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U.S. DEPARTMENT OF COMMERCE
BUREAU OF INTERNATIONAL COMMERCE
WASHINGTON, D.C. 20230

March 3, 1967
DOC Declassification/Release Instructions on File

MEMORANDUM : ,
TO 3 Messrs. Nathaniel Davis (White House)
, ' Winn Finner (Agriculture)
Robert Wright (State)
Joseph P. Goldberg (Labor)
William N. Morell (cIa)
Martin I. Goodman (Maritime Administration)
Sherman Abrahamson (Commerce/OEC) ; and
Richard E. Hull (Commexrce/GCO) ‘
FROM: Theodore L. Thau

Executive Secretary
Advisory Committee on Export Policy

- SUBJECT: Study on Wheat and Feed Grains

1

Attached is a redraft of our summary report, with conclusions
and recommendations, dated March 1, 1967. . It corrects spme
errors found in the previous draft and makes a few editorial

improvements.

As you have told me that the February 14 version, with its

errors corrected, would be acceptable to you as a draft

'suitable for submission to our respective department and

agency heads, I have sent a copy of this March 1 redraft to
Secretary Trowbridge, and recommend that you now follow a

like course. Please advise your department or agency heads that,
because the conclusions and recommendations in this draft
~ relate to, but do not take into account, the new national
ma¥itime policies and programs which are only now being
developed by Secretary Boyd of the Department of Transportation,
Sacretary Trowbridge is sending him a copy of this draft. !

i

Secretary Trowbridge plans to get in touch soon with your
department and agency heads, as well as with Secretary Boyd.
Meantime, he welcomes any comments and suggestions they may
wish to advance. : : : -

Attachment
?_
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SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS

As a major world wheat exporter and the principal supplier of feed grains
to world markets, the’U.S. is capable of competing for such markets throughout

the world, including the East European Communist countries and the USSR. Be-

cause of increased costs and other burdens resulting from shipping (and related

-50% of wheat cargoes to Albania, Czechoslovakia, Hungary, Bulgaria and East

export licensing) restraints imposed by the U.S. Government, U.S. firms are
unable to share in the wheat and feed grain purchases of certain of these

) . ' o i
countries to the extent they might if these restraints were removed.¥

The shipping restraints in question are, in substance, that 50% of wheat

and feed érain cargoes to the USSR must, be carried in U.S.-flag ships; that

Germany must also be carried in U.S.-flag ships. With respect to feed grain

cargoeé to the last five named couhtries,'this 50-50 rule also applies, but

it is waived, and the entire cargoes are permitted to be carrijed in foreign

flég ships, if bart of each such cargo is destined for and first unloaded in

a West European or Mediterraniaﬁ country, including)Yugoslavia. Tpis 50%,

or 50-50, rule or restraint will be referred to as such herecafter. The paft-
cargo uﬁlpéding procedure, thouéh sometimes 'called the part=-cargo rule or
restraint, is more broperly'considéred av"relaxatibn" or "waiver" of the 50-50
fuley;which would otherwise'apply to feed grain shiﬁments to Albania, Czecho=-
slovakia, Hungary, Bulgaria and East'Germany. (The significance of fhis

distinction is that termination of the so-called "part-cargo rule" alone would

only reinstate the more stringent 50% U.S.-flag ship rule for such shipments.)

* This study is not concerned with the question of removing U.S. foreign policy
restraints on grain sales which are part of our embargo of substantially all
_trade with Communist China, North Vietnam, North Korea and Cuba.

8?00385R000200030086 3
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The U.S. export licensing restraints referred to above are to enable
the Commerce bepartment to make sure that the conditions of the 50% shipping

oo
restraint and the part-cargo relaxation are met by U.S. exporters of wheat

and feed grains to the affected countries.
In accord with gpecial foreign éolicy considerations relating to U.S.

exports to Yugoslavia; Polana and Romaﬁia, the aforementioned shipping and

export licensing festraints are not applied to oﬁr wheat and feed.gfain

exports to those Bast European countries. Shipments to them may go freely

in Eo;éign-flag véssels, subject to only one qualification which is applicable

to Poland and Rumania. Although a. "part cargo" of feed grains may be flrst

unloaded in and destlned for Yugoslavia, with the balance destined for

Albania, Czechoslovakia, Hungary, Bulgaria or East Germany, the U.S. does

"not also permit Poland or Romania to be the recipient of the 'part cargo'".

The purpose of this study is to aid government policymakers in d:ciding
whether economic ;nd.foreign policy benefits that might flow from removal of
the U.S. restraints on sales of wheat and feed grains to the USSR, as well
as to.Albania, Bulgaria, CzechOSlovakia, East Germany and Hungary (hereafter
called "the restricted countries of Eastern Europe"), would outweigh the
domestic risks and costs that might arise from that actio;.

