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ivrE0-DR~\TIUM FOR: EXECJTIVE COMivliTfEE -- EPB 

SUBJECT: Fertilizer -- Status Report 

Attached lS a status report from the Interagency Fertilizer Task 
Forcq. 

TAB A (pages 1-3) 
Current fertilizer Situation 

TAB B (pages 4-7) 
U.S. Fertilizer Trade 

TAB C (page 8) 
Amr:10nia Plant Capacity 

T\13 D (page 9) 
Fertilizer Statistics 

J. DAl\'SOi'~ J\1!.:\.LT 
Chairman, Interagency 

Fertilizer Task Force 

Enclosure 





TAB A 

Current Fertilizer Situation 

The current fertilizer picture is dorr:inated by declining usage, rising 
inventories, and falling prices. 

For the 1974/75 yeaT, total consumption of fertilizeT materials dropped 
a tenth from 1973/74 and 2 peTcertt below 1972/73. Use of primaTy 
nutTients was dmv-n 9 percent from 1973/74; nitrogen constunption fell 
6 percent to 8.6 million tons; phosphate usage dropped 12 percent to 
4. S million tons; and potash was dm~11 13 percent to 4. 4 million tons. 
The widespread falloff in use was in Tesponse to high fertilizer prices 
coupled with planned cutbacks in application of phosphates and potash 
due to concern over buildup in soils. 

\Vith the reduction in consumption occurring in the face of ex--panding out­
put, inventoTies of nitrogen are TUnning at near record levels foT this 
time of year. As of August 1, inventories of nitrogen at producer levels 
totaled 1,480 million tons, nearly double a year earlier. Phosphate 
stocks on August 1 weTe 90 peTcent larger than a year ago. Inventory 
accumulation in piplines between producers and farmeTs Teflect similar 
incTeases. 

In response to the buildup in inventories, fertilizer prices have dropped 
sharply since last spring. The farm price of anhydrous ammonia in mid­
October was $219 peT ton, down 17 peTcent fTom mid-April and also slightly 
below levels of last fall. Prices for TSP averaged $179 per ton in mid­
October, dmm 16 percent fTom mid-April. Prices for most other materials 
show similar trends. 

hli th larger inventories of. anmonia and 500 thousand tons of added 
capacity, domestic supply (assuming operating rates of 90 percent) could 
exceed 11 million tons for 1975/76, a tenth larger than last season. The 
anticipated loss in production due to e:xrpected curtai1'1lents of natural 
gas is not e:xrpected to be sufficient to bring supply in balance \~·i th 
demand at current prices. However, gas curtailments could create 
substantial problems in particular regions due to difficulties in 
tTansportation. 

Present price levels are contributing to reduced fertilizer usage so far 
in 1975/76. DuTing July and August consumption was down 18 percent from 
the coTrcsponding period in 1974 and 29 percent below the same period 
in 1973. Dry weather in major winter wheat areas has also been a factor. 
With this resistance in the face of e:xrpanding supplies, some further 
price declines for nitrogen Md phosphate mateTials arc C)qx~ctecl, unless 
crop price expectation strengthens signific~ntly in coming months. 
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TAB A 
- 3 -

Fertilizer Swnmary, 

19 71/72 

Ni trogcn 
Domestic Supply 2/ 8,971 
Imports 843 
Exports 1,032 
Net Supply 8, 782 

Consw:1ption 3/ 8,022 
Unexplained Disappearance 760 

Phosphate (PzOs) 
Domestic surply 2/ 6,150 
Imports 326 
Exports 1,102 
Net Supply 5,374 

