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Interviewns, questionnaires, and literature reviews were
utilized in an attempt to describe and evaluate: (1)
circumstances surrounding 1974 and 1975 grain gvrchase by the
Soviet Union; (2) Agriculture's management of its export
reporting system; (3) Agriculture's forecasting of foreign
supply and demand; and (4) executive branch agricultural export
policy and related issuwes. Findings/Conclusions: Fundamerntal
improvements are neecded in the Wation's food export machinery.
The Department of Agriculture's exrort reporting system needs to
provide accurate and timely da*a on exports--a necessary input
+f the effects on dcmestic supply and price ar: to be minimizec.
Current elements of expor* policy reed to be more complece and
cohesive and need tc provide the flexibility necessary to meet
both domestic and international cbjectives and changing food
supply and demand situations. Export policy imrlementation needs
more coordination, cchesion, and better timing.
Recommendations: The Congress should enact legislation providing
for an improved export reporting system that will function as an
effective early-warning systen. Congress should also establish a
food export policy that protects the interests of both producers
and coasuners, while simultaneously providing an effective
policy mechanism for surplas and shortage market conditions.
That policy should also clarify the Government's position on
grain sales to nonmarket econonmies, including the desirability
of such mechanisms as long-term agreements and
governament-to-governezent negotiaticns. The gquestion of a
national grain rescrve, the role of multinational grain
exporters in U.S. asarketing, and the role that could be played
in grain exporting by U.S. grain cooperatives should also be
considered by the Ccngress. (Author/SC)
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Agriculture’s export reporting system needs
to provide more accurate an timely export
sales data. U.S. food policy needs more co-
hesion and flexitility *o meet domestic and
inernational objectives and changing food
supply/demand conditions.

By legistation the Congress should provicie for
an improved export reporting system to
function as an effective early warning system
and should direct that a food export policy be
established that protects the interests of U.s.
producers and consumers. That policy should
also clarify the Government's position on
grain sales to non-market economies,
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 10848

B-176943

To the President of the Senate and the
Speaker of the House of Representatives

We have reviewed executive branch management of Russian
grain sales, agricultural export reporting, and related export
policy issues. Interim staff briefings were provided to in-
terested Members of Congress. We testified bafore the Per-
_manent Subcommittee on Investigations of the S:nate Committee
on Government Operations on August 1, 1975. On June 24, 1976,
we testified before the Subcommittee on Foreigu Agricultaral
Policy and the Subcommittee on Agricultural Production, Mark-
eting and Stabilization of Prices of the Committee on Agricul-
ture and Forestry, United States Senate. The testimony de-
scribed ths: tentative findings of GAO's review of executive
branch management of Russian grain sales, agricultural export
reporting, and related export policy issues,

Our review was made pursuant to the Budget and Account-
ing Act, 1921 (31 U.S.C. 93), and the Accounting and Auditing
Act of 1950 (31 U.S.C. 67).

We are sending copies of this report toc the Director,
Office of Management and Budget; the Secretary of Agriculture;
and the Chairman, Council of Eco ic Advisers.

L .

Comptroller General
of the United States



COMPTROLLER GENERAL'S ISSUES SURRQUNDING THE
REPORT TO THE COMTRESS MANAGEMENT OF AGRICULTURAL
EXPORTS
Depar tment of Agriculture

GAO has conducted a series of reviews of

tne agricultural export situation since
1972, when Russia's massive grain purchases
and worldwide changes in food suppl, helped
to focus national attention on the challenge
of allocating the Nation's food resources

to meet domestic and international objec-
tives.

GAO's current review focused on a key
element of food resource allocation--food
export policy--and on executive branch
manacement of Russian grain sales, ex-
port rcporting, and related export policy
issues (See pp. 1-6.)

GAO found tundamental improvements are
needed iu the Nation's food export policy
machinery:

--Agriculture's export reporting system
needs to provide accurate and timely
data on exports--a necessary input to
aid policymakers in exercising measures
to mitigate the effects which large,
lump-sum purchases have on domestic
supplvy and price. (See ch. 4.)

~-Current elements of export pelicy need
to be more complete and cohesive, aid
need to provide the flexibility necessary
to meet both domestic and international
objectives and changing food supply and
demand situations. (See ch. 6.)

--Policy implementation needs more coordi-
nation, cohesion, and better timing.
(See ch. 6.)

4
Agricultural Exporting Reporting

Although an erport reporting system has
been in operation since 1973, the systenm

Year Sﬁs Upon removal, the report i ID-76-87 '
cover 0] sho\‘:ld be noted hereon.



does not provide reliable prospective
sales data early enough to allow U.S.
policymakers to make timely “ecisions.
The Department of Agriculture requires
that export sales data be reported, but such
data is often dramatically changed before
shipments are made and reported too late
to provide an early warning indicator.
(See ch. 4.) To improve the system, GAO
recommends that the Secretary of Agricul-
ture require:

--Exporters to explain contract changes
to the Government. This may reduace
modifications substantially and
thereby increase data reliability.

--Exporters to advise the Government
of their intent to negotiate con-
tracts at the earliest possible time.
This would help satisfy the ear.y warn-
ing need.

--Additional information on contracts
to include classification of foreign
buyers, disclosure of pricing terms,
exact destinations and other provi-
sions. This information would greatly
improve export data reliability. (See
p. 114.)

U.S. Forecasting of Foreign Suoply
and Demand

Efforts in this area--particularly for the
Soviet Union and other non-market economjies—-
should be further upgraded and improved.
Better market intelligence and analysis
coupled wit* greater intraagency and inter-
agency communication and coordination is
necessary and desirable. (See ch. 5.)

The Executive Branch could benefit from
considering some of the forecasting
methodologies used by major multinational
exporters, the Central Intelligence Agency,
and the United Nations Food and Agricul-
ture Organization.
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Substantial improvement is dependent on
the Government's progress in eliciting
forward estimates from the Soviet Union,
as provided by the 1973 U.S.-U.S.S.R.
Agricultural Cooperation Agreement.

GAQ therefore racommends that the Secre-
tary of Agriculture evaluate Soviet com-
pliance with the 1973 agreement to deter-
mine how it has benefitted the United
States and the Soviet Union, whether it
is effective, and how to irsure Soviet
compliance with its forward estimate
provision., (See p. 115.)

Agriculture Export Policy

While advocating a hands-off approach to
agricultural export policy, Governme it has
intervened extensively on an ad hoc basis
in the U.S. agricultural market. The GAO
recommends that Government response be
formulated within an agricultural policy
framework with criteria designed to satisfy
specific output objectives but with the
flexirility to change when conditions change.
Who should get what, when and why are the
critical questions such a framework should
address. This would allow consideration of
a number of different policy actions which
would be appropriate under different con-
ditions. (See pp. 115-116.)

Implementing Policy

With 26 Fedcral agencies involved in agricul-
tural policymaking and dezrite a 1976 reorgan-~
ization in U.S. policymaking struvcture, there
is still uncertainty regarding how and when
major policy options should be implemented.

In addition to improved data reliability and
an integr:"ed agricultural policy, a new
mecriani v effectuate policy action is

worth ct Jeration. (See ch. 6.)

GAO believes that a national agricultural
policymaking system should include these
essential elements:

--An early warning system for export sales.
(See p. 114.)
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--A flexible policy framework that satisfies
specific objectives., (See pp. 110, 115-116.)

=-A structure and procedure for implementing
policy action. (See p. 110.)

—-Contingency planning to meet domestic
and foreign economic policy objectives
and national security needs. (See
pPpP. 115-~116.)

Handling o Russian Grain Sales

The Executive Branch has taken numerous
actions over the past three years to im-
prove its information gathering, data
analysis, and decisionmaking proceszses.
But weaknesses in these areas, cited in
GAC's 1973 Russian wheat report and its
1974 soybean and commodity shortages
reports, persist. Domestic and inter-
national disruptions associated with the
1973 soybean erbargo and Russia's 1974
and 1975 grain purchases demonstrate a
lack of substantial change in the Execu-
tive Branch's agricultural export policy.
(See pp. 105-106.)

