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UNITED STATES SECURITY INTERLST IF RECENT DEVELOPMERTS

AFFY.CTING THL SUPPLY OF RUBBER, WITH PAB'}.'I CUL‘&R REFER"RCE T0 SOUTH~
EAST ASIA

S$trobepie Importance of Rubber.

Rubber is one of the most strategic commedities for the conduct
of 2 major war. VYhen the Jananese cut off United Sﬁaﬁéﬁ_imports of
natural rubber from Southeast Agias, the source of most of oﬁr suppliies
“of that commodi%y, it Deceme necessary for the US %o build & huge
synthetic rubder indusiry. Continued ﬁainﬁenancg of synthetic rubber-
producing capacity is essentlal to US security as leag és the
possibllity remzine thaob accege Lo the natural rubber of Southesst Asis
pay sgrin be cub off. Since rubber products asimg'preaent gradss of
gynthetic roqqiree on the average, about 25 percent of their content to
bo natural rubber to assure geod quality (heavy-duby truck end dus
tires partieulsarly require a high percentage of natural rubber) zn
adequate stockpile of natural rubher also is easénbial to nationeld
seurity. Eurthermafea.not only becsuse of the importance of the
products deriving from thin area and the caﬁi‘aribution of the dollar ree
turn from them to Western Burope but also beczuse of the strategic
location of Southeast Asla, the establishment of political and ecdnomic

stability In this aren io of szericus concern %o US security,
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US_Synihstie Bubber Progrom.

Present Covernment syathetic rubber ecopanity 4 é&equata to
provide nearly 70 yercezré of current US smnusl conpsumption of new rubter.
The Rubbor Act of 1948, which ezpires 30 June 1950, requires thad
665,000 long tons of that synthetic rubber ca:;ﬁaeity Pe maintained in
active or sﬁandbér condition and that theso facilities shell produce not
léas than one-thizd of their rated production capacities; The law
fnrthei provides allecation and specification controls, under which
regulations have been pramlgafed requiring that the mandatory
B jroduction o'f 2ynthetic rubber be consumed in the manufacture of
| pfbé.uéﬁg uged i the tronsportation field. In the United Statege-
'ﬁhite& Kingdcmmcfanaé.ian conversations of September 1949, the US agresd
to increase the competitive aren for nstural rubber, and acccr@izagly

modified these regulations 8o as to permit en estimated 50,000 toms of

naturel rubber to replace a like smount of synthetlc rabber in 1950,

; : in addition %o 15,000 tous permit;teé. by changes made in July, Actual

| congumption of syuthetic rubber. is considorebly 'highezf then zhe

mandatory requiremeniz, and imcludes subsbtantisl voluntary consumption

in the non-tramsportation field, thus in&ie#ﬁng preferczge for mes-rade
rubrer in many uces sand a pemaﬁent inrcad on future comsumption of naturs)
rubber. An inter-;'ageﬁcy comnittee is prepering recommendations fer
legislation to extend the synthetic rubber progrom beyond 30 Junc 195’._)0

These recommendations will cover eale or Yense of the Covernment

synthetic rubber plonts and mandatory production and comsumption of

synthetic rubbter. In formulating its recommendsiions the commities will
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give consideration %o the relationship'of synthetic rubdber prolvetion
and consumpticn %o national securidy, includiang the ecomomic and
pcliticai-ei’fec'ss of the progrzm in Southezst Asia.

'ﬂ;e recently developed %ccld® aynthetic rzibber, vhich is coning
into full productiom with rated annuel productive copacity of 2003000
long toms, 4is claimed to give 30 percent groater mi;eage in passengex
cer tires them natursl rubber. Some suthoritics sve of the opimion
thet =8 ibs cost of production is reduced and i%s quaiity improved,
;‘cold“ ?nbber will gubstantially replace natural rubdber in tramportétion
uses in the next ten years. ' Such o development would be highly un-
favorsble to naturel rubber, ss about 70 pevcent of United Sta'i;ésa
consumption of mew yubder is in the trmspérta%icn field, Others
maintain thab considering the ever~growing uses of rubber, counsumption
of natursl ru'bbef nevertheless vill not be reduced desi:‘lte its disg—
placement in the passenger-car tive field@
US Stockvile Purcheses. |

The present Govermment stockpile of natursl rubber smounts to
ebout 430,000 tors (not all received), sufficient for sbout 9% months®
supply at the current rate of consevmption of naturel rubdber. The
current s‘sacﬁtpiie objective is 600,000 toms, but @s a result of the US--
UE==Canadion conversations the US has agreed to give considerstion %o
increasing this goal. Govermmeni purchases. temporarily suspénde& in
the £irst helf of 1949 because of exhaustion of funds are now (fiscal

1950) retarded by application of stockpile fumds to purchase of other
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strategic materials of vhich a lower percentage of the gosi has been

acguirafl. Some acquisitions, howsver, are being made through the uge

of ECA counterpart funds.