Consumption 3/ 4,684 
UneX_t) 1 a inc cl !JisappeJ.rance 510 

Potash 
Domestic Supply 2/ 2,432 
I:nports 3,088 
Exports 657 
Net Supply 4,863 

Consur:iption 3/ 4, 327 
Unexplained Disappearance 536 

1/ Pre lir:1ino.ry. 
2; Adjusted for Produce:r Inventory Change 

l '.:ited States 

1972/73 1973/74 1974/.'5 

9' 447 10,252 10,033 
882 1,068 1,198 

1,508 1' 270 1,119 
8,821 10,050 10' 112 

8,295 9,157 8,593 
526 893 1,519 

6,387 6,786 6,940 
312 314 275 

1,424 1,582 1,888 
~ "1"'7< 
::>,.::.1.:> 5,518 5,327 

5,085 5,099 4,494 
190 419 833 

2,680 2,605 2,304 
3,117 4' 212 3,9-+4 

(\'">/ 
Ji..- 947 s~~s 

4,875 5,870 5,400 

4,649 5,083 4,415 
226 787 985 

fj :-lJ.tc-::·ial :1rocluccd that is no.t <1ccoun::ed for as manufacture Inventories or 
recorded as consurr.ption by (SRS). 

• 

.. 
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TAB B 

U.S. Fertilizer Trade, Julcr-September 1975 

Trade in nitrogenous and phosphatic fertilizers for the first quarter 
of crop year 1976 shows substantial increases in both imports and exports 
of nitrogen and a major increase in phosphate fertilizer e:-,_'})orts over 
the sarne quarter of 1975 crop year. Imports of nitrogen for the July­
September 1975 period were 265,600 content tons, while the total for 
197 4 was 232,000 tons. E:-,_'})orts of nitrogen were about 319,000 tons for 
the first quarter of 1975 compared with 252,000 tons for this same period 
last year. 

Although fertilizer exports are substantially higher so far this crop year, 
the contracts for fertilizer exports indicate that there will be a decrease 
in nitrogen exports and that the total for the first half of the crop 
year may be less than a year ago. Phosphate fertilizer materials for the 
first' half will be about equal to the first half of last year, according 
to the contract information. 

For the first three months of the crop year, the U.S. has a net export 
surplus of about 55,000 content tons of nitrogen. More than half of the 
total nitrogen exports are in the form of the compound fertilizers 
diarrunonium or monoammonium phosphates. Exports of ammonium phosphates 
are 30 percent higher than the first quarter figure for last year. 

Production of anhydrous ammonia is running about 5.4 percent higher than 
last year for the first two months of the 1976 crop year, while production 
of phosphoric acid is down about 12 percent. Anhydrous ammonia production 
is running at high operating rates, while phosphoric acid production is 
dropping off due to the inventory levels aJ1d slow sales. 
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TAB C 

Ammonia Plant Capacity 

The capacity for anhydrous ammonia production has not changed since the 
last report. Hooker Chemical Company, a subsidiary of Occidental 
Petroleum has scheduled the beginning of production of a 300 ton per 
day ammonia plant at Taft, Louistana on Thursday, November 13. The feed­
stock is byproduct hydrocarbon from chlorine production. This is the only 
remaining major plant addition which is expected this crop year. The 
annual production capacity is rated at 100,000 tons. The other plant 
which was expected to add to production was Good Hope Industries in 
Corpus Christi, Texas. This plant will not be completed this year because 
of finm1cing problems faced by the present owners. 

The Columbia Nitrogen plant in Georgia has been cancelled clue to the 
decision of the Federal Power Commission judge not to allow new gas for 
a new plant. 

There have been no new announcements of new ammonia plants to be built. 
There are no cancellations of those plants already announced. 

Total ammonia capacity is currently estimated at 14.6 million tons. 
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TAB D 

Fertilizer Statistics 

The following findings have been identified by the subgroup on fertilizer 
statistics: 

(1) Inventory data are needed at retail a11d wholesale levels. 

(2) Data are needed on ammonia for industrial and feed grade 
purposes. 

(3) A detailed breakdown \<Jould be desirable on end uses of nitrogen. 

(4) Phosphoric acid data should be included in Census shipment 
statistics. 