Removal of the 1975 temporary embargo on
U.S. grain expcrts to the Scviet Union
coincided with a 5-year purchasing agree-
ment with the Soviets. Duriry 1976--

the agreement's first year of operation--
the Soviets purchased in an orderly manner
about 6 million tons of U.S. wheat and

corn (the minimum required under the
acreement). Because of significant in-
creases in.Soviet 1976 grain prnduction,
the Soviets had no need to import large
quantities of U.S. grain. Therefcr-, the
agreement's maximum limits were not tested.
But the agreement's existence did result

in minimum Soviet purchases which vcherwise
might not have been made. (See p. 107.)

Prior to negotiating the 1975 agreament
with the Soviets, the Government inter-
vened in the grain exporting market with-
out warning and in the wake of strong
official statements that such action
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would be unnecessary. While the agreement
has added some stability to the purchasing
relationship betweru the two nations, its
effectiveness remains uncertain until
tested under 1 variety of circumstances.
(See p. 105.)

In view of the vucertainty associated with
the 1975 agreeitent and in light of its
significance, GAO recommenés that the
Secretary of Agriculture:

--Evaluate the eftectiveness of the agree-
ment, determining costs and benefits to
producers, processors, consumers, ex-
porters, and the Soviet Union.

--Submit an annual report to Congress
evaluating the agreement's effective-
ness.

--Require that all future long-term grain
purchasing agreements between the U.S.
Government and other governmentcs be
fully reviewed by relevant Executive
Branch agencies and be subjected to
some form of congressional consulitation.

--Require that ail future short-supply
export control decisions be subjected
to some form of congressional consulta-
tion before being finalized. (See
p. 116.)

Matters for Consideration
by_the Congress

In its consideration of and deliberations
over th:z forthcoming Agricultural Act of
1977, GAO rec.mmends that Congress enact
legislation providing for an improved
export vreporting system that will func-
tion as an effective early warning system.
GAO has submitted to Congress proposed
legislative language providing for needed
improvements tc the export reporting sys-
tem. (See vol. II, app. F.)

The GAO also rucommends that Congress
establish a food export policy that pro-
tects the interests of both producers
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and consumers, while simultaneously pro-
viding an effective policy mechanism

for surplus and shortage market condi-
tions. That policy should also clarify
the Government's position on grain sales
to non-market economies, including the
desirability of such mechanisms as long-
term agreements and governrient-to-~
government negotiations.

Other issues for Congressional considera-
tion include: the gquestion of a national
grain reserve (see pp. 100-101); the role
of multinational grain exporters in U.S.
marketing, and the degree of concentration
in this area (see p. 104); and the role
that could be played in grain exporting
by U.S. grain cooperatives (see p. 104).

Agency Comments and GAO Evaluation

Agriculture in its January 19, 1977,
official response acknowledged the
accuracy of factual material presented
in GAO's report. However, it disagreed
with the general thrust of the report's
conclusions, recommendations, and matters
for consideration of the Congress.
Agriculture contended that its policy
over the past 4 years has been effective
and that GAO's recommendations would
unnecessarily involve government in
agricuiture, resulting in a reduction

of U.S. grain exports.

GAO maintains that a balanced agricultural
policy involving the governmen in a
supportive role is essential to avoid
recurrences of crises similar to those
resulting from past Russian grain sales
and export embargoes. It is also necessary
if the U.S. is to preserve its market-
oriented agricultural policy and provide
for some form of market ctcabiity in the
event of extreme shortages and surpluses.
(See pp. 110-114.)
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CHAPIER 1

INTRODUCTION

Policy choices involved in massive grain sales to Russia
have been of continuing Governmental concern since the first
of these purchases took tne Nation by surprise in 1972. 7Tn-
tense national debate has centered on the impact of these
and subsequent purchases in 1974 and 1975.

Together with many otner supply and demand variables,
the grain sales have been a factor in the unstable agri-
cultural market situation of the past 3 years, a period
characterized until recently by tight supplies and high
prices, and by continuing general market uncertainty. How
significant a factor the sales have be-1 has proved dif-
ficult to assess.

Consumers have been quick to blame rising food prices
on the foreign sales. Farmers, on the other hand, have
welcomed the new market, and have reacted sharply to
Government intervention. Three maritime unions, with
other union backing, temporarily refused to ship U.S. grain
to the Soviet Union.

The fact that tne sales have improved the U.S. balance
of trade .ituaticn must be weighed against the depletion of
U.S. and world grain stocks and the decreased availability
of commodities for concessional food and feedgrain exports
to developing countries,

One certain effect of the sales has been to force
recognition of the interrelationship between domestic and
international economic policy, and to elevate agricultare
to a nigh priority in formulating and exccuting foreign
economic policy.

A central question is whuat kind of role the Executive
Branch shculd choose in dealing with grain exports. Since
1972, Goverrment intervention--through either voluntary or
mandatory short-supply export controls--has strained its
free~-market approach to grain export policy and raised
the question whether established guidelines for future
intervention shoula be assessed.

Government efforts to stabilize grain marketing ,
through formal and informal long-term grain purchasing
agreements with other countries have not met with



universal acceptance. Farmers, as noted, have attacked
them sharply as unwarranted interference in the free
market.

GAO STUDIES, 1973-1975

During the continuing controversy over grain export
policy, the Congress has called on the GAOD to make several
investigatioans.

The results of the first study were published in July
1973: "Russian Wheat Sales and Weaknesses in Agricultrre's
Management of Wheat Export Subsidy Program, (B-176943)."

GAO concluded that (1) there were no guidelines for

managing grair. fales to non-market economies; (2) no
accurate, timely, reliable and complete export data to assist
decisionmakers; and (3) no systems for assessing the impact
of exports on the economy.

To develop a responsive governmental system for
managing grain sales to non-market economies jin the future,
it was recommended that:

--Agriculture establish rules and procedures for
transactions involving unusual purchases by state
trading monoplies. The unequal bargaining power
that exists when a single, fully informed buyer
(such as the Russian state trading agency) confronts
several partially infnrmed sellers calls for greater
government-industry cooperation.

--As part of the above, Agriculture establish an
export revorting system in cooperation with private
exporters so that the Government is informed of
impending large sales to non-market economies.

--Agencies be required to develop definitive ground
rules so that expected benefits from exports can
be appropriately weighed against their impact on
various segments of the economy.

In March 1974, GAO issued a report, the "Impact of
Soybean Exports on Domestic Supplies and Prices, (B~178753),"
reiterating the need for & reporting system that provides
for accurate, timely, and reliable export data. The report
emphasized that such a system must provide the Agriculture
Department with the information to make responsive, export-
related decisions and to carry out those decisions promptly



to help insure an adequate domestic supply at reasonable
priv-es. The report also Suggested that the Agriculture
Department adopt a more flexible export policy so that the
Government would be able to respond early to unanticipated
supply and demand conditions.

Our April 1974 report, "U.S. Actions Needed To Ccpe
with Commodity Shortages, (B-114824)," also cited a variety
of informational, analytical and decisionmaking weaknesses.
The recommendations in that report included making improve-
ments in: (1) coordination and responsiveness of the
commodity decisionmaking process; (2) implementation,
.reporting, and evaluation of short-supply export controls;
(3) capabilities, procedures, and report products of agency
commodity monitoring, analysis, and forecasting groups; and
(4) data gathering, analytical capabilities, and policy
coordination for long-range economic policy planning efforts.

As an outgrowth of our 1973 review of Russian wheat
sales and the Wheat Export Subsidy Program, we further ex-
amined the role of the agricultural attache and issued a
report on April 11, 1975, titled, "The Agricultural Attache
Role Overseas: What He Does and How He Can Be More
Effective For Thé United States," (ID-75-40). 1In that re-
port we commented on the attaches’ information gathering
and reporting responsibilities, focusing particularly on
their operating role in the Soviet Unionr, Eastern Bioc
countries and the People's Republic of China. We found
that attaches had limited effectiveness in developing,
gathering ané analyzing foreign market information. We
recommended that Agriculture upgrade the quality of
attache reporting both in market and non-market economies.

