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MEMORANDUM FOR THE RECORD 

SUBJECT: Minutes of CIEP Executive Committee 
Meeting, April 12, 1974 in the Roosevelt Room 

ATTENDEES: List Attached 

The meeting, chaired by Secretary Shultz and attended by the persons 
listed at Annex A considered issues relating to international in-
vestment, foreign banking activities in the U.S. and assistance 
to he LDCs to meet the balance of payments problems created by 
rising import costs for oil and other commodities. The item 
relating to DISC which was on the agenda was not considered. 

1. International Investment 

Mr. Flanigan opened the discussion by referring to the paper which 
had been distributed and indicated that a similar paper had been 
prepared with respect to overall policy in connection with trade an~ 
monetary matters. He pointed out that those aspects of our effort t o 
reform the international economic system relating to investment were 
lagging. While there was work going on in the XCSS, he felt that the 
focus was not broad enough and that there was no broad U.S. policy 
to guide our overall actions. He pointed out that there was a 
possible hiatus in progress on international economic reform due 
to potential delays in the trade and monetary field and that it 
would be desirable to have investment as another area for continuing 
the discussion of an open world economy with our foreign partners . 

He proposed that we use the OECD ministerial meeting to give new 
impetus to investment work in the XCSS, which in his opinion, had 
slowed down. Mr. Flanigan felt that if the paper under consideration 
correctly stated the Administration position he would suggest that it 
should serve as the basis of the statement at the May ministerial 
meeting to stepup .the pace of investment activities in connection 
with reform of the international economic system which we had pro-
posed. He suggested that the meeting consider (1) the substance 
of the paper and (2) the desirability and content of a U.S. state-
ment at the OECD ministerial meeting. 

a. Substance 
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Mr. Burns asked whether the statement took account of Congressional con-
cern over investment in strategic industries. Mr. Flanigan pointed 
out that the Administration had testified before committees in both 
houses and pointed out that there was adequate protection available 
under existing laws. In addition, the policy statement recognizes 
certain critical sectors as appropriate exceptions to the overall policy. 
Mr. Flanigan indicated that Chairman Burns was right in referring to 
Congressional concern (especially in light of recent bills that have 
been introduced by Representative Roe) but that he felt that the only 
serious bills were those designed to get more information about foreign 
investment and not to restrict it. 

Mr. Burns asked if the CIEP had made a list of existing constraints on 
foreign investment. Mr. Flanigan indicated that such a list had been 
prepared and that it would be circulated to the Executive Committee 
members. 

Mr. Rush indicated that the statement was a good one but expressed concern 
that the U.S. was one of the major culprits when it came to government 
interference. He referred to the Jackson/Vanik amendment with respect to 
MFN, the extraterritorial problem with respect to application of the 
Trading with the Enemy Act in Argentina and antitrust problems similar to 
those faced by ICI whose sales office in New York gave the Justice Depam:-
ment jurisdiction to seek data with respect to its worldwide operations. 
He said in his opinion our antitrust laws are the most flagrant example 
of the extraterritorial application of laws in the investment field. 

Mr. Flanigan pointed out that while it was true that we sinned in the 
investment area most other nations (with the possible exception of the 
Federal Republic of Germany) were far worse sinners than the U.S. 
Chairman Shultz did note, however, that if we pushed the investment issue 
then we would be sure to get the areas where we were vulnerable raised by 
other nations. Mr. Flanigan noted that we must accept the fact that 
nations will be reluctant to accept the kind of policies we have outline d 
and that we may need to grandfather certain practices. What we are trying 
to do with the policy statement is to set forth a general framework and 
to begin work on removing the existing restrictions. 

Mr. Eberle endorsed the principle of the grandfathering concept of extra-
territorialling as expressed in Item III(2) and also endorsed the proposal 
in Item III(3) where we would seek to negotiate procedures for handling 
conflicts caused by extraterritorial application of laws. He also pointed 
out that Item 1(3) (a) dealing with investment incentives that distort 
trade patterns could create a problem for the U.S. with respect to state 
laws and that we might need to grandfather some of our state practices. 
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In addition, he raised the quest~on of whether it would be possible to 
totally eliminate or harmonize investment incentives, and suggested we 
revise our statement on the purpose of our work on incentives to bring 
it in line with what we are seeking in the OECD Trade Committee and GATT. 

Mr. Volcker felt that the major issues with respect to the investment 
statement were those of tactics and priorities. He felt that it was a good 
statement of our position and that he had no problem with it as such 
except to note that it would be extremely difficult to negotiate and 
that some of its provisions would hit the U.S. as well as other nations. 

After Messrs. Volcker, Rush and Tabor had agreed that the statement was 
a generally acceptable statement of our overall aims, Mr . Shultz suggested 
that the statement be reviewed in light of the previous discussion and that 
any specific comments be given promptly to Mr. Flanigan. 

b. Tactics 

The meeting then considered the question of tactics. Mr. Volcker expressed 
a strong view that it would not be useful to "throw a big stone" into the 
OECD Ministerial Meeting on the basis of the draft statement of policy. 
He believed that we should C'Ontinue to proceed in those areas where 
progress seems most feasible and that the best course of action would be 
to proceed in the same manner as we had over the past year. He felt th,c: t 
any new statement from such a sweeping document could raise questions a,tld 
could set the OECD work back by creating suspicions in the minds of other 
nations (e.g. that we were changing our mind by starting the investment 
exercise anew). In short , he felt that we should continue to push along 
in the XCSS and that no new initiative was required. 

Mr. Casey felt that there should be a new thrust at the ministerial meeting 
but that we would n0ed to be careful as to how we presented our position. 
He noted that there was not much enthusiasm in the OECD for the investment 
exercise and that it was only U.S. efforts which had kept it alive. Even 
now there were only two areas in which work is seriously proceeding--
national treatment and investment distortions -- and that all that was 
likely to result from the negotiations in these areas was some gene ral 
principle with respect to consultation. He felt that the U.S. should 
continue to push to get something more favorable and suggested that there 
may be some pressures to this end from Congress resulting from the UN 
effort (in this regard he cited his recent letter from Rep . Gonzales 
with respect to a new investment forum and greater involvement of the 
LDCs). In short, Mr. Casey felt that a worthwhile initiative could be 
taken by the U.S. at the ministerial meeting. 

Mr. Eberle supported Mr. Casey's view and indicated that we needed to move 
in a firm positive way in the OECD. If we didn't, OECD activities are apt 
to be concentrated on MNCs and results might be negative. He felt that 
we should take the initiative, that we could gain from such an initiative 
and that we would, at least, prevent any negative results. 

Crn>WIDEtffI.AL 
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Mr. Rush agreed with Mr. Volcker and indicated that it was his impression 
that a number of matters in the investment field were moving well in the 
OECD. If we came forth no·.v with broad proposals, we could be counter-
productive by upsetting existing work and perhaps accelerating work on 
the r-:Nc issue. While he felt it to be a good statement of our broad 
objectives, he felt that we should not toss out a big bomb at the 
ministerial meeting. 

Mr. Flanigan pointed out that there was apparently a different percep tion 
as to how investment matters were moving in the OECD as some felt that the 
investment exercise needed a major infusion to keep it moving. He poi nted 
out that he did not feel that a statement at this time would represen t 
a new initiative or any change in U.S. position. He pointe d out that 
we did not have to use this statement in its entirety but could refer to 
the work that was going on and then suggest areas for further work so 
that there would be no winding down of the current limited efforts in 
investment. Rather, we would at. tempt to broaden the OECD efforts with 
respect to investment to complement our reform movements in the trade and 
monetary field. 

Mr. Volcker agreed that there was no major progress in the investme nt field 
in the OECD and there were real pockets of oppos ition and restraint. 
However , he pointed out that the XCSS was set up largely to handle inve_~t-
ment matters and that it was in our interes t to keep the investment 
exercise moving. He had no great disagreement in seeing soDething done at 
the ministerial meeting but pointed out that if we tai._e a new hard ap:_Jroach 
we might force others to back off from their even limited cooperation . In 
short, he felt we should push only where progress seemed possible. 

Mr. Rush added that if we were making a new initiative we should consult 
with our partners before hand . 

Hr. Stein felt that this was not a major new initiative. In fact, it was 
a course of action which we had agreed upon two years ago and had dribbled 
along in a generally unproductive way since then. 

Mr. Shultz then summarized the discussion on investment as follows: 

1. There was general agreement on the policy paper which had 
been circulated but there were a few problems which had been 
raised which should be taken care of. Comments should be 
given to Hr . Flanigan and the CI EP staff, and the revised 
paper circulated for internal use as an internal policy 
guideline for administration officials; 
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2. There was general agreement that the U.S. should keep 
the investment issue alive in the OECD and use the 
ministerial meeting, to the extent possible, to do so. 
The best way to provide continued emphasis was 
essentially tactical but the general consensus of the 
meeting was that the U.S. should not come on strong with 
a major new initiative. He felt that a group was needed 
to consider what our tactics should be for the ministerial 
meeting and what docu.-nen t we would need to do this. He 
suggested that the State Department take the lead and 
chair a small working group with representatives of 
CIEP, Treasury and other interested agencies , to de cide 
on the best way to use the OECD, and in particular the 
ministerial meeting, to keep the investment issue moving. 

3~ It was agreed that we would need to co11sult with our major 
trading partners prior to the ministerial meeting. 
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2. International Capital Markets 

a. National Treatment for Foreign Banks 

Mr. Flanigan began the discussion by saying that this issue had been 
discussed before at the January CIEP Executive Committee Meeting, and 
that in principle the Council had agreed that principle of non-
discrimination should apply to foreign bank regulation in the United 
States. Because of disagreements among departments regarding the 
Federal Reserve's draft legislation designed to bring foreign bank 
regulation in line with the principle of national treatment, Mr. 
Flanigan felt that it was necessary to re-raise the issue before the 
Council. 

Governor Mitchell then reviewed the status of the Fed's proposal. He 
indicated that the objectives of the legislation were to bring foreign 
bank regulations in line with the principle of national treatment, to 
subject foreign banks to controls for monetary policy purposes, and to 
provide a Federal option for U.S. entry by foreign banks . During the 
past year, Governor Mitchell had extensive discussions with foreign 
central bankers, and generally the principle of nondiscrimination was 
acceptable. Further discussions with foreign central banks are being 
carried on. Foreign commercial banks are concerned about what the 
reserve requirements of the Federal Reserve will cost them, and are 
concerned about their existing activities in the U.S. Governor Mitchell 
indicated that required Fed membership for foreign banks was technically 
not national treatment, but since major U.S. competitors of foreign 
panks are members of the Fed, in practice, it is nondiscriminatory 
treatment. He also indicated that all foreign banks derive some type 
of grandfathering procedure for multi-state activities as well as for 
their non-banking activities in the underwriting and brokerage areas. 
Governor Mitchell felt that it was important to move ahead quickly 
with legislation because of the rapid expansion of foreign bank acti-
vities in the United States. Postponement of action will make grand-
fathering more difficult. Since grandfathering is a way of reducing 
the likelihood of foreign retaliation, it is better to take action now 
when it is easier to grandfather the existing activities than to wait 
until the level of foreign bank activity is even greater. If U.S. 
banks want to continue to expand abroad in the future, it is important 
to get this issue settled now in a satisfactory way. 

Governor Burns stated that if we wait, the problems will become more 
acute and we may get restrictive legislation in the future. He indicated 
that U.S. banks would prefer no action at the moment, because they 
fear retaliation. But if we proceed with generous grandfathering pro-
visions, the fear of foreign bank retaliation will decline. He indicated 
that he would be opposed to permanent grandfathering even for branching. 
Practically, he did not think that there was a great difference betw en 
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15 year grandfathering and permanent grandfathering since many of the 
activities that would be grandfathered will probably be allowed to all 
U.S. banks, foreign and domestic-owned banks , sometime within the next 
10 to 15 years. 

Mr. Rush indicated that the State Department was studying our treaties 
to determine if there would be major problems with various grandfathering 
procedures. So far, none appear to have emerged. 

Mr. Volcker indicated that there were contrasting views within the 
Treasury Department . For some, the present circumstances are not bad 
and put desirabl e pressure on the U.S. banking system, especially in 
the area of multi-state branching. Actions along the lines of the Fed 
bill would tend to freeze the U.S. banking system at its present form. 
Since there is no possibility that legislation could be passed this 
year, we should wait and see how things develop and possibly prepare 
legislation that would include changes in the U.S. banking system. He 
indicated that while grandfathering procedures may protect existing 
U.S. banks abroad, future American banking growth abroad may be subject 
to restrictions. 

Chairman Burns stated that he did not think the Fed proposals would 
freeze the U.S. banking system since the Fed proposal simply brought 
the regulation of foreign banks in line with the regulations of U.S. ,:: 
banks, but did not prevent overall changes in the U.S. banking system. 

Governor Mitchell indicated that if foreign countries did retaliate by 
restricting future American bank growth, we could vigorously protest 
such actions on the basis that such actions would be nondiscriminatory 
treatment. 

Mr. Volcker indicated that national treatment can be subject to many 
interpretations. For example, if we override the principle of state's 
rights, which is an important principle in our banking system, we could 
be accused of not applying national treatment. Mr. Volcker felt that 
it was not undesirable to have some fluidity in the system. In addition, 
he was concerned that the legislation proposed by the Fed might come out 
of Congress even more restrictive because it will serve as a vehicle 
for discriminatory amendments. 

Mr. Eberle felt that it was important to set a grandfathering date in 
some way as soon as possible. 

Chairman Burns stated that Mr. Volcker was right that there would be no 
legislation this year, but that there is a process - a period of educa-
tion - which will have to take place if concrete legislation is to be 
carried forward at some time. Proposing new legislation now would enable 
us to set a grandfathering date and would provide a specific concrete 
set of proposals for everyone to discuss. ---

-CONFIDENTIAL 
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Secretary Shultz concluded the discussion by stating that he thought it 
was the consensus of the group that it was important to propose a piece 
of legislation to Congress and establish a grandfathering date. In addi-
tion, he stated that it was important to proceed with consultations with 
foreign governments and foreign banks so that it will be made clear that 
our intention is to avoid discriminatory treatment . Continued Administra-
tion support for the Federal Reserve draft legislation would be contingent 
on that legislation remaining consistent with the principle of nondiscrim-
ination. 

b. The Foreign Window Proposal 

Chairman Burns stated that the Fed would have a paper on the foreign 
window proposal, but at the present time, thinking is running against 
the proposal. 

Governor Mitchell indicated that the basic problem is how to build a 
fence around the foreign window in order to protect domestic monetary 
policy. Establishing the foreign windows would create cha nnels for U.S. 
and domestic residents to avoid interest rates and reserve requir ement 
restrictions. The foreign window raises other questions, of a more 
technical nature: for example, how deposits held in the foreign 
windows should be melded into U.S. domestic money supply. The work 
within the Fed today indicates that there is a hazard that there woul4., 
be leakages from the foreign window or into the · u.s. domestic monetary 
market. In addition, Governor Mitchell indicated that U.S. banks have 
not been that receptive to the proposal since U.S. banks believe that it 
is necessary to maintain a full service capabi lity abroad in any case. 

Chairman Burns also stated that he saw no serious inter.est on the part 
of American banks in having this foreign window and the existence oF 

the foreign window would raise hazards for thE: credit and money policy. 
He indicated, however, that work within the Federal Reserve on the pro-
posal would continue and that in addition the Fed will consider an option 
which would allow a U.S. bank to accept foreign currency deposits. 