The notural rubber indusiry ig highly impertant to the econonieg
of Southeast Asia, vhich sres produces over 90 percent of world oulb-
put. Nalays and Indonesis alone produce thres-fourths of the world
total, Hatural rubber is the most important dollar-esraing commodity
of the sterling bloc end constitutes over cne~half of the valus of
Halaya’s exports end about one-third of Indonesia's. Invesiments ia
the rubber industries of the two ereas total sbout 1} biillon dollars,
During and after the war, however, considerable demage was inflicted
on rubber lands and producing facilities in Maleya and to a lesger
extent in Indoneslia. Following the surrender. edditionel dcmage re-=
gsulted from depredstions by bandits and guerz*illé.a in Halaya and by
certain Republican elements in Indomesiz., The cozt of rehaobilitation
has beecn heavy and the work ia nob eabtirely completed.

Helaya®s present leadersghip as the largest producer of natursi

productive and ss production from youmger and highe'?.«yi;eld trees

incresses in other ereas, periicularly Indomesies About & or 7 yeers

are required for a2 rubber tree %o come into bearing, snd only o small
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portion of Malaya‘s rubbsr screage has been replambed with high -.
yiolding atrains. |

The rubber-producing intercsts in Southesst Asia a&tr’ib‘uﬁe neeh |
of their difficultles to the US policy of mondatory cc»msmnption. of
specific quan‘»;ities of gynthetic rubber., As 2 result,»some 31ll-will
- toward the TS hos been arcused in that area.

Although demand for patursl rubber has excected the supply szince
the end of the war, there is 2 probability that within the next
deeade & surplus will arise. This is bzged on the sssumpiion thst ihe
outcome of the Indonesion and Indochinese situstions will De peaceful,
that the Malaysm outpué will contimae to be available, and that

eynthetic rubber will meke further inrcads into the US market.
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Prices and Costs of Production '

The dollar price of natural rubber is now at approximately the
same level as in 1939 despite mucn higher wage and other costs of

production md a general level of prices much above the prewar

lsvel. The principal cause of the divergent trend of the natural
ruvbsr price from that of most other commedities since prewar

years is the production and utilization of synthetic rubber om a
larges scale, In the ansence of syntheiic rubber production, supplices
of natursl rubber wouid havs been extremely short {relative %o
demand at pricés in ths current range} with the consequence that
natural rubbesr prices would have been very_éuch highsr,

Natural rubber prices recaived by producers dﬁring the £irst
three—quarters of 1949 were at a level which;_couplmd with dsclining
sales to US markets, tended to produce sconomic hardship, and cons
saquently to aggrevate political inétébility, in the xubber pro-
ducing areas, Uterling devaluation in September 1949 hes halped
to alleviate that situation somewhat for the present, as ths
sterling prices of rubber--ihe pricé raceived by the producersge-

increased immediately and is now about 30% above the pre=devaluation

Jevel,
The dollar price of first—grade natural 1~ubbér ig now {Decomber

3..91;9) about 5/8=3/l; cents beiow the Government price of 183 cents
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per pound for GRS or generel-purpose synthetic rubber; & cempgﬁitive
price relationship which will tend to stimulate incrgased US con=
sumption of the natural preoduct. Jo long as conéumption or suk-
stantial quantities of synthetic rubber is mandatory, however, there
can be no frealy competitive market for the two types of rubber, ’
At least just prior to devaluation a considerable portion of
kaleyan estate rubber was produced at a loss, Cost of production éf
natural rubber varies widaely because of local conditions} differences
in sstate énq smallhclderyopsrations, different methods of arriving
at the costs, and other factors, Befors devaluation,cost of pro-
duction on rubber estates in Malaya, which prﬁduce about 56 percent
of the total rubber ocutput thers, ranged from US 11 cents to 2L cants
per pound, and averaged about 16% cents, Smallholders? cost, which
is mors difficult to ascertain, ranged from 9 to 12 cents per pound.
The average cost of production of both sstates and smallholdars
was estimated to bs from 1) to 15 cents per pound befors devalvation.
Costs of estates and smallholders are not strictly comparable, howaver,
hecéuse of differsnces in.grades of rubber produceds'&nd mothods of
arriving at the cost figures. Cost of production in Indonesiz is
lower than in Malaya.