<The attachments are the seQeral parts of this ééudy made by Agriculture,'
CiA, Commerce, Labor, Maritime Administration, and State-officials, relative
to various aspects of the question of removing U.S. restraints on sales of
wheat and feed grainsAto the restrictedlcountries of Eastern Europe and the

t
|
'

\
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USSR. They deal with (a) the grain prpducfion, conéumption #n@ import
requirements of the several couptfies;.(b) the extent to which the
expected import requirements of the USSR and the restricted countrieév

of Eastern Europe might result in increased opportunitigs for such sales
by U.S. firms; and (c) the merits and mechanics of repealing or modify-
ing the present U.S. restraints--the SO-SO,shipping requirement and iés
part-cargosunloading exception-~to mAke the U.S. more competitive in the
USSﬁ'and the restricted countries of Eastern Europe. This paper repre-
sents the agreed assessmeﬁt of these officials of the several.depaftments
and agencies who took part inm preparing the study, except thgt the’CIA
repregentatives! réle was confihed to an assessment of the ‘grain. positions

of the various countries. -

The Communist Markets

i
The Communist countries of the world, as a whole, are a growing b@t

uncertain market for free world grains, mainly wheat. In the present crop

‘Year* they will probably buy 12 - 14 million tons of free world wheat. Of
. ' . .

this, 5 - 7 million tons will probably be Communist Chinese purchases. The

balance will be taken mainly by the USSR and to a lesser extent by the

restricted countries of Czechoslovakia, East Germany¥, Bulgaria and Hungary,

* Year ending June 30, 1967. : "
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and the non-restricted countries of Poland and Yugoslavia.* 1In gddition,

:the Communist countries will likely take upward of 1 - 1.5 million tons of ,

freé_world feed grains this year--almost wholly in the restricted coun-
tries of Czechoslovakia,'Easf Germany, Hungary, .and Bﬁlgaria? and also
in Poland. | '

It is considered 1ike1y ‘that both the USSR and the restricted coun-
tries‘of Eastern Europe will be imporcing less wheat, while the latter wiil
be importing more feed grains, from ﬁhe‘freevworld by 1970, assuming aver=-
age weather éonditioné between now and then. The size of these marketé_inl‘
any one year is.expected to depend on (a) a basic market|in'the USSR for

1 - 2 million tons of wheat,‘largely to enable it to meet its domestic

requirements in the Soviet Far East and its commitments to Cuba; and (b) an

Fas

* The USSR has contracted to buy 3 million tons from Canada and 1 million
tons from France. Poland is considered likely to buy 1 million tons,
and Yugoslavia 600,000 tons. Since the U.S. Government shipping restric-.
tions do not apply to these last two countries, it is probable that some
portion of their purchases will be from the U.S. Romania, which is also
not affected by the U.S. shipping restrictions, is not likely to buy any
wheat from the free world. Of the East European countries affected by ’
the shipping restrictions, Albania is not considered likely to buy any
wheat from the free world; Bulgaria is expected to buy nearly 200,000 tons,
of which 100,000 tons is already committed to come from Canadaj; Czecho-
slovakia may need 5 - 600,000 tons, of which 300,000 tons are already
committed from Canada and France; East Germany may need 5 - 600,000 toms,
of “which Canada is alveady committed to supply 318,000 tons; and Hungary
might buy as much as 100,000 tons, of which 50,000 tons is. reported coming
from Canada. In addition, it is estimated that Australia and Argentina,
_which harvested their wheat last December, may sell some to North Korea
and various countries of Eastern Europe, respectively.

{
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unpredictable Soviet demand for additional wheat because of domestic crop

failures; and (c) an apparently stagnating market forwheat in the restricted

East European countries (as well as in Poland, Romania and Yugoslavia),
coupled with a growing demand in Czechoslovakia, East Germany, Hungary

and Bulgaria (as well as PGléﬂd) for free world feed grains. The main

' elements of uncertainty involve the future level of Soviet wheat produc-

L

tiona ’ - . ) ! R . | ,

Wheat and the USSR -

In the jhdgmeng’of agricultural éxperts in CIA, Agriculture and.Staﬁe,
Soyiet leaders have gdopted more rational plans for agFicdlturé, particu;
larly wheat production, and they are taking more concrete steps, as wellyés
exhibitiqg more determination to implement these stepé, fhan had been the
case heretofore. Ifithese programs are carried out at presently esé}mated
rates of plan fulfillment, given average weather canitions, the Soviet |

. : o
Union would regain its position as a net wheat exporter by 1970/71.%

1

* On December 27, 1966, Agriculture Minister Matskevich announced that the
1966 Soviet grain crop would be a record 171 million tons, but no official
.estimate for wheat is available. The official grain estimates are, how-
ever, known to be inflated. The actually usable crop of wheat in 1966 is
estimated by U.S. specialists on Soviet agriculture at roughly 70 - 75
million grain tons; that eof all grains at 135 million tons. This compares
with 48 million tons of wheat and 100 million tons of all gralns, respectively,
harvested in the poor crop year of 1965. No quantitative estimate of the
USSR's grain "surplus" is available. We believe, however, that it can be
described as "substantial®. Most of the surplus is likely to be stored
as a hedge against a future poor ‘crop year, since replenishing depleted
government grain reserves has a high priority.
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On the other hand, Soviet performance in realizing previous programs

for’boosting ag:icultdral output has been poor, and substantial achieve-
‘ment of the plans now being implemented would be a fadical deﬁarture from
experience. Partially due to adverse weather in four of the past five
years, grain production has tended to stagnate. In each of the érop years
1963/64 and 1965/66 the Soviet Union purchased about 10 million tons' of
wheat from free world sources to meet domestic needs ;nd export commit-
.ments.' '

