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PREFACE

The Commission, on its own motion, instituted this investigation (No.
332-157) on February 22, 1983, under section 332 (b) of the Tariff Act of 1930
(19 U.S.C. 1332 (b)) for the purpose of gathering and presenting information
on U.S. embargoes on agricultural exports during the past decade. During that
period, the United States restricted or embargoed certain agricultural exports
five times for reasons involving foreign policy, national security, and
short-supply considerations. The specific actions on exports were (1) the
soybean embargo of 1973, (2) the 1974 moratorium on grain sales to the
U.S.S.R., (3) the moratorium on grain sales to the U.S.S.R. in 1975, (4) the
moratorium on grain exports to Poland in 1975, and (5) the 1980 embargo on
agricultural exports to the U.S.S.R. :

- This report provides a historical background of these restrictive export
actions over the last decade and analyzes their effects on U.S., and foreign
trade patterns, particularly in grains and soybeans. Although all of the
restrictive actions of the past decade are examined, more detailed data are
devoted to the 1980 embargo, because it was more recent, of longer duration,
and involved larger volumes of exports. Also, according to respondents
surveyed in the course of the investigation, it was the most damaging to the
U.S. long-term agricultural exports and to the reputation of the United States
as & reliable supplier of agricultural commodities. The report also examines

the impact of the 1980 action on stocks and the effect of the embargo on U.S.
. consumers.

Public notice of the investigation was given by posting copies of the
notice at the Office of the Secretary, U.S. International Trade Commission,
Washington, D.C., and by publishing the notice in the Federal Register of
March 9, 1983 (48 F.R. 9971), 1/ The information presented in the report was
obtained from questionnaries, private individuals and organizations dealing in
grain and other agricultural products, and Federal Government sources. 2/

1/ See app. A for the Commission's notice of the investigation in the
Federal Register.

2/ A summary of written submissions in response to the Commission's
questionnaires is presented in app. B.
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EXECUTIVE SUMMARY

Exports of agriculturael products have become increasingly important to
the U.S. balance of trade in recent years. Even though various restrictions
were in effect on U.S. exports of agricultural products during the last
decade, the U.S. balance of trade for agricultural products was positive every
year during the period and increased irregularly from $7.2 billion in 1973 to
$26.5 billion in 1981; in 1982, it amounted to $23.7 billion.

The value of U.S. agricultural exports increased from $8 billion in the
early 1970's to a record high of $44 billion in 1981. In 1982, such exports
amounted to $37 billion, representing a decline of about 16 percent from the
~ level of 1981. Factors influencing the increase over the last decade included
" population growth in the developing countries, substantial worldwide increases
in real per capita income which enabled consumers to eat more of their _
domestically produced livestock and poultry products, the capacity of the U.S.
transportation system to deliver large quantities of agricultural products to
foreign markets, and increased farm productivity. Another factor influencing
exports was the value of the U.S. dollar in relation to the value of the
currencies of certain other major agricultural product exporters and importers,
although over the decade, these relationships varied by country and by year.
The United States, with its abundant farmland, has remained the leading world
exporter of agricultural products, because it had the capacity to increase
output with less rise in unit costs than has existed in many other countries.

In 1982, about 22 percent of the cash receipts of the U.S. agricultural
sector were derived from exports, compared with about 12 percent in the early
1970's and about 26 percent in 1981, During the past decade, grains and
soybeans, the primary agricultural commodities affected by restrictions on
agricultural exports, consistently have been equivalent to slightly more than
one-half of the total value of U.S. agricultural exports.

A summary of the Commission study on fhe U.S. restrictions or embargoes 1/
that were in effect during the past decade of rapidly increasing exports in
the U.S. agricultural sector is highlighted below. 2/

1/ The term "embargo," as used in this report, covers export sales
restrictive actions which, though often referred to as embargoes, allowed
certain export sales.

2/ Government activities as of September 1983 which are related to this
study include Congressional review and possible renewal of the 1979 Export
Administration Act (this Act expired Sept. 30, 1983) and the announcement on
July 28, 1983, by the Secretary of Agriculture and the United States Trade
Representative that the United States and the Soviet Union had reached

agreement on a new 5-year grain and soybean agreement which began Oct. 1,
1983. The 1975 agreement expired Sept. 30, 1983.
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1. - Following the 1980 embargo, the U.S. share of the world market for
graing, sovbeans and soybean products declined despite irregular overall
increases in U.S. exports of these items over the period.

From 1978/79 to 1982/83, the U.S. share of the world market for wheat and
soybeans (and soybean products) each declined by 4 percentage points, and the
share for coarse grains 1/ declined by 3 percentage points. However, during
the period, the United States remained price competitive in the world grain
and soybean market, resulting in an overall increase in exports. From 1978/79
to 1982/83, U.S. exports of wheat were up 24 percent (7.7 million tons 2/),
exports of coarse grains rose, but ultimetely declined by 7 percent
(4.0 million tons), and exports of soybeans and soybean products were up
14 percent (4.8 million tons in soybean equivalent). Although U.S. exports to
the Soviet Union dropped after the 1980 embargo, they increased to many other
markets, including those where demand had not been satisfied, because
traditional suppliers had shipped their supplies to the Soviet market. A
comparison of U.S. exports in the crop year immediately preceding the embargo
with those during and after the embargo reveals increases in U.S. exports of
wheat and wheat products primarily to China, Brazil, and Yugoslavia; coarse
grains went mostly to Mexico and Japan; and soybeans and soybean products went |
to the Netherlands, Eastern Europe, and Spain, -

2. -After the 1980 embargo, major countries that compete with the United
States in the world grain and sovbean markets expanded their production and
exports of these commodities so _as to capture a growing share of the world
trade. Accordingly, consuming countries diversified their sources of supply.

Over 1979/80 to 1982/83 (during and after the 1980 embargo),. production
of wheat in Canada increased from 17 million to 28 million tons, or by
60 percent, and production in Argentina increased from 8 million to 14 million
tons, or by nearly 80 percent. Likewise, coarse grain production in the
European Community (EC) increased from 69 million to 71 million toms, or by
about 3 percent; in Canada, such production increased from 19 million to
27 million tons, or by 43 percent; and in Argentina, production increased
irregularly from 11 million to 17 million toms, or by about 57 percent. These
increases in production were generally accompanied by acreage planted
increases. Although production of grains by the major U.S. competitors
increased after the embargo, as did production in the United States, that in
the United States has remained nearly double the output of the competitors
combined.

Following the 1980 embargo, production of soybean meal in Brazil
increased irregularly from 8 million to 10 million tons, or by 25 percent, and
production in Argentina increased from 0.6 million to 1.6 million tons, or by
nearly twofold; production of soybean oil in Brazil increased from 2.0 million
to 2.5 million tons, or by 25 percent; and in Argentina, it tripled from
0.1 million to 0.3 million tons. Some of these soybean products processed in
Brazil and Argentina were produced from imported soybeans. U.S. production of
soybeans averaged 56 million tons annually after the 1980 embargo, or about

1/ Coarse grains are defined as corn, oats, barley, sorghum, rye, millet,
and mixed grains.

2/ Throughout this report, the term "tons" refers to metric tons unless
‘otherwise indicated.
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3 times larger than the combined produétion of the major U.S.competitors in
the world markets. U.S. production of soybean meal averaged about 19 percent

greater than that of its major competitors, while production of soybean oil
averaged 17 percent greater.

After the 1980 embargo, exports of wheat and coarse grains from Canada
rose from 20 million to 27 million tons, or by over 37 percent; the Canadian
share of the world market rose from 11 to 15 percent. Exports of wheat and
coarse grains from the EC rose from 15 million to 21 million tons following
the 1980 embargo, or by over 36 percent; the EC's share of the world market
increased from 8 to 11 percent. In addition, exports of wheat and coarse
grains from Argentina increased from 11 million to 18 million tons following
the embargo, or by about 61 percent. The Argentine share of the world market
increased from 6 to 10 percent after the embargo.

After the 1980 embargo, U.S. exports of soybeans and soybean products
dropped irregularly from 40 million to 39 million tons, or by nearly 4 percent;
the U.S. share of the world market declined from 58 to 50 percent. Such
exports from Argentina rose from about 3 million to 4 million tons, or by
about 15 percent, but that country's share of the world market remained at
5 percent. Exports mostly of soybean products from the EC increased from
about 10 million to 11 million tons after the 1980 embargo, or by about
15 percent, and the EC's share of the world market rose by 1 percentage point
to 15 percent. Exports mostly of soybean products from Brazil rose
immediately after the embargo from 11 million to 19 million tons and then
dropped to 16 million tons, representing an overall increase of about
47 percent. Brazil's share of the world market rose overall from 16 percent
to 21 percent.

After the embargo, the major consuming areas (the U.S.S.R., the EC,
Japan, Eastern Europe, and China) increased their imports from major U.S,
competitor countries which had increased their production and exports.

3. The United States is viewed as_an unreliable world supplier of
agricultural commodities, particularly after the 1980 embargo.