In a separate Congressional review of Russian grain
transactions, the Permanent Subcommittee on Investigations
of the Senate Committee on Governmenc Operations, issued
a report in July 1974 concluding:

"* * *the government and specifically the Department

of Agriculture (during the 1972 Russian grain sales)
had no means to inform itself in an accurate and timely
fashion ac to the guantity of grain sales to foreign
buyers which could assist in an assessment of such
sales, domestic supplies and domestic prices* * x,
Specifically, the Subcommittee finds that the Agri-
culture Departmerit failed to initiate even a rudi-
mentary reporting sytem for grain exports."



In an effort to provide the executive branch with
constructive alternatives for dealing with future grain
sales to the Soviet Union, the Subcommittee recommended:
(1) GAO review Agriculture's export reporting system--
which was established as a result of an act of Congress
in September 1973--to determine that its information is
accurate, complete and timely; and (2) interagency coor-
dination and oversight of large grain sales be initiated
to reconcile conflicting goals of U.S. foreign, agricultural,
transportation, economic and social policies at the outset
of trade negotiations.

As a result of significant unanticipated purchases of
U.S. grain by the Soviet Union in 1974 and 1975, the Sub-
committee convened hearings in October 1974 and again in
July and August of 1975 to reexamine the government's
management of grain sales to the Soviet Union. 1In each
case the Subcommittee found that the substance of the
recommendations had been only partially implemented.

Purpose of GAO Review

Our review was made in response to the Subcommittee's
1974 recommendations and also in response to the request
of several Members of Congress to review Agriculture's
implementation of GAO's 1973 Russian Wheat Repnrrt recom-
mendations and the circumstances surrounding the 1974
and 1975 Russian purchases of U.S. grain.

Since starting our review we have briefed several
Members and committees of Coungress on various aspects of
Russian grain sales. On Augqust 1, 1975, we testified
before the Permanent Subcommittee on Investigations of
the Committee on Government Operations of the United
Sates Senate to describe the status of our on-going
efforts.

On March 3, 1976, we issued a separate follow-up re-
port concerrring our 1973 Russian Wheat Sale Report recom-
mendations on the Wheat Export Subsidy Program, titled,
"Agriculture's Implementation of GAO's Wheat Export
Subsidy Recommendations and Related Matters, (B-176943)."
We reported that:

--Agriculture had not evaluated the former subsidy
program.



--Agriculture officials contended that there was no
need to systematically evaluate the former subsidy
program (which was suspended in September 1572) nor
to subsequently develop a new, standby program
because they believed the tight wheat supply and
high demand situation existing since 1972 would
continue, precluding the need to reestablish export
subsidy.

--Agriculture's policy provides no adequate policy
alternatives for disposing of surplus wheat.

--Current Federal investigations of U.S. yrain
inspection practices raised the question of re-
covering Federal subsidy payments on grain
exports.

Based on our findings and continuing concern for more
effective programs, we recommended that the Secretary of
Agriculture (1) conduct an evaluation of the former
subsidy program, and (2) nitiate appropriate action to
insure that any future program will be effective and ef-
ficient. We also suggested to Congress that it might wish
to reexamine the entire subject of agricultural export
subsidies and to determine whether legislation should be
considered as a means for insuring a more effective and
efficient subsidy program, should one become necessary in
the future.

On June 24, 197G, we testified before the Subcommittee
on Foreign Agricultural Policy and the Subcommittee on
Agricultural Production, Marketing and Stabilization of
Prices of the Committee on Agriculture and Forestry,

United States Senate. The testimony described the tentative
findings of GAO's review of executive branch management of
Russian grain sales, agricultural export reporting, and
related export policy issues.

Our current report is a detailed and in-depth extension
of that testimony. The report attempts to describe and
evaluate: (1) circumstances surrounding 1974 and 1975
grain purchases by the Soviet Union; (2) Agriculture's
management of its export reporting system; (3) Agriculture's
forecasting of foreign supply and demand; and (4) executive
branch agricultural export policy and related issue:.

As part of this project, we developed and sent a
questionnaire to approximately 300 exporters of U.S. grain



(the entire U.S. export market) requesting information on
various aspects of grain export policy. (See pp. 56, 57,
Chap. 4 and Volume II, Appendix G.) We also provided
legislative language to amend Section 812 of the Agricultural
Act of 1970 as added by the Agriculture Act of 1973 (P.L.
93-86), which streagthens Agriculture's Export Reporting
System regulations. (See Vol. II, Appencix F.)

SCOPE OF REVIEW

During the cou’se »f our review of Russian grain sales,
export reporting and !zted export policy issues, we inter-
viewed numerous publ olicy experts, agricultural policy
specialists, agricul...al economists, agricultural commodity
analysts and other representatives of the agricultural
sector. The officials we contacted are associated with or
employed by the following organizations:

PRIVATE SECTOR

All Exporters of U.S. grain Farmer Cooperatives
(Approx. 300) Agricultural Economists

Grain Exporter Asscciations Commodity Traders

Agricultural Trade Associations Private Commodity Fore-

casting Organizations

U.S., GOVERNMENT

White House Agriculture Department
Council of Economic Advisers State Department
Economic Policy Board Labor Department
National Security Council Treasury Department
Council on International Economic Federal Trade Commission
Policy Relevant congressional
Special Representative for Trade entities
Negotiations Federal Maritime
Central Intelligence Agency Commission
Commodity Futures Trading Commerce Department
Commission Food and Agriculture

Organization of the
United Nations

The study also covered various executive branch docu-
ments and files and, on occasion, some documents and publica-
tions of the private sector. We also contacted knowledgeable
congressional staff members and reviewed relevant congressional
hearings and reports. Interviews, questionnaires, and reviews
of written material were extensive.



CHAPTER 2

GOVERNMENT'S HANDLING OF 1974 GRAIN SALES TO RUSSIA

SITUATION, SUMMER, 1974

As evidence of a potential tight supply situation for
wheat, corn, and soybeans emerged in June 1974, the President
established a Cabinet-level Committee on Food, appointing
his Counsellor for Economic Policy as Chairman. The Com-
mittee was formed to review Government activities signifi-
cantly affecting food costs and prices and to provide coordi-
nation for the Nation's policy relating to (1) domestic and
international food supplies and (2) food costs and prices.
The Committee's functions were transferred to the Economic
Policy Board (EPB) in October 1974.

On June 21, 1974, the Cha-rman of the Committee estab-
lished a working group-~the Deputies Group--composed of
representatives from member organizations and chaired by
representatives from the Council of Economic Advisers.

The Deputies Group began meeting on a biweekly basis
shortly after the President's Committee was established.
From early August the Group focused on (1) the U.S. crop
shortfall and its implications for export policy, (2)
Public Law 480 1/ policy and (3) domestic food prices.

Beginning in mid-August meetings were stepped up to
a weekly schedule to keep abreast of the domestic crop
situation. Information was presented on export commitments
from the Agriculture Department's export reporting system,
export shipments, domestic and foreign production, food
aid commitments, and domestic consumption.

Analysis conducted by the Deputies Group in August,
September and October reflected a rapid increase of pro-
jected corn and wheat exports and a dramatic decrease in
rrojected domestic carryover levels. The following
table provides a detailed breakdown of the deteriorating
market condition.

1/Provides for U.S. agricultural exports on a concessional
basis to foreign nations.