A carefui”analysis of recent Soviet measures to enhance production
indicétes the likelihood of progress in the achievement of plaunned goals.
However, in the event of major shortfalls in inputs, a wéékening of incentives
and mediocre weather,’growfh might lag sufficiéntly to require a rising
averagé levei of Sovief purchases from the free world. Soviet import needs

i &%

might then be.substantial‘in the event of crop failures of the magnitudes
experienced in 1963/64 or 1965/66. Moreover, a Soviet internal demand for
'grains ‘as animal feed may be a growihg factor in the behavior of this
market. Whatever Soviet needs may be,'the over-all state of U.S.-Soviet
relations will be a basic‘determinant in any Soviet deqgision go purchasé

wneat from the United States. They would have to be faced with a pressing

need with no ‘other reasonable alternatives before they would buy U.S.

wheat,unless the Vietnam conflict is resolved.
A} . .

e
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The ﬁ05t probable outlook is for a substantial and relatively suc-
cessful Soviet effort to achieQe an increase in grains output, bht.the
impact of this effort is expected to become more apparent as 1970/71
approaches. 'Soviet plenners-appear to have hedged in this direction by
contrdcting with Canada for average imports of 3 million tons yearly

through 1968/69.

Feed Grains and Eastern, Europe

Demand by the restricted and non-restricted countries ef Eastern
Europe for free %orld feed grains was not significant until 3-4 yeerS'
ago, when it began to grow because of incteased demand there for meat, |,
poultry and dairy products. The USSR érows large amoents of corn and

other feed grains, supplies quantities to Eastern Europe, and is not likely
\

.te‘qéed any from the free world in the foreseeable future. ‘The East

. . , ) o
European countries that will most probably import substantial amounts of

feed grains between now and 1970/71 are, among the restricted_countries,

Czechoslovakia, East Germany, Hungary and Bulgaria. Of the non-restricted
countries, Poland will ptobably continue to import feed grains from the

. . N , ! .
free world, while Yugoslavia and Romania are more likely to be exporters than

importers, except in years of poor harvests.

U.Sfﬁand Other Free World Suppliers of wheat and Feed Grains

t

Wheat. In recent years, Canada, Australia, France and Argentina have
been supplying most of the wheat imported by the communlst countries of

Europe and A31a. By 1970/71 they are likely to have a combined exportable

t

surplus of 13-14 million tons, after supplylng the ixr domestlc and free

world customers. They could further increase their production if Communist

demand should be heavy. On that baSLS, they could meet any likely Communlst

o

o]
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world deficit between now and 1970/71, unless unusual production diffi-

culties should raise it substantially above the foresceable figure of
. K i ,

12-14 million tons per annum. Between 6 and 8 million tons of ehis amount
.are expected to be'purchased by Communist China.

Putting aside politieal problems in>our relations with tﬁe USSR and
Eastern Europe, the consequence of these free world availabilities is
that the USSR and the East European countries are not likely to seek u.s.
wheat, unless lt can be bought at a prlce and under conditions (e.g.,
credits) which are entirely competi;ive with‘those of other free world
producers. . , | - : t

At present, U.S. firms cannot coﬁpete for this business becaese of
the cargo preference rule. This ru1e, if applied stricfi& on a 50-50
basis, would raise the average price of U.S. wheat dellvered to a Black
Sea port by $4 50 - - $6.00 per ton. That added cost factor is enougﬂ to
preclude most Communist countries from‘buying any wheat from us, except
in years of crop disaster, as in 1963/64.

'If the 50-50 shipping rule were abandoned, U.S. firms could expect
to share with other free world countries in supplying the USSR and Eastern
European markets for wheat, whenever they would exist. How much of such
,buginess Qe"could expect tovget would depend, amoeé.other ehings, on US-

USSR relations, and in particular, the severity of Soviet differences with

us over Vietnam.
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The amount of such potential U.S8. sales of wheat, if we aba?doned the
50-50 shipping rule with respect to'the,USSR'and the restricted countries

of Eastern Europe, is, of course, uncertain. Our only wheat sale since
- 1

1964, in which the 50-50 shipping requirement was applied,‘was for 40,000
\ .
tons sold to East Germany, notwithstanding the restrictions.* Maritime

nétions cOmplained about this transaction as a’treaty violation. At the
selling price of U.S. wheat, FOB Gulf fofp, we could expect ta gain
érouﬁd $65 millioa fbr.each million tons of wheat we might be able to
sell to the USSR ;nd Eastérn Europe. -

Feed Grains. ‘The U.S. presently supplies approximately 50% of world .
demand. Other free worl@ producers are numerous, have comparatively small
surplusés, and generally little margin for substantially increased produec-
tion. We have sufficient laﬁd in reserve to grow as much as'us mill¥on
fons more by 1970. )

The U.S. already sells feedlgrains'in the East European market.

