat, and I recommend that the President
issue a proclamation pursuant to section 22(d) of the Agricultural
Adjustment Act, as amended, continuing to suspend the import quotas

identified ahove.



A-1

INFORMATION OBTAINED IN THE INVESTIGATION
Overview

During the 1960's U.S. production and consumption of wheat trended
upward at a gradual pace, and exports, although fluctuating in quan-
tity from year to year, showed no marked upward or downward trend
(table 1 in appendix C). In the early 1970's, however, the con-
ditions affecting U.S. wheat changed drastically. U.S. exports rose
sharply to a record high level in crop year 1972/73 1/ and projected ex-
ports in 1973/74 are even higher; more wheat was consumed domesticglly
in 1971/72 than in any preceding year; the 1973/74 U.S. crop of wheat
was the largest on record; the monthly average price that farmers
received for their wheat rose substantially during 1972/73 and continued
to édvéﬁce in 1973/74 unfil it réacﬂéd é reégrd ﬁigh of $5.52 in Feﬁru—
ary 1974 before declining to $4.96 in March; and the Government's
uncommitted inventory of wheat at the end of crop year 1972/73 was at
its lowest point in 25 years and total stocks of wheat (commercial
and Government-owned) were at the second lowest level in 20 years.
Furthermore, the absolute import quota on wheat had been only partly
filled each year during the period 1970-74. 2/

Many of the changes in the U.S. market reflected developments in
the world wheat economy. In 1972, a poor wheat harvest in the U.S5.5.R.
forced that country to look to the United States for wheat. Imn 1972/73,
purchases by the U.S.S.R. and larger than usual purchgses by some

regular U.S. customers (which partly reflected reduced rice output in

1/ In the United States, the crop year for wheat begins on July 1 and
ends the following June 30. Although some wheat is harvested before
July 1 in the southern plains, the great bulk of the U.S. crop is
harvested after that date.

2/ The quota on milled wheat products, on the other hand, had been
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major Asian rice-exporting countries) established the record exports of
wheat that year and, invturn, réduced domestic inventories and. exerted
upward pressure on U.S. prices.

So far during the crop year 1973/74, the demand abroad for U.S.
wheat has remained strong and doﬁestic prices have been at record levels.
The quantity of wheat consumed domesticaily plus that exported during
1973/74 is expected to be 15 percent larger than the size of the crop
hafvested. thus further reducing stocks. By June 30, 1974, the
stocks are expected to drop to 180 million bushels, the smallest
since 1947. Government-held stocks of wheat are expected to be negli-
gible by the end of the current crop year because of the high price of
wheat relative to the Government's loan rate.

In the crop year 1974/75, U.S. wheat disappearance (domestic con-
sumption plus exports) is expected by the Department of Agriculture to
be about 1.8 billion bushels, 11 percent below'that in 1973/74. Most of
the reduction will be in exports, which are expected to be a sixth
smaller than in crop year 1973/74. Thus, with 180 mi}lion bushels of
old crop wheat on hand at the beginning of the crop year and a record
high new crop of 2.1 billion bushels predicted for 1974/75, stocks of
domestically produced wheat on June 30, 1975, will total about 495 mil-
lion bushels--more than double the unusually low inventory of a year
earlier, but still about a fourth lessAthan the average annual yearend

stocks during the 3-year period 1970/71 to 1972/73.
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ﬁescription and Uses

Wheat is generally classified as hard, soft, or durum wheat on the
basis of kernel characteristics. In the United States most wheat is
milled into flour and meal and further processed to make products for
humén consumption. Wheat is also used in significant quantities for
seeding purposes and as livestock feed and, in small amounts, for the
manufacture of starch, gluten, and alcohol.

Hard wheat has a kernel that is high in protein and gluten content.
It is produced in areas where the summers are hot and the rainfall is
moderate. The flour made from hard wheat readily absorbs water and
produces an elastic and tenacious dough well suited to commercial bread
baking. Wheat cereal breakfast foods to be prepared by the consumer,
such as farina, are also generally made from hard wheat. Tﬁe principal
classes of hard wheat grown in the United States are Hard Red Winter
wheat and Hard Red Spring wheat.

Durum wheat is a hard wheat not generally milled into flour. Its
principal outlet is in the production of semolina, a meal used for
making macaroni, spaghetti, vermicelli, and other edible pastes.