During the investigation, officials of major U.S. grain and soybean
exporting companies--which accounted for nearly 60 percent of the exports--as
well as trade associations and general farm organizations reported that the
U.S. reputation as a reliable supplier of agricultural commodities to the
world market, especially in the grain and oilseed sector, suffered
particularly as a result of the embargo imposed on these commodities by the
U.S. Government in 1980. This, they agreed, encouraged other competitor
countries to increase agricultural production and exports and to intensify
their efforts to stimulate future exports so as to satisfy agricultural
commodity purchasers, particularly those to which the U.S. Government had
restricted exports. Although short-term effects of the embargo often were
noted, such as creating chaos in the market system, long-term effects such as
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increased production and exports by foreign competitofs were more frequently
cited. 1/ 2/

4. Subsequent to the 1980 embargo, legislation has been enacted to provide
for producer compensation in the case of selected embargoes and to provide for
export contract sanctity.

An embargo protection clause, added to the Agriculture and Food Act of
1981, requires the Department of Agriculture to make payments to producers or
increase the price-support loan rate if the President restricts agricultural
exports to any country or area for reasons of national security or foreign
policy without a similar restriction on all U.S. exports. An amendment to the
Agricultural Act of 1970, effective January 11, 1983, prohibits the President
from curtailing the export of agricultural products for which an export sales
contract has been entered into before the announcement of an embargo and which
requires delivery within 270 days aftet the date of imposition of an embargo.

5. The U.S. Governgent incurred costs to cush1on the adverse effects of the
1980 embargo.

The minimum cost to the U,8, Government for its attempt to ameliorate the
effects of the 1980 embargo was the $475 million loss incurred by the
- Commodity Credit Corporation (CCC) as a result of its purchase and resale of
commodity contracts. Approximately 76 percent of the grains and soybeans
purchased by the Government was sold back to the original exporters. . In
addition, the USDA made direct purchases of (1) corn and wheat from farmers
" and elevator operators at a cost of approximately $978 million and (2) frozen
whole broilers from U.8. producers at a cost of 35 5 million. While these

1/ Commissioner Stern notes, even though the 1980 embargo created short-term
chaos in the market system, according to an econometric analysis by the ITC
staff contained in the Office of Industries memorandum ID-83-117 of
October 3, 1983, the 1980 embarge had no statistically significant effect on
prices received by U.8. farmers for wheat, corn, and soybeans or on total U.S.
wheat, corn, or soybean exports. This econometric model, using monthly data,
attempted to explain movements in wheat, corn, and soybean prices. Although
monthly data tend to be more volatile than annual data, this model was able to
explain a major portion of the movement in prices. A possible explanation for
the econometric results is that the U.S. Government's various efforts to
lessen or nullify the suspension's short term effects and the diversion of
U.8. exports to other markets were successful in offsetting the short-term
impact on U.S.farm prices and export volumes.

2/ Chairman Eckes and Commissioners Haggart and Lodwick believe that the
econometric analysis prepared by the ITC staff contained in memorandum
ID-83-117 had no bearing on the findings of this report. The only result of
the 14 multiple regressions completed was that in none of the 14 was the
embargo a statistically significant explanatory variable. A statistical test
of the model used showed that it failed on average to explain 46 percent of
the price and volume vagriation. With such a high level of uncertainty, it is
inappropriate to conclude that the 1980 embargo had no significant effect on
prices or export volumes. :
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expenditures are expected to be at least partially recovered through
Government sale or disposition, net Government costs for these purchases are
not known, but are in addition to the CCC loss in exporters' contracts. Other
costs were incurred by the Government such as the costs of increased
price-support loan rates and modification in farmer-owned reserve programs,
but no estimates are available on the costs of these actions.

6. The 1980 embargo of agricultural exports was a major factor influencing
the decline in the U.S. share of the Soviet wheat and coarse grain market
after 1980. 1/

The direct effect of the 1980 U.S. agricultural product embargo on
exports to the Soviet Union was to stop the sale of about 13 million tons of
corn, 4 million tons of wheat, and 1.4 million tons of soybeans and soybean
products which the U.S. Government agreed the Soviets could purchase during
1979/80, and lesser amounts of certain other agricultural products (such as
broilers) to the Soviet market. During 1977/78 to 1982/83, Soviet imports of
wheat and coarse grain increased irregularly from 18.4 million tons to
32.0 million tons or by 74 percent. However, the U.S, sliare of such imports
declined sharply from 74 percent of the total in 1978/79 (the crop year
preceding the embargo) to 19 percent in 1982/83, even though U.S. stocks of
the products which were available for export averaged about one-half of annual
production for wheat and 20 to 40 percent of that for coarse grainms.
Meanwhile, the share of the Soviet market gained by major competitors of the
United States increased significantly from 25 percent in 1978/79 to 73 percent
in 1982/83. During 1977/78 to 1982/83, U.S. combined exports of wheat and
coarse grains to the U.S.8.R. fluctuated downward from 11.2 million to
6.2 million tons; Canada's increased steadily from 2.1 million to 8.9 million
tons; Argentina's increased from 1.4 million to 9.6 million tons, and the EC's
exports rose from 0.2 million to 3.8 million tons.

7. The 1980 embargo of agricultural.grbduéts was & major factor affecting
the lack of U.S. sales of soybeans and soybean products to the: Soviet Union
after the embargo. '

Although Soviet imports of soybeans and soybean products increased about
twofold from 1978/79 (the year preceding the embargo) to 1982/83, the U.S.
share of this market decline irregularly from 64 to 4 percent during the
period, notwithstanding the fact that U.S. stocks of soybeans ranged from
13 to 20 percent of production. As the share of the Soviet market supplied by
‘the United States declined, the share of soybeans supplied by Brazil and
Argentina and the share of soybean meal supplxed by Brazil and the EC
increased dramatically.

1/ The 1980 embargo did allow sales of up to 8 million tons of wheat and
corn to the U.S.8.R. provided under the 1975 U.S.-U.8,8.R. Grain Supply
Agreement.
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8. During and after the 1980 embargo, the Soviet Union entered into a
number of long-term bilateral trade supply agreements for wheat, coarse
graing, and soybeans and soybean products with countries which are major U.S.
competitors in the world market, and in July 1983, the United States and the
U.S.S.R. concluded a new 5-year grain agreement. '

Since 1980, the Soviet Union has entered into a number of bilateral trade
agreements or arrangements with supplying countries other than the United
States which cover a number of commodities including wheat, coarse grains, and
soybeans and soybean products. The more important agreements are with Canada,
Argentina, and Brazil, all of which are major U.S. competitors in the world
market. The Canadian agreement calls for the U.8.8.R. to purchase a minimum
of 25 million tons of grain over a S5-year period, and for the Canadian
Government to provide Can. $1 billion in guaranteed commercial credit to
finance the sale. A S-year agreement with Argentina signed in 1980 provides
for minimum annual Soviet purchases of 4 million tons of coarse grains and
500,000 tons of soybeans during 1981-85; a Soviet-Brazilian agreement calls
for Brazil to ennually provide 500,000 tons of soybeans and 400,000 tons of
soybean meal during 1982-86, and 500,000 tons of corn during 1983-86. In
addition, the U.S. Government announced on July 28, 1983, that the United
States and the Soviet Union have agreed to a new 5-year grain agreement which
calls for minimum annual purchases of 9 million tons of grains and/or soybeans
or soybean products, quantities approximately 50 percent greater than the old
agreement. However, the Soviet negotiators insisted on dropping a clause,
included in the first agreement, which allowed the United States to stop sales
in times of short supply. '

9. The 1973 soybean embargo 1/ gained the United States g,rgpufation as
being an unreliable supplier of soybeans and soybean products. After the

embargo, the U.S. share of the world soybean and soybean product market
declined, although exports of such products (after an initial decline

continued to increase since that action.

U.S. exports of soybeans and soybean products dropped 23 percent (from
1973/74 to 1974/75) to 19.0 million tons after the 1973 embargo, but they then
increased 24 percent in 1975/76 to 23.5 million tons. Exports then continued
to climb to record levels of more than 38 million tons in 1981/82 and
1982/83. However, over the 9-year period, the U.S. share of the world soybean
market declined from 80 percent in 1973/74 to 61 percent in 1982/83 as other
producers, principally in South America, expanded their exports. Despite the
decline in the U.S. share of the world soybean market, U.S. exports of
soybeans to its single most important market, Japan, increased after a brief
pause subsequent to the 1973 action; furthermore, the U.S. share of the
Japanese import market also rose, from 88 percent in 1973 to 97 percent in
1982.