!

Access to a portion of this market is impeded,however, by the application

. of the 50-50 shipping rule and its part-cargo excéption. As stated above,
i

the part-cargo rule operates to waive the 50- 50 rule, and allow shxpment

'entlrely on forelgn flag vessels, if part of each cargo for ote of the

A

restricted countries of Bulgarla, Czechoslovakla,vHungary, East Germany

and Albania is destined for a free world country and is off-loaded at a
free world port, including Yugoslavia, but excluding Poland and Romania.

. : . (
Full cargo shipments may, however, go on foreign flag vessels directly to

* In 1964 we sold Poland, a non-restricted East European country, about 700,000
tons of wheat, for $47 million. In 1965, Poland bought from us about 9, 000
' tons for about $560,000, while in 1966 we sold her about 200,000 tons, for
about $13 million. - _
Approved For Release 2002/d (E:p‘t"é% Rl
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Poland, Romania and Yugoslavia, as they are not affected by the 50-50

]

rule or the part-cargo exception, except that Polish and Romanian ports

- are not treated as free world ports for part-cargo unloading purposes.

i
This need to off-load part‘cargoes'at West European or Mediterranean ports

may block some sales to ' some of-the restrlcted East European countrles
because of the inconvenience of arranging such sales.: Ag much as $1 - $2
per ton might be added to the ocean freight charges on feed grains delivered
to some of the #estricted East European countries, if vessels have to dig-
charge part of tﬁe cargo at a port in a free world country and the balance
at a port in the restricted country.

| How much more feed grains the U.S. could sell the restricted East
European countries, if ehe 50~50 shipping rule and its part cargo exception

were abandoned,* is difficult to estimate. Indeed; the entire amount

‘those countries may need from the free world annually between now and 1970

is uncertain. It depends on the speed at which they permit the meat,
, .

poultry and dairy product consumption of their peoples to rise, their own

feed grain production, and their imports from each other and from the USSR.
I

Government experts estimate ‘that the restricted East»European coun-

tries are likely to need a total of about 0.75 to 1.25 million tons of

’
e \

N \
feed graine from the free world (over their domestic production and intra-

‘bloc trade) in each of the next few years, and that this amount can grow

T %* For the reason given above, removal of the go- ~called "part-cargo rule"

alone would not be beneficial.
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S et e e




'
..

R 7080038'00200030086 3

f . . 1

'

to as much as 1.73 million tons a year by 1970/71. USDA expert§ believe
that, of theée amounts, U.S. fifms should be able to.sell the restriéte&
;ountries about 2/3, or bétween 500,000 and.8u0,000 tons, of their éree
ﬁorld purchases, in each of the next few‘years, and 1.15 mi}lion tons a
year by 1976/71.“ . L ‘ .

The foregoing estimates camnot, of course, be considered attainable only

by repeal of the 50-50 rule and the part-cargo exception. In 1965/66, with

the parf-cargo exception to the 50-50 rule in effect, U.S. firms managed to

" sell an aggregate of near1y71 million tons of feed grains to the restricted

Eastern Buropean countries. The buik of those U.S. sales went to East :

Germany and Czechosloﬁakia, which hay have paid an extra charge for receiv-

ing the grains through Hamburg because of our part-cargo rule.* Hungary

and Bulgaria bought smaller amounts from us**--possibly because our, part=-

cargo rule may have resulted in their having to pay an added charge for

unloading part of each cargo at a port in the free world, or possibl?

because of lack of funds, or for other reasons.

* Between January 1, 1965 and June 30, 1966, the U.S. exported to Czecho-
slovakia $2.5 million of barley, $11.7 million of corn, $18 million of
sgrain sorghums, and $5.5 million of soybeans, which 1is used for feed,
but not considered by us as a feed grain and therefore not subject to
the 50-50 and part-cargo rules. . In the same period, we exported to
East Cermany $11.8 million of corm, $3.1 million of graln sorghums,
and $560,000 of soybeans. '

*% Between January 1, 1965 and June 30, 1966 we exported to Bulgarla
- $2.2 wmillion of soybeans. In the samé period, Hungary imported from
us $286,000 of corn, $954 000 of grain’ sorghuns, and $7 1 mxlllon of
soybeans.
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Agriculture experts suggest, however, that our 1965/66 experignpe was
abnorma}, as the West European countries which normally compete with us in
‘5e1}ing feed grains to the restrictéd countfies of Eastern Europe, as well
éslsevéral of the East European countries themselves, had poor harvests that
year. They also estimate that in 1966/67 the production of.the réstricﬁed
‘countries will be up, so that their aggregate imports ?rom thé entire free
worid in 1966/67vw111 probably be below 1 million tons. On that basis they
suggest that‘our éotpntial sales of feed grains to these restricted éoﬁmtries
v;ould have beep only abopt 400,000 - 500,000 tons, even if we had femoved
éhe 50-50 rule and the part-cargo exception at the beginuning of this crop
&ear. On the other hand, they estimate that our 1966/67;sa1esAt0 these
counfries will be at least 300,000 tonms, evép though we retain our shipping
restraints to the end of this crop year. ) e

Our financial benefié from any inc;eased salés of feed grains to the
restricted couﬁtries of Eastern Europe can be estimated on the basis of .
the sélling price of’U S.';éllow corn, which is currently about $60 per
ton, FOB, New Orleané. On this baSlS, each additional 1,000 tons we mlght
be able to sell them by dropping our shlpplng restrlctlon would add
.$69,000 to our exports and thus to our balance of payments poéition.