Soft wheat has a kernel relatively low in protein content.

It is produced in areas of abundant rainfall and moderate temperature.
The flour made from soft wheat is used primarily for baking cakes,
crackers, biscuits, and pastry. Prepared breakfast foods, such as
wheat flakes, are made from soft wheat. The principql classes of soft
wheat are Soft Red Winter wheat (grown largely in the eastern United

States) and White wheat (produced mostly in the Pacific coast region),
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Although much of the wheat produced in the United States is milled

"straight," there is considerable blending of hard and soft wheats

to obtain flours of various grades for baking.

U.S. Customs Treatment
Imported wheat and wheat flour are classified for tariff purposes
under part 7 of schedule 1 of the Tariff Schedules of the United
States. The rates of duty currently applicable to imports from
countries other than those designated as being under Communist
control 1/ and the share of total imports that entered under each TSUS

item in crop year:'1972/73, are shown in the following table.

Wheat and milled wheat products: U.S. rates of duty and percentage
distribution of imports (based on quantity) by TSUS items, crop
year 1972/73

: : ¢ Share
T;g? : Commodity : Rate of duty : of U.s.
: ¢ ° imports
::Wheat: : : Percent
130.65 : Not fit for human : 5% ad val. : 38
: consumption. : ' : .
130.70 :  Other -: 21¢ per bu of 60 1b : 22
: Milled wheat: : :
131.40 : Fit for human con- : 52¢ per 100 1b : 40
: sumption. : :
Not fit for human
: consumption: : :
131.72 : Flour : 2.57% ad val. : 1/
131.75 1 Other ¢ 5% ad val. : -
: : i 100

1/ Leés than 0.5 percent.
The ahove rates of duty, which have been in effect since January
1948, resulted from concessions granted by the United States in the
General Agreement on Tariffs and Trade. The average ad valorem equiva-

lent of the present rate on wheat fit for human consumption (item 130.70)

1/ Products of most Communist-controlled countries are dutiable at

+hA octaruibAary varanoe ocharm dm FahlAa 9 faca AammAandd. N
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was 7.7 percent based on the value of imports from all countries in
1972/73, and that on milled wheat products fit for human consumption
(item 131.40), 8.5 percent.

The Customs Regulations of the United States, sec. 10.106 (19 CFR
10.106), presently require importers to file a declaration for each
entry of wheat not fit for human consumption. When the importer's
declaration claims that all of the wheat is to be used otherwise than
in the manufacture of food products, Customs requires that the shipment
consist of "wheat containing 30 percent or more by weight of damaged
kernels" before it is permitted entry as wheat not fit for human consump-
tion - (T.D. 47577, Mar. 13, 1935). When no such claim is made, the
wheat is classified as other wheat (item 130.70). 1/

Imports of wheat and milled wheat products other than flour into
the continental United States from 30 countries or regions are embargoed
pursuant to Plant Quarantine 59, a regulation adopted in 1925 to pre-
vent the entry into the United States of wheat flag smut disease. 2/
Imports into Hawaii are exempt from the restriction. Australia is the

only major wheat exporting country listed in Quarantine 59.

1/ On Jan. 17, 1968, the U.S. Bureau of Customs (now the U.S. Cus-
toms Service) ruled that second clear wheat flour (a low grade flour)
was a milled wheat product rather than a byproduct feed and that it
was classifiable under item 131.40 if fit for human consumption or
under item 131.72 if not fit for human consumption (CIE C-38/68). The
Customs Bureau further ruled that second clear wheat flour was not fit
for human consumption if it had an ash content of more than 1 per-
cent. (Most second clear wheat flour has an ash content greater than
1 percent.) After further review, the Customs Bureau, on July 14,
1971, ruled that the ash content of wheat flour does not in and of
itself render wheat flour unfit for human consumption and that all
wheat flour (including second clear) is fit for human_consumption~in
the tariff sense unless it is adulterated or contaminated at time of
importation and in need of processing in order to eliminate such altera-
tion or contamination before it can be consumed by humans(T.D. 71-180).