1/ The 1973 trade action was an embargo on exports of U.S. soybeans,
cottonseed, and their products. It was short term and motivated by a supply
shortage. The action lasted from June 27 to July 2, 1973. From July to
October 1973, an export license system was in effect. After October 1, 1973,
all controls were lifted. ’



xiii

10. U.S. exports of wheat and coarse grains continued to increase after the
1974 and 1975 grain sales moratoria both in quantitative terms and as a share
of the world export market through 1979/80. These moratoria were followed by
the first long-term U.S.-U.S.S.R. grain agreement. ' o

During the 1974 and 1975 grain sales moratoria, U.S. exports of wheat and
coarse grains dropped from 71.7 million tons in 1973/74 to 63.9 million tons
in 1974/75, and then rebounded to 81.7 million tons in 1975/76. The U.S.
share of world trade followed a similar trend, declining from 54 percent in
1973/74 to 50 percent in 1974/75, and then rising to 57 percent in 1975/76,
when the first long-term grain agreement was signed. -Thereafter, until. the
1980 embargo, U.S. exports trended upward, reaching 89.2 million tons in.
1978/79 and accounting for 55 percent of world trade in grains. U.S. exports
of grain to the U.S.S.R., the major market affected by the moratoria, fell -
from 15.4 million tons in 1973 to 4.1 million tons in 1974; they then )
increased irregularly from 7.1 million tons in 1975 to 18.4 million tons in
1979, The U.S. share of the Soviet grain import market in 1979 was 69 percent,
compared with 45 percent in 1975 and 63 percent in 1973, indicating that the
United States actually increased its market share during the 6-year period
before the 1980 embargo. - '






PRESIDENTIAL AUTHORITY AND LEGISLATIVE HISTORY OF THE
EXPORT ADMINISTRATION ACT

Legislation has been in place since at least the late 1940's which
permits the control of U.S. exports to protect the security and economy of the
United States and to further its foreign policy objectives and meet its
international obligations.

The Export Administration Act of 1969, which was passed by Congress on
December 23, 1969, and approved by the President on December. 30, extended the
Export Control Act of 1949 to June 30, 1971, and then became effective on the
Export Control Act's termination. 1/ The 1969 act delegated to the President,
as the 1949 act had, the authority to control exports subject to U.S.
jurisdiction or exported by any person subject to U.S. jurisdiction, and
suthorized controls over exports for three purposes: 2/

(A) to the extent necessary to protect the domestic economy from the
excessive drain of scarce materials and to reduce the serious
inflationary impact of abnormal foreign demand, (B) to the extent
necessary to further significantly the foreign policy of the United
States and to fulfill its international responsibilities, and (C) to the
extent necessary to exercise the necessary vigilance over exports from
the standpoint of their significance to the national security of the
United States.'" 3/

'~ The Export Administration Act of 1969, as amended, expired on September 30,
1979, and was replaced by the Export Administration Act of 1979. 4/ The

" intended purpose of the 1979 act was to provide authority to control exports

- where necessary, but also to ensure that such authority is exercised with

maximum efficiency and that controls are confined to those necessary to
achieve the purposes of the act. The general thrust of the law is set forth

.in section 3 of the act, which allows the President to impose export controls
for reasons of national security, foreign policy and short supply. S/ The act
allows export controls only after full consideration of the impact on the

economy of the United States and only to the extent necessary—-

1/ Copies of the 1949 Act and the 1969 Act are included in app. C.:

2/ These were the same reasons listed in the Export Control Act of 1949:
National security, foreign policy, and short supply.

3/ Public Law 91-184, 83 Stat, 841.

4/ A copy of the 1979 act is included in app. C.

5/ The act also authorizes export controls to encourage other countries to
take immediate steps to prevent the use of their territories or resources to
sid, encourage, or give sanctuary to those persons involved in directing,
supporting, or participating in acts of international terrorism.



(A) to restrict the export of goods and technology which would make a
significant contribution to the military potential of any other country
or combination of countries which would prove detrimental to the national
security of the United States; (B) to restrict the export of goods and
technology where necessary to further significantly the foreign policy of
the United States or to fulfill its declared international obligations;
.and (c) to restrict the export of goods where necessary to protect the
domestic economy from the excessive drain of scarce materials and to
reduce the serious inflationary impact of foreign demand.”

Use of Export Controls and Their Effects

Historically, the United States has been the world's largest exporter of
wheat, feed grains, and soybeans and soybean products (table 1 in app. D).
The United States Department of Agriculture (USDA) reports that trade
sanctions have been employed on agriculutral exports by the United States a
half dozen times over a period of 30 years. 1/ Since 1973, there have been
five instances of agricultural commodity or product export restriction: the
soybean embargo of 1973; a 1974 moratorium (2 weeks) on grain sales to the
U.S.8.R.; & moratorium on grain sales to the U.S.8.R. in 1975; a moratorium on
grain exports to Poland in 1975; and the 1980 embargo on agricultural exports
to the U.S.S.R. Some of these actions were of very short duration and had
almost imperceptible direct effects. Others (e.g., the 1980 embargo to the
Soviet Union) were lengthy in duration and directly affected significant
export sales for which bona fide contracts had been made.

The 1973 embargo on soybean exports lasted only a few days. It was
followed by a system of export licenses, lasting about 13 months. U.S.
exports of soybeans and soybean products dropped following the embargo, but
the action was taken because of concerns regarding a shortage in U.S.
supplies, particularly of soybeans. Similarly, the three actions in 1974 and
1975 were the result of supply concerns in the United States and increased
export demand. The 1980 action regarding sales to the Soviet Union, taken for
foreign policy reasons, coincided with large U.S. supplies.

1/ U.S. Congress, Senate Agriculture Committee, Economic Impact of
Agricultural Embargoes, hearings held Feb. 3 and 5, 1982, p. 64.



Use of Export Controls, 1973-75
Action of 1973

The export embargo covering soybeans in 1973 waes taken under the "short
supply" provisions of the 1969 act. 1/ The first signs of supply problems
which led to the embargo sppeared in the autumn of 1972 when the demand for
U.S. soybeans and soybean meal increased sharply. During January 1973, the
U.S. Department of Agriculture released restrictions on "set-aside" 2/
cropland to increase production of soybeans, feed grains, and food grains. 1In
the spring of 1973, heavy rains and flooding hindered plantings. With soybean
production estimated at 1.28 billion bushels, the USDA released an additional
13.5 million acres of feed grain set-aside land for plenting feed grains or
soybeans.

The U.S. dollar was devalued by about 10 percent on February 15, 1973.
This contributed to increased foreign demand for U.S. soybean meal and other
oilseed meals. In the first part of April, the USDA suspended exports of
vegetable oils under the Commodity Credit Corporation (CCC) Export Credit
Sales Program, and announced curtailment of the amount of edible oils
programmed under Food for Peace.

On June 13, 1973, the President imposed price ceilings on all retail and
wholesale prices and announced an export-monitoring system for agricultural
exports as part of his general economic stabilization program. Under the
export-monitoring program, each exporter was to report weekly to the
Department of Commerce concerning the volume of anticipated exports of wheat,
rice, barley, corn, rye, oats, sorghum, soybeans, soybean oil-cake and meal,
cottonseeds, and cottonseed oil-cake and meal.

On June 27, 1973, the Secretary of Commerce announced the imposition of"
an embargo on the exports of U.S. soybeans, cottonseeds, and their products;
it lasted until July 2, 1973. From that date until October 1, 1973, the
embargo was replaced with an export-licensing system administered by the
Office of Export Control of the U.S. Department of Commerce under which
exports were permitted on a contract-by-contract basis, after consideration of
domestic needs. Export licenses were to be issued against each verified
contract for 50 percent of the unfilled balance of soybean contracts and for
40 percent of the unfilled balance of soybean o0il cake and meal contracts. On
October 1, 1973, adequate production of soybeans and other oilseeds having
been assured, all controls on exports of such products were lifted.

1/ The causes for the short supplies were international: Harvesting problems
in the United States (caused by less-than-optimum weather); droughts and crop
failures in the U.S.S.R., India, Australia, and the Republic of South Africa;
sharply reduced output of fishmeal (a protein source in animal feed) by Peru
in 1972 and 1973; continuing growth in world demand for livestock products
(for which soybeans are an important protein feed source) and the devaluation
of the U.S. dollar (which made U.S. agricultural exports relatively less
expensive in world markets).

2/ Land which the Government encourages not to be planted, so as to have
more orderly markets. C



On October 8, 1973, the USDA's export-reporting system became effective
pursuant to section 812 of the Agriculture and Consumer Protection Act of
1973, amending the Agriculture Act of 1970. In October 1974, the export-
reporting system was transferred to the Foreign Agrlcultural Service of the
USDA.