Supply and Demand for Major U.S. Crops
1974-75 (note a

(mlIIlOn b

ushels)
wheat,
8/11/74 9/15/74 10/13/74 10/27/74
Supply:
Beginning stocks 249 249 249 249
Production 1,840 1,792 1,781 2,781
Imports 1 1 1 1
Total supply  Z,090 2,042 2,031 2,031
Demand:
Domestic 808 815 813 738
Exports:
Cumulative exports 117 228 311 352
Undelivered sales 339 389 434 465
Total exports 356 617 735 817
Total demand 1,263 1,332 1,558 1,535
Carryover 826 610 473 476
e _— N — e ===
Corn
Supply:
Beginning stocks 428 428 4238 481
Proauction 4,966 4,995 4,718 4,718
Imports 1 1 1 1
Total supply 5,395 5,424 5,137 5,200
Demand:
Feed 3,830 3,85y 3,607 3,535
Food, ind. and seea 455 455 455 455
Total domestic 4,285 4,313 ,062 3,990
Exports: - -
Cumulative exports - - 24 50
Undelivered sales 608 1,055 1,096 1,125
Total exports ~ 608 1,055 1,170 1,173
Total demanda 4,893 5,369 5,182 5,165
Carryover 502 55 35 3%
== e —
Soxbeagg
Supply:
beginning stocks 160 160 172 172
Production 1,314 1,316 1,262 1,262
Total supply T,371 1,476 1,434 1,333
Demand: —_
Crusnings 805 805 805 805
Seed, feed, and
residual 84 86 84 84
Total domestic ~ 889 __891 889 889
Exports: T - -
Cumulative exports - 13 43 61
Undelivered sales 449 595 614 614
Total exports 429 608 657 6/5
Tor*al demand 1,338 1,499 1,548 1,564
Carryover 136 =23 -112 ~-130

a/Prepared by GAO from information

Agriculture,

——— ey

provided by the Department of



As the domestic carryover situation continued to
deteriorate, policy decisions were made to avoid imposing
export controis and to begin consultations with major U.S.
trading partners to share the adjustment burden required by
the U.S. crop shortfall. First discussions were conducted
in late August by the Secretary of Agriculture and repre-
sentatives from the Council on International Economic pPolicy
(CIEP) with Japan, the European Community, and the Soviet
Ambassador in Washington. The U.S. representatives inquired
about Soviet intentions to purchase U.S. grains, but
the Soviet Ambassador said he had no instructions.

SEPTEMBER DEVELOPMENTS

Responses from Western trading partners were generally
favorable and informative. An indepth review was made by
the Deputies Group in early September and an option paper
was prepared for the Food Committee. The Committee decided
in mid-September to continue the strategy designed to avoid
export controls by facilitating market adjustments and main-
taining close consultations with U.S. trading partners.

The Deputies Group repeatedly expressed concern about
the reliability of the export demand data reported by the
Agriculture Department. Generally, it waes felt that this
data presented an exaggerated demand picture, in view of
other indications of reduced export demand for U.S. grains
and continuing stable prices.

The export reporting system was changed on September
12, 1974, to require that pPreviously unreported export
sales be reported within 24 hours whenever the quantity of
a sale or sales to any destirnation during any calendar day
equals or exceeds 100,000 metric tons. Reports were re-
quired for exports of wheat, corn, grain, sorghum, soybeans,
and soybean meal to permit the Government to deal with any
exceptional orders.

In the meantime, the Deputies Group's September assess-
ment efforts were also being plagu-4 oy varying reports of
the 1974 Soviet grain crop. 1In early September, the
Agriculture Department estimated it would be 210 million
tons. It also reported that the 1973 crop had permitted
the Soviet Union +o increase stocks by an estimated 11
million tons. The Department estimated that Soviet feed-
grain imports would be only about a fifth as large as the
5 million tons imported in 1973-74 and that the Soviets
would purchase only 50,000 tons of U.S. corn.



However, other information available to the Deputies
Group indicated reduced Soviet production and possibly
greater demand for U.S. grains. On September 20 the agri-
cultural attache in Moscow confirmed his earlier (June 1974)
estimates that Soviet production would range from 195 to
205 million tons.

The Deputies Group also had to consider the fact that
the Soviets had been a major buyer of U.S. corn over the
previcus three years, with imports averaging 3.5 million
tons per year.

DECISION ON PRIOR APPROVAL,.SEPTEMBER 19

The Food Committee recognized that the major threat
to its mid-September strategy, aside from further U.S. crop
setbacks, was possible purchases by the Soviet Union, the
People's Republic of China (PRC) and the Persian Gulf oil-
exporting countries.

Consequently, on September 19, 1974, the Committee
decided to have the Secretary of Agriculture contact the
major exporting companies to inform them that the Government
expected prior approval on exceptional sales to these
countries,

The Committee also decided a formal approach snould be
made to the Soviet Union to clarify the u.sS, crop situation
and to obtain advance knowledge of Soviet import needs if pur-
chases were expected. The Departments of State and Agri-
culture were designated to carry out thnis directive.

CONTACTS WITH EXPORTERS, SEPTEMBER 25

The September 19 directives of the Fecod Committee were
ivplemented by tne Secretary of Agriculture's phone conver-~
sarions with major grain exporters and by another, more
formal, approach to the Soviet Union.

The Secretary called Cook Industries, Inc., on
September 25, 1974, and inquircd about what the Soviets
were possibly going to buy. He learned that Cook officials
expected the Russians to purchase 2 million tons of U.S.
corn, as well as 4 to 6 million tons of corn from the
world market to support their developing broiler and
cattle-feeding programs. The Secretary requested the com-
pany to notify him immediately if it sold a significant
amount of grain. "Significant" was defined as over 1 million
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tons. The Secrztary did not request the compzny to obtain
clearance before finalizing any sale. That day ke also
calleld Continental Grain Co., as well as the other major
exporters, and asked Continental to inform him before
concluding any sale.

U.S.-SOVIET GOVERNMENT CONTACTS

A cable to the U.S. Embassy in Moscow on September 25
instructed the Embassy to explain to the Soviet Government:

--the tight supply/demand situation for U.S. grains
and the need for information on Soviet intentions
to purchase U.S. grains,

--that other countries had provided the United States
with sucn information and that the request was
instructed by Washington, and

--that since the U.S. market was tight, the Government
was not sure that it could service large requests.

Thus it wished to know to the degree of possible Soviet
purchase intentions.

The Soviet Deputy Minister of Foreign Trade responded
that:

--the Soviet Union did expect to purchase some grains
in the United States but its requirements would be
considerably below previous purchases;

--the Soviet Union did not wish these quantities to
be burdensome to the United States and would like to
know the U.S. view of what a reasonable amount would
be;

--since Soviet crop data was not in, specific Soviet
requirements were as yet unknown, but would be
conveyed to the U.S. when the Soviet trading agency
contacted U.S. grain exporters.

The Soviet Ambassador informed the Secretary of
Agriculture the same day that the Soviet Union would wish
to purchase modest quantities of U.S. grain and that it
wished tc bave 2 statement of the U.S. position. The
Secretary told him that the U.S. market remained tight with
the recent frost and that it would be preferable to delay
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any purchases in the market until after the Government had

a clearer crop report and knew the real situation. He also
told the Ambassador that as a tentative estimate he believed
that modest quantities, perhaps on the order of one million
tons of wheai, could be accommodated sometime later in the
year.

Not until after the Soviet Union's purchases were held
up in early Octcber did the U.S. Government adequa.ely
address the probiem of responding to Soviet questions about
acceptable levels of feedgrain purcnases for the remainder
of the crop year. There was some discussion of this issue
before the September 25 cable to Moscow, but no quantity
was agreed upon. The reasoning may have been that specifying
a quantity would be the aquivalent of a purchase guarcntee.

ECONOMIC POLICY BOARD SET UP

On September 30, 1974, the President issued Executive
Order 11808, which established the President's Economic
Policy Board (EPB). The Board was composed of various
Cabinet and white House officials, with th= Secretary of
the Treasury as Chairman and the Assistant to the President
for Economic Affairs as Executive Director. EPB advised
the President on all aspects of national and international
economic policy; oversaw the formulation, coordination,
and implementation of all U.S. ecoromic policy; and served
as the focal point for economic policymaking.

REPORTS OF SOVIET INTEREST, SEPTCMBER 30,
OCTOBER 1

In response to the Secretary's Sepiexber 15 request,
Continental Grain Company informed the Agriculture Depart-
ment on September 30 that there appeared to be a strong
possibility that the Soviet Union was interested in re-
ceivine offers of U.S. grain during the next seven to ten
days. On October 1, Continental told USDA that it had
again advised Soviet representatives that the U.S. grain
situation was tight and that USDA officials opposed large
sales.