2/ The regulation was issued under authority of the Plant Quarantine
Act of 1912 and is contained in the Code of Federal Regulations (7 CFR
319.59).
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U.S. Department of Agriculture Program for Wheat

Description of domestic programs

In recent years the U.S. Department of Agriculture has sup-
ported the price of wheat to farmers primarily through two programs--
(1) nonrecourse loansand (2) payments to farmers. The programs for
receﬁt crops prior to the 1974/75 érop were based on the Agricultural
Act of 1970 (Public Lawﬁ9l—524);i the. programs for the 1974/75 crop,
which were announced in August 1973, reflect the provisions of the
Agriculture and Consumer Protection Act of 1973 (Public Law 93-86),
which amended the 1970 Act. The purpose of the 1970 legislation, as
stated in the preaible, is "to establish improved programs for the
benefit of producers and consumers of . . . wheat . . ."; the purpose 7
of the 1973 legislation is to assure the production of adequate sup-
plies at reasonable prices to consumers by insuring producers against
losses if their expanded production results in prices below the target
price.

Acreage allotment.--The price-support legislation has required the

Secretary of Agriculture to establish annually a national acreage allot-
ment for wheat, which in recent years has served principally to limit the
amount of wheat for which farmers could receive supplementary payments
(see the section on payments below). Under the 1970 legislation the Sec-
rétary was directed to proclaim an annual allotment that would represent
the acreage needed, with average yields, to produce a quantity of wheat
equal to estimated domestic use., Under the 1973 legislation, the anmal
allotment was to represent the acreage needed, with average yields, to

produce a quantity of wheat equal to estimated domestic use, plus exports,
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minus imports; the level of carryover stocks was also to be taken into
" account. As a result of the change in criteria, an acreage allotment
that would meet the 1973 criteria would ordinarily be much larger than

one that would meet the 1970 criteria.

 Nonrecourse loans.--The loan program has been a basic feature of
wheat price-support 1egislétion since the 1930's. Under the program,
producers can place their harvested wheat under loan from the Commodity
Credit Corporation (CCC), at specified amounts perkbushel. Producers
doing so may repay the loan at any time during the crop yé;rugnd then
sell their wheat in the market, or they can elect to turn over the
wheat to the Government and fulfill their loan obligation; producers
generally would elect to do the former if the market price weré higher
than the loan rate, and they would elect to do the latter if the market
price were lower than the loan rate. 1/ .

In general, the loan rate has acted as a floor for domesticfﬁarket

prices, which have seldom dropped appreciably below the loan rate. The
1973 iegislation calls for the Secretary of Agriculture to set the loan
rate for the 1974/75 to 1977/78 wheat crops at between $1.37 per bushel
and parity ($3.77 per bushel in March 1974); 2/ the 1970 legislation re-
quired the Secretary to set the loan rate between $1.25 per bushel and |
100 percent of parity, while the preceding legislation (the Food and

Agriculture Act of 1965) required the Secretary to set the loan rate

between $1.25 per bushel and 90 percent of parity. 6n August 16, 1973,

1/ In some cases, the period of the loan can be extended beyond the
crop year (called a reseal loan), In any event, producers whe redeem
their loans are obliged to pay the accrued interest (5.5 pércent” per
annum) and storage charges.

2/ Parity is, in general, the price which will give agricultural com-
modities the same purchasing power in terms of goods and services
farmers buy that the commodities had in a specified base period.
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the Secretary announced that the national average loan rate 1/ for
the 1974/75 crop would be $1.37 per bushel--the minimum rate allowed
by law. The national average loan rate for each of the wheat crops
of 1965/66 to 1973/74 was $1.25 per bushel, the minimum rate as pro-
vided by the 1970 (and earlier) legislation. During this period
(1965-74), producers participating in the wheat program could place
their entire output of wheat under loan.

Payments.--Under the 1971/72 - 1973/74 programs, producers
could receive certificates (which could be cashed) equal in value fo
the difference between the average price received by farmers in the
first 5 months of each crop year and 100 percent of wheat parity on
July 1, whenever the average price was lower than parity ($3.39 per
bushel on July 1, 1973). An initial payment was made early in the
crop year, and a final payment, sometime after December 1. 2/ The
certificates could be obtained by producers for wheat grown on the
farm's acreage allotment. The national acreage allotment for the
1973/74 crop was 18.7 million acres or about a third of the total
acreage planted to wheat for that Crop year.

The 1973 act replaced the certificate plan with a target price.