(5) Retail prices paid by fanners for fertilizer should be mode 
available more than twice a year. 

(6) The series on monthly fertilizer conslll11ption statistics should be 
continuously broadened to include additional States. 

(7) U.S. trade data on fertilizer are in reasonably good shape 
and no major changes are needed. 

(S) The current fertilizer data and intelligence system needs 
to be carefully doclllllented and evaluated. 

Efforts are presently unden<Jay in documenting the present infonnation 
system. The objective of this exercise is to try to develop a more 
effective system of pulling together the output from all the various 
agenc1es. 
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ALAN GREENSPAN, CHAIRMAN 
PAUL W. MAcAVOY 
BURTON G. MALKIEL 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

November 17, 1975 

MEMORANDUM FOR: ECONOMIC POLICY BOARD 

FROM: Food Deputies Group~~/if.r+1 
SUBJECT: Grain Export Arrangement with Poland 

On September 29, Secretary of Agriculture Butz 
agreed with Polish Minister of Agriculture Barcikowski 
to exchange letters during the Secretary's visit to 
Poland in late November. The letters would (1) reaffirm 
the principles set forth in the U.S.-Polish Joint State­
ment of Development of Agricultural Trade of October 8, 
1974, (2) indicate Poland's intention to purchase 2.5 
million metric tons of grains in the United States 
annually for the next five years and (3) contain 
assurarices that the United States would endeavor to 
supply grains in these quantities. 

No agreement along the lines of the Soviet model 
was or is contemplated by USDA and, although the Poles 
were looking for the strongest possible assurances, they 
left Washington with an understanding that no quarantees 
of supplies could be given. 

The formal memo by which the assurances are given to 
the Poles by Secretary Butz will affect somewhat the 
strength of the assurances themselves. The possibilities 
for format are (1) a joint press release, (2) a joint 
communique or (3) an exchange of letters. State and 
USDA agree that a joint press release would be preferable. 
However, Minister Barcikowski made clear in September 
that he would not be satisfied with a press release. 
State and USDA agree that the Secretary should attempt 
to hold the exchange of assurances to a press release, 
but should not resist an exchange of letters unreasonably. 

Although the form has varied from country to country, 
the assurances to be given Poland during the Secretary's 
visit are the same as those which have already been given 
Japan, Iran, and Romania. They reiterate assurances 
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given Poland in the U.S.-Polish Joint Statement of 
October 8, 1974~ The Secretary plans to extend 
similar assurances to Israel (in the form of a joint 
press release) during his current trip. He may be 
pressed by Saudi Arabia for a similar understanding 
at some time in the near future. 

Since those understandings are increasing in number, 
it is important to specify what they imply. To date, 
these assurances are binding on neither party. Their 
purpose is to permit the supplier (the United States) 
to plan production on the basis of the best information 
available on demand. The buyer uses the information in 
the letter or press release to plan on his supply; to 
what extent "best endeavor" is conceived by him to imply 
priority rights to U.S. supplies in a poor crop year is 
unknown (certainly the letters to date have not 
specificially exempted the buyer from export controls). 

Conclusions: 

(1) There is no specific issue of content raised 
by the Pulish discussions to date. This is 
not a Soviet style agreement in which binding 
commitments to "take" and "supply" have been 
made between countries. 

(2) The non-binding assurances of availability 
in the proposed Polish letter are similar 
to ·those given Japan, Iran and Romania. 
There are other countries in line waiting 
for these assurances. 

(3) So far, the benefits and costs of the 
assurances seem to be small. 

Query: What is the sum total commitment from all 
of these letter or assurances, and how 
many more of them make up the appropriate 
number? 



THE WHITE HOUSE 

November 18, 1975 

FOR EPB EXECUTIVE C0Mt"1ITTEE illiftlBERS 

'The attached papers regarding the Economic Effects 

of Marketing Orders for Agricultural Production 

will also be discussed at the Wednesday, November 19 

EPB Executive Committee meeting. 



COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

ALAN GREENSPAN, CHAIRMAN 

WILLIAM J. FELLNER 
GARY L. SEEVERS 

November 10, 1975 

MEMORANDUM FOR: ECONOMIC POLICY BOARD 

FROM: 

SUBJECT: 

Paul W. MacAvoy e~ ~ ~ 
Policy for Reform of Marketing Orders 

The following is a series of reform proposals by staff 
in the Department of Justice responsible for analyzing 
marketing orders. These proposals have not been reviewed 
by the Food Deputies Group since they were received sub­
sequent to our last meeting. 

III. Possible Legislative Proposals for Comprehensive Reform 

A. Fruits, Vegetables and Other Commodities 

B. 

1. Eliminate the marketing order program entirely 
·because: 

a. It is wasteful as a device for increasing 
farm incomes. 

b. It has helped maintain the market conditions 
which initially necessitated the regulation. 

c. Cooperatives are now often big enough to 
bargain effectively for adequate farm prices. 

2. To support farm incomes, provide a lump sum 
subsidy to existing farmers. 

Milk 

Adopts the sante approach as for fruits, vegetables, 
etc., except provides for the marketing orders to 
be phased out over time. 



IV. Principal Proposals for Limited Administrative or 
Statutory Reform 

. . ~ -. . . 

A. Legal Constraints 

The Agricultural Marketing Agreement Act of 1937 seems 
to contemplate that any authorized provision necessary 
to achieve the parity price (for fruits, vegetables, 
etc.) or a specified percentage of the parity price 
(for milk) may be included in a marketing order by 
the Secretary of Agriculture. 

B. Possible Administrative Changes· 

1. Review all existing marketing orders for possible 
anticompetitive effects and remove provisions in 
such orders if within the Secretary of Agriculture's 
·d-iscretion as authorized by statute. The review 
could be conducted by Agriculture personnel. 
DOJ and the FTC could be members of an advisory 
committee to comment on the methods and results 
of the initial review . 

2. Appoint a mar.keting committee not controlled by 
producers for each order. 

3. Invite comment by FTC, DOJ or public on proposed 
orders and amendments to existing orders. 

4. Establish smaller marketing order areas for certain 
commodities. 

c. Major Items for Limited Legislative Reform 

1. Fruits, Vegetables, etc. 

.. 

a. Eliminate the parity price goal. Rather, 
the goal should be to avoid an unduly low 
price level. 

b. Require the Secretary of Agriculture to 
preserve and to protect the benefits of 
competition by establishing only such 
provisions in orders as are necessary to 
avoid an unduly low price level • 

c. Eliminate producer control over adoption, 
administration, amendment and termination 
of orders. 

d. Eliminate restraints on entry in producer 
allotment plans. 
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· 2. Milk. The suggestions regarding fruits and 
vegetables apply equally to milk marketing orders . 
The milk provisions might also be amended by: 

a. Lowering the differential in price between 
milk used for fluid purposes and milk used 
for other purposes to an economically 
justified level. 

b. Lowering the price of milk used for other 
than fluid purposes to account for the grea tt· 1· 

instability of production levels of proct~l]:;or 11 
of such milk not located in the northern 
production areas. 

V. Evaluation of Proposed Approaches to 
Marketing Order Reform 

The proposal for comprehensive· legislative reform 
clearly offers the best hope for large consumer savings . 

. However, vve defer to others on the political feasibility 
of enacting such l~gislation in the near future. 

Lacking intimate knowledge of the details of marketing 
orders and their practical effects, we are unable to provide 
any reasonably certain estimate as to the magnitude of 
consumer savings that might be achieved through the proposed 
administrative reforms. We suspect, however, that the savinqn 
could be of some consequence if Department of Agriculture 
personnel scrupulously reviewed existing marketing orders to 
eliminate anticompetitive provisions • 

.. 
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Milk lndu!>try Foundation ~» International Assn. of Ice Cream Mfrs. 