COl'WIDENTIAfr 
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3. U.S. Policy Towards Financial Procosals to Assist LDCs to meet 
oil and other ic9ort croblerns 

Hr. Volcker lead off the discussion on the Treasury Department paper 
by pointing out that the only agreement so far was the universal 
recognition of the problem and many suggestions for its solution. 
With respect to procedural aspects of the problem, he raised the question 
of whether the U.S. could contribute anything by suggesting a forum 
for discussion to sort out the various proposals . With respect to 
our substantive position, he said we needed to decide \•;hat contri-
bution the U.S. could nake and ~~at our overa ll attitude toward t he 
effort will be. He concluded by noting that if we had no U.S. position 
then Secretary Kissinger should finesse the question during his upcoming 
UN speech. 

Secretary Shultz indicated that we did have a position -- i.e. holding 
our level of support to the levels projected in the budget. He felt 
that we would be doing extremely well if we got the a mounts for aid 
that we had r eques t ed and that we could not make furthe r commitments 
because of the Congressio~al problem. 

Hr. Cooper pointed out tha.t it might be somewhat premature to discu ~s 
magnitudes of overall aid to the LDCs because of questions as to the 
magnitude of the i mpact of the oil price rise and also as to the 
precise timing of t h is impact. Mr . Flanigan noted that wha t was 
needed was care ful country studies to assess the size and timing of 
the impact. 

Hr. Volcker raised the question of whether the U.S. should accept a 
position of no additional aid . :-.1r. Eberle said in his opinion we 
should not lock the door on the possibility of additional aid but 
that we should not adopt a position that accepts the continuance of 
the current oil price. Hr. Flanigan noted that, on the basis of what 
was said so far, he would feel that it would be inap9rop riate to bring 
the issue forward in an international forum like the UN before we 
know our own position. 

Mr. Cooper indicated that informal discussions were now underway and 
oil producers ' indecision gave the U.S. some time to decide on its 
ultimate position. In his opinion what was needed was a better picture 
of the timing of the probl em . i·lr . Volcker expressed his uneasiness 
with respec t to this kind o f informal approa.ch and l·lr . Flanigan added 
that the U.S. would not exercise the appropriate leadership if it 
merely determined the parameters of the problem and waited for others 
to advance proposals or to take action. 

The committee agreed to Mr. Flanigan's proposal that a working group under 
Mr. Cooper's chairmanship should be convened to examine the extent of 
the problem and timing issues and suggest options for U.S. policy . .. 

.. 
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COUNCIL ON INTERNATIONAL ECONOMIC POLICY 
WASHINGTON, O,C, 20500 

U.S. POLICY ON NATIONAL AND INTERNATIONAL STOCKS 
OF AGRICULTURAL COMMODITIES (CIEPSM 30) AND FOOD AID (CIEPSM 31) 

I. INTRODUCTION 

The attached papers outline options for U.S. policy on national 
and international stocks of agricultural commodities (TABS A & B) and 
food aid (TABS C & D). This summary paper highlights the issues 
and the options and sets out the key considerations for these policy 
areas. 

A U.S. policy position is required for the upcoming delibera-
tions and negotiations in the World Food Conference, the FAO, and 
the MTN. 

II. SUMMARY OF THE PROBLEM, THE ISSUES, AND THE OPTIONS 

A. STOCKPILING 

l. The Problem 

World grain stocks have rapidly fallen to very low levels. If 
the world does not rebuild these stocks to adequate levels, future 
shortfalls in world grain production will result in unacceptable price 
rises in the U.S. and/or in an unacceptable degree of malnutrition and 
starvation in LDCs. 

2. The Issues 

The key issues in determining the U.S. policy position for 
stockpiling are: 

a. 

b. 

c. 

d. 

Will other countries in the world, especially the Central 
Plan countries and major developed country importers, 
hold more grain stocks than they have in the past? 

If other countries in the world will hold more grain stocks, 
What positive strategy can the U.S. Government pursue to 
to assure that they do hold more stocks? 

If other countries will not hold more stocks, or other 
countries will not increase their stocks enough, Will 
the Governments of the U.S. and other major grain ex-
porters hold the additional necessary amount of stocks? 

If the Governments of the U.S. and other major grain 
exporters will not hold these additional stocks, Will 
the U.S. allow the Central Plan and major develop~ 
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importers to have unlimited access to its markets during 
world grain shortages at the expense of the LDCs and U.S. 
consumers? 

e. If the U.S. will not allow unlimited access to its markets 
when world stocks are inadequate and world production 
shortfalls occur, How will the market access mechanism 
used affect U.S. consumers, commercial trading partners, 
and LDCs? 

3. The Options 

The options, as set out in the papers at TABS A and B, all lend 
themselves to a multilateral approach in which the U.S. would seek to 
have other nations carry more stocks, to further open their markets 
and to keep them open, to exchange information about production levels 
and import requirements, and to consult on production policies (other 
possible approaches are discussed in Part III). The options are: 

OPTION A: 

OPTION B: 

OPTION C: 

OPTION D: 

OPTION E: 

No U.S. Government held stocks (all stocks held by 
private traders and others); food reserves the 
responsibility of individual countries; open 
market purchase of food aid; present domestic 
farm program (price supports, loan rates, land set-
aside). 

U.S. Government accumulate stocks when required by 
domestic farm price program only for emergency food 
aid on a grant basis. 

U.S. Government accumulate stocks sufficient for 
general food aid needs, including concessional sales. 

U. S. Government accumulate non-designated stocks 
according to international guidelines (or, without 
such guidelines, on its own) for use in covering 
commercial and food aid requirements. Some portion 
of carrying costs would be recovered when the stocks 
were released. 

U.S. Government participation in an internationally 
controlled stockpile in which accumulation and 
maintenance of stocks would be jointly financed by 
exporters and importers. 
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B. FOOD AID 

1. The Problem 

Food aid has been used by the U.S. to attain a variety of 
objectives abroad, particularly: disaster relief, helping to fill 
balance of payment and budget gaps in security related situations, 
raising nutritional levels, promoting economic development, meeting 
broad political objectives, and developing new commercial markets. 
In the overall food shortage situation of the past 18 months, these 
objectives came into sharp conflict between themselves and with domestic 
food and agricultural objectives. Moreover, the U.S. suggestion 
of a World Food Conference to review the world food situation has 
focused attention on possible mechanisms, including food aid, for helping 
developing nations to meet their food needs. These factors, plus the 
growing importance of food in the changing foreign policy environment, 
necessitate an analysis of the effectiveness and desired role of food 
aid in comparison with other forms of aid in attaining U.S. objectives, 
both at home and aboard. 

2. The Issues 

The key issues in determining the U.S. policy position for food 
aid are: 

a. What objectives does the U.S. want to achieve with its 
rood a1a programl 

b. Will food aid be the major U.S. contribution to world 
food security, or wi I I it be a relatively minor part of 
a U.S. stocks policy and related policies designed to 
assure a high degree of domestic and world food security 
in a more open \vor l d economy? 

c. What degree of burden is the U.S. willing to bear to achieve 
its food aid objectives? 

d. Is the U.S. willing to guarantee stability of supply for 
food aid? 

e. What related financial aid is required to make food aid 
most effective? 

3. The Options 

The options, as set out in the food aid study at TABS C & D, are : 

OPTION I: Phase down ongoing food aid and provide food only 
in emergency and disaster situations. 

OPTION II: Provide food only for disaster relief, highest 
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priority security assistance requirements, and high 
nutritional impact activities. 

OPTION III. Continue the present multi-purpose program (disaster 
relief, security/short-term political, nutritional, 
and development assistance). 

OPTION IV. Provide food and dollar aid in a major long term 
effort to underwrite per capita consumption and pro-
duction levels in LDCs. 

III. DISCUSSION 

The major objective of U.S. policies for stocks and food aid 
is, in conjunction with the related policies of other nations, to 
provide an acceptable degree of domestic and world food security. 
The working definition for food security that was agreed to by most 
of the agencies involved in these studies is: 

"That condition in which food production and 
reserves are adequate to protect normal consumption 
requirements (measured either in terms of aggregate 
demand trends or in terms of per capita needs based 
on a moving average) against year-to-year variations in 
production within an acceptable range of price 
fluctuation. 11 

Major policies that contribute to domestic and world food 
security, as defined, include stockpiling of agricultural commo-
dities, food aid, and devices to allocate available supplies (e.g., 
export controls). Mechanisms that support these policies and the 
attainment of world food security include, on the supply side, 
agricultural and economic development assistance to less developed 
countries, more open world trade, consistent domestic agriculture 
programs, and on the demand side, expanded population control 
programs and, in developed countries, a reduction in protein consumption. 

The attached studies allude to some of these supporting 
mechanisms but for the most part, they deal with only two pieces of 
the policy matrix that helps provide world food security, namely 
stockpiling and food aid. 

There is a high degree of interaction between stockpiling, 
food aid, and financial aid oolicies. Food aid commitments can be 
made without the backup support of a stockpile, but after a certain 
food aid commitment level is reached, a stockpile, perhaps only of 
the size necessary to support the food aid commitment, is appro-
priate. Stockpiling levels can also be designed to primarily 
sustain living standards, or, they can be designed to sustain 
living standards and provide support for a specific level of food aid . 

Op] <_,. 
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In the long run, as is noted more fully later, there can 
be no world food security unless trends in production qrowth keep 
up with trends in population growth. Consequently, financial aid aimed 
at balancing food demand and supply in LDCs is a significant part 
of any policy mix for attaining domestic and world food security 
in a more open world market and thus, for enabling the U.S. to 
achieve its domestic and international objectives. 

A. FOOD SECURITY 

A high degree of U.S. domestic food security (minimal price 
fluctuation) during world grain production shortfalls depends on: 

1. The existence of an adequate level of grain stocks in 
the world, or 

2. The use of export controls 

Without one of these factors being present, U.S. food prices will 
rise to unacceptable levels durinq world grain production short-
falls. 

A high degree of world food security can only be assured by 
the existence of an adequate level of grain stocks in the world 
to buffer against world grain production shortfalls. However, a 
minimal deg ree of world food security (avoidance of large scale 

. starvation) could be attained without adequate world grain stoc ks 
if an appropriate level of food aid could be provided to those in need 
when world production shortfalls occur. 

In that the U.S. seeks a more open world economy in which 
market forces are allowed to operate more freely, an adequate 
degree of dome stic and world food security depends largely upon 
the existence of a satisfactory amount of grain stocks in the world 
at all times. Food aid programs serve as a supplement to the food 
security provided by this level of world grain stocks for those 
consumers with particular needs. 

An adequate world stockpile of grains can contribute 
to the at t ainment of numerous objectives. These include: 

• Providing food supply and price stability. 

Providing support for food aid programs 

• Protecting consumers, especially against upside price swings. 

Protecting meat producers aqainst upside price swings for grain . 
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• Protecting grain producers against wide price fluctuations, 
especially downside price swings. 

• Protecting consumption levels in LDCs. 

o Protecting commercial international trade levels and flows. 

o Providing a base to undertake and maintain trade initiatives 
with new trade partners (e.g., Central Plan countries for 
the U.S.). 

o Providing a means for export development. 

f Retaining open world markets and better access to supplies. 

However, even the past relatively high levels of grain stocks were shown 
to be inadequate to achieve these objectives, both for the U.S. and for 
other countries during the past two years. In 1972-73 world grain 
stocks were drawn down from 144 to 100 million MT. Except for the esti-
mated 25 million MT surplus accumulated by the USSR due to their record 
1973-74 grain crop (a surplus that cannot be counted on with certainty 
from year to year), stocks would have been drawn down even more in 
1973-74. In the major grain exporting countries, stocks were not only 
drawn down significantly in 1972-73 (43 million MT), but are likely to 
be drawn down by an additional 14 million MT during 1973-74. At the 
same time, the acreage reserve in the U.S. was being exhausted. The 
result was strong upward price pressures in the U.S. and elsewhere and 
food shortages in many parts of the world. 

It is questionable whether even these inadequate past world stock 
levels will be rebuilt unless government policies are deliberately 
designed to do so. If they are not rebuilt, not only will the above 
objectives be unattainable, but the next serious shortfall in wo rld grain 
production will have much more significant impacts on world food availa-
bilities and prices than were experienced in the past two years, not 
only because of the lower stock levels to begin with, but also be-
cause of increasing affluence and population growth . For example, a 
crop failure in the upcoming 1974/75 crop year that resulted in a stocks 
drawdown similar to that in 1972-73 would reduce 1975-76 beginning 
world grain stocks below 96 million MT (even when the questionable 
estimate of 25 million MT of stocks held in the USSR is included in 
total world grain stocks). 

Thus, for the U.S. to attain its own domestic and international 
objectives in this area, an adequate level of world stocks must be 
rebuilt. One way to accomplish this is for countries other than the 
U.S. to hold more stocks than they have in the past. However, the 
attached studies do not estimate the quantity of stocks that will be 
held by other countries and the U.S., the degree of price fluctuation 
that will result when world grain production falls short, nor the cost 
to the U.S.Government under each combination of options. Nevertheless, 
if U.S. stockpiling and food aid options are to be dependent 
on this approach, the extent to which other countries will carry 
additional stocks and contribute more food aid is critical because 
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it will determine the degree of U.S. domestic and world food security 
that will accr~e as a result of these U.S. policies. Furthermore, a 
pos itive U.S. strategy for assuring that other countries _will hold more 
stoc ks than they have in the past must be developed and implemented. 

In the recent past, the source of a large portion of year-to-year 
variations in the world grain production has been the Central Plan 
countries (the USSR, the PRC, and Eastern Europe). India had signifi-
cant production shortfalls in the mid-196Os, but then achieved some 
stability until the shortfalls of the last two years. (It should be 
noted that the U.S., which has experienced yield shortfalls for wheat 
as high as 6.2 percent due purely to weather, achieved nearly full 
production in the recent years when the largest shortfalls in production 
occurred abroad.) 

Thus, the Central Plan countries should be convinced to produce 
or buy adequate stockpiles of grain, or to tighten their belts sub-
stantially when they have crop shortfalls. If they cannot be convinced, 
a stockpiling and food aid mechanism must be designed to buffer the U.S. 
and other countries, including the LDCs, from the impact of crop short-
falls in these countries. If such a buffer is not created, the U.S. and 
other countries will be subject to substantial price increases from 
surges in import demand by these countries (unless export controls are 
used), and LDCs will be subject to food shortages (whether or not export 
controls are used). In such cases, a food aid program of some magnitude 
would be in order. However, it would be difficult to provide adequate 
level& of food aid in such circumstances, even if the U.S. and other 
developed countries guaranteed stability for their fooa aid programs . 

. B. THE ROLE OF GOVERNMENT 

The central issue here is the extent to which action by the 
U.S. Government is necessary to provide the desired degree of domestic 
and world food security. Thus, should the role of the U.S. Government be: 

1. To assure that the action of the U.S. Government does 
not unduly interfere with the operation of world market forces 
in determining production, stocks, resource allocation, and 
prices of food and feed grains, or 

2. To seek to assure by its stockpiling, food aid, 
and related policies that world food production plus reserves 
are adequate to protect normal consumption requirements 
against year-to-year variations in production within an 
acceptable range of price fluctuation. 