There is currently being considered within tﬂe Executive Brance a pfo—'.
posal\tbat a U.S. mission be formed to go to various Easteranurppean coun;
tries to seek added markets there for U.S. feed grains. At this time,

however, no determmination has been made as to the pgecise nature of the. )

proposed mission, its membership, and when and where it would'go. ‘

385R000200030086-3
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Nature and Background of U.S. Government Restraints

Exporté of wheat ané feed grains are not embargoed tovthc UQSR and
Eastern Burope. Validated licenses are required by Commerce for such
exports, ‘under the Export Control act. as previously stated, the pur-
pose of fequ;ring licenses far such peaceful goods is baSically.to cnable
CSmmerce to see that U.S. Goyernmént shipping restraints on such trade
are observed. The Coﬁmerce écquirement for such licenses ié, of éoursef
a government-imposed restraint, but it 1s not considered much- of a burden
to sellers or obstacle, by itself, to our-trade. However, it seems clear .

that if the shipping restraints were abolished, all agencies concerned

would agree to placing these products under general license to all of

Kastern Lurope.

Cargo Preference Rule

The.gﬁigg obstacle to our selling any wheat or feed grains to tﬁg
USSR, and wheat to the restficted Bast European Communist count;ies is,
as indicated, our special requirement that 50%.of such grainsvto those
countries must be carried in U.S.-flag ships.* Freight rates for U.S.-
flag ships to the UssR are currently $9 to $12 a ton higher than rates

charged by foreign flag vessels. This amounts to a 7.5% increase in the

export price of U.S. wheat and an 8.5% increase in the export price of

!

-*  Shipping restrictions applicable to-feed grains are described on pages 9-10.
Shipping restrictions applicable to wheat are as follows: The 50-50
rule applies to the USSR, Czechosloyakia, Hungary, Bulgaria, East
Germany and albania, with no provision for a part-cargo exception.

i
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U.S. corn. With those premiums to pay, the USSR is not likely to buy apy
grains and the other restricted countries are not likely to buy any wheat,

from U.S. firms, except in cases of dlre need and non-avallabllaty from

othervsuppllers, e.g., a crop failure in the USSR coinciding with poor
_stocK positions or shipping bottlenecks elsewhere. | |

Our present 50~50 shipping requirement stems from the decision'oﬁ
President Kenne&y,'at the time he authorized our sales of wheat to the
USSR in October 1963, that the wheat should be carried.in "available
American ships,‘sﬁpplemented by the vessels of other countries.f The
American Maritime A;sociation,'an association of American Flag ship-
owners, had urged President Kennedy to treat such sales as iﬁ they were
governn'lent—.to-g_overnme.nt "transa.ctions_ covered by the Cargo freference‘
Law (PL 664). The President rejected that approach, but chose to reach
4 somewhat similar result Under.tﬂe Exporﬁ Control Act, which authorized
.the President to control exports and to issue licenses subject to condi-{
tions. . |

When it was eafly found that U.S.-flag ships would probably not be

available in sufficient numbers and times to move more than half the

expected Soviet purchase, the decision was made that “at least 50% U.S.-

flag participation" would be the goal.
The International Longshoremen's Association then announced its '
willingness to handle the shipments on the 50% basis. This was a breach

- in that Union's stated policy, which is infrequently applied, of refueing

‘Approved For Release 2002/05/06 : CIA-RDP7OSOO385R000200030086-3
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to handle some Communist country freight. The Union, from then-on, sought

- to maintain the requirement. It strongly opposed Maritime Administration

grants of wailvers in 1963/64 which allowed more than 50% of some shlp—
ments to Hungary and the USSR to go in ioreign fla« ships.
The resulting controversy with the Unions led to revision of the

Commerce Department's export regulations to make it clear that the 50-50

,shipping rule applied to both wheat.and feed grain purchases by the USSR,

and to wheat and wheat flour shipments to Eastern EUropean countries,
other than Poiand, Romania and Yugoslavia.* 1In effect, exceptions to the
. ,

50-50 requirement for wheat shipments were to be disallowed. It appears,

although we are unable to document this, that it was also decided at high

level that Commerce should extend the 50% shipping rule, without publica-

tion, to feed graim shipments to the East European countries,, other than

0

Poland, Romania and ngoslavia. As previousiy noted, the requirement was
not applied to the latter three countries because both wheat and feed
grain could go to thém under Commerce Department general license in
accord with the U.S. policy to treat them mére liberally than other
Communigt countries. it is understood that the Unions and the ship
owﬁer; knew of and accepted those procédurgs. ,

o .
By late 1964, it was decided that.itwould not be commercially feasible

to apply the 50-50 requirement to a single cargo (10,000 tons) of feed

1

. grain to a restricted East European country. The exporter in the particular

! -

'
t

* Publication of the restriction for wheat shipments was in Commerce Current
Export Bulletin No. 890 (March.1l, 1964).