U.S. exports of soybeans and soybean products declined from 24.7 million
tons in 1973/74 to 19.0 million tons in 1974/75, and then rebounded to
23.5 million tons in 1975/76. Thereafter, U.S. exports continued to increase,
reaching more than 38 million tons in 1981/82 .and 1982/83. - Although U.S.
exports of soybeans and soybean products rose during the 9-year period, the
U.S. share of the world exports of such products declined, from 80 percent in
1973/74 to 61 percent in 1982/83. Other producers of soybeans, principally
~ Argentina, Brazil, and Paraguay, 1ncreased their shipments to world markets
during this period,

Japan is the single most important foreign market for'U.S. soybeans.
Japanese imports of such soybeans rose from 2.9 million tons in 1971 (15
percent of total U.S. imports) to 3.2 million tons 1n 1973 (28 percent of
total U.S. exports) when the U.S. soybean embargo was in place and then
- dropped to 2.9 million tons in 1974 (21 percent of total U. s exportq). as

shown in the following table. ‘

Soybeans: Japanese imports, by prlnclpal sources. 1971—82

Calendar : United : : ey o A11 B :. U.S., share
year :__States : Chlna : Brazil : other - Total : of total
H f---—-—-—-¥ ------ 1, 000 metric tong---—+~———eeuo : Percent
1971————-- : 2,927 : 283 : 0 : : 2 ; 3,212 : 91
1972————-~: 3,126 : 254 : 0 : 16 : 3,396 : _ 92
1973—————- : 3,210 : 226 : 185 :- - . 14 :7 3,635 : 88
1974———---; 2,924 : 232 : 82 : e 6 - 3,244 : _ 90
1975————-~ : . 3,041 : 240 : 44 9 7 3,334 : 91
1976———--~ : 3,287 : 133 : 126 : a8 *3,554 : 92
1977 -~ : 3,427 : .98 : 59 : 18 3,602 : 95
1978-—---- : 4,143 : 80 : 2 35 17 4,260 1 97
1979--———=: 3,839 : 267 - 1: . <25 ¢ 7 4,132 93
1980-———-~; 4,226 : 100 : 35 : . 40 3 4,401 : 96
1981-———--: ' 4,022 : 113 : 1 ¢ =6 % 4,197 96
1982-——~--: 4,196 : 112 : 0 : ~36" % 4,344 ; 97

Source: Compxled from off1c1a1 statlstlcs of the U.S. Department of
_ Agrlculture. :

Afﬁer 1974, Japanese imports of soybeans from the United States climbed by

more than one-third, amountxng to 4.2 million tons: in 1982 and 97 percent of
“the Japanese import market in that year . Sy

In 1973, the unit value of u.s. exports of soybeans to Japan jumped
78 percent to $224 per ton and then increased further to $263 per ton in 1974
before dropping to $234 per ton in 1975. The sharp increase in the price of
soybeans in 1973 resulted in higher Japanese feed prices, which in turn pushed



up the price of beef. 1/ Japan sought to alleviate its soybean supply problems
by increasing the number of its suppliers and turning to other producers,
particularly in South America. There, the Japanese have helped to finance
growth in the Brazilian crushing industry.

Japan's imports of soybean 0il cake and meal ere small (under 10 percent)

in relation to its imports of soybeans. The following table shows Japanese
imports of meal (in soybean equivalent) during 1971-82.

Soybean meal: Japanese imports, by principal sources, 1971-82

Calendar : United : . cos - A1l : : U.S8. share

_year ¢ States : Brazil : other Total of total

e 1,000 metric tons : Percent
1971-———cwe- s 43 : 0 : 6 : 49 : 88
1972———~—~—~ : $5 : . 0 : 10 : - 69 ¢ 85
1973 —-——=——==: . 292 : 0 : 57 : 348 . 84
1974—-————~- : 156 : 0 : 10 : 166 : 94
1975-———u—mu: 1 : 20 : l: 22 : S
1976—————-=- : 150 : 89 : 4 ; 243 : 62
1977 ————=——- : 298 : 95 : ) 395 : . 75
1978-——————-: 331 : 91 : 6 : 428 77
1979———~w——=; 281 : 68 : , 8 : 356 : 79
1980—~~————=: 301 : 91 : 19 : 410 : 73
1981—————~~- N 161 : 106 : 3: 269 : 60
1982 ——~————- ] 59 : 48 3: © 109 54

Source: Compiled from official statistics of the U.S. Department of
Agriculture. :

During the early 1970's, the United States supplied 84 percent or more.of the
meal imported by Japan; U.S. exports to that market ranged from 43,000 to
292,000 tons (soybean equivalent) annually during the period. Since 1975,
however, Brazil has become an important competitor of the United States in the
Japanese meal market. During 1980-82, U.S. exports of meal to Japan dropped
from 301,000 to 59,000 tons, and the U.S. share of the import market declined
from 73 to 54 percent. Meanwhile, Brazil's share increased from 22 percent in
1980 to 44 percent in 1982, Notwithstanding the drop in U.S. meal exports to
Japan, aggregate U.S. exports of soybeans and meal in 1981 and 1982, at

4,2 million tons, were 37 percent higher than in 1971 and 1972, and the U.S.
share of the Japanese import market between the two periods rose from 92 to

95 percent. :

1/ Estimating Taste Change: Impacts of the U.S. Sovbean Embargo on the
Japanese Demand for Meat, by Hlnuru Okamura, Aogama Gakuln University,

Shibuga, Tokyo, Japan.




Actions Taken in 1974 and 1975

The moratorium actions taken on grain in 1974 and 1975 were requests to
foreign governments (the U.S.8.R. and Poland) to voluntarily suspend purchases
and to U.S8. grsain companies to voluntarily suspend sales; the moratorium
actions were not taken by invoking the Export Administration Act and were not
embargoes. The three moratoria were called because of supply concerns and
worry over resultant consumer price increases. In mid-1974 and 1975, U.S.
stocks of wheat had reached relatively low levels, equivalent to 14 and
24 percent, respectively, of the preceding crops, compared with inventories
equal to about one-half of the crop in 1972. Feed grain stocks in 1974 and
1975 dropped to about 10 percent of production, compared with 23 percent in
1972, Two of the moratoria covered trade to the U.S.S8.R. in 1974 and 1975,
and one covered trade with Poland in 1975. The commodities involved were
primarily wheat and feed grains. Also, either monitored or licensed during
1974 and 1975 were rice, soybeans and meal, soybean o0il, cottonseed and meal,
cottonseed o0il, other vegetable oils, protein animal feed, and animal fats.

" On August 12, 1974, the USDA revised downward its 1974/75 estimate of the
corn crop from 6.7 billion bushels to 4.9 billion bushel or 27 percent. This
was further reduced 4 percent to 4.7 billion bushels on October 10. Thus, the
final 1974/75 estimate was 17.5 percent below actual production of 5.7 billion
bushels in 1973/74.

On October 4, 1974, expressing concern over U.S. grain stock levels, the
President requested two large grain companies to voluntarily void export
contracts calling for the salé of 2.3 million tons of U.S. corn (equivalent to
82 million bushels, or 1.2 percent of forecasted production) and 0.9 million
tons of U.S. wheat (equivalent to 30 million bushels, or 0.07 percent of
production). On October 7, 1974, the USDA announced a voluntary prior-
approval system for export sales of wheat, corn, soybeans, soybean meal,
soybean oil-cake, and grain sorghum. Barley and oats were added to the list
on October 11. On March 6, 1975, the moratorium came to an end with the
Secretary of Agriculture announcing the termination of the voluntary
prior-approval system. The export-reporting system, set in motion by the
Agriculture and Consumer Protection Act of 1973, remained in effect.

Between June and July 1975, projections of U.S.S.R. grain production
dropped from 210 million to 185 million tons, a decrease of 12.5 percent.
Soviet grain import requirements were estimated by the USDA at 20 million tonms
(equivalent to over 735 million bushels), or some 10 percent of U.S.
production in 1974/75. On July 24, the USDA asked export firms to notify it
before making major grain sales to the Soviets. Some 4.2 million tons had
already been sold. Testimony given to Congressional Committees in July and
August of 1975 stated that-—-

1. By August 9, the U.S. grain salés to the Soviets included 10.3
million tons of wheat, corn, and barley;

2. These gfain sales could lead to a sharp rise in U.S. food prices;



3. Grain sales to the Soviets should be stopped until
mid-October; and

4., Central Intelligence Agency estimates were for Soviet
grein import requirements possibly reaching 40 million
tons.

USDA estimates of U.S.S.R. grain production were reduced another 5.4 percent
in August 1975 to 175 million tons, with Soviet import requirements set at 25
million tons. On August 11, the Secretary of Agriculture called on grain
companies to withhold further sales to the U.S.S.R., until such time as U.S.
crop figures were known, or until mid-October. 1/ '

On September 9, 1975, the President announced his intention to explore
the possibility of a long-term grain agreement with the Soviet Union, and
extended the moratorium on grain sales to the Soviets until mid-October. This
action was pursuant to article 2 of the Constitution, which contains both
stated and implied authority for the President to conduct foreign relations.
In September an agreement was announced, covering the period of October 1,
1976, to September 30, 1981. It committed the Soviet Union to make minimum
yearly purchases of 6 million tons of U.S. wheat and corn in approximately
equal proportions. It further provided that an additional 2 million toms
could be purchased yearly without consulting the U.S. Government. Soviet
purchases in excess of 8 million tons required approval by the Secretary of
Agriculture. The signing of the U.S.-Soviet grain agreement on October 20,
1975, marked the end of the moratorium.

The events surrounding the 3-month moratorium on grain sales to Poland
are closely tied to the 1975 moratorium on grain sales to the U.S.S.R. In
both cases, supply considerations motivated a temporary hold in sales, and in
both cases, the hold provided impetus to the successful negotiation of a
S-year grain trade agreement.

Suspension in trading was requested by the State Department in

mid-September after Polish purchases of 1.9 million tons of wheat and corn had  .

already been concluded. On November 27, 1975, the U.S., Secretary of
Agriculture and the Polish Minister of Agriculture exchanged letters 4
concerning the S-year agreement. Poland agreed to purchase 2.5 million toms
of U.S. wheat and corn each year with a year-to-year 20-percent fluctuation
authorized, depending on the size of the U.S. crop and Polish import
requirements.

1/ An additional complicating factor was the walkout on Aug. 11, 1975, by
members of the International Longshoremen's Association, who refused to load
grain on Russian-bound vessels because of their concern about increased food
prices owing to sales to the Soviet Union. The boycott lasted until Sept. 9.