This issue is a particularly acute one if other countries cannot 
be convinced to hold that level of stocks which will enable the U.S. to 
attain its domestic and foreign objectives in this area. If other 
countries will not hold the necessary level of stocks , is the U.S. Govern-
ment, perhaps alonq with the governments of other major grain exporters, 
willing to hold the additional amount of stocks, including stocks 
required for food aid programs,necessary to assure an adequate degree 
of domestic and world food security in a more open world economy? 
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It should be noted here that even if it is decided that the role 
of the U.S. Government is to assure the desired degree of domestic and 
world food security, it does not follow that the U.S. Government will 
have to hold large stocks. If other countries can be convinced to 
increase the level of their stocks and their food aid commitments and 
they are assisted in doing so, the U.S. burden may be lightened. Under 
this approach, however, if there is a shortfall in the level of world 
stocks carried by other countries and private U.S. sources, the 
U.S. Government would carry enough reserves to bring total world stocks 
up to the desired level. 

C. DOMESTIC ASPECTS 

Congress and the American public do not want domestic and world 
food security to fall below some critical minimum level. Put another 
way, in considering different stockpiling and food aid polici es , the 
likely response of other countries to them and to strategies for 
implementing them, the Administration is also deciding what degree of 
world food security will reduce the risk of potentially unpalatable 
national choices during future world grain production shortfalls to an 
acceptable level. 

In that the Central Plan countries tend to account for much of 
the variation in world grain production, the level of world stocks held 
under each combination of stockpiling and food aid options will determine 
the degree to which grain production shortfalls in these countries will 
affect the U.S. economy . If U.S. policies are such that grain production 
shortfalls in these countries and subsequent large U.S. and world grain 
purchases by them result in significantly higher U.S. food prices and 
less than sufficient grain availabilities for the poorest nations, the 
reaction of Congress and the public to these pclicies is likely to be 
a strongly negative one. To the extent that this public reaction results 
in limiting the access of other countries to the U.S. grain market, the 
impact of an export control mechanism on U.S. consumers, new and traditional 
trading partners, and the LDCs would be a problem of significant magnitude, 
especially if world grain supplies were particularly short. 

These factors, in turn, need to be related to the costs of more 
U.S. Government intervention in the marketplace and of the U.S. Government 
holding larger stocks than would be held by U.S. private traders and 
others. That is, although the U.S. Government may add to U.S. and world 
price stability by its stocks policy (by acquiring stocks in times of 
surplus so as to hold prices up and releasing them during production 
shortfalls so as to hold prices down), there are other factors such as 
associated storage costs and the degree of compatibility between domestic 
farm policy and stockpiling and food aid policy that should be considered, 
too. 
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D. INTERNATIONAL ASPECTS 

The degree of world food security the U.S. chooses as its objective 
and the consequences flowing from the strategy and policies it selects 
to achieve it will influence world grain price stability, the impact of 
world product shortfalls on developed countries and especially on LDCs, 
and the extent to which nations will depend upon allocation mechanisms 
to control domestic and international movements of food in the future. 
To some extent these policies will also determine the flexibility that 
the U.S. will have in attaining the cooperation of many nations in meet-
ing other U.S. objectives. In addition, they will help determine the 
credibility of the U.S. as a dependable supplier of agricultural com-
modities as we seek more open trade. These policies will also influence 
our ability to negotiate effectively in the World Food Conference, the 
FAO, and the MTN. 

A final point as to the international implications of these two 
policy areas deserves mention. As indicated earlier, stockpiling and 
food aid are only two elements of the policy matrix that facilitates 
attaining a sufficient de gree of domestic and world food security. They 
speak to the short run; to assuring that year-to-year variations in food 
supplies do not result in unacceptable price rises in the U.S. and in 
undue hardship for other nations. 

In the intermediate and long run other elements of the policy matrix 
are critical. World population is expected to reach at least 10 billion 
near the end of the 21st century (the lowest U.N. projection). At best, 
food production in the lea st developed countries has barely kept up with 
population growth in the recent past, and there are cases in which it has 
not kept up. Moreover, rising affluence has grown to be a formidable 
competitor for available food supplies. Stockpiling and food aid are not 
designed to deal with this long term problem. However, the financial aid 
category included in the food aid options could be directed at slowin g 
population growth, increasing production, and at other needs in the LDCs. 
Such efforts would focus on this longer range problem. To this degree, 
the food aid options include the potential for a broader set of U.S. 
programs designed to more effectively contribute to the easing of the 
food problem in the LDCs over the longer run. 

E. INTERNATIONAL APPROACHES 

There are three basic approaches that the U.S. can take in dealing 
with these stockpiling and food aid issues. A unilateral approach could 
be used in which the U.S. would develop its own policy in these areas, 
leaving others to adapt to that policy in whatever manner they choose. 

Another approach would be for the U.S. to negotiate bilateral 
agreements on stockpile and food aid policies with other major grain 

1::· -
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exporters, leaving major importers and others to adapt in whatever way 
they choose. This approach was not considered in the stockpiling study 
because of the orientation of U.S. policy toward multilateral solutions 
and U.S. antipathy to producer cartels. However, failing to attain a 
multilateral solution, this approach may be desirable as a fallback 
position. 

The multilateral approach would be for the U.S. to negotiate 
stockpile and food aid policies with major grain exporters and importers 
and others. The options in the stockpiling paper, in varying degrees, 
lend themselves to a multilateral approach in that they are intended to 
include efforts to get other countries to carry more stocks and to con-
tribute more food aid to further open their markets and to keep them 
open, and features such as international exchanges of information, and 
consultative procedures for production policies. 

IV. CONCLUSION 

The attached studies include numerous combinations of stockpiling, 
food aid and financial aid options that can be adopted as the U.S. policy 
position. The basic combinations, which are presented in Figure l, each 
contribute to the attainment of such U.S. domes tic and international 
objectives as price stability, more open trade, and adequate food supplies 
for the poorest countries to a different degree . One of the comb inations 
of options needs to be selected as the U.S. policy position for the up-
coming deliberations and negotiations in the World Food Conference, the 
FAO, and the MTN. 

It should be noted that the degree of domestic and world food 
security resulting from this choice will depend on the extent to which 
other countries will increase their stockpiling and food aid burdens over 
oast levels. Thus, although there are risks in such an approach, the U.S. 
~an choose a policy position for the World Food Conference and other 
international forums that will put substantial pressure on other countries 
to share more of the total burden of stockpiling, food and financial aid. 
Then, if other countries do not assume an adequate portion of this burden, 
the U.S. could fall back on a different combination of options, perhaps 
in conjunction with a shift to a bilateral or unilateral approach achiev-
ing its objectives. 
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FIGURE l: Combinations of Stockpiling and Food Aid Options 

STOCKPILING OPTIONS 

Option A Opt ion B • Option C Option D 
No US Held US Held Stocks US Held Stocks US Held Stocks 
Stocks; Stocks for emergency for general for commercial 
held by Private food aid food aid and food aid 

Option E 
US Held Stocks 
under inter-
na ti ona l control 

Sources needs - ~--,-~-,-~-,-------~=-'::..::..::------+---------,----------,---'--'-'==-==------.---------FOOD AID OPTIONS 

Option 1 

Disaster relief only; 
increased dollar aid 

Option II 

Disaster relief, high 
priority security 
assistance, high 
nutritional impact; 
some dollar aid 

Option III 

Continue present multi-
purpose program; some 
dollar aid 

Option IV 

Food and dollar aid to 
upgrade per capita con-
sumption and production 
in LDCs 

Consequences and Degree of Contribution to the 

Attainment of U.S. Domestic and International 

Objectives of Each Combination of Options 
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U.S. POLICY ON NATIONAL AND INTE R.."JATIONAL 
STOCKS OF AGRICULTURAL COM.HODITIES 

A Summary of CIEP/SM 30 

The United States and the international community have 
economic, political, and humanitarian interests in world food 
security. World food security is define d as t hat condition 
in which world production plus reserves are adequate to 
prote ct normal cons ~~ption requirements (measured either in 
terms of aggregate demand trends or in terms of per capita 

]e 

needs based on a moving average) against year-to-year variations 
in production. This definition implies minimal price fluctuations. 

World food security, and how to provide for it, raises a 
. number of policy issues, not all of which can be answered in 

·_ a discussion o f stocks policy. For example, it must be 
recognized that over the long-run there will be no world food 
securi ty un less trends in production keep pace wi th trends in 
popu lation growth . World food security, therefore, has impli-
cations for domesti c farm policy and f or foreign assis tance 
progr ams which are not touched upon in this paper. This pa?e r 
also has not dealt with the problem of assuring appropriate 
distribution of avai lable world supplies -- a particul a r 
problem when supplies are short and govcrnme~ts ~ant to ensure 
that the food requirements of the most needy groups will 
continue to be me t. 

Thus r eserve stocks are only one aspect of world food 
security. They are suited to dealing with the problem o f 
aggregate year - to- year supply variations. Therefore, the 
basic issue that stocks policy must add r ess is how best to 
provide against ~he next bad crop year. 

This study includes a preliminary effort to quantify 
stock levels r equired to meet varying degrees of world 
food security. The selection of a US stock policy, and the 
accompanying degree of world food security which it implies, 
will be influenced by other U.S. policy objectives such as: 

1. Minimum government intervention in grain markets; 

2.· Increased U.S. foreign exchange earnings from 
agricultural exports; 

3. Avoidance of export controls; 

4. Avoidance of extreme price fluctuations for both 
consumers and producers; 
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5. Avoidance of excessive budgetary costs for the U.S.; 

6. Equitable sharing of the costs of world food reserves; 

7. Assuring a U.S. ability to respond to humanitarian 
needs and foreign policy requirements. 

One approach open to the US would be to return to the 
unilateral stocks poli c y of the 1950s and 1960s. This 
approach proved very costly and we have deliberately moved 
away from it. A second approach would be to negotiate bi-
lateral agreeffients ~ith other grain exporters to deve lop 
stock and export policies in concert. We did not examine 
this approach in detail because of our present policy orie ntation 
toward multilateralism ____ and our antipathy to producer 
car t els. 

Five options which would lend themselves in varying 
degrees to a multilateral approach were explored -- one 
involving no USG-held stocks, three requirin g USG stocks, 
and one calling for internationally-held stocks. 

Option A would make wor ld food reserves the primary 
respon s ibility of individual importing countri es , with a 
variety of techniques available to the U.S. to enable 
developing countri es to participate fully in the system . 
U.S. food aid co ITm1 i tmen ts would be met by open market purchases . 
Production would be controlled in the U.S. by acreage r e duction, 
either because of falling prices if surpluses built up, or by 
Government action to set aside farm land. 

Under Option B, the primary responsibility for food 
reserv es would still rest with i mporting countries but , 
the USG would hold stocks for emergency food aid to be 
provided on a grant basis only. These stocks would be 
acculul ated only as required by the domestic farm price 
p~ogran. Under Option C, USG stocks would be larger and 
would be available to meet general food aid needs, including 
on a concessional sale basis. Importing countries would 
still bear a substantial responsibility for holding their 
own reserve stocks. 

Option D provides for non-designated U.S. stocks which 
would oe bui lt up according to internationally-agreed guide-
lines for use in covering commercial shortfalls as well as 
food aid requirements. (Failing agreement on guidelines the 
USG could build up suchnon-designated stocks on its own.) 
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This option would provide for recovery of some portion of the 
carrying costs when the stocks were sold. 

Option E proposes an approach in which an international 
body would acquire and dispose of stocks on the basis of long-
range trends in . consumption and supply. Accumulation and 
maintenance of stocks would be jointly financed by exporters 
and importers. 

In discussing negotiating considerations, the paper 
points out that mos t importing countries would favor some form 
of international supply management approach to world food 
security, but that export ing countri es in the past have not. 
It also calls attention to the importance the U.S. has attached 
to negotiating market access along with supply access in the 
GATT. 

The paper further notes that the options are not mutually 
exclusive , and that several of them contain elements which could 
be combined in ways other than those suggested. 

The extent to which the objective of world food security 
would be met varies from one option to another: 

Option A -- Degree of world food reserves build-up 
cannot be predicted, since it depends entirely on 
decisions of importing countries; 

Option B -- Build-up of world food reserves to cove r 
emergency needs would be assured. Beyond this it d epends 
on decisions of importing countries; 

Option C -- Build-up of world food reserves to cover 
emergency needs plus U.S. share of other food aid needs 
would be assured. Beyond this it depends on decisions 
of importing countries; 

Option D -- Would probably assure the build-up of world 
food -reserves to cover a substantial portion of likely 
production shortfalls, based on historical trends; 

Option E -- Would probably assure build-up of world 
food reserves to cover a substantial portion of likely 
production shortfalls, based on historical trends. 

As for other U.S. policy objectives, in some cases there 
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is very little difference between the options. 
differences should be noted however . 

Some important 

Regarding the objective of minimizing government inter-
vention in grain markets , Option A would not involve USG 
intervention in grain markets , since there would be no 
acquisition or disposal of stocks . The other options 
would involve some degree of government intervention, 
the extent of which would vary depending on the size 
of the stockpile to be accumul~ted. 

Regarding the objective of avoiding extreme price 
fluctuations, Option A would provide no assurance that 
extreme price f luctuation would be avoided; Option B 
and C would help to moderate but would not eliminate 
price fluctuations ; Options D and E would tend to minimize 
price fluctuations . 

Regarding the object ive of responding to humanitarian 
needs and foreign policy requirements, under Option A 
only the most compelling needs would be l ikely to be 
met in periods of short supply and high prices; und e r 
Opt ions B, C, and D the re would be greater assurance 
o f U.S. ability to meet humanitarian needs and foreign 
policy requir ements ; under Option E, U.S. ability to 
respond to these needs would be determined by its 
international undertakings . 

•• Further technical work needs to be done before we can make 
an assessment of the effect of each of the options for certain 
o t'her U. S. policy objectives: how burden-sharing is to be 
implemented ; what the cost implications would be of various 
stocks policy options ; and the implications of non-cooperation 
by the USSR and the PRC , particularly for the use of export 
controls and licensing. 
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I. D'l'TRODUCTION 

There are a number of purposes for wh:i.ch a U.S. policy on national 

and international stocks may be needed . These include domestic farm 

program objectives, domestic consumer interests, food aid and huriianitarian 

oblieations , international economic considerations, :foreign policy goals , 

and perhaps others as well. This paper addresses itself primarily to 

t he objective of world food security, although other U.S. policy 

objectives are also taken into o.ccount . 

The United States and the :i.nternntional coramuni.ty have economic, 

poli t:Lcal and hur"ani tarian interests in world food security . World fo8d 

security is defin,2d as that condition in which ,,o:dd production :plus 

reserves are adequate to protect norc:s.l con::,lJ:r:jJit:i.on rc c:pirc;::ents 

of pe:::' 

"f~r·, "1,1.,: ,r. .t.....; ,,.._.,.,.. ,-. 
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in produetion. 

Reserve stocks are an :i.mporto.nt e.spect o:f yorld food securit,y. 

They are suited to de2,lins; vr.ith the problem of 2.2:grcgat-2 yeG.r-to-yea:r 

supply var:i.a tions . Tbe:cefo:i:e, the bas:i. c is s1.;_c that stocks policy r:mst 

address is how best to p:r·ovide against the next bad cro1) yc2tr. 

But world food security, and how to J):rovJ.de for it, raises a nu.:,;ber 

of other poliey issues, not all of vhich can be answered. in a discussion 

<::: . .Of U. S. stocks policy. 'fi1e follmrlng are some of the more irn:port,3.nt ,, . 
:.-~; r - ' .it:,'.related factors the world c:omrrnmity must ts.:::e into account ii' it i s 

\-/ 

to construct an effecti V8 system of minimum world food r.;ecuri ty for the 

future. 