'

R & %
U4 i
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commercially feasible. Most cases in which such licenses were issued have
g o t

Rgozooowoss 3

case was allowed to ship it in a 10,000 ton foreign—flag ship, butcwas'
cautioned by Commerce that any subsequent llcenses would be subjected to

the 50 50 rule, calculated retroactively to include this flrst shipment.

A)

‘Part-Cargo Exception

3

The genesis of the part-cargo exceptioh to the 50-50 rule is, as .
follows: In late 1964, an exporter applied for a license to ehip 23,000
tons of corn to East Germany as part-cargo on ailarge (30,000 ton) foreign-

flag vessel, along with 7,000 tons of other goods which were to be unloaded
. 1

lat a West European port. - Although this shipping arrangement was approved

in principle, no license was issued in the particular case because the
transaction fell through. Other exporters, however, iater apﬁlied for
and were allowed licenses on a similar Basis. In theor&, the foreign-
flag ship could first_unload the other cargo in the West European port or

) . L. %
Mediterranean and then proceed to a port in a restricted East European |
country to unload the balapce of the caigo. This.p?oved not generally
therefore involved unloading the full cargo in the free world port, with
inland or other transshipment of the portion licensed to the restricted:
East European country by other means of transportation.v‘No published
rggulation deals with this procedure.

Since each such license application is in effect treated as a separate

transactlon thls so-called part-cargo unloadlng practice, is essentxally a

relaxation of the unpublished 50-50 rule. As previously stated, doing away'l

with the part-cargo rule above would put exporters back in the situation of
[

-

naving to ship under the unpublished 50-50 rule, unless that rule too were

dropped.

d

l('c i
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' A modest improvement could be made in operation of the part-cargo

rule by treating Poland and Romania (in addition to Yugoslavia) as if

they were "free werld" destinations for the perpose of destining and
unloading the.first part of a cargo in their,perts_and for ailowing the |
enforwarding of the'ﬁbaleﬁce“ from their ports to restricted countries
like Czechoslovakia, East Germany, Hungary and Bulgaria. 'Over-all,
however, the real issue is still the 50-50 cargo preference ruie and the
pqteﬁtial labot union aed'ship-owner'reactioh to relaxing or doing away
with it. |

As stated, the officials of the several departments and agenciles
V'who took part in thlS study have not been able to ascertaln clearly.

1. Whether the unpubllshed 50-50 shipping requlrement on .

shipments of feed grains to certain countrles of Eastern Europe, other
than the USSRLwas_iﬁPOSedvhas part_of'the Administration's effort to

induce the Longshoremen's Union to load the grain ships.
2. whether the unpublished part-cargo unloading exception to:'
the unpublished 50-50 shipping requirement on feed grains to certain East

Buropean countries was specifically made known to_aﬁd accepted by the

=
labor unions concerned.

1
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" tons a year already contracted for from Canada. By 1970, under average

unrestricted countries of Eastern Europe are expected to purchase

bad crop year, this could rise to about 3 million tons to the restricted

[ D=
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CONCLUSIONS

7

N \

The issue raised in this study is whether economic and foreign policy

benefits considered likely to result from removal of these U.S. restric-

tions on wheat and feed grain sales to the USSR and certain East European
countries outweigh possible detriments that might result from political,i
1abor and ship owner obJecttons to such action, including labor reprisals
and the difficulty of doxng anythlng effectively about them. The main

conclusions are as followss:

1. USSR and EE have become an important market for wheat and to a

lesser extent coarse grains. In this crop year (ending June 1967), the
USSR will probably buy about 4 million tons of free world wheat pursuant '

to comuitments already made with Canada and France. The restricted and

approxlmately 2.5 million tons of wheat from the free world, } e.,'Canada

and France, plus some from the U.S. to the unrestrlcted country of Poland.
In an average crop year between now and 1969/70, it is unlikely that the L

SSR will seek additionel wheat ' from the free world beyoné the 3 million
conditions,'the Soviets may be in the market fcr'about 1-2 million tons.
Iff;however, the USSR were to experience a bad crop, it; ﬁurchases |
would probably be greater. l \ |

Wlth respect to all of the East European countrles the demand for

free world wheat in an average crop year is estlmated to be’ ;n the order

of 2-3 million tons between NOW and 1970, of which the restrlcted countrles

would take about 1-2 million tons, mainly from Canada and France. In.a

Appro e
pproved For Releas ,W 99}6300385R0002000300863

—”3"’?;”, (7} 4 i“x\:‘ 2 A-'-"f'i " ?*y, \




-

e e rareearr

" countries and the USSR. Under freely competitive conditions the U.S.

>
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countries, though their.dependence on the fre; world would be affected
by the availability of supplies from the USSR. Feed grain imports by
the restricted countries of Eastern Europe are likely to be about 0.75
million tons this'crop'year. Their demand for feed grains will be -
increasing through 1970 and, if 1970 is a year of average weagher; those

countries might import as much as 1.75 million tons. If it is a bad

' ‘cxop year, they might import more.