The act calls for a target price of $2.05 per bushel for the crops

1/ Each county in the commercial 8rowing area is assigned its own
loan rate, which is based on the national rate and the county's prox-
imity to a terminal market.

2/ To help defray the cost of certificate payments to farmers,
processors of wheat were required to purchase certificates for all
wheat processed by them for domestic human consumption. The cost
of such certificates to Processors was 75 cents per bushel (equivalent
to about $1.60 per 100 pounds of flour) during the 1965/66 to 1972/73
crop years.
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of 1974/75 and 1975/76, and an adjusted target price

for the 1976/77 and 1977/78 crops to reflect changes in prices paid

by farmers for production items, interest, taxes and wages, and changes
in crop yields. In effect, producers are guaranteed a return equal to
the target price for wheat grown on their alloted acreage. Under the
program, producers may receive a payment equal to the amount by which
the target price exceeds the weighted average farm price of wheat
duriﬁg the first 5 months of each crop year or the loan rate ($1.37
per bushel), whichever of the latter two is higher. If the average
price is above the target price, there is no payment. The farm out-
put eligible for the target price payment is based on the farm's
acreage allotment times the farm's established yield per acre; the
national acreage allotment for 1974/75 is 55 million acres, while

the Department of Agriculture estimates that 64 million acres will be

harvested. 1/

Operation of program

The Government, through its loan program, has attempted to bolster
the price of wheat by controlling the flow of the grain into the com-
mercial market. Thus, the CCC became a substantial factor in the

wheat economy.

1/ The national acreage allotment for 1975/76 is 53.5 million acres
(1.5 million acres less than in 1974/75), reflecting primarily an
expected decline in wheat usage coupled with an anticipated 2-percent
increase in yield per acre.
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Quantities placed under loan and deliveries to the CCC.--In the

past 5 crop years the annual quantity of wheat used by producers as
collateral for CCC loans ranged from 453 million bushels in 1968/69

to 143 million bushels in 1972/73 (table 3). During July 1973-March
1974 60 million bushels of the 1973/74 crop had been placed under loan,
compared with 143 million bushels in the corresponding period in
1972/73. 1/

Crop year 1969/70 was the last one in which a significant propor-
tion of the wheat produced was delivered to the CCC. 1In that year;
producers turned over to the Government 96 million bushels, equivalent
to 7 percent of the Ccrop. By comparison, less than 50,000 bushels
of the 1972/73 crop was delivered to the CCC and during July 1973-
March 1974, none of the 1973/74 crop was delivered. The sharp reduc-
tion in the quantity of wheat placed in the loan program and ulti-
mately delivered to the GCC reflects the disparity in the loan rate
and the average price received by farmers. During July 1973-March
1974 the average Price received by farmers was $3.25 per bushel higher
than the average loan rate, whereas in 1968/69 the average price re-
ceived by farmers was 1 cent per bushel lower than the loan rate.

The Department of Agriculture anticipates that the farm price will
continue to be substantially above the loan rate in 1974/75 and that

deliveries of wheat to the CCC will be negligible.

1/ About 99 percent of the wheat placed under loan during July 1973-
March 1974 was redeemed by producers, compared with 68 percent in the
corresponding period in 1972/73.
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CCC stocks and sales of wheat.--During the 1950's and 1960's the

bulk of the U.S. stocks of wheat were generally in the hands of the CCC
(table 1). This condition changed during crop year 1972/73, however,
when the price of wheat increased substantially. On June 30, 1973,
CCC's inventory of uncommitted wheat stood at 6 million bushels, com-
pared with 358 million bushels on June 30, 1972; by April 12, 1974, its
uncommitted stocks had dropped to 2.7 million bushels. On June 30,
1973, CCC's uncommitted inventory was equivalent to 1 percent of total
U.S. wheat stocks (commercial and CCC-held). CCC stocks are expected to
remain relatively small dufiﬁg 1973/74 because of high wheat prices and
negligible deliveries by producers to the CCC. If its budget for fiscal
1975, the Department of Agriculture foresees CCC stocks of wheat continu-
ing to be small in crop year 1974/75.