Ch2.1!.0in0 Purposes of U .s. Stocl:;)ilj.nr,; Pol:i.cy :i.n Li r-~ht of World rood 

Demand 'rrend s 

'The U.S. approach to world. stockpil ing requirements ,:r:i.11 be different 

in the future from ,mc1t it has been in the past. Although the United States 



expects to continue as a major commercial exporter of \1heat and feedsrains , 

i t doe s not intend to accur.mlate again the enormous surpluses it hel d in 

other years. There are several reasons why th:i.s is s o . 

'Wor ld demand for grain continues to strengthen . Increased national 

i ncomes have placed new commercial demands on world r)roduction . Over the 

past several years until 1972) nations have 1)een able to move away f1•0:n their 

dependence on food aid as they gen:~rD,te foreign exch3.n0e to meet fooJ 

i mport req_uiremcnts--rcquircment.s st:i.mulated by r,e:esonal inco:11e growth in 

developing as well as in indust:r-j_alized countries . The increased persorw.l 

i ncomes have allowed more of the world 1 s peor>le to shi:f.t th2ir consu:.cntion 

away f'rom ccrct-~l grainr; and tow,.rcl animoJ.. proteins- -•beef, pork, 1ioul t:tj' , 

and. d2,i ry an,l poultry products. P:r-oduc'tion of rirotcinr. calls for ver;/ 

Growinc; ,,orlch.ri.c.le dcrn.2..ncl for grain hu.s > in turn, pro:.:pted a numbe:c of 

be.sic changes in do::;estic farr:i policy, m2.ny of the changes beine; in-

corpo:r.atcd in the Agricultural Act of 19'{0 . G:cowing world detr3,ncl for 

2 

grain is now making it poss:i.ble fo2: U.S . farme:cs to secure rr:o:ce of their incorne 

from the i:::trket place im-:,tead of throuc;h GovernJ:1en-t. pr:i.ce s,11;port procr2,ns . 

One consequence has been the release of Americ::,,n 2.5riculture from all 

procluct;ion restraints ) at least f'or the time be:i.ug. Another consequence, 

i n this t i me of high mQket prices, hai:: been to free the Govern,nent fro::1 the 

neccl to 2-cq_ui:ce o.nd hold lar0e co::::.nodity inventorler; , which are the :i.ncv:i.table 

"by--_prod.uct of support operations . These ne:w r cali t:Les are reflected in the 

Agricul ture and Consumer Protection Act o:f 1973 which moved even further to 



return decision-making back to the farmers nnd allov producers to obt2.in 

their incor:ie from the n:arkctplace . 

The huge stocks of other years have been marketed . And under the new 

laws, the U.S. Governrnent has other options available besides stock-rebuilding 

to meet domestic farm proc;ram objectives. From no·,r on, the principal concern 

of U.S. farm policy will be to adjust production patterns to meet anticipated 

U.S. and world needs. Rebuilding of l a r ge Government reserves as a con-

sequence of dome stic policy req_uirernents is neither desireu nor anticipated. 

'.I.'od.ay the United States believes that t he bu:cden o:2 c:::1.rr'"'J:Lng rcse1:-ves 

of whcn.t [~nd feec3gra:Lns rr.ust be sharecl mr..ong both in:21ortin_g and exporting 

.countries . 

to assure thcrnBelver; of :::i.dcqm':l::,e con;:::crcic:-.1 su:pyilicc sliould tci,}.:c cert.Edn 

essenti al steps either through scll'-ccncratcd or i ntc.rnation~,J.1-y •-a i dco. 

enter into multi-yce,r sup:::,ly com1nitr12nts, or any m:tx of such J):to;_;rarns clec;:cd 

• b est sui tec.1 to . their p-:-.rticu.12.1.' needs vh:i.ch _;ould constitute a n~t ion;::,l 

stocks pol:.i.cy prov:'Ld:i.ng the desircd level o:f nac :L on2.l food security. 

Insistence on burden shc.rinc; i:3 a natura2. policy obj ective fm: t::-tc 

U. S., given the re.:pj_d chc.nc,e s in the ch3..:ractcr of U.S. and world food 

supply e.nd demo.nu factors described above. For four cle ce,des, ,che United 
~•fO/i'b '-

States held r:ost of the r eserve wheat and feecl.g:c2,in su:9pl:i.es r eq_uired Q <..,. 
c;; 

for the world's food system . Sotck.holding ·was a function that senred 

other U.S. farm policy objectives. U.S. domestic price • sup:po:ct programs 

dating back to 1933 were desiGned principalJ.y to maintain farm ir:come 

while gua ranteeing adeg_uate fooc1 supplies to U.S. consumers. These price 

prograr.is stimuln.tcd production, vhich necessitated a dual reser.vc system--

commodity reserves acq_uired by the Co:nmodity Credit Corporation thrcucJ1 

;;:;:, 



its support operations, and the accumulation of excess production capacity 

in the form of acreage idled under "land bank" programs . 

As the size of grain reserve increased , it became apparent that U.S. 

agriculture 's productivity was growing so fast that the release of CCC-held 

stocks into the domestic market would rarely be necessary. The Congre ss , 

therefore, in an effort to reduce the cost of the grain storage program, 

approved legislation prov'iding for both e},,"})Ort promotion of U.S. farm 

products, and ex:po:rG subsidy paymc:-nts that would allow U.S. grains to 

compete in the lm1er-p:cicc world m:,,rket . 

Grain i .;:1:r;:iorters: looking at wor}.d production :rrosriccts, found that 

world :rrices reflected the ready n.vaila1Jil:L t.y of U.S. surplus2s plus the: 

idled but potential production capacity on U.S. fa:nns . Ti.mfl , in effect, 

U.S. dor·,2stic riolicies a:tr.iecl at p:c-otcct:Lnc,; :fai~iTl inco;::c also becc-.mc: in-

stru~r:-2n-ts for stat)ilizinc; wo:dcJ. 1·ood grices at :r.c.U.i'Gi vc:i.y :.t.ow :i.cvcJ.s and. 

for provic1inG a cushion ae;ainr, i:. g:rowin~ world deman.d. 

Foreign countries benefited fro:n U.S. ntoc1::p:Llir.0 policies. In the 

mid-SixtiE::s, the United States de1i1onstratcd tlv1t it 1~:Lchly dcs0n1ed its 

rer;tr\:.at,ion as a "reliable supplier" by meetins India's huce en,~:}.'Gency 

require;ncnts for grain. 'l111e United States passed an even rror-e sevc:r'c 

test in recent months by fillin[.!; sllo1yt,fe.lls in world gl'e.in production 

f2,r larger than those of the mid-Sixties. 

But there is no reason from now on vhy the United States and other 

grain-producing countries should carry comnercial rese:r.ves for all the 

world's potential paying customers . A better approach to wo:rld food. 

security vrill be one in ·uhich ir::portine; countries themselves t s,ke the 

necessary steps to assure that suppl:i.cs will be ad.equ.:1te in sbort crop 

;years. For LDCr., speciG.l assistance may be needeu. to cn8.blc them to do this. 

4 



Need for I1@roving Markctinc; anu Infom2-tion S::stcr:1s 

Any international consider8.tion of world food security requirements 

should focus as much on distribution and marketi ng problems as on the 

absolute q_uanti ties of stocks needed . In considcri:--·::; such problems, it 

should be recognized that the U.S. economic system is based on prices 

and that the delivery system we have dev2loped is uniquely adn.pted to 

fun ct.ion in this econo,nic environr.:ient . Our deli very system does not 

impede the price setting process --it reacts to it, and. does so with a hic;h 

degree of flexibility. Any imp:covemcnts in the international dist~cibution 

systc,n should therefore be clesi gned so us to erJ1ance rat,her them hamper 

the ability of our deli very system to perform ,,,ell unc1 CI' cons tantly 

chnn[;:i.ng rn2..rket condi t:i..ohs . 

FinaJ_ly, an effective world food sccur:i. ty systcrJ ,:-111 req.ui:cc a fu:Ll 

- ·" v.l. 
.-.."t.,.,-.---l- ------..~.-1-- ,, -.,.,,... .:i r1,-....,,,._,........,;! .. ...., ....... ,,.., ....... ,.....,,.., +r .. 
_.,_,,_,...,.,...,. ~_;..,.__!;-'j_.,. .. ._.) -...,,_.._.,..._ ._,. ,-.~•-,-.< .t :.;.. ,_;..,..._;__-._,\,..,. V;,,..; 

li z.in;:; mo.rl:et f'luctuo.tions are to be avc,j_dcd. IJo rnc,ttcr how sccm·e a 

stoc1~ cush5.on :i.s built up; the sudden entry or cxi t of one or two lo,r;_-;e 

national p:cocluction policy d.evclorment cmd le<'.d to ui1sett.lec'1. trc.1.d:i.11g 

conditionr_;. Only rm effectively ope:!:-D.ting i nforr,12.tj_on system can r)revent 

this pro1Jlem from develop in::;. 

Agreernent amons 11ations o:f tl1c ,,1orJ.cl along the li11cs in.cJ. ica,tcd £1.bo•re 

would irr.:ply a far-rc2.chinsi; extension of internation.o.l coopen.t:i.on . It 

would place additional, but shared 1·csponsibilitics, on grain e:;:port,in0 . 
and importing countries alike. It would req_uire procedures for consultation 

and jo:i.nt action considerably 1nore elaborate than those we now have. 
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Need for Price Res-ponsive Production Policies 

Any system, to operate properly , must ·be responsive to changes in 

supply/demand r e l ationships . The best indication of change is price 

fluctuation. Price fluctuations are t he most pror,Ti)t and r eliable i ndi -

cators of supply requirements. The existence of large surplus stocks can 

h ave a price dampening effect , with the consequence that price is no longer 

as r eliable an indicator of change as it would be without surplus . With 

the role of price mod.ere.ted, the production response is liltely to be 

slower and may not 2.djust to the extent 1'eq_uirecl. 

N2:tiorw.l product:i.on l)Olic;y reaction to chan0ing wr~rket condi tio~1s is 

then bc/,:,h more ti1:12ly rind bacc~d UI>On t:i."Ue r:arket and demand situations. 

The corner:,tone of fu~ure poliey, therefore, should be production 

adjust,1:,,:ntf, dicte;tsd by ant:Lci:;_mtecl ms.rket needs. J.:arkct nee:c1s can c.ncl 

1''\t:":10'"Y•1l"'\r 
~- - •·•-· •· V 

build up stocks . 

'.rhere is considerable cm:·:.~ent debc:.te over whether the role of 

goverJ-:r1eri-c, at lee.st of the U .s. Gove:rn.c.,err::., should be one of non-inter-

ferenc;c in the mGrket or one of supply management . The U.S. in p::irtj_-

cul2.r and so:1:2 other agriculturc.l e>::i)ortcrs to a l esser ex.tent hc..ve 

generally preferred to crr.phasize the role of the free ma:c-kct in dete1·:,1:J.nir.g 

h ow agricultural resources arc to be allocated . As efficient producers; 

they do th:i.s· J.arsely in thcj_r m-;n self'-interef:;t, although j_n ti1:1es of 

compcti ti ve prices, this has at times i n the past J)ut the U. S . in the . 
position of residual su:9plier. In times of scarcitj_es, cor.rpe t:L tion 

lessens and sor.ietirnes dis2.ppears , but efficient proo.ucers nevertheless 



benefit by higher rnarGins of profit a.nd --in cases such as the U.S. where 

production can be controlled --by increased s2,les measured on a q_uantity 

basis . This had l ed , in the case o:r the U.S., to a position which 

generally does not favor active intervention of the government in the 

market . 

Even for efficient producers, however, the picture is not entirely 

one-sided. An active 3ovcrnment role in agriculture- - including partici -

7 

p2.tion in an international world food. security agreement irc-rnlving rcs~rves- •• 

is fa.von,d by sor.1e p:coduccrs in order to r;uard. 0go.inst the dan::;er of 

unreasonably low prices to farmers in times of surpluses, and by soTr.e 

consu:rcrs in ord.er to o.w.r-d 2.gainst mu·casonabl.y high price s in ti1:;cs of 

scarcj_t::,r. These r;c,ver0J11e::1:i-t.s arc a...-,arc that ac;riculturc is oaly one n2-:~·t 

01' -enc entj_re economy rrna. t.ho.1:, uom2s-c.ic c011,;;u;::e rs 2.110. l)rcc..ucers 01 100 :1 

may put strong presfmrc on govcrnrccnts to take m20.sures to influence food 

prices through direct inter,rention on the r:n:eket. l\l<:Jc, to the extent. that 

fo,il a i d and disaster relief rec.'..uire an 2.cti ve cove:r-rJ.,,-ncnt role, there 

are pre ssu:rcs from e;:coups Doti vo.ted by humani tctdan con::;ide:co.tions to 

encou:co.ge coverrncent stocLpilir:g efforts ( althouc;h it. should be noted 

that depending upon the 2.r:;ounts involved, this could 1Je h&ndlcd by 

government purclwscs in the r.iarket rather thr'-11 government acq_uis:Ltion of 

reserves ). r'inally, there arc elements in many e:i-..-porting co'..lntries ,1ho 

favor governn:ent intervention bec2.use the sta-Dili ty whiGh they believe 

will accompany it ,-:ill better achieve the goals ag:ceed on by all --

increased eX})ortsJ farm i ncome and :\.nvcstmcnt . 



The need for price-responsive production policies would seem to point 

to a market-oriented stocks policy . If there is a felt need by countries 

to carry larcer stocks, this need will be reflected in market demand for 

corrrrnodi ties until such time as countries are satisf j_cd ,d th the level of 

their stocl:.s. Uno.er this ap1)roach, there would be no need to establish 

stock tare;ets independently of what the market shoPed the stock re q_uire-

ment to b e in any gi vcn year . Hor would the:cc be any need for the U.S. 

Governn:cnt to hold stocks at all, since users--1)oth dome stic and forcic;n--

8 

would build up and cc.rry stocks at ,,i1atsve:r l evel they determined neces_sary to 

secure the,:1selves nsa:J_ nst sl10r7, crop ;years . 

But a supply ,no.na,e;i,,me:nt ,J,pproach vould give tbe i:;ovc:rnnc:nt c:re2.ter 

control over ,;lw;c.ever stoe:lrn ,,c:ce bu:i.:U·, up, e.ncl couid t}:.cre:'.:o:re 1)e t:.r,co. 
temp on· ,'ily 

as a rnore ~ffccti \ re i nstru:nciTl~ for cttnl1:toi1ir ... .:~/·~!1e cl.o~:-10stic a11a. int~J.~112.tional 

.l V ~6 C . ..L0U 6.l J. 

o.pproo.ch ,:hich mj_c;J.1t ho..ve appesJ. if t!,.e coycrnr.1ent w:Lsbc:d. to u se st.c,cks 

:for forCi Gn pollcy :reasons . 

It is the conclusion of tl:is po.p0r that 1)oth c.pprDo.ches couJ d sc:nre 

the broad lJ'JXpose of world. food. secur:i.ty effectively) but that the b2.l£mce 

of merits and dcme:ri ts :i.n rel,xl:i.on to othe :c purpo3es of 2. U .s. stocks 1101:Lcy 

will di:f:fer) depend:i.ng on , ,i1ich is selected.. 

Public and Concrcssion:il J\i/cituc1es on S"'0oc.kp:L}_:i_nu; 

As the tight supply si tua.tion in fo od beG;an to become evident 

late 1972, supporters of stockJJiline; bescm i ncreasi 11g ) Jlarticul2-:rly tho::;e 

who favored action on the inte rin tional side o Thus Lester Brown and 

others predicting serj_ous food shortages during the coming dec2.dc ure;ed 

and continue to urge the creation of a World Food Bank . Senator Hwnpl:.rey 



(on behalf of himself and eight other Senators) has also re-introduced 

l egislation in the current session of Congress which would require the 

CCC to establish a domestic reserve of major food- and feed.grains . 