Suite 1105 
910 Seventeenth St., N.W., \Vashington, D. C. 20006 

November 7, 1975 

Mr. Kenneth E. Frick 
Administrator, Agricultural Stabilization & 

Conservation Service 
United Stat~s Department of Agriculture 
Room 206-W, Administration Building 
Washington, D.C. 29250 

Dear Mr. Frick: 

A.C_. 202 295-4250 

Robert H. North 
Executive Vice President 

We were mo.re than surprised to learn that the nonfat dry milk price was 
revised in the November CCC sales list. 

Earlier .this fall, you told us that the USDA's pol icy \·!as to apply a 15 
percent markup to the CCC purchase price of nonfat milk powder so as to 
provide an incentive for the industry to store adequate reserves. 

After learning that the CCC had ~bout 185 million pounds of nonfat dry 
milk povJder l'lhich VJas purchased at 56.6<: per pound, 1-1e called you bCJck and 
requested the r~lease of that powder at a 15 percent markup over the purchase 
price. Whereupon, you then told us that the CCC's pol icy was to apply a 
)5 perce~nt markup .t_o the current CCC eurchase price even though the produc.!, 
may have been purchased at a lower price. 
-- - =-

We objected to such a position suggesting that the 15 percent markup when 
appl led to the C!Ctual purchase price would result in a resale price of 65. 1<: 
which was even then above the commercial market price but wel I below the then 
CCC resell price of 69.75 cents per pound. You responded by telling us that 
there was to be no variance from the CCC's pol icy of selling surplus 
commodities back to the trade at 15 percent above the current CCC purchase 
price. Howev~r, the new resale price for nonfat dry milk is 17.3 percent 
above the current CCC purchase price. 

At a time when our nation's economic policies are directed toward restraining 
unnecessary price increases, it seems incredible that the Department of 
Agriculture would deliberately force the price of milk to unprecedented levels 
and far above those ,which would result from competitive market forces. Current 
prices to farmers will most assuredly result in increased production and 
decreased consumption, thus causing additional CCC purchases in early 1976. 
The Hlnnesota-Wlsconsin price for 3.5% milk was $8.60 for the month of October. 
This ls $1.78 or 26 percent above the October 1974 price. 
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J.be CCC pol i\:...'i.. of resell inn nonfat dry CJi lk at prices 15 percent above the 
current rurchnse price has resulted in rnark~t nfices bcinq over 10¢ per· 

"i2:QliDc[ _ _aboy:e d1!=: level vihich kiQ!dd have prevc::ilcd Q)"henli:;~. This r1eans that 
~n~k ~ices__,~~-h fluid ansi__~nufacturing rni lk, are about BO¢ 
~l!_@.~ght (6.8¢ per gallon) higher than would prevai I \vithout a CCC 
markup pol icy.--

Stated another way, your refusal to apply the 15 percent markup to the actual 
purchase price has resulted in an 8¢ increase in the market price of powder 
and probably accounts for about 60 to 65¢ of the increase in the Minnesota­
Wisconsin price. We urged you to establish a CCC resale price at about 65¢ 
per pound 0hcn the CCC purchase price was 60.6¢ and the market price was 
about 63¢ per pound. The market price is now equal to the CCC resale price 
announced in early October (71 .5¢ to 72.0¢ per pound) and will probably 
increase at· least in the eastern part of the U.S. to the new level announced 
last Friday." 