CONTINENTAL'S CORN SALE TO SOVIET GOVERNMENT

when the Soviet representative asked what quantities
the company was prepared to offer, Continental Grain
Company proposed to the Agriculture Department that it
confine its offer to 1 million tons of corn. The Secretary
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of Agriculture agreed to :pprove this sale, but it is
unclear whether his approval covered only Continental's
proposed sale or whether i: was meant to cover total U.S.
sales to tune Soviet Union. 1In any case, the Secretary told
Continental officials on October 3 that he could not approve
a Soviet pid that day for an additional two million tons of
wheat. Later that day, Continental Grain Company informea
U.S. Government officials that the terms and conditions for
the sale of one million tons of corn had been finalized

and filed the required formal notification of the sale with
the Agriculture Department.

Since this sale was at variance with established policy
(to get other countries to follow the U.S. action to reduce
consumption of feedgrains and share some of the adjustment
necessitated by the shortfall in U.S. crop production), the
Deputies Group, meeting that day, decided to contact the
Secretary of State and the National Security Council.
State's representative to the Deputies Group also prepared
a memorandum on the Russian grain purchase for the Secretary
which included recommendations to contact the Soviet Union.

The Deputies Group met again on the morning of October
4 and prepared an optiors paper for consideration by the
Economic Policy Board's Executive Committee on Continental
Grain Company's finalized corn sale and proposed wheat sale.

COOK INDUSTRIES, INC. NEGOTIATIONS

Cook Industries, Inc., concluded its negotiations with
the Russians at 11:45 a.m. on October 4, for the sale of
1,300,000 tons of corn and 900,000 tons of wheat. The
company called the Agriculture Department about 1:30 p.m. and
was told that the Department had to notify the white House
immediately. While repre-entatives of the Deputies Group
were waiting at the White House for a scheduled meeting with
the Economic Policy Board's Executive Committee, they were
informed of Cook's sale to the Soviet Union. Tne Deputies
Group representatives then informed the Executive Committee
of the situation.

Contact was made with the other major U.S. exporters,
who advised that additional Soviet purchases of corn and
wheat in the range of six to eight million tons were expected.

DECISION TO DEFER SOVIET CONTRACTS

Subsequent Executive Comrittee discussions initially
focused on the use of licensing and export controls. A
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Deputies Group representative argued that across-the-board
export controls were unnecessary but that Soviet purchases
should be held up. Following consultations with the
Secretaries of Treasury and State, the President agreed.

After the discussion, the Secretary of State called the
Soviet Ambassador to the United States and informed him of
the U.S. Government's decision. He told the mbassador that
the magnitude of these contracts was more than the American
market could stand at that time. The Ambassadcr still
thought they were modest quantities and no resolution was
‘reached. The Secretary of State told the Ambassador that
the Secretary of tne Treasury would discuss the question of
grain sales with Soviet officials while in Moscow the
following week.

WHITE HOUSE MEETING WITH EXPORTERS

Ccntinental Grain Company and Cook Industries, Inc.,
officials were invited to a White House meeting on October 5.

A statement released by the white lLouse Press Secretary
on this meeeting stressed the President's expression of
strong concern and the grain companies' responsiveness to
this concern. The statement also reported that the two
companies were arranging to cancel these contracts, and that
Government-to-Government discussions would be undertaken with
Soviet officials during the Secretary of Treasury's trip to
moscow.

On October 7, an official letter was sent to the two
grain companies (reportedly at their request) by the Secretary
of Treasury (as Chairman of the Economic Policy Board)
stating the President's strong concern over the potential
impact of such exports when the United States had experienced
a disappointing harvest of feedgrains. The letter also stated
that the contracts were not in the national interest at that
time and that the compani.s should not implement them,
Further, the letter formally and officially confirmed the
Government's request that the companies not ship the grain,

MONITORING AND APPROVAL OF EXPORT SALES

As a result of the decision to hold up the Russian
purchases, an ad-hoc export sales approval group was es-
tablished in early October at the Secretary's suggestion
and with the President's approval. Initially, tne group
consisted of representatives from the Council of Economic
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Advisers, the Office of the Special Representative for Trade
Negotiationrs, the National Security Council, and the
Departments of State and Agriculture; Treasury was subsequent-
ly added. The group was originally chaired by CEA, but was
subsequently transferred to USDA.

GUIDELINES

On October 8, 1974, the Agriculture Depar:ment announced
new guidelines for the voluntary prior approval system for
large export contracts. Exporters of wheat, corn, grain,
sorghums, soybeans, and soybean oil cake and meal were
requested to obtain USDA approval prior to making:

1. export sales which would either:

a. exceed 50,000 tons of any one commodity in one
day for shipment to any one country of destin-
ation, or

b. cause the cumulative gquantity of sales of any
one commodity made to any one country of
destination during any one week (Monday through
Sunday) to exceed 100,000 tons; and/or

2. any change to a known country of destination from a
country of destination (including unknown destina-
tions) previously reported to USDA in Form C.E.
06-0098 covering cxisting export sales if the
change(s) for any one commodity exceeding 50,000
tons in any one day accumulates to exceed 100,000
tons during any one week (Monday through Sunday).

It was also reguested that neither offers nor sales made
under Title I, Public Law 480 neeu pe reported under this
voluntary system. It was further requested that exporters
make their offers under a tender issued by a foreign buyer
(usually a foreign government) subject to USDA approval. How-
ever, exporters were informed that USDA would not knowingly
approve offers or sales made under a tender that lacked such
a condition.

APPROVAL CRITERIA

The ad hoc approval group developed criteria for
approving large sales. Guidelines for prior approval issued
by USDA on October 9, 1974, stated:
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"In determining which proposed sales will be given
pPrior approval and which will not, the Department will
consider the total annual requirements of the country
involved and the extent to which those requirements are
already covered. Factors, in addition to the U.sS,
availability, will include the level of the foreign
country's 1974-75 crop; its stocks on hand; existing
purchase contracts calling for future delivery; pro-
jected consumption; and the pattern of imports during
recent years.,"

RENEGOTIATION OF THE SOVIET PURCHACES

After the October 5 meeting at the White House, the
Deputies Group Prepared an options paper on how much U.s.
grain could be exported to the Soviet Union. The paper was
submitted to the Executive Committee of the Ecnnomic
Policy Board and was discussed with the President, who gave
the Secretary of the Treasury instructions for his discus-
sions in Moscow.

The options included questions of timing and the
quantity and composition of the purchases. The timing
question was whether to defer Soviet purchases until after
the October Crop report or until after January 1, 1975. The
quantity and composit.i~n question was whether to (1) permit
Soviet purchases of 50,000 tons of corn, Agriculture's
original estimate of Soviet demand, (2) permit Soviet
purchases of one million tons of corn and 1.5 million tons
of wheat, the current USDA proposal, or (3) permit Soviet
purchases under existing contracts ang obtain agree - nt that
no ~dditional sales would be made.

The Deputies Group concluded that the United States
could approve a Soviet purchase of 500,000 tons of corn and
1,000,000 tons of wheat for immediate export, with the
possibility of up to 500,000 tons of corn and more wheat
later--but only if more information about Soviet crop
availabilities and import requirements was forthcoming.
Also, it was to be made clear to the Soviet representatives

the levels approved for immediate export without prior
consultation between the two Governments. Other con-
clusions were reoched on the domestic price impact, the
need for a public statement, Commodity Credit Corporation
financing, and contract problems for the grain companies
involvegd.
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The Group's recommendations were essentially adopted
and provided the instructions for the Secretary of the
Treasury. The Secretary met with the Soviet Minister of
Foreign Trade on October 14 and 15 and discussed outstanding
problems of U.S.-Soviet trade, including the question of
Soviet grain purchases. The Minister pressed for an increase
in the quantities offered and the Secretary presssed for an
exchange of information as agreed upon in the 1973 agreement
on agricultural cooperation. The Soviet representatives
had originally contracted for 2.3 million tons of corn, and
900,000 tons of wheat, but reduced their request to 1.5
million tons of corn. The United States offered a compromise
of wheat for corn, as follows: 1.2 million tons of wheat,
1 million tons of corn, and 1 million tons from other
exporting countries or deferred U.S. delivery until the new
crop year. No agreements were reached durina these talks.