As long as domestic grain and soybea.n prices r emain high , hm1cver, 

there will continue to be subst3.ntial opposition from most domestic farm 

groups to the establishment of a domestic stockpile; their reasoning is 

that such a policy of accumulating U. S . Govcrr.JDent stocks would have a 

depres sinQ; effect on prices received by farmers . Hm1ever, these same 

interests would probably favor :ceservcs accunm.J.ation if curpluscs built 

up and prices fell . 

A current r eadiilg of the prospe:c:ts for :pa.ssa6c by the Con;;r'?.sf.:: of 

at this tirn," . Most of the rne1::bc::.·s o:f the Scmirt,c Ar:;riculture Co:-:1:ni ttee 2.1·2 

Hcuse es a whole sec-ms not to ho:ve chanc;cd sucst2,ntir.J ly since l o.st yeo.r 

,-:hen Hu,'lphrey ' s pr-oposrd •.ms dei'en.tecl on the floor by a vote on the 
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proportion of 3 to 1. 

Some o:pposi tion to the Eurn_;_:,hrey proposal cor;1es fron U.S . U J 
' '" consu .. 1er -· 

rep re s-cntn.ti ve s who are concerned that build.i!lZ of stock.9ile s mi[;ht force 

food prices even furthe r Uj)-.~ard. in the short terr:1. Ikwever) other consuw~r 

groups, and certaj_n urb2-n congressmen 2.ttuned to them, nevertheless have 

favored the establishment of a stockpiling :policy including the graclual 

accurm.1le:Gion of reserves to be used J.2.ter in times of short::.:.ges to keep pn.ces 

from increasins too rapiclly . There arc also members of the Congress and. 

public opinion groups ,,.fnich have traditionally favored. intenmtiorn1l prograr.:: s 

by the U.S . for humanitarian purposes, and many of these are on record as 

--- fnvori n~ U. S. contributions to an intern2.tional food aid resei'Ve . 



Since the prospects for action by the Concrcss on stockpilinc legis-

lation are small, the Administration probably can chart its m-m course 

on the issue of U .s. stocl;;piling, despite the rai::::ed public reaction. 

World stockpiling rcquircn8nts ere determined bi t·,,o factors 

(1) variations in pro:luctio;.1 and 

(2) t!:e extent to vhich thcr.c va riation::: are covered by i!i1ports. 

l~cf..i.:ct i on 

Table 1--Sovict erain production 

Year 

1960------: 
1961-------: 
1962-------···: 
1963------ : 
19 6!;..;. __ :_ __ : 

1965------: 
1966------: 
1967------: 
1968------: 
1969------ : 

1970------: 
1971------: 
1972-----: 

Ac tu2.l 
pro(! uc ti.on 

Tr end 
1960-197 2 

De ·;iation 
f r c:2. t-rcnd 

Million D~tric tons 

125.5 120.3 + 4. 7 
130.8 1_25. 8 + 5.0 
140.2 130.9 + 9.3 
107·. 5 135. 9 -28. L, 
152.1 140.9 +11.2 

121.1 lli6.0 -~4. 9 
171.2 151.1 +20.1 
147.9 156.l - 8.2 
169.5 161. 2 + 8.3 
162.4 166.3 - 3.9 

186.8 171. 3 +15.5 
181. 2 176.4 + 4.S 
168.0 181.11 -13.4 

lO 
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India in the mid-Sixties also experienced a severe shortfall in 

production, although it subsequently achieved some stability until 

the 1972 shortfall in production . 

North America has experienced rather dramatic fluctuations in 

t otal production. Part of the variation is due to weather , however, 

i t is mainly a result of governmental planning, particularly 

production adjustme nts to meet developments in export markets. 

13 

An analysis of the variation in wheat yields in the U.S. since 1950 

indicates a maximum yield shortfall of 6 . 2 percent from trend attributable 

purely to ~cathcr. 

In some instances t he shortfal ls in other countr ies have coincided 

with shortfalls in th12 U. S. But in 1963, 1965, and 1972 the y2a1.·E.; of 

the l ar~cst shortf2lls abroad, the U.S. hrd nearly full production. 

An examination of wor l d import dernand by rq_i;ions rcvNt ls th.:- t 

·, about . one -third of Horld import demand for wheat is accot.mted for by 

Wester n Europe and Japan and about one-half by the less develcp 2d 

countries. U.S. production has in the past met its sh2re of these 

requirei:":cnts ~-Jith [c,i proh1erns. However, ,..:hen the sporadic needs of the 

Central Plan countries are aggregated into total worl~ demand, supply 

shortfalls have occured . Therefore, in terms of world stockpiling require-

ments , three categories of demand must be accounted for: 

(a ) Regulm· or comrr.e rcial purchases by developed countries 

(b) Regular or comn1ercial purchases and ernerecncy relief for less 

developed countries, and 

(c ) Occasional corr,rne rcial purchases by centrally planned countries. 

OP.b~ <.,.. 
,:;:> 



------ -

The regular commercial customers of the U.S. -- essentially the 

developed world -- do not vary greatly in the year-to-year import 

demands upon the United States . Their imports of U. S. wheat shows 

an abs ence of fluctuations and a slow but steady growth in demand . 

The less developed countries, South Asia excluded , have 

exhibited a more rapid grovJth trend in import demand, primar i.ly 

because of the highe r income elasticity of demand but also a 

noticeable fluctuation in demand around the long te rm . 

In contrast to the other LDC's as a group , South Asia has 

exhibited little or no trend 2;routh in de1,1and despite the larg~ 

imports in 1965-68 resulting from extensive and prolonged droughts 

and the subsequent reduction in imports because of the Green 

Revolution. Like South Asia, the I\:opJ.c's Ecpt1hlic of Chir::: ,.:nd 

definite year-to-year fluctuations in import dcmsnd . As for the USSR> 

its iL1port demand consist,: prL:1arily of l arg:-= fluctu.::ttions in imports 

in 1 961, , 1ciG6, and 1973, yenrs of crop shortfalls. 

The regions contributing most of the 1%3-197{, irouth in world vheat 

i mpor t s ~ere the developed countries (36 percent) and the less cicvelo?e d 

countri es (64 percent). On the other hand~ the Central Plen countries 

contrihuted practically nothing to the trend crowth. The question .?,rises 

about their contribution to the fluctuations in import demand. 

Preliminary analysis indicates that over 90 percent of the deviation 

from trend in world import demand for wheat since fiscal year 1963 csn 

be attributed to the changing imports of the Sovie t Union, Eastern Europe, 

and the People's Republic of China. (Figure 2 shm,s how production 

shortfalls are translated into the world ~heat market) . 
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The impact of this fluctuating i mp ort demand upon wheat exports of 

world exporters, especially the U.S. and Canada>has accounted for a 
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major proportion of the fluctuations in world wheat exports since FY-1963 , 

prirn:irily because the y carried over large grain stocks. These fluctuations 

in exports we re directly related to the fluctuations in import demand 

that re sulted from shortfalls in grain production in the Soviet Union, 

East Europe, People ' s Republic of China, and India . 

The Cent ,~al Plan coun.tries ,,,ere responsible for 93 percent of the 

deviation about the t rend of world wheat im?orts between 1963-1974. 

The USSR alone vJ.'.'is respons ible fa:: 80 percent of the fluctuntion in world 

wheat irn;::>orts durir.g tr,:., ,,e riocl . It ls cJ.Ntr frcm this 11naJ.ysis that 

the worJ.d IT'.2rket for d 1c2.t would be a rather st.'.',ble c:.r,d slm.,ly g:-o,:ing 

one if the i?:T,port deinu.nd of the Cer:t:r" 1 Plan coun.U:ics \JC:,:c e;-:c luJ :::,l . 

.. -, • • , - '1 - 1 • 1 • _ _ 1 .., .~ T "I_ ~-
.t Li~ 4\,, .i._L,v .... 1o.J. ,.A, i1,~ '-..,l,,~ t•'-">-•l.'- '-• ...:.~ ~1''v 4 ._~_. V .... f•'-~~ ._ 

Europe , East Euro?2, ussn., A:rgcntin&, s.ncl Au;;tralia hawc tcr:dcd u;;,)c.:cds 

iu respons2 to this steadily incrensing c:enand . Ho,1ever, tl-.0 Unitl'C: 

States o.r.cl Canad2 account for r:iost of: the fluctu<'ltio,1 in ,1orlcl v.beat 

exports since 1963, prirr.o.r ily because of their reserve gr.:::i.n stocl~s, 

The fluctuation in U. S. exports accounts for 83 percent of the 

fluctuc.tion in world c~ports . Can2da and the U.S. together accourtcd 

for 92 percent. These fluctuations in exports were directly related to 

the f l uctm:tions in import demand that g1·ew out of c rop shortfalls i.n 

USSR, China, Eas t Europe, and South Asia. In other w,ords, the U. S. 

and Canada have supplied lar8ely from their reserve stocks , most of the 

increased requirements resulting from crop shortfal l s in these areas. 

These analyses sur;gest that th:: m.::ijor factors affectin6 the price 

• of ,,ihea t have been: (1) the level of stocks in the U.S. c:nd Can3.da and 



(2) fluctuation of supplies and consequently of import demand in the 

rest of the world, especially the Central Plan countries. 

In su!TIITlary, these data suggest both a trend growth in ,wrld import 
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demand for wheat, attributable to income grm.;ith, and a large fluctuation 

in i mpcrt demand, attributable to fluctuations in supply , i.e. a large 

res idual demand component centered especially in the Central Plan or 

Cornrnunist countries. 

Stock l.0.w~ ls 

He hnve .::ttcrni_)teci to .::scertaL1 how much of the 11,:orld" (excluding 

the U.:,.) and the U.S . net shortfnlls in g,rai.n production. could be. rn~t 

by various levels of grain reserve stocks. A shortfall is defined as 

for lhe 19.'>0·<S'.) ped_cd . Ve cJ.:;::;u.,:e that world devi::t,:i uns on the plt,s 

, ,,,,...r,,,..\ f.-,,, ..., TT , -.. -1 -·•._ .r.--, "t 
.._, .... •• \..l - - - - - ;.,. - '- • •.J " .._, • • ...,; ..._ ._ ..o. • ..., ..,_ ..._ 

nor s ton,cl ,snd carried over. The dC!vi.::: tions in t otn l gro.j_n procluct ior1 

fro:11 t rend in rii.111.oc 1rr~tric t.or~.s , ,ere ~s follo;,;:s: 

Ye:i.:t: i·:c::J.c'\. U.f.l. Y, ,.r, •,• 
\,.,, ·-~~- FCJ·,.J.i'\ l!r- ;)~ . ._,., __ --·---

1950 - r( .~. 8.2 1960 2.2 16.6 
1951 - 2.6 4 .. o 1961 -lLl - 7.0 
1952 l'{ .2 6.2 l ()f:J) 

,,,,1 \,,J;_ - 1.3 -10.5 
1953 10.9 - 3,7 1963 -21.0 .. 2.2 
1951+ - 8,6 - 7.0 190~ 2.7 -20.2 

1955 1.0 - 6.3 1965 -30.8 - 2.0 
1956 JJ.. 5 -10.2 1966 6.9 - 5~9 
195·r - 8.9 - 2e7 196'( 6.o 12.7 
19:53 9.8 16.8 196.S 7 .1+ 4.1 Ii I) 
1959 .5 8.,4 ·, 1969 6.5 . l.9 <..,.. 

,:;) 
:,g . ' 



In 7 of the 20 years , total grain production was below trend in 

both the world (excluding the U.S.) and the U.S. In 6 years, grain 

production was above trend in both the world and the U.S. In 5 years, 

production was above trend in the world, but below trend in the U.S. 

The sum of the negative deviations in the above data are 179cli· 

million tons, of which 97.7 million are world , and 81.7 million are U.S., 

the latter due chiefly to adjustments in production. 

A world grain reserve equivalent to 8 percent of U.S. grain production 

would have met 16.2.5 million tons of the total 179.<'f million ton shortfall 

over the period. The shortf-211 tonnar;e not rret \•JouJ.d have been in the 

years 1957, 19G3, 1964, and 1975. A world grain r~scrve equivalent to 

10 percent of U.S. r;r,::iin production , ,ould lio.ve met 162.tl- millio.:1. tons 

of the 179 . L~ mill ion ton sho,:tfall. A ,rn:rld gn1in reserve cqui v::, lr•;,t 

.. ~--1 ., \. .. "' ..... ,..., .............. ,_ 1 ,,, /, '"""'.; 1 1.: ,. ... ...._ +--- "'""',... 
\ ...... -- -~ 

of the 179.4 milli.0,1 to,1 shortfall. The sliot·tfall tom1a 6e not folly Eet 

would have occurred in 1963 and 1965. 

A world grai.n n~serve cqt: . .:11 to c::bout 15 percent procluction of U.S. 

grain \·iOuJ.d hn\'C rr.et most, b1:t not all o:C the production shortf,1l]s over 

the period. Based on the 1973/74 marketing year, such a fo:nr,ula ,,rnuld 

call for a reserve of about 300 million bu,;hels of ,,heat and nenrly 1,200 

million bushels of feeclgrains. 

Reser\'es of: this size compare ·with U.S. carry-in stocks (Govern1:1e nt-

o,mec.1 inventories plus " free" stocks) on June 30, 197~ of 863 raillion 

bushels of wheat and 1, 984 million bushels of foedgrains . Hovcver, 

average "free 11 stock carry-out in the U.S. for the five-yec:i.r period frorn 

1967-68 through 1971-72 totaled only 175 million bushels of wheat aGd 

• 719 million bushels of feedcrnins, If the U.S. were to hold all cf the 



world's reserve requirements at a 15% target level an addition~ 125 

million bushels of wheat and 481 million bushels of feedgrains on 

average would have to be carried. At 1973 values, CCC interest costs, 

storage, and other charges--not including acquisition--woul<l be about 

$223 million annually. 

It would have required a world grain reserve equivalent to about 

17 percent of U.S. grain production to have met the total shortfall 

of 32.8 million tons in 1965. In other words, the reserve would have 

had to be nearly 50 percent larger than the 12 percent level and at 

a consi<lerable increase in cost to meet the contingency of the one 

most extr~mc year in 20. 

A reserv2 stock level sufficient; to meet (say) three-fourths of the 
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shortfalls in production. At SL!Ch tim2s, sorn'.3 gre in us c:~ s vould have 

to g~t .:ilong ;.;ith norne,,;hat less grain than they would like to have . 

Neverll,eless, the reserve stock would reduce the severity of the re-

ducti.on in supplies c!nd soften the rise in nwrl-:ct prices. 

Expressr.:d in tenns of h:i.stor:Lcal glob.'.'11 import demc1ncl for ,-1he2..t, th-2 

maxh,um v:irintion in a given year has been 15 million ~etric tons. A 

sto(;h leve l equivalent to this variat ion would irnve been sufficient to 

meet 100 percent of above trend dem~nd resulting from production short-

falls. 

On a regional basis, the maxinum variation in any given yea1· has been. 

2 million metric tons in t he developed countries, 9 million metric tons 

in the less developed countries, nnd 15 million metric tons in the central 

' plan countries. 



Aggrcr;ating the regional totals gives a f i gure in excess of the 

historical global i li1})ort dem3.nd maxi rrr<1m, since the shortfalls have not 

occurred at the same time or to the same extent around the ,,,orld. 