)

2. Competition for Communist wheat markets will be keen because

free world commercial demand (as distinct from food aid) is stagnating.
At the same time, wheat production is being expanded in the U.S., Canada,

Australia, Argentina, France and the U.K. This increased production

will be pressing on commercial markets, even if allowance is made for

their and our increased food aid programs.

3 &%

3. The long-run U.S. economic advantage lies in our becoming com-

petitive in Communist country markets for grains. The U.S. now accounts

b

for a quarter of wheat sales to free world commercial markets, but we ‘
make only occasional sales to the restricted East European Communist

P

can, in time, gain a share!in those markets commensurate with its posi-
. |

tidn in other markets. The U.S. could expect to supply possibly two-thirds

of the coarse grain import needs of the restricted East European countries,

[ \

in view of its dominant position as supplier of such grains.

. ’ A o
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4. Full U.S. participation in orain exports to the restricted East

1} .
Buropean Communist countries depends on the removal of the shipping impedi-

'

ments which make our grains non-competitive. The 50-50 shipping requirement
adds 7-9% to the delivered cost of U.S. grains in the USSR and in the reetricted
countries of Eastern Europe. The prohibition of full shiploads tn foreign-flag
vessels can possible add;es much as 2-4% to the delivered cost of U.S. feed
grains to some of the restricted countries of Eastern Europe. This part-cargo
requirement benefits only'competing foreign suppliers. Since the extra cost
resulting from the part-cargo exception (when it occ&rs) is only about $1-$2
per tom, compared with a d1fferent1a1 of between .$9 and $12 per ton when U.S.~-
'flag,ships are used, it can be assumed that all present shipments of U. S. feed

grains to the restricted countries of Eastern Europe move in foreign-flag Shlps.

5. Removal of the 50-50 shxpplng requlrement would not lncrease U S. wheat

!

exoorts to the USSR this crop year. Soviet: wheat productlon is larger than it

has been in any recent year. Moreover, the USSR has a contractudl arrangement
with Canada for 3 million tons each year through 1968/69, and with France for

an'additional 1 million tons in this crop year.

6. The U.S. could make additional feed grain sales in the future to the

restricted countries of Eastern Europe, if we were free of the unpublished .50-50

Lo ' o ' . . . . s
shipping preference and part-cargo unloading exception. With these restrictioms,

we probably will sell this year between 250 and 300 thousand tons of feed grains

»

o

to the restricted countries of Eastern Europe. Without them, we may, by 1970, be
able to double, or even more than double, that volume to those countries; whlle
with the restrlctlons there would probably still be some growth, it is

beliieved that the amount would be signficiantly less. Indeed, it is belleved

£y
~. -
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that without the restrictions some additional amount might still be sold to
on: or more of these countries before the end of this crop year (June 30, 1967).

7. The U.S. balance of payments could gain in the long run f£rom removal of

‘these special shipping requirements. This could be on the order of $100 million’

annually from wheat sales and as much as $50 million a year from feed grains, by
1970/71, -assuming average crop conditions. However, in the absence of a Vietnam

. ’ ¢ '
settlement, we believe the Soviets would have to be faced with a pressing need,

1

with'no other alternatives, before they would buy U.S. wheat. Other factors,

such as ability to pay, will also affect the level of purchases by the East

i N '

Buropean restricted countries.

8. Our ability to maintain a flexible and forthcoming posture in East-West

‘trade is impaired by existing U.S. impediments to trade in grains. Removal of

. ) . o |
these ;impediments would constitute an important new initiative which woyld

further the President's objective of encouraging our trade with the USSR and

_other Eastern European countries in non-strategic goods.

9. The removal of the 50-50 shipping'reguirement for commerical grain

"shipments would remove a standing inconsistency with our treaty obligations

tc various friendly countries not to discriminate against their vessels in

0

i

foreign commercial trade. Treaties of Friendship, Commerce and Navigation
with 30 countries prohibit such:.discrimination.

10.“The major thrust of the President's policy toward the USSR in the

"economic area involves the removal of the various restrictions which have.

served to reduce trade to a minimum. In this case, a restriction which serves

no real purpose and is a source of annoyance to the Soviets can be removed

. ., without legislative action.
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11. The main obstacle to a removal of the se . shipping fequirements is

the previously expressed. or anticipated obposition of the maritime unions.

This is true, even though fhese réquiremeﬁts, while damaging U.S. economic

and political interests, have demonstrably failed to benefit U.S. shiﬁpihg.
Opposition centers in the National Maritime ﬁnion,.thelseafarer's Inter-

|
national Union and, most important, the International Longshoremen's

Association, which is in a positios to make its views felt by refusiég to
load. The maritime unions have beén'supported,by the AFL-CIO. Tﬁe par-
tiéipantslin this study,.never£he1éss,'agree that no repeal or removal of
the 50-50 rule as’to wheat for the USSR or for the affected countries of
Eagtern Eﬁrope sﬂould be undertaken without prior consultation with labor

leaders, to the extent such consultations are warranted by commitments to

labor. The same is true of the unpublished application to feed grains of
. !

the 50-50 rule and the parthargo excepiion for certain countries of
N . |

Eastern Europe.