DEVELOPMENT OF NEW U.S. OFFER

In a subsequent discussion with the President, the
Secretaries of Treasury and State recommended an increase
in the quantities originally approved for export to the
Soviet Union. The President agreed to an increase from the
originally approved 500,000 tons of corn to one million tons
and from one million tons of wheat to 1.2 million tons and
the remainder for delivery from other exporting countries.
It appears that this decision was made partly out of concern
for existing contracts and partly for foreign policy reasons.

The Soviet Union agreed to accept this U.S. offer, and
details were announced in Treasury's October 19 press
release. The agreement provided that the Soviet Union would
make the necessary purchase arrangements with U.S. export
firms and would make no further purchases in the U.S. market
during the 1974-75 crop year. Further, the Soviet Union
agreed to work toward the development of a grain exchange
system between the two Governments.

Part of this agreement was modified in February 1975,
when the Soviet Union requested the grain companies to
substitute 200,000 tons of old crop wheat for new crop corn,
for delivery starting in October 1975. Their request was
made in two separate, 100,000-ton transactions. The grain
companies submitted both reguests for U.S. Government
approval. The Grain Monitoring Group approved the first
100,000-ton request without delay and made the situation
known to the Secretaries of the Treasury and Agriculture.
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Approval for the second 100,000-ton request was delayed
until after Government-to-Government discussions in Moscow
during the meeting of the Exports Group under the Long Term
Cooperation Agreement. After receiving information that
Soviet desires were based upon commercial grounds, the
second request was approved. Also, a problem with the
quality of some U.S.-origin corn shipments resulted in non-
U.S.-origin corn replacing part of the one million tons
originally approved for sale to the Soviet Union. This
U.S.-Soviet agreement on grain purchases applied only to
the 1974-75 crop year. :

U.S.-U.S.S.R. GRAIN DATA EXCHANGE

The Government's problems in anticipating and re-
sponding to Russian grain purchases in 1974 would have been
simplified by an adequate data exchange program (as agreed
apon in the 1973 Agricultural Cooperation Agreement). U.S.
dissatisfaction with the workings of this exchange were
discussed during the Moscow meetings of October 1974 and
and Washington of December 1974, and in other meetings in
February and April 1975. (For further discussion, see
chapter 5.)

COUNTRY TARGET LEVELS

The Executive Committee of EPB direzced the Grain
Monitoring Group in December 1974 to establish country
target levels of estimated U.S. exports for the 1974-75
crop year. Once these target levels were established, they
were not to be changed without the Group's approval.

These target levels served as the basis for the Group's
discussion and approval of export sales of U.S. grains.

The epproval system (which was operative from October
1974 throagh March 1975*) was basically a check against
anticipated or estimated exports by country developed by
Agriculture's Foreign Agricultural and Economic Research
Services. In essence, the system tracked exports against
Agriculture's estimates of demand. Weaknesses in this
data base are discussed in GAO's acsessment on pages 43-45.

* Declines In U.S. consumption of feedgrains permitted
elimination on March 6, 1975, of the system of prior
U.S. Government approval for large export orders for
wheat, feedgrains, and soybeans,
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GAO ASSESSMENT OF 1974
DECISIONMAKING PRCCESS

The executive branch showed certain improvements in deal-
ing with the 1974 grain sales to Russia. The decisionmaking
process was more formalized than it had been in 1972, and
was less crisis-oriented. There was a more deliberate
process for weighing options and for devising responses to
the developing shortage situation. This prccess led to the
requests for self-imposed limits on both importers and ex-
porters and for the deferment of existing contracts, and
eventually to the temporary voluntary prior approval sys-
tem.

On the other hand, the Government demonstrated a
continued reluctance to intervene in the market with firm
policy guidelines until faced with major d4isruptions, such
as the 1974 Soviet grain purchases. As a result, its
response to the crisis created problems similar to those
of 1972 (general uncertainty about future Government moves
and their possible effects on the market).

The decisionmaking process was also hampered by inter-
adency discord. Disagreement over the composition of the
ad hoc monitoring group, for example, led to the three
shifts in the chairing of this group. There was similar
friction over the makeup of the team sent to the U.S.
discussions with European Community otficials on feedgrain
exports. Another point of disagreement involved changes
in authority to approve or not to approve export sales.

GAO ASSESSMENT OF
1974 IMPLEMENTATION

In the view of the GAO, a fundamental difficulty in
implementation stemmed from the lack of any compliance
program. This led to problems including simple but signi-
ficant failures of communication and inadesquate control of
shipmelits.

Although the decision was made to inform grain companies
that prior Government approval was expected on exceptional
sales to the Soviet Uniorn, Cook Industries, Inc., was not
so informed before it: sale nhad been made.
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The monitoring system for agricultural exports did not
provide any control of diversions and/or transhipments,
Members of the Deputies Group were concerned apout the
practical value of compliance checks, since there was a
voluntary approval system and no mandatory licensing
requirements under the Fxport Administration Act or similar
authority.

As a result, it is unclear whether, and the extent to
which, there may have been diversions and/or transhipments.
There were rumors, but no evidence, of such transactions.
The CIA checked for transhipments, but its investigations
applied only to sales after thne prior approval system was
put into effect. There seems to have been no evidence
as of December 1974 of any diversions to Cuba or to
Eastern Eurcpe. The Agriculture Department was asked to
talk with West German officials about this question because
cf the large number of sales destined for delivery to
Rotterdam and Hamburg.

Another implementation problem involved U.S. feedgrain
and soybean meal exports to the European Community. A
November 1974 report to the Economic Policy board stated
that U.S. sales to the Community were exceeding the quantity
that had been earlier agreed could be safely exported.
Since this situation was considered a political issue,
an informal compromise was worked out and it was agreed
to reexamine the situation in March 1975,

GAO_ASSESSMENT OF
DATA CCLLECTION

The data base for decisionmaking had improved since
1972. Export information developed by the Agriculture
Department's newly established export reporting system
was used in coordination with information of export ship-
ments, domestic consumption, food aid requirements, domestic
production, and probable foreign production and demand.

The usefulness of the data base was, however, impaired
by two serious weaknesses.

One major weakness had to do with the Ayriculture
Department's estimates of consumption within individual
foreign countries of destination. (5ee ch. 5.) The
absence of accurate estimates and the effort spent in
obtaining them created confusion about whether a problem
did, in fact, exist, and delayed the Government's eventual
response once the situation had been clarified.
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A second problem was the lack of confidence in the
reliability of the Agriculture Cepartment's figures on
export demand. (For reasons, see ch. 4.) Members of
the Deputies Group were agreed that there were inaccura-
cies in the system but did not agree on corrective ac-
tion or even on whether it could by done. 1In spite of
much discussion of possible improvements, no steps were
taken except to consult with U.S. trading partners in an
effort to get better information.

The Economic Policy Board expressed concern about
C< recting inaccuracies in the sytem, especially figures
for exports to the European Community. An Agriculture
representative met with Community officials but failed
to get cooperation on the deletion of inflated figures from
the reporting system.

The ad hoc approval group used additional data from
other sources to modify Agriculture's export figures,
The group attempted, through this means, to avoid unusual
transactions, Stockpiling, and other abnormal trends.
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CHAPIER 3

HANDLING OF 1975 SOVIET GRAIN SALES

I'{TRODUCTION

The Soviet Union's purchase of approximately 16.5 million
tons of U.S. grains in 1975 was in some ways similar to its
1972 and 1974 purchases and accentuated many of the previous
policy and implementation weaknesses. The executive branch
was again surprised by the size and makeup of the purchases--
despite the existence of an export reporting system, better
communication with U.S. grain exporters, and improved re-
lations with the Soviet Union.

There were, however, several notable differences in
tne 1975 purchases; especially as compared to the 1972
situation: (1) Soviet purchases were not faciiitated by U.S.
Government credits, but were made strictly on a cash basis;
(" an export reporting system was operative, largely as an
outcome of the 1972 sales; (3) the Agricultural Agreement of
1973 had been signea Dy the Soviet Union and the United
States (committing poth parties to exchanging valuaple agri-
cultural intormation); (4) tne sales involved several exe-
cutive branch agencies, whereas, in 1972 the Department
of Agriculture was the primary agency involved; (5) no U.S.
Government export subsidies were paid to export firms; (6)
wheat prices were two to three times higher than in 1972;
and (7) at the time of the sales, tnere was more doubt of
what total U.s. supply would be, since Production was
uncertain and stocks were one~third as high in 1972.