Therefore, a global stock level of 26 million metric tons, equivalent 

to the sum of the r egional above trend variations , would not 1::,e needed 

unless each region ,-,ere to attempt to cover the entirety of its mm 

potential shortfall. Assuming ( a ) th2.t all re0ions ,1ere participating 

fully i n an i nternat:Lonal stoc:'1):Ll:i.nc; program, (b ) t hat e2,ch reg:i.on bore 

a responsj_bility proport:i-on2,te to its pro'Jable co.11 on totoJ. r eserves 

over time , _and ( c) th3,t all r cceJ:ves wherever held were fully av2.:Ll2.ble 

to whc.'e,ever r cc;:Lon 1-:a.s exper:LC)1CJ.ng c..bove t:2:cni dcr:iDnd in a gi vcn yccr<.r, 

the sto-:::L b'..l.nlen by r esior~ ,.,mllcl be 1 . :Ll! l'ti.J.l.ion r!.!etric tons for the 

developed countrici", '.; .1 r:iillion metric to'.1C. i'or the l ess cle:veloIJ(:d 

countrie:::;, a.nu 2_:_(2_ nillicm metric t:m,; for the ccnt.raJ. plan coDni~ries . 
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Recoc;niz,ing that unc.ler such a system the cost of l::,urclen shnr:Lr:i.~~ for 

total oi' r eserves to be Cc:.:cricd by the LDCs would be J.a:ce;cr i f eE,ch 

country ccNercd i t,s own veo.·~.her risks i n cn.tirety th::m if the exporters 

covered the risks of the LDCs as a group ) some adjust-:;:c:nt mechanism 

would. have to b2 devclopcc1. V2.rious possibilities 2.ddrcs2ecl to the 

i ssue of stock carryint:; r:1ech::mismr_; 2.re outlinecl in t he options which 

follow. 
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III STOCKPILiliG OPTIOI-TS 

Two basic consider3.tions for a U.S. approach to ,,~orld food security 

are whether that approach should be unilateral, bile.teral, or multilateral, 

and. ,.,hcther or not the c._p:proach should involve U.S. Government stocks. 

Stocks may or may not be a fe2,ture depending upon the objectives and 

continscncies to be insured against, the extent to which variation in 

demand can be met by :producti011 adjustrneats and the marmer in which each 

of the three regione,l dcn;o.nd c2.ter;ories is to be ho.ndlccl. 

Unil2..t,:,ral. Stocks Policy 

A unilatcra.l stocks policy without USG stoclrn ,.,io:J.ld have m:;,ny of the 

s2.rne features an Opt:i.on /\. ( :::ee ·below) . The Un:i.tccl St2.tes ,:o'J.ld unil2.tcr2.-ll? 

on its mm ti:.e pr·oduct:Lon, stocl::pj_le, r,nd food e,j_d, :nol:1.cies of rce.jor 

c:.J.i.U. Cvt.uivJ.) .. cv ; Cll.J.U ' J_ VC'I\.. .J...J.. 1·, J. .l,V., V lJ\,,..l.l....1., \,,, -1- '---' U 

to cdo1,t and wh2.t ccrnmitne:c1t.s to undertake. 

A unilateral stocks policy ,d. th U.S. Government stocks uould i r;vol:ve 

a retu::.·n to the k:Lncl of· :::.toc:;:pili::13; system the vorld 1'.;::s relied on fo:!: the 

past 25 years, '\·:hr::rein the United States s.nd Ca112.c1a have carried the bulk 

of the v:orld 1 s grain resc1~,,es th:ro~lgh the op2ration of the:Lr d01:1e:stic 

price !:u:::-,port prograr~s. F01· the United St2..t:::s, a return to this s~rstem 
f0Rb 

<a~· <~;rould. ent2..il returning to a pol:Lcy of CCC-stock acquisition for resale on 
:: }_ 
Jb ne cor;:;::crcial market when need.eel . Acquisition of these stocks voulcl be 
" 

the needs of do:-:1estic supp.)rt programs. Th:i_s could entc:.il 

either open market purcr12.sC:s c-y the CCC or acqu~'i.sition of stocks through 

the loan program, depending on cost foctors. 

A unilateral USG stocl:s policy need. not l end to the sizeable reserves 

build-up of past yes.rs , ho,.~ever . The U. S . cou;Lci unilaterally decide what 

its cbjecti vcs and ccrr111itr.cnts are and set a tn.rGet level of l'eservcs 



_____, 

that would meet only these commitments . Surplus stocks would not have 

to be built up . The reQuirement that the U. S . maintain a grain reserve 

of up to 75 million bushels to meet domestic emergency requirements 

represents one such targe t already contained in the law. 

The United States would have to run its program primarily on the 

basis of domestic policy considerations, although account would be taken 

of the probable level of worldwide corranercial and food aid req_uirenents 

in arri vine at production and support policy dec:i.sions . P .L . 11-80 pro0rams 

could continue to be operotcd r:ruch as they have been in the past, with · sales 

ancl Grunts being r;;adc continsent la,rgely on the availability of supplies. 

·In a,d.d.:i.t:i.on, there ,,.-o-u.lcl lie nothinc; to pr<2vent the United St2.tc,_; from 

makinz eq:,<',.nded com::ii tm2nts to exist:i.n0 interc:i:cion2 l food aici p1·0;:sr2.Vis. 

Tho:·e: have been a n-:.1.r:;i)cr of lec;isl2.tivc pro:posaJ_s for t!1e crc2.tion 

stock::; l)Ol:i.cy. However, such an approach 11ould clearly entail export 

licensi;,3 and export controls whcne•.1er supplies were short. 

Pros 

1 . Doe::; not depend on nccotio.tio:ns or cumberso:r.c agreer;::e:nt :; to put 

into effect. 

2 . '\·/oulcl not requil·e L1~crnatic:rn.l r e6-ulations ,,~h:i.ch could curb 

the market. 

3. Should mc1XinLze USG and privcl.tc grain trade discretion in the 

world mo..rket . 

l~ . Could be managed so as to give the Government another tool in 

addition to set -asides to keep prices above support levels . 
FO 



Co1rn 

·. 

5. Could be managed so as to provide immediate access to 

large r eserves in case extraordinary needs developed, as in 

1972 and 1973. 

l. Without st:o:::ks , would interfere with ccm;nercial market operations 

if export licensing and /or export controls became necessery. 

2. With st ocl:s, would mc:.ke the farmer re 1 iant on the Government as 

buyer of last resort, thereby reducing the responsiveness of the 

product ion system to world de mand . 

3. TTithout intcr~ot iona J cooperation could r crult either in 

in~dequate productioa and insu fficie nt glo~al stocks build-up 

to cover sliort crop y c.::, rs; or in very bc:1vy costs for the ;J.S . 

to carry sufficient rc,:Jerve stocb, for the e ntt i~e woi· lcl. 

Dil~t~.T:_·~-~--or Lir1itcdJ1u1tL1;~tP.1"~~1 St ocks 1\.~~.rPemc nt 

One would in volve c11;rceff,2n t .s.rr.ong m.:ijor c::portcrs to concult end e~-:chon;_;c 

large purch,13cr such as the USSR entering the rn;,r.ket unr:xpectedly. 

Add ition;:illy, th~y mir,ht: w.1nt to co:-isitle:r .:;greeing on the rate t't v,hich 

each would reduce its stocls during a mnrkc~ting ye::!i'.', IJo,,1cver, this ·,rnuld 

require export licensing. 

The other foru ~ould involve bilateral arrDngements be t ween the U.S . . 
and m.:;jor i mporting countries, including stockpile corn,n itrr.e ntn, food aid 

commitm-2 nts, multi•-yettr purchase com:-nitmcnts , and oth Er similar mech.::nisms 

designed to fix the level of import d~mand with more certainty 

production to be ;:-; djustcd accordingly. 
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Under thi s approach it wou ld be assumed that a fully effective inte~ 

national inforrnstion system could not be achieved and that countries would 

not be able to act cooperatively to assure global world food security at 
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any gi vcn target leve 1. The U.S. would follow one of the two types of uni-

latc ra l policies discussed above, modified as necessary to fit its 

bilateral commitments . 

Pro s 

Cone. 

1. In absence of full international agreement would increase ability 

to m:rn;:,ge dcff:and through bil.:;terol agreerr.cnts a monG IT,.'.!jor tr.:iding 

2. Would reduce the merket uncertainty stemming from l eek of 

prcduction and irr:poi-t rcquircn1cn t i.nform::;tion . 

3. Could rc<luce the si%0 of rc scrv0s to be held in the U.S . 

1. Could be viewed 2s a producers cartel. 

2. Could lchd to a proliferation of cries-crossing bilateral arrange-

rncnts, contr2.:cy to gencro.l. t1:n~L1.st of U.S. trade policy. 

3. Would nc-cel:.1::itc,tc souie type of USG :-rescnce :in the gc2in tr,H.ic 

in order to fcciltote agrcementa , which action would reverse 

the present clir<'ction of f,dminict:rnt ion policy . 

4. Would be difficult to finJ .:.greerr.ent on unifier] policy .i.morig 

exporting countri es . 

5. Would require permanent export licens ing system which would be 

incor.1p;;tible with USG :p0licy. 



Multila tera l/Intern3tionRl Stoc ks Agreemen t 

With }io USG-Held Stocks: The objectives of an international approach 

to stockpiling which did not ent a il USG stocks would include: world 
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food secur Uy; sharing of the burden of carrying corrn1:ercia 1. reserves; 

i mprovement in• market in:; nnd distribution techniques; an effective inforrr.a -

tion system; ond produc tion adjustments ba se d on market needs as ref lected 

by price s and i'on:ard contr actr:; . 

Ther e .:ire two major routes open to acc:omp] ::_i:; h the se bro.id ohjectiv2s . 

(]) One i s bQsed upon no set -aside or produc tion restraints and no c~tendcd 

rn,1-rket for.cc:s • .. l tbough t,·n·r;et p1:icc gu.1rnnt:e2c, migh t provide a dcr,r;: e o·: 

inc entive th.:,t. lc!;f,ens production r cn pc,nse dictutcd by r.,.?-rkct prices . 

. • •••• ··• ~-- ,-• .l. ,... .: ..... r• -.. ..,. ,... ,.l . • , .. "-· .! -. - ...... - ,- ,_. • - .! - "' • ,,... ........ --~·------·o j, ... ...,_..,;,._._ .......... t ... ...,. ................. _.,_~v ..... t. ·- - . 1 _ 
...... _ "'-J ..... f-,•-t 

operation of 5et-L'\s i d,~ during periodi; uhen likely proclu~ticn wil 1 c>:cc .:.-d 

tha t which the world 1 s buyers arc likely to L~ke. 
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Opt.ion A - /1ltern3.,tivc l: Fr8e 1-'..:J.rr;et AJ?Tiroach 

1. no govern:'.'!lent pro.s,-ram to regulate production. 

2. Open :production. 

... . 3. Private U.S. ctocks, rather th.an Cor.modity Credit Corporation 

inventc,r:i.es . 

4. Forward cont~~cting. 

5. En.tio:r..?.1 stocks in j..:::r,ort1ng countries. 

6. Irrcer:0.:1,tio:a.al foc(l n:Ld com:..,.,i tr,:tc:nts met tl1.-rou.::;h op::m r::..<1:::kct purc;L""J,scs. 

decision as to ~hat nnd how much to pl2nt . No acrcaBe set-aside would 

,' 
\ 

:i.on. 

3. Luablf:s fu1.'ni.e:r.s to dertv0 th~:ir in::!o~e frc:n th-3 rr:.s.rket . 

4. W01.ud encourage ili:1,-0:.· tir;g co:mt:ries to :for~-c.u.1E.te c.nd :Lmplcr.1en-l; 

pos:i:t:tve stock policies. 
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Cor:is 

1 . Would subject producers and consumers to price uncertainty . 

2 . No real policy option to deal with countries not ir,;plementir13 

a nB..tional stocks policy. 

3. Increased cost for food a id in times of short supply} or risl: of 

inadequa:tE: supplies to r.;eet production shortfalls. 

4. Could lead to large suryluses and politicol pressure for Goverr~1ent 

stoc1;:yiling. 

5. Income deficiency p2.:yi::c 11ts could be costly. 

L Open J?roduction :f.'o:c the time bein;~J with irqilcrncn".:.ation of pl:::ntirig 

restrictions in ·c,he form of set-::u;j_de v!henever supply availability 

year cm:-,11it1~ents, etc. ) plus for·,.;a.:cd :prices o.s indic2.'.:.ors of 

projected needs . 

Consultations ,1i th huyers before :Lm:ple1r..2ntat:~on of set-aside. 

Priv2.tc U.S. stocl::s} su:pplcnented by modified extended loan pro;;r2.m . 

Intern::itional :food aic3. corDrr:it-;.::ents met throu6h op(cn ,~ar~·:e:t 

purch2.scs. 

Private stocl:s in tl1.e U.S . can go f2.r tm,2.rd meeting tbe qu2.nti ties 

necessary to cove:r the co:nrn-:.::ccial req_ui1·ernents of domestic consumers e.nd. 

importin::.; nations. The Uni tcd Stc0.tcs csn a.nd does, thro"c.1gh the private 

trede and the extended loc:m proc;r::cmJ hold stocks in excess of quantities 

needed to fill norr.12...l :pipeline requirements. The Government ,muld in 

addi t:Lon, contj.nue to mo.intain a 75 million bushel er:lcr~ency stoch...-_pile. 
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If additioml supply stability in the United States is de~ned necessary, 

expanded stock-carrying capcity c,'J.n be obtained through n:odification of 

t he extended loon (reseal) progl's.m to increase its attractiveness to farmers . 

As the pro.:;ra.>n ms been administered in recent yea.rs, CCC m:11:cs storage 

pa.yrr:ents to :rc.1":'"'.:8rs ,1ho are not yet r20.a.y to 1".?.rket their products. The 

pro6Tam t<:.nd.s to coucentrc:te stocl:s in t.he hands of p-roduccrs who have 

the option of rep3.ying the lo..9.n at uny time and. seLling to meet mg,rket dc:ra.nd . 

'I'his :prcs:::•2.m could. b2 m.odif5.ed! hcwever, to prmrlde a prc:ni'IZ-a to 

I'ro:iucers 

:CJ.ch cou~try vould clecidc for 

itself the fc1";11 tn which rc::::2rves would b3 ca.rrJcd -- forwa1•, cc,nt1"2.ct~ 

or uat:i.01121.:Ly m:ne:d stocks. D_1t 1 in the e.lJr.;enc.c of U..,S. -helcl. stocks on 

which they h::vn~ relief.:. 11,G a cu::.; b.ion in ths! r..:::.s-'G, r.:any irr.p~rting countries 



Long-ter--m. supply contrccts for more than one ir.2.=cketing yen:r ahrad 

could pJ..ay e. sisnific.ant role in assm .. ing increased rurd.en sha,ring by 

mporting countries. Fo1~ro.rd contr'J.cts of private U.S. companies could, 

if used extensi vc:ly, mke for ilr,:prov-cd. ;.roclu.cticn 1).1,;:,,lm:i.ng and lead to 

increc:,s~d. ma.rkct sts.b:Llitye 

The for-1-ra.rd contra.ct would. lil:~ly COJt::1.:tn '(';~ro es::--ntial co:.nponents: 

(1) m:1x:i.murn/m:t11im.'..un qu,~n.tity fisu.res :; u-J.th the abrolu:~c: quan:tity within 

2. Would er:courage fo:c n~:1 tion of private r;tocks throt.:;-;h the use of th e: 

29 

4~ Would eliminate the necessity of fixing qu.'.lnt:i.t:i.ative r,tock targets . 