12. There are risks in raising thg subject with ldbor at this time.
If Labor is étrongly opposed to rescinding these rules, the riéks might
i%clgde (a) a boyé&tt on foreign shipping, particularly the vessels of
éountries in East-West Trade; (b) ;hipping tieups-which could inteffere
withecargo for Vietnam; (c) labor pressure for extension of '50-50 to all
cafgo for the USSR and Eastern Europe, i.e.(making shipments now subject

. to the part-cargo rule fully subject to 50-50, or extending the present

o

¢
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coverage of 50-50 to all countries in Eastern Europe and all cargo to -that
region; (d) heightened labor opposition to further U.s. East-West trade
initiatives; and (e) labor lnSLStence on a larger government assistance to
the U.S. maritime industry to offset the real -or imagined injuries of
rescinding present restrictions. Although U;S. flag shipping is fully
employed now and for the foreseeable future in the Vietnam sea‘iift and the
carriage of Agriculture and AID cargoes, there are still risks in raising
this issue with labor at this time.

i . . ,

13. Uncertain Nature of Commitment to Labor. The basis for applying

" the' 50-50 shipping requirement, and the part-cargo exception, to feed grains,

is not a matter of record in any of the agencies participating in this srudy.
Tnerefore, the exact nature of any commitment to labor on rhese unpublished
rules is uncertaln. However, government ‘officials in the several agencies
(Labor, Marltlme Admmlstratlon and State) which deal with the mantlme .
labor unions are of the opinion that the ‘operation of the various restrictrons,
botn written and unwritten, is known to the 1abor unions.; |

14. Discussions with labor might better be addressed to the cooperation

of maritime unions wlth government programs to_improve East-West trade

relatlons. Puttlng the narrow questlon of rescinding these or some" part of

these ,regulations to labor invites a confrontatlon whereas, in a broader

‘ context, tth issue becomes only one element in seeking the major foreign

v,

policy objective of improvedrEast-west relations.

A}

\
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RECOMMENDATIONS TO THE PRESIDENT

“
1. The 50-50 shipping rule and part-cargo exception only interfere

with possib}é sales to Communist countries that would benefit our agri-
cﬁltural‘sector and our balance-of-payments, and they are of no benefit
to American lebor. S

2. There probably would be political costs in eliminating‘the_50~50'
requirement as related to the Soviet Union because of the "dug~in" labof
position on haﬁdling_cargo for the USSR. Eliminating the paxt;cargo
exception alone would not be helpful as i; would leave.the more restrictive
50-50 rule in effect. | ‘

' 3. It would be desirable.to have both the 50-50 and part-cargo reqeire-
ments eliminated. With respect to yhggg, there would be mno speéial advan-
tages in seekihg elimination of the restrictibn this year as no large sales
‘are in prospeet. However, geteing rid of the 50-50 rule and the parttcarg6'
egceptioﬁ en feed grains to- the fes%ricted countries of Eastern Eufope
(Albania, Bulgaria, Czechoslovakie; East Germany and Hungary) might permit
some increased sales even now. Ineeed in connection with the proposed |
i . U.S. mission seeking markets for feed gralns in varlous East ‘European

'

countries, it is important that we be prepared to remove restrictions on

shipments of feed grains. Wevdoubt that such a mission could be expected

significantly to expand U.S. feed grain.sales to the restricted countries,
. . i i

N

if the restrictions are maintained.
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C. Seek the much more limited objective of allowing part-cargoes
of feed grains to be unloaded in the unresﬁricted countries of \I"bland and’
Rumania, just as they presently may be unloaded in West European and
Mediterranean ports, including Yugosl.;avia. This could reduce the unloading

cost and thus facilitate increased sales of feed grains to Hungary and

Bulgaria, and possibly also to East Germany and Czechoslovakia.

APPROVE:

DISAPPROVE:

,.- Do Make no change in the existing rules at the present time.

i

APPROVE '

DISAPPROVE
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T Bamorshic Alexader B irowbridge
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Seprmant of Jommercs

deny Hr. \ﬁmtm:
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In msﬁgmm to yoar request »e bave ox o ained the swmery aod
conclusions of tow interagency study deted 1 Mereh 1967 desling
with pragspects fur ¥ exports of graim to suropess Copmasntst
coamirles through 1970.

Lia's s:a;sxzt.x*i"m}%ioﬁ to thds geper w.s lizited Lo the deomscd
snd supply positfon of Commnlst countries wnd the currest ooe-
miwsats of Free world hations to provide graln Lo thess couwntries
in e future. Fach of this meterisl Mas beon incurporated in the
interngency peper abpd we save po probloms with the trestmant of
tavse tapicg, In sddition %0 en maslysis of the sarket situetion,
e poper sy ko contodng recammendstions to the Presidest
st oifers sim four altermative vourzes of action. It is, of
course. nol appropriste for o 9 ¢emzent ot policy moiters of

this Eind.
\ iincerely,

R Helma
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