Section 407 of the Agricultural Act of 1949 (63 Stat. 1051), as
amended, sets forth the conditions for CCC sales of wheat. Sales in
the domestic market must bevmade at not less than 115 percent of the cur-
rent average loan rate (with certain adjustments) or the market price,
whichever is higher, plus reasonable carrying charges. Sales for ex-
port must be made at the domestic market price plus transportation costs
to the port of export. Over the years, most of the wheat sold by the
CCC was generally channeled into export markets. In the 1972/73 crop
yeaf, however, a substantial increase in the domestic market price re-
sulted in the sale of a large proportion of the CCC-owned wheat for
unrestricted use (largely in the domestic market). This change in the

sales pattern is shown in the following table.
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Wheat: CCC sales, crop years 1968/69 to 1972/73, July 1972-March
1973, and July 1973-March 1974

(In millions of bushels)

. Unrestricted .
Year B

beginning July 1 : Export : use : Total
1968/69 , . 12 . 2, 14
1969/70 : 2 6 : 30
1970/71 : 40 . 45 85
1971/72 : 50 . 4 . 54
1972/73 : 45 317 : 362
July-March: : : B _

1972 /73 : 41 ¢ 315 ¢ 356

1973 /74 : 3 7t 10

Source: Official statistics of the U.S. Department of Agriculture.

posts of the price-support program.--The Government has primarilv

three éfograms for wheat that can require an expenditure of funds by the
CCC: (1) Price support to producers, as indicated above; (2) differ-
ential payments to U.S. exporters when domestic prices are higher

than those in foreign markets; and (3) purchases of wheat products

for donations. 1/ The realized net cost of the three programs is
reimbursed to the CCC by appropriations in accordance with Public Law
87-155, approved August 17, 1961. The costs of these programs are shown

in the following table.

' 1/ The CCC purchases flour and other processed wheat products in the
open market for certain donations. Products are donated domestically to
nonprofit school-lunch programs and summer camps for children, assistance
to needy persomns, charitable institutions, and certain penal and correc-

tional institutions. Products are donated abroad for famine relief and
other assistance. )
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Wheat and milled wheat products: Net expenditures of price-support and
related programs, crop years 1969/70 to 1973/74

(In millions of dollars)

Year : Net expendi- : Net export : Net expendi- : Total
beginning : tures on price-: payments : tures on : net
July 1 : . support ! Wheat ° Flour ° wheat product : expendi-
: programs : : : purchases ¢ -tures
1969/70-———- s 564.7 : 55.6 : 1.8 : 30.1 : 652.2
1970/71-—--- : 551.4 : 126.8 : 2.4 : 36.5 : 717.1
1971/72-———- : 577.8 : 63.5 : 1.9 : 32.4 675.6
1972/73-——--: 390.5 : 297.9 : 1.9 : 36.9 : 727.2
1973/74: : : : : :
1/ 34.8 560.9

July-Feb--: 488.9 : 37.2 :

1/ Less than $50,000.

Source: Official statistics of the U.S. Department of Agriculture.

Costs to the CCC of the price-support program to producers ac-
counted for 83 percent of the total net expenditures 1/ during the
period covered by crop years 1969/70 to 1971/72. 1In 1972/73 the sup-
port program expenditure accounted for only 54 percent of the total;
export—payment costs in that year rose sharply and accounted for 41 per-
cent of the CCC total net expenditures. The relatively large export-
payment costs reflect the unusually large sales of wheat in the summer
of 1972 before world wheat prices began to rise sharply and U.S. export
payments ceased.

CCC net expenditures in crop year 1973/74 should be well below
those in recent years because the quantities of wheat placed under loan
and CCC stocks of wheat are relatively low, domestic market prices are
high, and export payments on wheat and flour have ceased. 2/ The major
expenditure during crop year 1973/74 has been an initial payment to

producers under the domestic marketing certificate plan. About $474

1/ Net .expenditures comprise the CCC purchases and other costs
{storage, transportation, and handling), less procseds from sales.
2/ Payments shown in the table above for 1973/74 reflect commitments
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million was paid out to producers early in the crop year. 1/ Because
the July-November average price received by producers was above 100

percent of parity, no final payment was made.