In October 1975, USDA estimates of Soviet grain production were once
again dropped, to 170 million tons, or 45 million tons (21 percent) short of
the projected goal. Also released were estimates of U.S. production, showing
record harvests for wheat (2.137 billion bushels) and corn (5.737 b11110n
bushels)



During 1973/74 to 1977/78, the period which includes the three moratoria,
U.8. exports of wheat and coarse grains dropped from 71.7 million tons in
1973/74 to 63.9 million tons in 1974/75 and then rebounded to 81.7 million
tons in 1975/76. Thereafter, exports continued to increase, reaching
89.2 million tons in 1978/79. A similar trend was followed by the U.S. share
of world trade in such grains, which dropped from 54 percent in 1973/74 to
SO0 percent in 1974/75, and then climbed to 57 percent in 1975/76; in 1978/79,
the U.S. share was 55 percent.

The major moratoria (in 1974 and 1975) applied to sales to the U.S.8.R.

The following table shows U, S S.R. imports of graln. by pr1nc1pa1 sources,
during 1971-82.

Grain: U.8.8.R. imports, by principal sources, 1971-82

Calendar : United : Canada ° Aus- : Argen-': All T.t 1 ¢ U.S. share

year :_States : 8nadas . tralia : tina : other : otat . of total

: , - .~--Million metric tons--- : Percent

1971——————mv : 0.0 : 1.8 : 0.3 : 0.2 1.2 " 3.5 -
1972————veuv 3 7.2 : 4.7 : .5 .0 3.1 : 15.5 : 46
1973———=——=- H 15.4 : 4.2 .8 : .7 2.8 : 23.9 : 64
1974—————-u- s 4.1 : .5 e .6 1.8 : .1 7.1 : 58
1975--—-mu- : 7.1 : 2.7 : 1.2 : 1.3 3.6 : 15.9 : 45
1976~——===~= : 12.0 : 3.1 : 1.3 ¢ 1.1 : 3.1 : 20,6 : 58
1977 ——-eeemm H 6.3 : 2.4 : 1.0 : .5 .3 10.5 : 60
1978———————- : 14.3 : 3.7 : 1.1 : 2.7 : 9 22.7 : 63
1979~—————-- : 1 18.4 : 2.9 : 1.6 : . 1.5 2.3 : 26.7 : 69
1980-————--~: . 7.3 3 6.7 : 4.3 : 5.4 : 4.2 : 27.9 : 26
1981——————~- : 9.5 : 8.6 : 2.0 : 10.5 7.6 38.2 : 25
1982 —————-= : 12.5 : 9.6 : 2.1 : 6.1 : 5.2 : 35.5 ¢ 35

Source: Compiled from off1c1a1 statlst1cs of the U S. Department of
Agriculture.

Imports of grains by the Sov1et Union varied from year to year owing largely
to substantial changes in annual output. U.S.S.R. imports of U.S. grain rose
from zero in 1971 to 15.4 million tons in 1973, and then dropped to 4.1 million
and 7.1 million tons in 1974 and 1975, respectively, the years in which the
grain sales moratoria occurred. Then, during 1976-79, Soviet purchases of
U.S. grain increased again, with a dip in 1977, from 12.0 million to

18.4 million tons. Meanwhile, the U.S. share of Soviet grain imports rose
from zero in 1971 to 64 percent in 1973, and then dropped to 58 and 45 percent
during the moratoria years. Thereafter, until the embargo in 1980, the United
States increased its share of the Soviet market, supplying 69 percent of the
total imports in 1979.



The 1980 Embargo

Affected Commodities and Countries

On January 4, 1980, the President announced a suspension of shipments of

. agricultural commodities to the U.S.S.R. On January 7, 1980, the President

issued a directive to the Secretary of Commerce, in consultation with the
 Secretary of Agriculture and other appropriate officials, to take immediate
action under the Export Administration Act to terminate shipments of
agricultural commodities and products, including wheat and corn, to the Soviet
Union. The President cited foreign policy and the national security as
reasons for the embargo. The President directed that the embargo would not
affect the 8.0 million tons of wheat and corn covered by the 1975 U.S.-
U.S.8.R. Grain Supply Agreement. 1/ .As a result of the President's directive,
the Department of Commerce issued Federal regulations (45 F.R. 1883) effective
January 7, 1980, which prohibited exports and reexports of agricultural
commodities (except the allowable level of 8.0 million tons of corn and wheat)
to the U.S.S.R. without a special export license; licenses were to be issued
only on a case-by-case basis from the Department of Commerce. 2/ On
February 4, the regulations were amended (45 F.R. 8289) to allow certain
-agricultural commodities to be removed from validated licensing and made
eligible for export to the U.S.S.R. under a general export license; these
products included such items as alcoholic beverages, tobacco, and wood
products. Other commodities were divided into two groups. One group included
those commodities subject to a validated license, but for which no license
would be issued because they were determined to be commodities that could
contribute significantly to the Soviet grain-livestock complex (primarily
meats, dairy products, birds' eggs, grains, milled grain products, peanuts,
certain oils, and animal feed). The other group consisted of commodities
which remained subject to validated licensing, but for which licenses were
issued if it was determined that the objectives of the President would not be
undermined (primarily live aenimals, fish and shellfish, hides, skins, leather,
malts and starches, certain oils, tallow, and fats and greases). The export

1/ The U.S.-U.S.8.R. Grain Supply Agreement was signed on Oct, 20, 1975, and
provided that over the next 5 years the Soviets purchase at least 6 million
tons of corn and wheat annually, beginning with the 1976/77 (October-September)
crop year. In addition, whenever the U.S. supply of grain was sufficient, the
Soviets could purchase an additional 2 million tons of corn and wheat without
prior approval or consultation with the U.S. Government. Consultations were
required for purchases in excess of 8 million tons. In October 1979, the
United States agreed to allow the Soviets to purchase up to 25 million tons of
U.S. wheat and corn during 1979/80. The agreement was scheduled to expire on
Sept. 30, 1981, but was extended for 1981/82 and 1982/83. Table 2 shows U.S.
sales of corn and wheat to the U.S.S.R. covered under the agreement during
1976/77 to 1982/83., Over the period, sales of wheat and corn averaged
10.5 million tons annually.

2/ See app. E for a copy of items which have been subJect to 11cens1ng or
which have been monitored under the law during 1971-82.
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of these commodities was reviewed on a case-by-case basis. 1/ USDA officials
report that the embargo directly affected sales (in 1979/80) of about

13 million tons of U.S. corn, 4 million tons of wheat, about 1.3 million tons
of soybeans and soybean meal, and some quantities of poultry and other
commodities. On April 24, 1981, the President announced the lifting of the
embargo. :

Government Efforts to Ameliorate Effects on the Grain Trade and on Farmers

" In conjunction with the announcement of the embargo in January 1980, the
President directed the Secretary of Agriculture to take the necessary actions
to protect the American agricultural industry from any adverse effécts of the
export embargo. 2/ This directive ultimately led the USDA to take various
market actions, implemented by the USDA's Commodity Credit Corporation. The
actions included the USDA's purchase of U.S. exporters' contracts for grain
that could not be delivered, the direct purchase of wheat, corn, and poultry
by the USDA, and increased price-support loan rates for wheat and corn, along -
with modification in the farmer-owned reserve to make participation more
attractive.

offer to.gurchase grain andlsoxbeags afféctgd by the emb@rgo

On January 7, 1980, the U.S. Government announced that the CCC would
purchase U.8. exporters' contracts for corn, wheat, and soybeans which had
been contracted for by the Soviet Union. By Pebruary 1, 1980, CCC officials
had finalized a contract assumption agreement with grain-exporting companies.
Under the agreement, the USDA agreed to purchase sales contracts made by
private firms at the price which would have occurred if the Soviet sales had
gone through, with certain price adjustments. All but two of the exporters
signed the agreement. A contract was eligible for purchase by the USDA if
(1) the grain covered by the contract was not deliverable because of the
embargo; (2) the contract was valid before January 4, 1980; and (3) it was
properly reported under the Export Sales Reporting Act. The CCC's purchase
price was determined from the original contractual sales price minus a
deduction for the exporters' pretax profit margin and adjustments for any

1/ On June 20, 1980, the U.S. Government announced that domestic grain-
trading companies would be allowed to sell non-U.S. grain through their
foreign affiliates to the Soviets.

2/ On Jan. 5, 1980, the USDA estimated that, in the absence of any Federal
actions to offset the decline in agriculturael prices caused by the embargo,
1980 farm income and the value of agricultural exports would each decrease by
about $3 billion, and consumer prices would experience a small but essentially
negligible decrease. United States General Accounting Office, Lessons to Be

Learned From Offsetting the Impact of the Soviet Grain Sales Suspension,
July 27, 1981, p. 6.
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premiums associated with special terms required for Soviet sales (such as
special insecticide treatment); a deduction was also computed for those
companies. in a short position on January 4. 1/ In addition, the agreement
allowed the CCC to delay taking delivery 2/ with the stipulation that it pay
the exporter an agreed-upon sum for the additional interest and storage costs
of a delayed delivery. The agreement also authorized the CCC to sell the
contracts.