By way of comparison, cost of pmoduction of GH=S rubber is

i 2
about lhz cents per pound for out-of-pocket expenses, and 18,1 cents
inglucing depreciation, interest on investment., and administrative

expenses.
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ﬁhéther the increase in the price of rubbgr in Southeast Asia
since devaluation will afford sufficisnt economic relief, and whether
it »ill continue, cannot bs determined at this timo.
| Although it is not possible to predict future prices for natural
| rubbér, it is apparent that a rathsr tenuous balance now exists be=
tween supply and demand. This valance could bs upset by ths following
factors:' (1) Increased use of synthetic rubber at the expense of
natural, §2) Increassd supplies of natural rubber following a return
to more neariy normal conditions in Indeonesia or Indochina, (3) Decroeased
B demand resulting from a curtailment of US business activity, (h)
Gegsation of US stockpiling prégramso
Malaya is more vulnerabls than indonesia to any marked decline
in rubber priecss both by reason of its greatsr dependence on rubbsr
and by r@asén of its graater proportion of higher-cost, estate output.
JLes vulperability is made more acuie by the necessity for impqrtihg
two~thirds of its rics supply-—sand ét prices which, in contrast to
rubber, -are several times thosé pravailing vefore the war. It may be
noted that ﬁalaya“s only other important export, tin, also faces ds-
celining prices. |
Although it is less vulnerable than Malsya, at least a 2 moderate
drop in rubber prices, the economic wiability of the emerging staté
of indonesia would certainly be jeopardiged should the raturn from

bl

ive second most important export bs greatly reduced,

e 8§ e
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Within the Ralayan rubber industry the Buropean estatss are the
most depsndent upon maintenance of present pricess They employ large

labor forces witick are wholly dependent upon their wages,

Further Considerations

Although the Communists in Malaya have to date acquirad no mass
following, the British have been extended in containing their depreda~
‘tions. British resources are scarcely such that they could provide
either greatly increased security forces or adequate econcmic relief
in the event of wideapread unemﬁloymento
| To lessen the dependence of Malaya on the rubber industry would
obviously alleviate the vulnerability of its position, but drastic
change in the struc:tux:e of its sconomy can be accomplished only over
a matter of de'cad@a? In contrast, a depression in its now basic
rubbsr in;iustry could occur over a very shori period,

It is evident, therefore, that: (L) the economic and political
stability of Maleya and; to a somewhat lssser extent, that of Indonssia
are dependent upon the prosperity of the natural rubber industry and |
the return from ruoher exports, (2) a decline in the price of rubber
substa.ntially below that now obtaining will, other things being
equé.lg aggravate instability in both areag, with the depree of in-

stability dspsndent upon the magnitude of the decline,
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UNITED STAPES SECURISY INTEREST IN RECENT DEVELOPMERDS AFTECTING
TAR SUPPLY OF RURBKR, WITH PARTICULAR EEFERENCE TO SOUTHBAST ASIA®

A deé‘line' in world demand for ustursl rubber much below the eurvent
level would have ndverse repersussions on the economic and politieel
situation in Maleya apd, bo a lesser extent, on that of Indomesia. Such
decliné wonld resuls, for exomple, from a business recession in the US
or from a2 widespread substitution of jmproved gynthetic rubber, such &8
the recently developed cold‘ progess ype, for natural rubber. The con~
sequent depression im the natural rubber producing industry of _thosa '

N countries would have Getyrimental effects thers upon wages and smployment,

carnings and nev investments, political etability, apd the susceptibility
of those areas to westera infiusnce.
| The recently developed %eold" symthetlie rxubber, which 13 coning

into full produstion with rated ammal productive capaeity of 183,000
long tons, is elaimed to give 30 percant greater milenge in passenger
car $ives than natural rubber. Soms amthoritles are of the opinion
that as its cost of production is further redumced and its qnality 1
proved, “cold“ rabber will substantielly replace natural rubber im

- grancportation uses in the mext ten years. Sueh a develcpment weuld be
highly unfaverable %o né,mral m‘bbeé, as about 70 percent of US consuiip-
tion of mew Tubber is in the transportatios field. The United States,
Comeds, the Soviet Zome of Germeny, and the USSR are the omly countries

vhieh sre producing synthetlie rubber on 2 commercial basis.

® Phis paper ig based on 2 mors comprehensive z"epo:ri; aveiisile ag &
D/Be Working Paper.
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thile the development of new markets and mew uses for na.tural rubber
will tend to support demand for the matural product, that support may
not be sufficlent to offset the possible decline in the use of naturel
~ zubber in teansportation or %o sbsorb the increased amount of natural
Tubber that could be produced umder steble political and economic cordi-
%lons, . |

The naturel rubber industry is ‘highly important %o the economies
of Souﬁh.eae% Aslz, vhich arsa prodtces over 90 percent of world output.
Halays end Indonesia z2lone produce three-fourths of the world total.
Natural mf‘ber is the most important dollar-earning commodity of the
g'aerling bloc snd consfltutes over one-helf of the value of Malaya's
smports aud aboud oneﬂhird of Indonesia’ 8, Investments in the rubber
industries of the two areans total aboui '1% billion dollars. Duriag'the
war, hoyever, considerable &amége wes inflicted on rubber lamds and
producing facilities in lMalaya and t_b a lesser extent in Indomesia.
Following the surrvonder, additiona) damagehas been inflicted 1y the.
terrorists in Malsya and by the Bepublican guerrillas in Indonesis.
The cost of rehabilitatlon has been considerable and the work is not
. entirely completed, |