Section 22 Quotas

In an investigation made in 1941 under the provisions of segtion
22 of the Agricultural Adjustment Act, as amended, the U.S. Tariff
Commission determined in effect fhat wheat and wheat flour fit for
human consumption were practically certain to be imported under such
conditions and in such quantities as to interfere materially with the
Government's price-support program for wheat. After consideration
of the Commission's finding, the President on May 29, 1941, issued.
Proclamation No. 2489 establishing, éffective on that date, absolute
annual import quotas of 800,000 bushels of wheat fit for human con-
sumption and 4 million pounds of milled wheat products (wheat flour,
semolina, crushed or cracked wheat, and similar wheat products) fit
for human consumption. That proclamation was modified three times
by providing certain exemptions from the quota, as follows: in 1942,
Presidential Proclamation No. 2550 exempted distress shipments and
experimental or seed wheat; in 1943, Presidential Proclamation No.
2584 exempted purchases by the War Food Administrator; and in 1962,
Presidential Proclamation No. 3448 exempted Shmurah wheat flour used
for religious and ritual purposes in the making of matzos.for Passover.

The wheat quota was apportioned among 14 countries and the milled
wheat products quota was apportioned among 25 countries (table 4) on
the basis of average annual U.S. imports of these products from the

several countries in the 1l2-year period 1929-40 but'not less than 50

1/ Includes $98 million in payments to prbducers who voluntarily
put a part of their acreage into soil conservation uses.
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percent of the average annual imports from each of such countries
during the period from January 1,71929, to December 31, 1933.
Canada was alloted 795,000 bushels, or 99.4 percent, of the wheat quota
and 3,815,000 pounds, or 95.4 percent, of the quota for milled wheat
products.

The import quotas on wheat and milled wheat products fit for
human consumption were administered by the U.S. Bureau of Customs
(now the U.S. Customs Service) on a first-come-first-served basis.
No special applications or licenses were required. As indicated

above, the quotas have been suspended for the period January 26, 1974,

to June 30, 1974.

U.S. Producers

Wheat growers

In crop year 1969/70, 45 million acres of wheat were harvested on
about 580,000 farms in the United States. By 1973/74, the number of
harvested acres had increased to 54 million. 1In 1973/74, 82 percent of
the wheat acreage was concentrated in an area extending from Texas north
to North Dakota and also including the States of Colorado, Montana,
Washington, and Minnesota. Farm operators in this lO—State area pro-
duced four-fifths of the U.S. output of wheat in 1973/74. The major
area of production of hard wheat is in the Great Plains, whereas the
areas of production of soft wheat are east of the Mississippi River and
on the west coast; most of the Durum wheat is grown in the northern
Great Plains.

The number of farms on which wheat is grown has been declining in
recent decades. The remaining farms have become larger, and some have

diversified their operationms.
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Flour millers

In recent years, some 200 mills, employing about 14,000 workers,
have ground wheat into flour. Alth;ugh wheat flour mills are situated
throughout the country, the principal producing States have been Kansas,
Minnesota, Missouri, and New York. TIn 1972 these four States accounted
for 45 percent of the total U.S. output.

In recent years, U.S. wheat flour millers have been producing at
near capacity. 1In 1972 the millers utilized 99 percent of their esti-
mated annual capacity, and in 1973 they utilized, on a monthly basis,

from 90 to 103 percent of their estimated capacity. 1/

U.s. ansumption
Wheat
U.S. consumption of wheat has increased gradually in recent years.
In the crop years 1963/64 to 1972/73, consumption increased at an annual
rate of 2.4 percent. The following table shows domestic apparent consump-
tion of wheat, by outlets, for the crop years 1970/71 to 1972/73 and

estimated consumption for 1973/74 and 1974/75.

Wheat: U.S. apparent consumption, by outlets,
crop years 1970/71 to 1974/75

(In millions of bushels)

"~ Year beginning ‘o Lt : ¢ Apparent
July 1 : Food 1/ : Seed : Feed : consump-
: : : : tion

1970/71-- : 520 : 62 : 187 : 769
1971/72 : 526 : 63 : 266 : 855
1972/73 : 526 : 66 : 195 : 787
1973/74 2/ : 532 : 82 . 160 : 774
1974/75 2/ : 534 76 : 150 : 760

1/ Wheat processed into other products (e.g., distilled spirits z.d
beer) has been negligible.
2/ Estimated.