It was obviou_Lin Seeter:J.!:'§.t_t.hat tb~s:: bad been a major misjudgment in market 
~Jn.a:mLce.s.u..LtJ.ufl-in...__.a._.s.bnU£Joe of _lJ.Q.n fat ~ry rn i 1 k in the commercia 1 rna r ke t. 
There was no shortage in total production since U.S. govefnment stocks amounted 
to about 480 m i 11 ion pounds. In short, ~~l.L.£.9..!:!.:-:Jer had been so 1 d to tre 
CCC and not enough he 1 d _ _i_tL£..Qlillll.e.I:£..LJl_~hanoel s j:Q_jn~_et curccnt demand. S i nee 
~----.........-~--·-·--rmports l'lere restr~<L._..tbere was nn ...... a.Lte.r:.n_ative b•Jt to re.ptlrc:.base pmuJ~r 
Tr~ -· 
We contended then and actual experience has confirmed our judgment that users 
\vould purchase only minimal quantities at these unnecessarily high prices. 
Since repurchasing from the CCC was the only viable alternative, it was clear 
that USDA policies would force the entire nonfat dry milk market to the CCC 
resale price and furthermore that it tvould remain there until current 
production of powder was sufficient to meet current demand. It appears to us 
that this may happen some time in December or early January. 

In addition to the De o maintain the 15 percent marku on 
current put·chase prices, it decided to offer for resa eon y tat powder vthich 
\'las produced pr10r to September- 1 1 _!9711; in other I·Jords, that whicfi vias over 
a year old. 

All of this powder had been purchased at a CCC rurchase price of 56.6¢, Thus, 
the actual r.1arl~up v:as rni't"ially 23% instead of 15%. When the support price 
was raised rnoctOl)"erfSTJ"'j'·and the i:CSa"le prrceorpowder VIaS increased, the 
markup on this powder became 26% and now for that powder produced during the 
period of September 1 through December 31, 1974, the markup is 29%. 

This is one of the most un~ecessary inflationary policies one can imagine. 
These high povJder prices, in spite of a tremendously burdensome surplus of CCC 
stocks and very, very large world surpluses (the European Community has about 
2 bill ion pounds of surplus and world powder prices are about 20-25¢ per 
pound), are in addition to high butter prices and cheese prices. However, in 
the case of butter and cheese, the high prices are not caused by an overt and 
conscious pol icy of the USDA. They are reflecting market conditions. 
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We understand that CCC costs of purchasing and storing the powder now being 
offered fbr resale amount to about 1.17¢ per pound for the first month 
and about .53¢ per pound for each month thereafter. Thus, the cost of 
storage for one full year vJOuld be about 7¢ per pound. Vhen this cost is 
added to the 56.6¢ purchase price, it would suggest a resale price after one 
year of storage of about 63.3¢ per pound. We do not know the average age 
of CCC's powder inventories, but it appears that a 15% markup applied to the 
actual purchase price would have been a reasonable course of action. However, 
with this most recent action, the CCC is in fact applying a 29% markup over 
the actual purchase price . 

. We were particularly dismayed to learn of the most recent decision to increase 
the resa 1 e price of pov:dcr produced during the period of September 1, 197L1 
through December 31, 1974, since you had so emphatical)y told us that there 
was to be no deflection from the 15% markup pol icy when we discussed the 
iss~e with_you in September. Apparently, you are· now following a pol icy 
of never sell lng belovJ the 15% markup, but using a higher markup even above 
commercial market prices \•Jhen you wish to do so. 

In our earlier dis~ussions, you maintained that the industry-should have the 
right to know in 2dvance and rely on CCC resale policies. You cited this as 
the primary reason for not offering even "old powder'' at less than 15% of 
the curre~t purchase price. However, apparently, the pol ley works only one 
way. It doesn't apply when the effect is to force market prices up. 

He again request a rcvlevl of the CCC marku ol ic and v:ould urqe th.Jt it 
bema e to· apply tot purchase price of the pov1der held in stoc~. 

RHN:to 

Sincerely, 
~· ...... 

/ ~ , - ·'· ' ..... , 
Robert H. North 
Executive Vice President 

cc: Paul MacAvoy, Member, Council of Economic Advisers 
Michael Moskow, Director, Council on Wage & Price Stability 
Members 6f the Board of Directors and Officers, Commodity Credit 

Corporation 