To better understand the circumstances surrounding
Soviet reemergence in the U.S. grain market, we asked
high level Agriculture, State, and white House of.icials
such key questions as:

--When and how did tne U.S. Government first receive
any indication of Soviet buying intentions?

--How effective, as an early warning system, had the
agricultural export reporting system proved to bej

~~Had tnere been any formal or informal communications

between grain exporters and the U.S. Government?
If so, with what results?
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--Had there been any formal or informal communications
between the U.S. and the U.S.S.R. Governments?
If so, with what results?

--What was the nature of U.S. Government involvement
in the grain sales?

--How accurate were U.S. Government estimates of Soviet
grain purchases in 1975?

~--How accurate were U.S. Government forecasts of Soviet
ccop production?

--Had the U.S. Government developed any contingency
plans in the event the Soviet purchases exceeded
estimates and precipitated a potential short-supply/
high price situation? Had the U.S. Government, in
anticipation of such a development, completed impact
analyses reflecting the differing effects of varying
sizes of purchases on the domestic economy?

--What were the price and other impacts of the sales?

--Was there any interagency monitoring of the current
sales?

GOVERNMENT'S DISCOVERY OF
PURCHASE PLANS

We found that the Government had not received advanced
notice of the nature and extent of Soviet buying intentions.:
U.S. officials learned through a published news story (Journal
of Commerce, July 7) that Soviet representatives were ar-
ranging for shipments of grain from Canadian and U.S. ports.

Before then there had been only one or two clues to the
Soviet crop situation: U.S. Air Force reports of deterior-
ating weather ccnditions in Russia, and rumors that the Soviet
Government was selling considerable amounts of gold ir the
world market for hard currency.

EARLY WARNING SYSTEM

With the ending in March 1975 of the Prior Approval
System, the only potential mechanism for alerting the
Goverrnment to extraordinary sales was the agricultural export
reporting system. This system failed to provide any advance
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notice. Voluntary suomission of Government-requested data
from major grain companies did not constitute a formal early
warning system.

The fact remains, however, that in 1975, as in 1972 and
1974, there was no formal system to provide decisionmakers
with accurate, timely and complete information., As a result,
there was the same uncertainty and confusion as had been the
case with earlier sales.

U.S. CONTACTS WITH EXPORTERS

We found that the Agriculture Department had established
informal communications with multinational grain exporters
several mon:hs before the impending grain sales were publi-
cized. These informal contacts also failed to proviae any
warning clues to Soviet intentions,

CONTACTS BETWEEN U.S.-U.S.S.R.
GOVERNMENTS

Throughout the summer of 1975, there were informal dis-
cussions between U.S. and Soviet officials, bota in Washington
and Moscow. But despite repeated U.S. requests for information
about the probable extent of Soviet purchases, and despite
agreements to provide such data under the 1973 Agricultural
Cooperation Agreement, no satisfactory answers were obtained
until August. At that time Soviet officials provided for
the first time preliminary production data on area zones with
a breakdown by types of grain,

U.S. ESTIMATES OF SOVIET GRA-N
PRODUCTION AND DEMAND

western agricultural specialists in Moscow in May, dis-
counting poor weather reports, predicted a bumper crop for the
Soviet Union. Tne first offical U.S. estimate of the Soviet
crop yield, published in June, called for 200 million tons,
An earlier USDA preseason Projection of 210 million tons
was based on a "normal" weather assumption. After the Soviet
crop data was provided, subsequent estimates were revised
downward on several occasions, with the last (December 9,
1975) pbeing set at 137 million tons.
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The initial U.S. forecasts of Soviet grain demand, based
on inforwal discussions with U.S. grain exporters and witnh
Soviet embassy officials, anticipated Soviet purchases of U.S.
grain of approximately 5 million tons.

It snould be noted that forecasting grain supoly and de-
mand is always complicated by the difficulties of predicting
weather condicions at critical periods. The Snviet Union's
needs for extraordinarily laije guantities of U.S. grain
in 1975 can be traced primarily to the drougat in the spring
and summer of 1975.

The U.S. response to the sales was aiso shaped to some
extent by uncertainty about how the weather would affect the
size of the available U.S. crop.

Chapter 5 provides a detailed discussion of the problems
of forecasting grain demand.

CONTINGENCY PLANS-IMPACT ANALYSES

we found that neither contingency plans nor impact
analyses nad been developed prior to July 1975. Therefore,
when it became clear that the Soviet Government would be
buying unspecified larger-than-anticipated quantities, the
executive branch was not prepared to determine guickly what
acceptable level: of exports would be.

PRICE AND OTHER IMPACTS OF SALES

Th> effect of the sales on U.S. food prices is by far
the most controversial issue in the U.S.-U.S.S.R. grain trade,
The 1972 sales were a factor in the highest food price in-
creases since 1947. It should be noted, however, that in
that year total U.S. grain exports to other countries, es-
pecially Japan and wWestern Europe, were considerably uigher
than the shipments to the U.S.S.R., and rust bear a propor-~
tional share of the responsibility for the food price in-
creases.

Nevertheless, the news of the mid-July 1975 sales pro-
voked a wave of protests based on fears--which proved to be
exaggeratea--that they would have the same domestic infla-
tionary repercussions as those in 1972. :

pue to the volatility of the commodities market, the mere

announcement of Soviet entrance tends to send commodity prices
up. For example, the cash price of wheat in Kansas City rose
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from $2.08 to $3.96 per bushel from July 1 to July 29, 1975.
Cora in Cnicag” jumped from $2.78 to $3.14 per bushel. The
nigher cost of corn, the basic livestock feed, helped to keep
the price of fattened cattle from dropping as much as had
been anticipated.

The chairman of the Federal Reserve Board in testimony
before a congressional committee on September 4, 1975, said
that U.S. grain sales to the Soviet Union in 1975 might lead
to a rise in food prices on the order of 2 or 2-1/2 percent
in 1976.

A study by Agriculture's Economic Research Service,
in late July 1975 estimat -d that a sale of approximately
10 million tons would mear. a 1 to 1-1/2 percent increase,
about $3-4 billion in additional food costs for consumers,

A similar study, prepared for the use of the Joint
Economic Committee in Congress, making a projection based on
a l0-million ton sale, projected the resulting rise in retail
food prices at 1.0%. The study projected a rise in farm
prices of feedgrains and wheat of 10-12 percent and a rise in
realized net farm income of 10 percent. The income gain was
expected to go mainly to crop producers, while livestock
producers might face possible losses.

Actually, food prices rose only slightly in subsequent
ronths. That slight rise may be attributable to an improved
supply situation reflecting generally high levels of world
production,

The sales also may have had an impict on foreign policy.
Although executive branch officials gener~lly considered
the sales to be a separate issue from overall U.S. relations
with thne Soviet Union, one official claimed that the sale in-
fluenced the Soviet Union not to interfere with the U.S.-
engineered 1975 Sinai Agreement.

SUMMARY OF EVENTS, 1975 GRAIN SALES

The following is a brief narrative summary of events.
For a more detailed chronology, see vol. II, Appendix n,

Only a week after the first sale of 2 million tons was
announced on July 16, the International Longshoreman's
Association (ILA) voted to refuse to load American and
Canadian grain on ships destined for Russia, They indi-
cated that the ban would be lifted if "the interests of the
American people were adequately protected."”
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The next day the Under Secretary of Agriculture asked
exporters to notify the Department before making major grain
sales to the Soviet Union.

Two other maritime unions--the Seafarer's Association
and the Maritime Engineers Benevolent Association--a’so
voted to refuse to load grain unless assured the sales
would not substantially raise food prices.

The unions were also openly dissatisfied with the
Soviet Government's reluctance to agree to a new set of
shipping rates more favorable to American shipping.
(See Vol. IT, Appendix K)

There was a brief work stoppage on August 7, followed by
another on August 18, at which point a temporary Federal Court
injunction on behalf of the shippers was issued.