1/ Estimated capacity is calculated by the U.S. Bureau of the Census
on the basis of a 24-hour day. 5-dav week with allowances made for civ
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Generally, somewhat more than half of the U.S. wheat crop has been
consumed domestically as food (chiefly in the form of flour used for
baking purposes), seed, or livestock feed in recent years; the remainder
has been either exported as grain and flour or placed in storage. 1In
crop years 1973/74 and 1974/75 probably less than half of the total out=
put will be consumed domestically because of anticipated record large

harvests and heavy exports in those years (table 1) .

Wheat flour

U.S. consumption of wheat flour for food increased only slightly
during the period covered by crop years 1963/64 to 1972/73; the annual
rate of increase during the period was less than 1 percent. In the 3
crop years 1970/71 to 1972/73 the annual consumption of flour averaged
23 billion pounds (table 5). Domestic consumption in 1973/74 and 1974/75

will probably be near the average of recent years.

The bulk of the wheat flour consumed domestically is used by bakers
to produce bread. Approximately 0.6 pound of flour is used to make a
l-pound loaf of white pan bread. The cost of the flour in a l-pound
loaf, however, is not proportional to its weight in the bread, although
- the cost has gone up with the increase in the price of wheat. For
example, the cost to the baker of the flour in a l-pound loaf of white
pan bread was equivalent to 17 percent of the retail price of a 25~-cent
loaf in the third quarter of 1972. Wheat prices subsequently rose, and
the cost of the flour was equal to 22 percent of the price of a 3l-cent

loaf of bread in the fourth quarter of 1973. 1/

1/ These data are based on an average price of wheat delivered to
millers of $2.50 per bushel in the third quarter of 1972 and of $4.46
per bushel in the fourth quarter of 1973.
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Demand situation

The demand for wheat for food consumption in the United States
has generally been insensitive to price changes. For example, in the
crop year 1972/73 the average cost of wheat to produce 100 pounds of
flour at Kansas City increased 31 percent over the cost in 1971/72, and
that at Minneapolis rose 25 percent, but the amount of wheat ground
nationwide into flour in 1972/73 declined less than 1 percent.}j
Dietary dependence on foods with wheat content has varied inversely
with the standard of living, and per capita human consumption of wheat
flour and semolina in the United Stateé declined from 155 pounds in '
1940 to 109 pounds in 1973. 2/ However, the decline in per capita con-
sumption has been sufficiently offset by the increase in population
to have resulted in a slight increase in the aggregate human consumb—
tion of wheat, as indicated above.

Wheat used for feeding purposes is mostly confined to the southern
Plains and Western States, where it competes primarily with grain sorghum.
Most of the wheat is fed in the last quarter of the grain sorghum crop
year (July-September), when grain sorghum supplies are usually at a
seasonal low and the wheat crop year is beginning with seasonally large
supplies. During the 10 years preceding 1972/73, the price differential

between wheat and grain sorghum decreased, resulting in substantial

1/ Over the same period, the wholesale price of bakery flour increased
27 percent at Kansas City and 19 percent at Minneapolis and the price
of byproduct wheat millfeeds increased about 50 percent at each milling
center. :

2/ Annual per capita consumption of wheat breakfast foods has been
at 3 pounds for a number of years.



A-19

increases in the amount of wheat fed to livestock. 1/ However, the
price differential again began to increase in the 1972/73 crop year,
and the amount of wheat fed to livestock decreased. A further increase
in the differential thus far in 1973/74 suggests that there will be a
continuation in the decline of wheat consumed as feed in this crop
year. Overall, the amount of wheat fed to livestock declined by about

40 percent from 1971/72 to 1973/74.

U.S. Production and Stocks

Wheat

Wheat is the fourth most important crop grown in the United States,
being exceeded in farm value by corn, soybeans, and baled hay.

Production.--At times during the past two decades when domestic
supplies of wheat reached burdensome levels, the Government required
producers to reduce their acreage planted to wheat. However, improved
cultural practices employed by growers and favorable weather conditions
partly negated the Government's attempts to keep output down. At other
times Qhen additional supplies were deemed necessary to meet domestic
and export requirements, the Government encouraged growers to increase
their output of wheat; at such times, the Government increased acreage

allotments or suspended them altogether, and offered additional income

1/ Livestock feeders, in formulating rations for their animals, take
into consideration (among other factors) the relative prices and feeding
values of altermative grains. In the United States the feeding value
of a grain is generally measured against that of corn, which is placed
at a value of 1.0. The relative feeding values of wheat and grain
sorghum are 1.05 and 0.95, respectively.
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incentives. Overall, U.S. production of wheat has gradually increased
in the last 20 years (table 1).