There were 202 separate contracts, valued at about $2.6 billion
(including delayed delivery costs), purchased from 13 exporters. 3/ The CCC
resold the contraits, using a weekly bid process, from March 27 to August 7,
1980. - Of the 14.4 million tons of grain, soybeans, and soybean products
purchased by the CCC, approximately 76 percent was resold back to the original
exporter for a CCC loss of about $475 million. The following table summarizes
the contracts purchased and losses realized on those purchases by the CCC.

Contracts and commodities purchased and resold by the Commodity Credit Corporaé'
tion and total loss on all contracts, by specified countries, 1980

_ . Number of | Commodity purchases Quan;;tz . Total loss
Commodity ' contracts ' ; - zsgginalov' on all
. purchased . Quantity . Valuell/ . exporter coqtracts
: : (L,000 : (Milliom : (1,000 : (Milljon
: :metric tons): dollars) :metric tons): dollars)
Corp—-—~———m——w——; 106 : 8,932 : 1,344 : 6,883 : 255.8
Wheat-———---———-: 66 : 4,296 : 870 : 3,182 : . 143.7
Soybeans————---: 14 : 710 217 : 534 53.4
Soybean meal---: 16 : 400 : 102 : 280 : 20.7
Soybean oil----: 2 : 30 : 20 : 22 : 1.
Total--——--- : 202 : - 14,369 : 2,552 : 10,901 : 475.

. .
1 .

1/ Includes $163 million in delayed delivery costs.

Source: United States General Accounting Office, Lessons to be Learned
From Offsetting the Impact of the Soviet Grain Sales Suspension, July 27,
1981, p. 24, 26.

Note --Because of rounding, figures may not add to the totals shown,

1/ An exporter was considered to be in a.short position when he had not
fully purchased the grain requ1red for his contractual obligations to the
Soviets,

2/ The USDA reports that the rescheduling of delivery allowed for additional
time to consummate assumptlon agreements and to establish admlnlstrat1ve
procedures.

3/ U.S. General Accounting Office, op. cit., p 24.
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USDA purchases of wheat, corn, and poultry

As part of the Government's attempt to nullify the effect of the embargo
and remove an amount of grain from the domestic market place equal to that
affected by the suspension, the USDA purchased wheat and corn from elevator
operators and farmers during February-June 1980. During this period, the CCC
entered into 43,929 individual contracts to purchase a total of 4.1 million
tons of corn and 4.2 million tons of wheat at a cost of approximately $978
million. 1/ This grain was generally purchased through a bidding method.
Under this system, a farmer or elevator operator could submit a bid during a
- bidding period which would be accepted if it was at or below the CCC's
computed county market price. In April, the system was changed for wheat to a
posted price system. .Under this plan, a price was posted in each county at
which the CCC offered to buy wheat on a first-come, first-served basis until
the amount of wheat purchased equaled that suspended from sh1pment to the
Soviet Union.

As a result of the suspension, the USDA announced on January 19, 1980,
that bids would be accepted from domestic producers for the purchase of frozen
- whole broilers. 2/ 3/ The USDA reported purchases of approximately 11 million
pounds of such broilers, valued at $5.5 million. The USDA also announced that
it would increase its purchases of chicken under section 6 of the National
School Lunch Act (June 4, 1946 C. 281 60 Stat. 230). Total USDA purchases of
chicken for domestic programs amounted to 80.7 million pounds, valued at $47.9
million, during 1978/79 (July-June). Such purchases increased to 103.6
million pounds, valued at $61.3 million, during 1979/80; they amounted to 88.9
million pounds, valued at $61.7 million, in 1980/81.

Other USDA actions

Immediately after the embargo was announced, the USDA took various other
actions to support the farm-level price of grain affected by the embargo,

1/ Ibid., p. 34. Wvhile this expenditure is expected to be at least
partially recovered through Government sale or disposition, net Government
costs for these purchases are not known.

2/ Purchases were made under the provisions of sec. 32 of Public Law 74-320.

3/ In late 1979, a domestic company finalized a contract to provide the
Soviet Union with 65,000 tons of frozen whole broilers. The contract was
valued at approximately $100 million and at the time of the announcement of
the sales suspension, 5,000 tons was packed and ready to be shipped.
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including increasing the wheat and corn price-support loan rates (which act as
a floor price for the commodity) 1/ and making the farmer-owned grain reserve
program more attractive to corn producers in an attempt to remove corn from
the open market. The farmer-owned grain reserve program was established to
remove grain from the marketplace in surplus years and release it to the
marketplace in short years. It allowed participating farmers to receive a CCC
loan and storage payment for grain entered into the reserve, with the
stipulation that the grain was to remain in the reserve until the national
average market price (NAMP) (computed by the the USDA) reached a predetermined
release level., When the release level was reached, the farmer could remove
this grain from the reserve (after settlement was made on the loan and prepaid
storage payments). If the NAMP reached the call level, the CCC required all
reserve loans to be paid in full, or the CCC took title to the grain. 1In
order to encourage farmers to place corn in the reserve (about equal to that
affected by the embargo) the CCC increased the release and call levels for
corn, allowed previously ineligible farmers to participate, waived the first
year's interest on corn reserve loans, and increased reserve storage

payments. These actions did attract corn into the farmer-owned reserve, but
not in the quantity and time frame desired by the USDA. Consequently, as
stated previously, the USDA began a direct-purchase action for corn from
farmers and elevator operators until it felt a sufficient amount of corn had
been removed from the marketplace.

1/ Price-support programs during the period under review were authorized on
certain agricultural commodities (including wheat and corn) by the Food and
Agriculture Act of 1977, as amended. In general, price-support programs had
been in existence under various legislation since 1933. The major parts of
the price-support program under the 1977 act included deficiency payments
(target prices), nonrecourse loans, purchases, and farmer-owned reserves.

For each farm there was established a normal crop average (NCA) based on
the acreage of designated crops planted on the farm in 1977. Producers who
planted within their NCA were eligible for a full target price guarantee. All
producers were also eligible to participate in the Government's loan program
and reserve programs if they certified their planted acreage at local USDA
offices. Target prices were established by the Secretary of Agriculture., If
the national average market price received by farmers was below the target
price, deficiency payments were made to eligible producers.

The loan program allowed a producer to place his harvested grain under
loan from the CCC at a specified amount per bushel. He could repay the loan
(and accrued interest) at any time during the crop year and then sell his
grain in the marketplace, or he could elect to turn over the grain to the
Government, thereby fulfilling the loan obligation. In general, the loan rate
has acted as a floor for domestic market prices, which have seldom dropped
below the loan rate. Inventories acquired by the Government under the loan
program are sold or donated for domestic use or sold for export.
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Effects on Farm Programs for Succeeding Years

An "embargo protection” clause was added to the Agriculture and Food Act
of 1981, which provides for producer compensation in the case of a selective
agricultural embargo (Public Law 97-98, 95 Stat. 1276). 1/ This clause
provides that if the executive branch of the Federal Government suspends or
restricts agricultural commodity exports to any country or area for reasons of
national security or foreign policy under the Export Administration Act of
1979 or any other provision of law without a similar suspension or restriction
of all U.S. exports, and if U.S. export sales of the affected agricultural
commodity to such country or area exceed 3 percent of the total sales of that
commodity to all foreign markets in the year preceding the suspension year,
producers of the affected commodity will be compensated. It requires the
Secretary of Agriculture to (1) make payments to the producer equal to the
difference between the average market price of the commodity during a 60-day
period immediately following the embargo and 100 percent of the parity price
of that commodity; 2/ (2) increase the loan level for the commodity to 100
percent of parity effective as of the date of the embargo; or (3) utlllze a
combination of the above measures.

On January 11, 1983, the Agricultural Act of 1970 (7 U.S.C. 612¢c-3) was
amended by the addition of a provision on export sanctity. This change
forbids the President to prohibit or curtail the export of any agricultural
commodity or the products thereof under an export sales contract entered into
before the announcement of an export embargo and the terms of which require
delivery within 270 days after the date the suspension is imposed. 3/

Commission questionnaire recipients (including agricultural commodity and
product merchants, cooperatives, and trade associations) 4/ were asked to
comment on this amendment. Comments received almost universally commended the
amendment. Respondents generally noted that the frequency and nature of past
restrictive sales actions made it necessary to legislate a reasonable policy

1/ A similar provision was included in the Food and Agriculture Act of 1977,
however, it applied only to embargoes initiated on the basis of 8
determination of short supply.

2/ The "parity price"” of individual commodities is determined by the
Secretary of Agriculture according to a statutory formula and is, in effect,
the price that a certain quantity of a specific commodity would have to
command in order to give the producer the same equivalent purchasing power as
existed during a statutory period.

3/ An exception permits the President to prohibit or curta11 the export of
any commodity or the products thereof during a period for which the President
has declared a national emergency, or for which Congress has declared war.