Cons ---
1. Risk of having insufficient reserves to meet Lll conti1iiencies . 

Cr0ve1"Rr:'.:!rit. control of :proa.uctio:n fOlic:r rticht not be su-ff:lcicrrt 
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With USG-H,~ld Stocks: 

A second class of options for an interr!.3.tio~l food reserve SJ'stem 

would. include sccrie level of USG stocks, in addition, to or in co;-:ibinat.ion 

with, prhute stoclrn . While r,har:i.ng the s2.J.Ce food cccurit:-r ooject:i.ves as 

a sy-r.tem no-t incor:po,",'.'cing l.BG stoe:ks, such a. syr;te:n would reg_u:Lre thn.t 

the m-.. ·1x)r-ting countries assm,.~ a greater sl;3.re of the 1)v..'!'dcn of cc.1•ryi11g 

?here are severr:,l ·variants cf 

this cJ.c:sc o:f o:;,,tions. 

\ J _L.:---H J/ .:::vu..u;; u 1..<.:.u. . . . • ... ' 
J.\L...b..:. .. ""c....,.t:-~ "; V-",VJ J $ 

only in :,:ccti1:•z 

in a rr::.'!.linc::t' idc;::itic~·.J. 1r.t-th Option A, 0x~er,-t for the c.ccunmL.i.-t.ion of mode ro. te 

CCC stockG to m~E:t. erri~rgcn~y food aid rcq_l:.irtc2::mts. 



Under this option the UoS. could r.in.ke an erc.ergency stocli,: cor.:imitrr:ent 

in one of two wo,ys . The U .s. could agree s :i.!lply tl:12.t if Option A were 

tried and if set-aside and/ or :price disincentives were not enough to prevent 

prices from fn.lii11g to lean levels, any ctocks v.cquircd by the CCC would 

be de~;ignatcd fN, eDc~gency food aid u.se only, "i-lith co.ch calc release 

:prohibited. 

Altei'nativcl::rs the U.S . could. us:ce~ to builcl up an e.e11erc;ency stock 

to u.s . foocl. 2.iu. 

CCC 

could flu--'chc.r l~e req_uir ea. to rn:1ke or,Jn marl:ct :p1D'cl•.::.::::cs in p::t;::;fercn~c to 

price l~vols and carryover :i.ndicatcd. tho.t supplj.cs we:r'e scaxce . 
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Under certain cond.i.tions .11 the acquisition of :moderate COJI:tjodit;ir stockG 

could. serve the useful function of 11buyine; time II for l)Olicy m0.kers. (Such 

a - s:i.tll.3.tion l.u:i.ght :prevai.1. chou.J_d forua:rd prices ±'all to a point j ustifyins 

acrea:;c set-.'3,sicl8s s a J?l"O[;:'cU-n tlnt cannot b~ ir:1plc:::ent~d S}?:;edily. ) 

Pros 

Cons 

l. Would est:1bl:Lsh e. crn1tinscncy 0·tock s:p,8cii'iec,J.J.y cle,,ign:i.ted fer 

em8rgency food aid~ 

1. Would not be true interrcG.t.ional food aid cor,i:n:i.trr.e.nt since 1n~o;;r2.ra 

would operate only us a consequence: of domestic production policy; 

thoue;h emerGency focd. aid rcc;uircrr.ents could l)e :tncll tled in 

production policy . 

r 2 • Wo'..lld. not n2ccssar:Lly cover all world :food security requirer.ents in 

short c:co_p ye2.rs . 

.311 ) 'fl 
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3. Hould not provide :ror acquisition of surpluses if they built up 

beyond level designated as U.S. emergency food aid comr.1itment. 

h. Could result in stocks beins held even in times o:f hir.;h prices 

because no true emere.;ency situation developed . 



Option C: General Food Aid Stocks 

1. Open production (production at full capacity), at least for the 

ti r:1e being . 

2. Privn te U.S. c o:nmerci a l stocks, rather tha n Corr.modi ty Credit 

Corpor .:i ti on invcntoL ics, to meet comrncrci8 l needs . 

3. CCC stocl:& at a level s ufficient to meet a ll U.S. food ai d 

c ommitments even in bad crop years . 

4. National stocks in importing countries. 

5. Intcrnatio::~, l food c:i. ci com:11i tment mo de on nn a nnun l crop br.:si,;. 

This option would cnt:::il c potentL:i lly Lwgc r USG stockpile th<Jn 

option t (how mucl1 larger ~ou ld depend on th2 extent to w~ich other 

countr ie s ;:-,lf.~O held sl:ccks to cove1: :i:luc.:t:u.:-,tio,,s in ucvcioj">Li~•. count1:y 

.f-,..... ~,... ... " 1 ,.. .. ...... .: ,.....,.... ................ -.; ,..., ..... ,.,l-,,.... ..... .: .-..l-,f-· 
~- -- ·-----r --"-o ·--~-"'-·----!-~- ' '"'J'•'· 

n1,, ... ,...h--)<"'C-c ~r· 
J - •• 

Under Lh ir: option, the U.S . \.JOuld m;.:;'.,e n stock c ornmitt.,ent bec1rir: ~; n 

r e lation to inteTnationnlly -determincd feed aicl target levels . The c~~nib~cnt 

to build up end maintain stocks t o cover LDC focd aid r cquire~ents would 

c onditions w~re right. SL;1:i_larly, :; tocks would b£! r ele;:ecr.l into th2 

market whenever pri ce increases indicBtcd that the d~mand prcscures 

fo r wh i ch stoc ks were creuted req uired it. • 

Pros 

1. Would en.:iblc U.S. to cove r annual food aid comniitrrent3 at a 

c onsic t cnt l nvel from year to year . 

2. Would prob~bly increase LDC 1rer~rt de mand thus ensuring greater 

U.S. expor t ~nrket . 



Cons 

. , 

3 . Throuc;h l ar6er U.S. export mnrkcts would permit continued maximum 

U.S. production . 
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1. Rcq_uirereent th2.t stoclrn be used only for cr.:cr6ency food aid e;r2.rrls 

and conceGsional ::ales to developL1g countries would "t\! difficult 

to maintain 2.nd e.cl1'1inister ar.d mi6ht req_uire an export licensing 

system . 

2. If there were 3.ll increase in d.evc1opi ng counb.·y ir;iport dot,s.nd for 

food beer.:·. se of proc.uction sho~falls in c, ci ven yeal', not all the 

r;hort f'o.11 woulcl be r::ct by conccssiontl sales out o:f stocks , nncl 

thc.:re would. still be ur1\,2.rd 11r:.:!1,; r:;1J.rc 0:1 pri.ces. 

3. I f con.cc-:ssional food aid. 1:cre co::1c:Lstcntly aveilccble , ,,. good n:.;ny 

L~. Unlecs there v:ere int<.!YT1.<1tional as;rcer,e:nt m;i'.)n0 3J.l countx•ies 

could th·.-:,crt J.cc;itin:otc domestic fa1iri r:olicy objccti v.::s of ot:,c?.'S . 

1. I 0rternatio::al cgreem~nt on q_uo.ntitati·,,e national stock targets 

for all }X:',rticipc.tinc; cmmtrics . 

2. One l)roduction (produc"0ion at 1'\J.ll c21ic.cit.y), at l east fo r the 

time being. 
,.. fO 

3. Forward contracting . 



4. CCC-held stocks in the United States, but limited to quantities 

necessary to bring total U.S. reserves up to an internationa lly-

agreed target. 

5. Nationally-owned stocks in other countries in accordance with 

internationally-Rgreed t argets . 

6. Sales to i mporting countries fr om CCC stocks at prices that would 

recapture the cost of carrying the reserves. 

Farmers would produce, at least for the time being, at full capacity 

to meet expanding world needs . 

For~a~d contracting would be encouraged. 
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Private U. S. stocl-:s v:ould be supplemented by rr.oderate 11e;,:por t reserves" 

accumulated by the CCC should priccG appro2ch I.he support leval . Accu~ula-

tion at such junctures would give the Goverc.r . .::: nt so:fa:! lead time to inlroduce 

, - r - - - . .. - ,-. r - ., ., - , ,_ ' - - I f - '1 - - • 
v..,._: .i..."-Jh'-- 1-""• ..i,_,._,._:\..JI ~- ,_, J. i . ,._; .L ,L L. .l, -.... vr....., Y ._, i.-i&~- ..... ...., ......... --~-- .... . 

Accumulatiorr of s ucI1 reserves would not be 1 per se, for purposes of 

Piice stal.Jili~:ation . Accumu1.ation··-·not through the tak0ovc r of 1.oan 

co llcteral but through open m~rket purchases when pric 2s are falling 

rather th:;n rising--\rnuld e,10.ble the Govcrr1m2nt to build its export re-

serves to desired levels at relatively moderate cost. But such purch~ses, 

of course, would have the incident;:il but important effect of stabi1izing 

prices to a dcg~ce. 



A world food reserves target would be agreed internation~lly by 

producing and consuming countries together . National stock torgets would 

be determined first by assescing the desirable r eserve level for each 

c ountry and tl1en by determining how much of that could feasibly be carried 

by the country itself. Stock targets for producing countries such as the 

U. S ., C~nsda , and Australia would be set so as to help cover the difference 

between what is desirable and what is feasible for countries 11ith high 

r eserve requireraent5 and lrn; capacity such £S Indi 2 and Sahel. In corn-

bination , the nationnl stock t ar~ets would be fixed so as to aqucl the 

stocks by a volume n2ces~ a ry to bri11g total U.S. re se rves to the agreed 

tarr,ct leve l. 

Except for thoae required to ~ce t fcoJ aid co~mit~~ntc, sales frorn 

f ,..,,.... ,-, ·i rr .. -, ·- -.._.. 

buycrD the coBt of acquiring the grain, plus storage ~rd other c~rrying 

ch.:n6cs. Initi~1ti0n of ~~uch a prici.113 policy on rei0 c rve stockG could 

well encour;'ge decis:i_o r:s by ii,,p or·tinb cou:1tri.cs to build up thei.r c,m 

national reserves . 

Pros 

1. Would provide USG ~ith c~pacity to respond flexibly to extra-

ordin3ry rxport requir ements . 

2. The existence of s tocks in ether countri es would alGo help 

moderate cxtreoe price fluctuations and assure ' stability of 

supply in short crop yea rs . 

3. Would en:::ble U.S. to recapture so,ne of the cost,s of c2-rrylng 

reserv<2s . 
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Cons -
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1. Would bs difficult to provi.de for efficie~1t distribution of stocks 

if stocks were ,.n_dely dis1J::rscd. 

2. Global reserve lc•rel might have to be hi6Ler i f stocl:s ,.,ere widely 

dispersed. 

3. I.t.1rge globJ.l stoclrn could. be r,rice-clepress:l.ng, ~irticnL."'l,:cJ.y 

as their wid0 dr~ri::.r·sal 1roulc1 iecrc:1se d.,:1nger of i:·:rcrr;,.tu:re rele-?.:::e. 

4. Could be costly . 

2. O:i;: 2n -pro:J.uct :i.on ( p:,:,o:.3.uct ion 

time b:;ing. 

.,...J..;.. 
L , l., 

Instcacl of 't•~i11;~ linked. to dcri1estic f r,r-m PI'0GT2..'11 consicle?:'o.t:tons , or· 

to intcrm.tion.:.1,Lly•<'.GJ.'Zecl stock trn-gct l evclc, CCC stock ~ccpisit:i.on unclcr 

this option wou.1cl occ'.ll' accordiu:; to a set of i1"!.'te:t.n-t ionc1lly-a.g:;:-:::ed GUicle-
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international guideli11es as to when and how to acquire e,nd dispose of 

stocks would be emphasized. 

The price m-ecr;,8,nism could be fine tuned so as to resl)Jnd to :price 

trenc"ts in the U.S. futures 1:m:cket, rather than being :['j_- ,_ed .'.lbsolutely . 

IntorD1.tio·.--,a1 consultatio!:.::; woul.a. be neea_ed in o:cder to ru::.rmo:nizc cctic-nc, 

dep-ending on the general 0..r.:sessment of the situztion. If price ranges 

we-re used, they would have to be aa.justcd periouic:J.lly to 1--eflC;;ct inflc.tion, 

Pros 

goverr,:.;::cnt ir,tr::c-v-cnt ion. 

1~. The r-equ:Lre::,:-mt. tr:at sales n·c:n CCC stocl:s be made a;c l)T ices 
. 

tbct woulcl. ~-:-cca.:pJ.~u:re from foreign btwers the cost of .:;.c1u:i.ring 

the e;.ra:i.n, r,J.us sto::ro ge and other ca.rry:1-ns ch:1rces :, would v,lso m:-,ko 

this option o:;,ern.te corq::1tibly· with the na.rket system . Food a:i.d. 

cor:-:-;iit1:1ents i-TOtiJ.c'l_ be exempt from this require::i:ent. 



Cons 

Set price range would provide greater stability than other options 

and therefore, be prefe1·c.ble from standpoint of importers and 

doi;13stic consu.mers . 

6. Such a progam would }?rovide the USG with another tool b~sides 

set -s.side tc, keep prices above tarc;et levels if su:rplusos 

builcl up. 

l. The princip::.l rc.' oblcm with this option is wh0th~r re2,lis tic :pric--e 

__ ('It _,._,.__: ,-i ... -., 
Li..LV.A."-' _._ ___ .1.·---- ... 

:pricin0 r~echanisr.i :i.s not lil;.~ly to be cff ect:Lve. 



With Internationally-Held Stocks: Option E: World Food Bank/tnternational 

Reserves 

1. St ocks i n the U.S. would be pr ivately held . 

2. There would be full internationa l information e:-cchangc re garding 

s tock l~vels and expected production , c onsumpt ion, imports , and 

exports . 

3. An international grain reserve stock fina nced jointly by consume rs 

and producers would be establishe d to insure adequate availability 

of grains in time s of world wide production shor tfalls . 
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4 . Explicit guide lines on acquisition and disposal of t he interna tiona l 

stocks . 

Under Opt ion E, the U. S. Government would not hold grain stocks as part 

of its national 2gricultur3l policies. Domestic production plans would be 

[uy1111 iJ a1.i::, cl in ii p!,t- nf 1·he si~n;il~ 
i 

pla ce . 

('A.,....; n.rr- -f- ,.... A...,, f-hr. ...... ..,,V"l,- r, +-. . 

A fairly detailed information cxch3nge system , enabling a frEc flow of 

production and consu~ption forecast s among pa rtic ipatin3 countrie~ , c oupled 

with informa tion about national and private ~tockpile activitie s uould be 

essential to effic ient interna tional reserve stock mana5cment and to dome stic 

production planning . Hence, repo r ting requireLle nts arc a vital part of t he 

reserve stock plan . 

The interna tional grain res erve would aim for quantity stab i lity and 

would opera te to suppleme nt priva te and nationa l stocks as additional 

insurance against shortage . Stocks ·oould be built up to a dcterc:,inecl 

l eve l gradua lly over time, during periods when world production exceeds 

the "equilibrium" level ( the long-run trend in world consump tion). Comp ulsory 

' · --



sales from the reserve would then occur only in times of evident shortage--

when supplies forthcoming to the market (new production plus national and 

commercia l stockpiles) fall short of projected demand by some fixed 

percentage . In times of world-wide surplus, there would be buying from 

the world market. only to replenish the stockpile , so that the reserve stock 

would not become a vent for surplus or an incentive to over-production . 

In normal years once the stock has reached its established level, there 

would be no renson for the reserve to operate in the international market. 