The 1973/74 U.S. wheat crop amounted to more than 1.7 billion
bushels--the highest output on record. This figure is 11 percent above
that for the 1972/73 crop and 6 percent above that for the previous
record crop (1971/72). The.relatively large output in 1973/74 was due
mainly to a l4-percent increase in harvested acreage‘over 1972/73 and
to very favorable growing conditions in the central and southern Plains
Most of the increase in production was accounted for by increased output
of Hard Red Winter wheat, which was 26 percent larger, and Hard Red
Spring wheat, which was 20 percent larger. At the same time, soft wheat
productionﬁa;l973/74 was down 23 percent from 1972/73 because of winter-
kill and drought in the Northwest and excessive moisture in the eastern
soft wheat region.

The Department of Agriculture estimates that planting for the
1974/75 wheat crop will be 20 percent larger than for the 1973/74 crop,
and that, assuming favorable weather conditions, the new crop will amoﬁnt
to 2.1 billion bushels, nearly 350 million bushels more than the record
1973/74 crop, or a gain of 21 percent. The production of Hard Red Winter
wheat is forecast to remain about the same, but the output of Hard Red
Spring wheat, soft wheat and Durum wheat is expected to increase.

Hard Red Winter wheat and Hard Red Spring wheat account for the
bulk of domestic output of wheat. During the crop years 1971/72 to
1973/74 the average annual production of Hard Red Winter wheat

accounted for 51 percent of the total wheat crop and Hard Red Spring
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wheat accounted for 20 percent. The shares of the total crop accounted
for by Soft Red Winter wheat, White wheat, and Durum wheat were 12 per-
cent, 12 percent, and 5 percent, respectively. U.S. production of
wheat in recent years is shown, by classes, in tables 6 to 10, and the
output of wheat by principal producing States is shown in table 11.
Stocks.—- U.S. yearend stocks of wheat (commercial and Government-
controlled) were reduced by half during the 1972/73 crop year. Stocks
on hand on June 30, 1973--438 millicn bushels--were the second lowest
in 20 years (table 1). On that date, about four—fifths of the stocks
were privately held, 1/ and the remainder consisted of uncommi tted
Commodity Credit Corporation (CCC) stocks and wheat offered as collat-
eral by producers for CCC loans. The sharp reduction in stocks of
wheat in 1972/73 reflects unusually heavy exports during the crop year.
A continuation of large shipments of wheat abroad in 1973/74 has
further reduced stocks. The Department of Agriculture estimates that
the U.S. inventory of wheat on June 30, 1974, will be 180 million
bushels. The Department further forecasts that stocks on June 30, 1975,
will amount to 494 million bushels, about 300 million bushels more. The
300-million bushel increase is about 50 million bushels less than the
anticipated increase in the U.S. output of wheat from 1973/74 to 1974/75.
Stocks of all classes of wheat were down at the end of the 1972/73
crop year. Stocks as a share of total supplies (stocks plus production)
available for each class of wheat in crop year 1973/74 were the small-

est for Soft Red Winter wheat (5 percent of the total supplies of such

1/ Privately held stocks, as here used, include CCC committed stocks,
that is, grain sold by the CCC but not yet delivered to the buyer.



wheat) and largest for Hard Red Spring wheat (34 percent).

Since World War II, the CCC generally has owned the bulk of the
nation's yearend inventories of wheat or has committed itself to acquire
from producers most of their unsold stocks of wheat should they elect
to turn them over to the Government. However, the heavy export demand
in crop years 1972/73 and 1973/74 raised the domestic price of wheat
well above the Government's loan rate to producers. Hence, producers
did not deliver much wheat to the Government and the CCC sold most of
its inventory. 1/ On June 30, 1973, CCC's uncommitted inventory of
wheat totaled only 6 million bushels, down from 358 million bushels on
June 30, 1972. By April 12, 1974, CCC's uncommitted stocks had dropped
further to 2.7 million bushels. The Department of Agriculture expects
CCC stocks to be about 500,000 bushels at the end of crop year 1973/74
and some 200,000 bushels at the end of 1974/75.

Wheat flour
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