4/ See app. B for a summary of questionnaire responses.
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of contract sanctity, and the amendment would add assurance to overseas’
customers that past embargoes will not be repeated. However, it was noted by
certain respondents that unconditional contract sanctity, with no time limit,
is a superior policy, since it was felt that the threat of Government-imposed
export sanction is, in itself, damaging to prices and sales prospects. 1/ 2/

Effects of the 1980 Embargo

wbrld Trade in Wheat, Coarse Graihs. Soybeans and Soybean Products

Major exporters

The United States, Canada, the EC, Argentina, and Australia are the major
world exporters of grains (table 3). During 1978/79 to 1982/83, annual world
exports of wheat (including the wheat equivalent of flour) and coarse
grains averaged 188.5 million metric tons. Of this amount, the United States
accounted for 55 percent; Canada, 12 percent; the EC, 9 percent; Argentina, 8
percent; Australia, 7 percent; and all other countries, 9 percent.

1/ Commissioner Stern notes, although it is generally believed by
agricultural commodity and product merchants, cooperatives, and trade
associations that the embargo of 1980 was damaging to commodity prices,
according to an econometric analysis by the ITC staff contained in the Office
of Industries memorandum ID-83-117 of October 3, 1983, the 1980 embargo had no
statistically significant effect on prices received by U.S. farmers for wheat,
corn, and soybeans or on total U.S. wheat, corn, or soybean exports. This
econometric model, using monthly data, attempted to explain movements in
wheat, corn, and soybean prices. Although monthly data tend to be more
volatile than annual data, this model was able to explain a major portion of
the movement in prices. A possible explanation for the econometric results is
that the U.S. Government's various efforts to lessen or nullify the
-suspension’'s short-term effects and the diversion of U.S. exports to other
markets were successful in offsetting the short-term impact on U.S. farm
prices and export volumes.

2/ Chairman Eckes and Commissioners Haggart and Lodwick belleve that the
econometric analysis prepared by the ITC staff contained in memorandum
ID-83-117 had no bearing on the findings of this report. The only result of
the 14 multiple regressions completed was that in none of the 14 was the
embargo a statistically significant explanatory variable. A statistical test
of the model used showed that it failed on average to explain 46 percent of
the price and volume variation. With such a high level of uncertainty, it is
inappropriate to conclude that the 1980 embargo had no significant effect on
prices or export volumes.
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Wheat.--During the last 5 crop.years, the United States was the world's
primary supplier of wheat, exporting 62 percent of its average wheat production
and accounting for 44 percent of total average world wheat exports. Canada
was the second largest wheat exporter during 1978/79 to 1982/83, exporting 77
percent of its production and supplying 19 percent of world exports. The EC
was the third largest wheat exporter, accounting for 14 percent of world
exports (representing about 24 percent of EC wheat production).

Coarse grains.—--The United States was also the largest exporter of coarse
greins during 1978/79 to 1982/83, accounting for an average of 65 percent of
world coarse grain exports, which was equal to approximately 27 percent of
average U.S. coarse grain production during the period. Argentina was the
second largest supplier, exporting 63 percent of average Argentine production
and accounting for an average of 11 percent of world coarse grain exports.
Canada was the third most important world supplier, accounting for an average
of 6 percent of world exports (equal to about 24 percent of Canadian
production) during the period.

Soybeans and soybean groducts.—-The United States, Brazil, the EC, and
Argentina were the major world suppliers of soybeans, soybean meal, and
soybean oil during 1978/79 to 1982/83 (table 4). During this period, the
United States accounted for 49 percent of world exports of soybeans, soybean
meal, and soybean oil (in soybean equivalent). About 63 percent of the U.S.
exports of soybeans, soybean meal, and soybean oil consisted of soybeans;
these exports were equal to approximately 41 percent of average U.S. soybean
production during the period. Approximately 28 percent of average U.S.
soybean meal production and about 19 percent of average U.S. soybean oil
production was exported during the period. Brazil accounted for about .
one-fifth of average world soybean and soybean product exports over the last 5
crop years. Brazil has been a net importer of soybeans, and its most
important soybean export item has been soybean meal, which accounted for 61
percent of its average exports of beans, meal, and 011 during 1978/79 to
1982/83. " The EC was the third largest exporter of soybeans and soybean
products, accounting for 14 percent of world exports. The EC is also an
importer of soybeans, and had its average exports about evenly divided between
meal and o0il during the period.

Major importers

Average annual world 1mports of wheat and coarse grains over the last
S crop years amounted to 188.6 million tons (table 5). About 52 percent of
‘this amount was made up of coarse grains, with wheat imports accounting for
the remaining percentage. The U.S.S.R. was the primary importer of grain,
accounting for 17 percent of average annual world imports during 1978/79 to
1982/83. Japan, the EC, Eastern Europe, and China were other major importers,
accounting for 13, 8, 7, and 7 percent, respectively, of average annual world
imports during the period.

Wheat.—-During 1978/79 to 1982/83, the major importers of wheat were the
U.S.S.R. (accounting for 16 percent of average annual world imports) -and China

(13 percent). Other important importers included Japan, Eastern Europe, and
the EC.
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Coarse grains.--Japan and the U.S.S.R. were the major importers of coarse
grains during the last 5 crop years, accounting for 19 and 18 percent,
respectively, of average -annual world imports. The EC and Eastern Europe were
also important markets. .

Soybeans and soybean products.--World imports of soybeans and soybean
products during 1978/79 to 1982/83 averaged 70.5 million tons annually (in
soybean equivalent) and consisted of 39 percent soybeans, 34 percent soybean
meal, and 27 percent soybean oil (table 6). The EC was, by far, the mejor
importer, accounting for 39 percent of average annual world imports of these
items. Eastern Europe (accounting for 9 percent), Japan (7 percent), and the
U.S.8.R. (5 percent) were also major markets.

The EC was the primary market for soybeans during 1978/79 to 1982/83.
Average annual EC imports during the period were equivalent to 43 percent of
world imports. Japan (16 percent), Spain (10 percent), and the U.S.S.R.

(5 percent) were other major importers of soybeans.

Effect of the Embargo on World Grain Trade Patterns

The direct effect of the 1980 U.S. egricultural product embargo on
"exports to the Soviet Union was to stop the sale of about 13 million tons of
corn, 4 million tons of wheat, 1.4 million tons of soybeans and soybean
products, and lesser amounts of certain other agricultural products (such as
broilers) to the Soviet market. 1/ Since U.S. grain and soybeans were the
primary agricultural products affected by the 1980 action the following
discussion will concentrate on how the embargo affected world trade in
these products. 2/ ' s

Soviet trade
The following tabulation shows the share of total Soviet imports of grain

supplied by the United States and other major suppliers during 1977/78 to
1982/83.

1/ The total of which is the difference between the 8-million-ton level
allowed under the 1975 U.8.-U.8.8.R. Grain Supply Agreement and the
25.0-million-ton level which the U.S. Government agreed the Soviets could
purchase during 1979/80 (October-September). When the embargo was announced
the U.S.S.R. had contracted for about 22 million tons of U.S. wheat and corn

of which 5.5 million tons had been shipped or loaded. United States General

"Accounting Office, Lessons to be Learned From Offsetting the Impact of the
Soviet Grain Sales Suspension, July 27, 1981, p. 2.

2/ U.S. exports of wheat, coarse grains, and soybeans and soybean products
accounted for 97 percent of total agricultural exports to the Soviet Union in
1979, or $2.9 billion.
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Wheat and coarse grain: U.S.S.R. imports and shares of such imports accounted
for by the United States and by major competitors, crop years 1977/78 to

1982/83
/

: Soviet : Share of Soviet wheat and coarse grain imports

s wheat accounted for by major suppliers

: and : : . . : ' :

Year 1/ . coarse : United Major competitors To;:}ogf

o grain o States :Arsentina: Canada ° EC :Australia:competitors‘

¢ _imports : - : : : : : A

: Million : : L :

H tong  : e Percent-—----- ————————————
1977/78————- : 18.4 : 68 : 15 : 10 : 1 :- 2 28
1978/79————- : 15.1 : 74 : 9 : 14 : 1 : l: 25
1979/80--—~- : 30.4 : 50 : 17 11 ¢ 3 : 13 44
1980/81—----: 34,0 : 24 33 ¢ 20 ¢ 4 9 : 66
1981/82 2/--: 45.0 : 34 . 30 : 20 ;.5 6 : 61
1982/83 2/--: '32.0 : 19 : 30 : © 28 : 12 3 : 73

1/ July 1-June 30.
2/ Preliminary.

, Source: Based on date in table 7 of this report.

wheat and coarse grains.--Soviet imports of wheat and coarse grains
increased during the period, but the U.S. share of such imports declined
rather sharply. Meanwhile, the total share of major U.S. competitors
increased substantially in 1979/80, compared with that of the previous year,
and this trend continued throughout the period (with the exception of 1981/82)
(figs. 1-3). 1/ 1In 1978/79 (the year preceding the 1980 embargo), the United
States supplied almost three-quarters of Soviet grain imports. However, by
1982/83, U.S. exports accounted for less than one-fifth of such trade. The
embargo was lifted in April 1981, but the U.S. share of Soviet grain imports
never recovered to levels attained in 1977/78 and 1978/79, and in fact, fell
to its lowest level of the period in 1982/83 (19 percent). Over the same
period, major U.S. competitors in the world grain trade increased their share
of the Soviet market from 28 to 73 percent. 1In short, in order to compensate
for grain supplies that were expected to come from the United States during
the period the embargo was in effect, the Soviets diversified their suppliers
and increased their purchases from other sources, such as Argentina,
Australia, Cenada, and the EC and generally continued this trend through

1/ The sales restrictions were imposed in Jan. 4, 1980.