The rubber-producing iaterests 1a Southeast Asla attribute much
of their post-war Alfficuliies to the US policy of mendatory consumption
of specific quantities of gynthetic rubber in the transportation field,
Consumption of synthetic rubber, however, is considersbly higher than
%he nendebory requirements snd imcludes substantial velunbary consump-

tion in the non-iransportation fieid, thus indicating preference for

=P
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san~made rubber in meny mses and a permanent inmroad on future consumpe
tlon of natural rubber, Compebition from synthetic rubber in UF msrkets

has kept the price of matursl rubber from rising much above prewar

levels despite much higher wages and other costs of production in the

naturel rubberproducing countries, In the absence of synthetle rubber,

supplies of matural rubber would have been very short and prices very

' '_i much higher, A48 o result of US gynthetic rubdber policy, soms Yilledll

toward the IUS has been arcused in that area.

During the first three quarters of 1949, declining ssles to US
nerkeds contributed greatliy so the decline of prices received by
rubber producers to o level which tended tc inerease ocomemic hardship,
and Aconsequentiy %o aggravats‘political' inetability, in the ﬁxb’ber—
préducing areas. Sterling devaluation in September 1949 hag helped
%o alleviate that situstion. for the present, as th_p sterling prices

of rubber--the prices received by the producers--increased immediately

‘and are now abpul 30 percent adove ,tha preedevaluation levsl,

The Malayan economy is more vulmerable than the Indonesion-fo any
marked decli-ne in m‘bbgr prices by reason of its greater dépendence on
rubber, Its vulnerability is made more acute by the necessity for im-
porting tm-ishirdé of itz zice supply--and at prices vwhich, in conbtrast
%0 rubber, are several times those prevéﬂxng before the war. It may
be noted that Malaye's only other importsmt export, tin, also faces
deelining prices. Although Indomesia is less wnlnernble than Malsya,

st least to a moderate drop im rubber prices, the economie visbility

B :
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of that emerging s_ta’ce would certainly be jeopardised should the return
from z'u'b‘be:é, ite Seeomi mos® imporfaaﬁt axpord, be gre_a‘&w reduced.

Within the B’Ialsyé.n rabber industry the “"Zuropean® es%a%s are the
nost dependent vpon meintenance of present prices. They empioy lexrse
laboe forees whieh arg .wholly dependent 'upoz.a i;iﬁeir mgés.,

Mthough the Comunﬁsjte m Melaya }xave. to dete acquirsd ao mees -
following, attemﬁts to pre#enﬁj the depredations of Commnist-led bands
havé texed British cépaﬁiliﬁiess British pesources are scercely such

that they could provide sither creatly indressed securdty ferces or

af@quate ecomomic relief im the svent of widespread unemploymend.

To lesson the dépewienee of Malaya on the rubber induskry would
obviously elleviste the ma@ra‘biii‘i;gr of i%s pesition, 'bm: draetiec
change in the structure of ite ecomomy cam bo accomplisked only over 2

~matter of decades., In conixest, a depression in its now Desie rubber

industsy eculd occur over a ehort :égerio&;

1% is ovident, therefore, thats (1) the ccomomic and politiesl
stability of Malaye and, %o a2 aomewﬁat lesser extent, that of Indomesia
are dépanﬂent wpon the prosperity of the natural rubber indusitzy and
the fo:éeign e::ehaagev earaings from mmbber exportsy (2) a decline im the
price of rubber substantlally belew that now cbtaining will, other
things belng equal, agzravate instability ian both areas, with the degrse
of imstability dependent upon the magnitude of the decliae, |

A% esnmatea current cests of produeing na,i;ura’:l.' and synthetic

rubbers, matursl rubber canm, &b least for the present, compate

wde
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favorably on a prige basis with the gynthetic product. Prices recelved
by producerz are now at a level which should encoursge natural rubber
pfodue'biom The prineipal threasts 4o profitsble natural rubber pro-
| ﬂu’_ctiqn.are 1ikely %o éome from (1) the development of a greatly improved
gynthetie prodvct or (é,) further roduction in 'téie cost of producing the
aynthetic or (3) business recession in the prigeipal rubber markets or
{4¢) 1arge incresse in ocutput of naturnl rubber in Tndomesia. Increassd
competition from the m%heaic, howsver, 3s not likely %o be fel$ for

at least another yeere

e
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