The size of the reserve stock would presu1nably be some function of the 

variance of supply ahout the long-run trend in consumption. No flo ,:,r price 
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support provision would be included, and the reserve wo uld act only indirectly 

to prc ·,: ··nt excessive pric0 increases to the extent tbo.t the s t ock is 

permit ted to be reduced in any g iven season . 

vis ion for a farnin~ relief: fu,,d could be grafted onto the res e rve stock 

sche;ne as a 11 set-asicl::~" reserve to be carried at all tin·2s for enerr,et:cy 

a ssi~~tance in tines of \·~'i.de:spr2u.d drought or fcr:iine in de·veJ oping countries . 

The fund could relca 3e grain to or provide financing for grain purchases 

by specific countrii:>.s, whereas the ge:1cral reserve ~-:ould r e lease grn in into 

the r.,::rkct regardless of destinci tion. 

Pros 

1. Would relieve the United States of its pas t role as residual supplier 

of grain in times of ~orld production shortfallsf 

2. Wouldprovide additional supply reliability to buttress the case for 

moving toward freer trade in agriculture; 

3. Would be more consiste nt with a multilateral trading framework than 

the current tcEdency to\73.rd bilateral supply guarantees ; 



Cons 

l~. U.S. would continue to me.intain control over domestic :production 

policies ·within the frarnework of international consultation. 

5. \loulcl act 2.s a potential drnJpener of cxccssi ve price increases that 

in :part r esult in financial hardship for developing countries; and 

6! 1J-ould contir,ue to rely on the internationaJ. r.12.rket plclce ' s ability 

to serve as an imperscno.l allocator of supplies aceong the various 

consuminz countries. 

1. Could result in a h:i.e,11 d.eg1·ee of inter:;_1ationcJ_ contrc, J_ o·:e r do,;iss tic 

production policies . 

2. Could disto1·t the prj_cc signals \-!l":icb. the ,:-3.:tlcct shou1d. be ci vJnc 

') 
_) . 

4-. 

in -_ \;oys not con3j_stcnt vl-'.:.h U.S. interest . 

In addition to cost, of car1?yine; stocks; there ,1culd be u co ;=; t f'or. 

shared intcrnattcmally . 
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Dl. NEGOTIATrnG C0.1SIDER.l,TIONS 

As noted earlier, the U.S. has preferred to emphasize the role of 

the free narket in dcterminine; how agricultural resources are to be 

allocated . 

Other producer nations such as C,mada and Australia have gcnercdly 

sup1)ortcd the U.S., but nevertheless have goverJ:1.ment-controllecl vheat 

b oards ,,hich reGulate export sales and have on occasion ex:yrcsscd interest, 

and in the case of Austra:U.a even enthusiasm, about the idea of inter-

natio,1el arrangement.::; to "manar,e " if not cont:roJ. .Lnternational tr2.de in 

certcdn t.ey ac:r:Lc,Ll tural product~: . 

Food irr.por'c.crs o.nd those c~:portc:rs ":r::L th no corr;-inrat:i.ve ud.v1·.nt8,8C in 

agriculture tcr:d to ta:kc 2, dii':fcrent v..i.e,,. I r.rportcrs ( r:;2.;w uf t:1.em 

develo:riing count;:t'lcs) see themselves overly depcncknt upon. for2J.::n sources 

to more efficient forcicn ccmpeti tion; r)oth bec1lusc tlky vls1J to 1:1c1int:::,in 

( ana. if possible increase) thei:c mm self-sufficiency in food., :1s well 

as to ensure adcque:t;e incor,;es to th..eix· i'c.\):1:2rs. To the extcat t!1a t these 

countries are r1ot sclf-su:CTicicnt, they uif'.11 to ensur·c th::d~ 2.ccquute 

supplies of focxl wiJ..l be o,vaj.le.blc i':com exporters> o..1~d that th2 use o:i.' 

ex:-.901--t controls is c:ffecti vely lim:i.tecl . ( T11'" U 0) :i.' t sho-ulc"', b 0 no+ ra r.1 > ••~ H • ) ' -- '-, V'-, -

is not alone in appJ.ying c:r.port controls; other cmmt:::ics ha'/C adopted 

simil2.r mes.:::ures , nnd the Cancl.dimrn throu.:;h their '\T'ner.t Do~1rd. have 

effccth·ely limited sales of wheat dudn3 the past year .) L1 addition, 

in til:12s of scarcity, ir::rpm.--te::rs seek to assure prices at "reasonable" 

levels , i.e ., l evels below what the current market si tuo:tion would 



dictate . Negoti ations on stocl:-pilin6 may thus bring about an all iance 

b etween developed and dcvelopinc; i mporting countries on this issue . 

Since the gr ain importing countries ~reatly outnumber the e}.--portint.s 

cou11tries ( althou8h the l atter ,rill of course have an i nfluence far out 

of proportion to tl,.::ir numbers), it is fair to say thut a majority--

proba1)ly an oven,helminr.:; ma.jority - -of countries favor i nternati onal 

action by governments t o re@J.la te trade in e;rains , i1 icludin3 stocl;:pilinc; 

measures . As we have j_nuj_cated earlier, /1ustr2.lia c.:1cl C2nad.a ( 8.ncl 

prolx,,bly Argcnt.t.na as well, althu--1.gh we have no fi:r;-::i rc-o,rlinG of that 

pubJ.icly their ·.1iJ.l:i n[;ncss to cco1)-2rc·.tc in inte1·ncd:.io:;.,cd. c:overn:::1,:nt,•.l 

".1 
l ateral nccotiations on tr2.c1e rt,2,tters tmd.01· the e.us:pice::; of tbc Gf'.'I'i' 

althouzi.1 f:i.nr-l decisions on e.ct:~oJ .. conccssior1:::; on -;;~:ri:f.:fG m:d n0;1-t2.:d.fT 

b.:1rriers are still seyr;r2,l years a,-:cl.y . Should. the U. S. t-e will in;:_; to 

enter into intcr:1C:tior1z.l £:Tno:..;er:;er1ts on food aid 2.nd/ o:r. stocl;::pilin.3, 

our r,osj_tions on tlw,;e matt.err., will obviously hc::i .. ve an in1)02."'c.2,,~.t bea:d.~g 

on our nego'.:.:Lat:i.ng posture on t:r-2.dc rc.2.tters and on the o.tt.i tudc o:f our 

negoti atL1c; :partners gs well . If, for exe:rnple , the U.S. 11ere uillinc; 
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to enter i nto co1nr:i tr:1ents on stoci:J)iling and. food aid ( -d,ich 1)res1.11;;3,bly me2.ns 

a guaran-c,ce of assu14 a.nce of supply) , these could be valuo.ble tools in our 

eff'ort0 to convince other nations that im1)roved rnarl~ct access is a 
I 

necescsry nccrnri:panying s·t:ep to any U . S . act:i.on on stocks. , 



Another forum :Ln ,1hich stoc1::pi1ir!.g ,1ill be under active discussion 

dm:ing the cominG year is the Ff,0 . In June 1973, FAO Director General 

BoeTI:!c1 proposed that FAO memb-::cr; ( ,:hich d.o not include the Soviet Unj_on) 

agree on voluntary G"i.15-o.eJ_ines to este.blish a minimu.m level of inter-

natior1<J.l :cese:cvcs, with each country to carry its mrn stocks and to 

determi:r:c :for itself the level of r eserve,; it considc.':t's E.S a:pp:,.:o:orio:t.c 

for :i.t,; contrj_but:Lon to over3.ll world food security. The pro~o~:,tl 

ti2.ble inte::i:Tntiono.lly. It would :lnvo1ve rm effort to develop P,ri iq:iroyecl 

irrror::12.tion systee, j_nc:lud.:i.nc; the Soviet m1:'..on; a :ccvic,; of n2.tio112l stc.c:: 

polic~LCS ,1hich, in c01::'.Jination, T;.,-9.into.in c.t lea::.:t a mi.nin,"J.m SG.f'e level of 

bas:i. c foo-:.l r;toct.s for the i-~orlcl o,s a wi.1n1e; a revic11 oi' nation2.l ,.:;7,oc}: 

supplier~ to r.,eet do:::sst.ic and where c:.pproprio:te expo:·t rco;1..nrcr::2nts, 

of' crop failure o:r natural d:i..snster; and a cornmi tment 1\y countries to 

take r::~2su:res to ensure t~at na".:.ionoJ. stocks 2.:rc re1)lenished. v:1en2ver 

they hc.~ve been drawn dmm· below such min:L,IiJ.rn le:vels to u~eet food. 

shortr>.e;es . 

Of the opti021.s :presented in this pq)er, the variat:i.ons of option D 

are mof;t clea:r:ly co-.,ipatible ,;:L th the Boerm:1 world food :i:escrve 1,r . 
l) 

<,.... 
cP 
:::cl 
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Option D meets Boerma ' s criteria since it is linked to the tare;et concept 

yet retains national sovereignty over stocks . Hevertheless ) the Boerma 

:proposal is phrased in such e;enerol terms that d.cpendinc; on how they are 

develo:p2d, any of the mtLltilateral aJJproaches to stocks policies m~y be 

com:put.ible . 

The U. S . agreed in principle to the Boerr:10. proposal at the FAO 
potcntfally 

Con:ference last Hovc,nocr, since it j_s / co,npati17le with all of the opt.ions 

discussed above. Hevertheless , should the Boe:r.1L'1G. :proposal becor:10 ]"[Jore 

specific in ten;, ::, of tl!c overall l c-,·21 of stoc~rn to be held. and. tbe 

r cspo;Jsib:i.l:Ltier.; oi' inc.:~-.riduaJ. countr.ies, as Hell as the a.ec',rce of cor::mit-

p:ropo ::ial in 'ell,:; li::~1.t o<:· ·,,~10.tcver dccir:~:i.on is 1,120.c on the opt:i.on;; 011 

It is cdso :pos~;ible th --· t the \Jorlcl Food Confe:r.·c:nce to be helc1 in 

tLe cur:re:nt. U.S. position: hov.'evc:r, tl-i.<J..t the ov0r~J-1 results of t~J'2 Ccn-

fex·c::ce should be focussed. on attaining UE:i::-ee;:Jeffc on r,ern.:rrJ. conc:c:yts 

rather thnn on the ncgct:i.s,i.;ion of specifir, co:-,~;it::-,ents . l\.f; I-~SSYi 187 

stc.tes, the p1.nsrose o:r the Conference :i.s to "establish a bro1:td policy 

frar::::: ·.:ork for dealj_n::; ,tl th the world 1 s food. probJ..e1:1s . 11 If' a dcscision 

i s made in favor of o:::1c of the O})tions on stock:pilin.g listed nbove, the 

U. S . miGht b~ o.ble to cncouraGe asreement by the ;.'FC on a 11principlc 11 

vh:Lch v.'Ould ant:i.cipo.tc the p2,rticu..l2.r stockpilins option ,,e favor . 

Nec;otiation of specific cmrrn:i:t:.r:icnts might then tal~e :place iH the 



In HSSM 187, it wn.n noted ( r,'.l3e 37) that a successful negotiation 

lcadin[s to better intcrn.3.tione.l coop3mtion in agricultur::::: should take 

account of--if not necessarily si:-ecific~1ly iuclucle--fou.r b:'1sic elemsnts: 

market c:.ccess, supply ass1.n:·a.nces 1 fo00. aicl, and farm incor.i8 P.J.1inte:1r.1.nce. 

Ti:ms, 2,ll of the: stockpj_J.j_ng option.n listed above should be cc:nsider2d in 

te.ndem ,;1th U.S. efforts t.o lioG:,~--'.lize existir,6 1:.arrie:..·s a.~v,:i.r;st tr-acle :i.n 

as 1;;'.} t:ig r:-:.:..~,t-~~=Ll~( e::~c::.Lt}.~zt·ve t) . 
,..,. i ,,;,•i •. • ... "'"" .._,v,. , , r>,1 .-. ---:- ... ,-t~,.... __ .......... __ - ., ...... _ 

A pol:l..cy :i.nco::-:po:co,ting clc::2-::n t.s of option:; A and B c1nd £;ci.dressin8 

itself to tbe issues of food aid.: Eup2Jly B,ssm·.:cnce, far[il inco;J".e , and. 

na.tio1~;.l stocks n1J.y 'be developed out of the t;,o v~riantr.; cf Ojj"t.ion A. -----



...: .• • 

Fron a J?rG.ctical stand~oint, a policy und er the f'ree m9.r}:et alternative 

of Option A will probsbly, at some point in tire,2 , result in a c::.,,rryover 

greater th .. g,n the private sector is ,;j_J..1.ing to cs.rry. It is also quite 

possible tb.2. t the Sc!.me condition cou.ld e:dot even if the set-aside 

alternatj_ve is follo~,cd. By that tir12e , p1·oduction ud,just.c:lent I:K':asures 

should have 1::cen irr.plementccl, but the question of surplus would stil.l re:r...ci.in. 

In such a, situation the first J.)l'io:t'ity for stoc}~ a cquired by CCC rr,.2,y 

u .s. 

devc;-lor::;cl cou:r:tr:i..c G. 

In th:) e-/ent of such surplus dcvclc:pi:,g , a greatly r1odifi0:cL n:pp::c-s.ch 

prices of CCC-m,m::d. g;I'25n could no l012e,cr be gsai~( ,d. to 10::,n J.,2.vels, lmt 

irn:::te.:2d .f ~eflec.t the coct or acquisition r.ncl c,m.lu.l.st ivc co~~t;::, of stors.g·..,, 

and interest. So:u:! ceilini ))!'ice might hz:.ve to be inco:q,,:,:nrted bccarn,e 

4c3 

0 Ii b ·-, 
t',... 

CP I ~· 
:i,,. I ,. 



a succession of relatively r,rice ntablc yee.r.s could escalate th'.:! resale 

price to such a hi8h level. tb~.t only in tb,cc of extrcn:e short3.ge and very 

high p:..-kec would stocks be a:vn.i.lable to tbe r:-.arl:et. 

D:;,nestic :price cons-lde:r.a.tion my b'..'! better servec. by an e:-!.rlie:r 

release of stocks to hopefully mitigate ag.:::.inst ntr:hcr price esc21ln.tion. 

This modification would not l!;:.r,:1ir ~,.;be go.:::.J . of cost recovery . E~1u3.JJ..y 

as impor-ta.nt, buye1·s in most inst!u1ces would h2.ve t.o e:ontinu.e to 1.ook to 

the r,D.rlrntpJzce for their n,:;:eds, not CCC im•t';:-ito!'y. This notion in 

of 

of ct0~ks on tt~ 

acq_uil·c stccks c.nd. , in selected c.as(!s, to d::.wt-~lo:p sto::.·,.g.:• car:::.city e.s -:ell . 

to u. level grc2.ter th~n 1mu.ld r~~s'J.lt ,l:i.thout such cr.2ci:'..;::;. f,uch n. 

l+9 
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would increase Option A's 2.bility to meet en:er{jency n(!cd.s . In addition , 

it ,rould delJ..l.y- or decreo.se the need i'or planting reatrictions in the short 

ru_r1. 

Control of ".::h~se crcdi-tr.; cml.ld fol.low c:i.thar a tm.ilat:-;r2.l or 1rcultilsterJ,l 

a:pproach. T'ne United Stc.1.tcs would h:.we g:r-cc.ter control tmd.cr a ux1il::..te:i:al 

e.:ppros..ch; U .s. costn wo1.J.lu. be less, though control ,-;cu.la. be decrc::.:. sed, under 

all, 