¢
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Figure 2.—~Coarse graoinas: U.S.S.R. importa by major
suppllers, 1877/78 to 1882/83 (July-June), .
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1982/83. 1/ During 1977/78 to 1982/83, U.8. exports of wheat to the U.S.8.R.

declined irregularly from 3.3 million to 3.0 million tons, averaging

3.8 million tons annually; Canada's increased steadily from 1.7 million to 7
million tons and Argentina's increased from 1.1 million to 4.2 million tonms
(table 7). During the same period, U.S. exports of coarse grains to the
Soviet Union declined irregularly from 9.2 million to 3.2 million tons,
averaging 7.6 million tons annually; Argentina's exports to the U.S.S.R.
increased irregularly from 1.6 million to 5.4 million tons (table 7).

O!Segns and soybean ggodgcts.—-buring 1977/78 to i982/83. U.8.8.R.
imports of soybeans and soybean-products (in ‘terms of soybean equlvalents)
increased from 0.9 million to 5.5 million tons (table 8).

Before the imposition of the U.S. export embargo, most of the Soviet
imports were in the form of soybeans, ‘but afterward, the bulk of the imports
consisted of soybean meal and oil. During 1977/78 to 1982/83, the Soviet
Union did not import significant quantities of soybean meal or soybean oil
from the United States as can be seen in the following teable.

Sbybeans and soybean producis: U.S.8.R. imports from the United States,
crop years, 1977/78 to 1982/83

(1.000 metric tons)

.1

g/_‘-‘.»

' : : : Soybean : Soybean :

Crop Year 1/ Soybeans meal 2/ 0il 2/ Total
1977/78———————omeeem : 805 : - 0 : 0: 805
1978/79~- e 1,187 34 : 0: 1,221 -
1979/80—————-—smmmeeem : 807 ¢ -0 232 : 1,039
1980/81 : 0 : 0 : 0:
1981/82—--————~=—mmeu-: 710 : 0 : -0 710
1982/83--———————mmmmee : 199 : 0 : 0 : 199

[+ I

1/ July 1-June 30.
2/ In soybean equivalent.

Source: Compiled from official statistics of the U.S. Department of
Agriculture. '

1/ The U.S.S.R. also increased its purchases of meat and meat products, from

$844 million in 1979 to $1.4 billion in 1980 and $1.6 billion in 1982, and

substituted hay, forage, and soybean meal for feed grain in its grain/livestock
complex. On Jan. 13, 1980, representatives from Argentina, Australia, Canadas,
and the EC met with U.S. representatives to discuss cooperation in withholding
grain to the U.8.S.R. Australia, Canada, and the EC agreed to cooperate with

the United States, pledging not to directly or indirectly replace the 17
million tons of grain affected by the embargo. Argentina did not agree to

limit its sales of grain to the U.S.S.R. and in 1980 signed a 5-year agreement

to supply that market 4 million tons of corn and sorghum and 500,000 tons of
soybeens annually beginning in 1981.
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- However, U.8.8,R., imports of soybeans from the United States were
equivalent to about 89 percent, 64 percent, and 55 percent of total U.S.S.R.
imports of soybeans and soybean products in 1977/78, 1978/79, and 1979/80,
respectively (table 8). Thereafter, the U.S. share dropped to zero in
1980/81, 15 percent in 1981/82, and 4 percent in 1982/83. During this period,
.total U.S.S.R. imports of these products increased about fivefold, with an
especially large increase in soybean meal imports (from zero in 1977/78 to
3.3. million tons in 1982/83). 1/ Brazil and the EC supplied the bulk of the
increased Soviet imports. :

Trade agreements.--Since 1980, the Soviets have entered into & number of
bilateral trade agreements or arrangements with countries other than the ’
United States which cover wheat, coarse grains, and soybeans and soybean -
products. The more important agreements are with Canada, Argentina, and
Brazil. USDA officials report that the Canadian agreement calls for the
U.S.8.R. to purchase & minimum of 25 million tons of grain over a 5-year
period, and that the Canadien Government provide Can. $1 billion in guaranteed
commercial credit to finance the sale. A 5-year agreement with Argentina '
signed in 1980 provides for minimum annual Soviet purchases of 4 million toms
of coarse grains and 500,000 tons of soybeans during 1981-85; a Soviet-
Brazilian agreement cails for Brazil to provide annually 500,000 tons of -
soybeans and 400,000 tons of soybean meal during 1982-86,.and 500,000 tons of
corn during 1983-86. '

The U.8.-U.8.8.R. long-term grain agreement, originally signed in 1975,
expired on September 30, 1983. On July 28, 1983, the Secretary of Agriculture
and the United States Trade Representative announced that the United States
and Soviet Union had reached agreement on a new long-term grain agreement
following the general framework of the old agreement. It became effective
October 1, 1983 and requires the Soviets to purchase.9 million tons (up
50 percent from the old agreement of corn and wheat annually, in roughly equal
portions), and the Soviets may purchase 12 million tons (up from 8 million
tons) without prior U.S. Government approval. The new agreement allows the
Soviets to substitute purchases of 500,000 pounds of soybeans or soybean meal -
for 1 million tons of corn and wheat. 2/ Soviet negotiators succeeded in
dropping a clause, included in the first agreement, which allowed the United
States to cut off sales in times of short supply. However, it was never
exercised during the life of the 1975 agreement. :

U.S. and chief competitors' trade

Although U.S. exports of wheat, coarse grains, and soybeans and soybean
products to the Soviet Union were affected by the 1980 embargo (and most
likely would have been at higher levels had not the embargo existed), total
U.S. exports of these commodities did not decline during the crop years the
embargo was in effect (1979/80 and 1980/81) compared with such exports in A

1/ The USDA reports that the Soviets may be shifting to a strategy of
depending more on foreign suppliers for heavy infusions of processed oilseed
meal. If this is true, feed grain imports will most likely fall gradually as
the Soviets become more efficient in utilizing new protein feed rations.

2/ USDA officials reported in mid-August that the Soviets made their first
purchase of 200,000 tons of soybeans under the new agreement.
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1978/79, but rather increased (table 1). 1/ Alternate markets developed,
resulting in increased U.8. exports of wheat and wheat products to China,
Brazil, and Yugoslavia; coarse grains to Mexico and Japan; and soybeans and
soybean products to the Netherlands, Eastern Europe, and Spain, in addition to
other increases to many other smaller markets. USDA officials report that
during the embargo, U.S. exports increased to many markets where demand had
not been satisfied, because traditional suppliers had shipped their supplies
to the more lucrative Soviet market.

In addition to the 1980 embargos, there were undoubtedly many other .

" supply and demand factors, such as fluctuations in foreign country exchange
rates, government farm policies, and changes in annual harvest and consumption
levels which also affected world trade. 2/ However, after the embargo was
discontinued, the U.S.S.R. did not purchase wheat, coarse grains, and soybeans
and soybean products in the U.S. market to the extent it had before the
embargo. Furthermore, the U.S. share of world wheat exports increased from
1977778 to 1979/80, but declined thereafter, and the U.S. share of world
soybean and soybean product exports increased during 1977/78 to 1979/80, but
was at a lower level thereafter.

Wheat and coarse grains.--During 1977/78 to 1982/83, the United States
was the chief supplier of wheat and coarse grains to the world market. U.S.
exports of such grains ranged from 83.6 million tons in 1977/78 to
114.3 million tons in 1980/81 (table 9). The U.S. share of the world market
increased from about 53 percent in 1977/78 to 58 percent in 1979/80 and then
declined to 50 percent in 1982/83, while the combined shares of chief U.S.
competitors increased irregularly from 36 percent to 41 percent over the
period. Three of the top four chief U.S. competitors--Canada, the EC, and
Argentina--increased their shares of the world market over the period, and
Australia's share declined. Canada's share increased from 12 to 15 percent
during 1977/78 to 1982/83, with most of the increase taking place in wheat
exports (table 10). The EC's share of world wheat and coarse grain exports
increased irregularly from 7 percent in 1977/78 to 11 percent in 1982/83
(table 11) with all of the increase in the wheat sector. A comparison of
Argentina's share of world wheat and coarse grain exports in 1977/78 to
1982/83 reveals about a l-percent increase, which was also accounted for by
increased wheat exports (table 12). Australia's world market share declined
irregularly during 1977/78 to 1982/83 (primarily because of supply problems
resulting from poor harvests) from 8 to 5 percent with substantial declines
taking place in both the wheat and coarse grain markets (table 13).

The U.S. share of world exports of both wheat and coarse grains declined
over the 1977/78 to 1982/83 period as shown in the following tables.

1/ With the exception of soybeans and soybean products in 1980/81. :

2/ It might be noted that statistics issued by the International Monetary
Fund indicate that during 1979-82, the trade weighted value of the U.S. dollar
increased by 26 percent, while that for Canada declined by 12 percent and that-
for Australia increased by less thah 1 percent. Canada and Australia are
major U.S.