There was strong criticism of the boycott from the admin-
ictration and from farm organizations. The boycott had the
complete support of the A.F.L.-C.I.0., which took the pcsition
that the U.S. was facing the prospect of massive grain sales
to the Soviet Union witn no assurance that national interests
would be properly safegaurded.

The A.F.L.-C.I.0. pressed for full disclosure of the ex-
tent of the prospective sales, a policy to protect American
companies from unfair competition with state-owned monopolies,
an offensive policy to deal with commodity cartels such as
the OPEC ratioas, and an investigation of the extent to which
American corporations aie participating in and supporting such
cartels.

On August 1. the Secretary of Agriculture called on ex-
porters to withhold further sales to the Soviet Union until
U.S. crop produaction figures were known.

The announcement pleased labor, consumer groups, and
various members of Congress who nad urged government action
out of concern about food prices and the availability of
U.S. rommodities.

Farm spokesman expressed strong disapproval, based partly
on the fear of extensive government intervention should simi-
lar situations arise in the future. Farmers were also afraid
that the suspension would force traditional buyers to seek
other sources ot supply, and that once sales resumed, farm
prices would be lowered.
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Various veiwpoints on grain export policy were expressed
at hearings July 31 and August 1, 1975, before the Senate
Committce on Government Operations, Permanent Subcommittee
on Investigations. The Assistant Se~retary of Agriculture
for International Affairs and Commod .ty Programs said that
"American farmers must export in order to maintain the incen-
tives to generate *** hjgh levels of nroduction ***, Any
potential impact on prices must be balanced against the need
for farmers to receive full returngk** _»

Arguing for a tempcrary sales limitation, pending crop
developments, John A. Schnittker, former Unde: Secretary of
Agriculture, cited the risk of serious food price inflation,
He went on to say: "*** yhile export sales should be care-
fully managed to preserve relatively stable food prices,
farm price support ought to be raised substantially to pro-
tect farmers."

A number of critical decisions were made on September 9
and 10. After a meeting between AFL-CIO President George
Meany and the President, it was announced that the President
would explore the possibility of a long-term grain purchasing
agreement with Soviet Union. At the same time the President
extended until mii-October 1975 the moratorium on sales. As
of that date, the Soviet Union had purchased 10.2 million
tons of grain.

In response to the President's announcement, the AFL-
CIO announced the lifting of the boycott.

The next day, without a public announcement, the State
Department requasted through the Polish Embassy that Poland
halt grain buying in the U.S. (Sece beiow, pp. 29 and 30.)
News stories of the suspension did not begin to surface until
September 22.

Also on September 10, the Under Secretary of State for
Economic Affairs left for Moscow to begin negotiations on the
long-term grain trade agreement,

The President also announced the creation of a special
board to consider related questions of agricultural exports
and domestic food prices.

Agriculture had been the Government agency primarily

involved in the sales during July 1975. However, the Economic
Policy Board and the Deputies Group had begun meeting
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reqularly in mid-July to discuss the grain sales, and it was
the Board which made the decision to order suspension of the
sales in mid-August. The decision was reluctantly agreed to
and announced by the Secretary of Agriculture, a Board member.

Another Board member, the Secretary of Labor, was the
primary negotiator between the AFL-CIO and the Government con-
cerning che loungshoremans boycott, revised shipping rates, and
the long-term agreement.

The new unit created on September 10 was the Economic
Policy Board/National Security Council Food Committee. It
was expected to develop negotiating strategy for the grain
sales and to monitor those negotiations.

It should be noted that the new Food Committee involved
little change in membership. Nine of the ten members of the
Food Committee were also members of the l4-member Economic
Policy Board. One important difference was that new group was
chaired jointly by the Secretaries of State and the Treasury.
This enabled the State Department to initiate and carryv out
the grain embargo on Poland, over the objections of the Secre-
tary of Agriculture. _

SUSPENSION OF GRAIN SALES TO POLAND

The official explanation of the suspension of grain
sales to Poland was that the suspension was necessary until
the size of the U.S. corn crop became clear. There has been
speculation, however, that the decision to suspend grain sales
to Poland was taken primarily to put pressure on the Soviet
Union to cooperate in negotiating the long-term purchasing
agreement.

The suspension met with some criticism because of the
secrecy under which it was imposed and because of its possible
conflict with U.5. international treaty obligations. Foreign
Agricultural Service officials said that this type of suspen-
sion was arbitrary and contrary to: (1) U.S. initiatives to
expand its trade relationship with the Polish Government, and
(2) the General Agreement of Tariffs and Trade (GATT), of
which Poland is a member.

The latter agreement is multilateral and therefore the

United States is bound to abide by set criteria covering em-
bargoes stemming from short supply situations.
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On October 10 the President announced he was lifting the
suspension on sales because the Agriculture Department's
October 1 crop estimates showed record harvests for wheat and
corn. The Under Secretary of State for Economic Affairs had
announced on September 16 that the Soviet Government had
agreed in principle to a long-term grain trade agreement, and
the text of the U.S.-Soviet agreement on shipping rates of
$16 a ton was released three days later.

U.5.-0.5.S.R., LONG-TERM GRAIN
PURCHASING AGREEMENT OF 1075

The long-term grain purchasing agreement between the
United States and Russia was signed on October 20, 1975, to
take effect on October 1, 1976. This agreement committed the
Soviet Union to purchase a minimum of 6 million tons of wheat
and corn annually through 1981, and allows the Russians to
purchase an additional 2 million tons annually without Gov-
ernment consultation, plus additional amounts with consulta-
tion. The United States may reduce the quantity to be sold
in any one crop year if the estimated total U.S. grain supply
is less than 225 million tons. Shipments are to be in accord
with the U.S.-Soviet Maritime Agreement.

Executive branch officials justified signing the agree-
ment on the grounds that it regularizes Soviet purchases and
minimizes associated disruptions. Officials alszo argued that
the agreement:

-—assures U.S. farmers a market ir Russia for 6-million
tons of wheat «<»1 corn a year for the next 5 years;

--provides additional assured demand which will assist
farmers in making planting decisions;

--protects U.S. livestock producers and consumers and
other foreign customers from large Russian purchases
c¢f U.S. grain without prior consultation;

-~provides the United States with $4 billion to $5
billion in potential foreign exchange earnings (at
prevailing prices) over the next 5 years;

--assures that sales under the agreement will take

place at the prevailing market price through tradi-
tional exporter channels;
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--reduces price fluctuations in United States and world
markets by smoothing out Soviet purchases o. U.S. grain,
and thus protects American farmers, consumers, and live-
stock producers as well as foreign customers;

--stimulates not only agriculture but such related enter-
prises as farm machinery and ocean transport; and

--strengthens cooperation between the two countries by
stabilizing the important grain trade between them.
L3

Farmer representatives have been highly critical of the
agreement, which they view as another government export con-
trol that will restrict exports and markets and depress
prices. One spokesman accused the administration of yielding
to unjustified pressure from consumer groups and the maritime
unions, and interfering unnecessarily in the grain market.

Other critics of the agreement, including consumers and
congressmen, contend that it has created additional uncer-
tainty rather than resolving the disruptions associated with
massive grain purchases. Various criticisms leveled at the
agreement include:

--limits the President's authority to impose short--supply
export controls on corn and wheat.

-—-fails to include substitutable commodities, such as
soybeans and soybean meal.

--fails to clearly cite the authority for such an agree-
ment.

--was negotiated and signed without the advice and con-
sent of the Congress.

-~is unenforceable because grain is a fungible commodity
distributed by multinational corporations whose market
activities are not regulated by the agreement.

~-fails to provide for Soviet disclosure of forward
estimates and stocks as promised in the 1973 Joint
Agricultural Cooperation Agreement.

~-fails to protect U.S. domestic consumer interests by
not restraining the volume of Soviet sales in the event
such sales create unacceptably high levels of infla-
tionary food prices domestically.
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'--fails to comment on the potential for shipments of
subsidized grain in the event market conditions change
during the term of the agreement.

--represents increasing government intervention in the
market, gives the Soviets privileged market status,
and establishes a precedent for government-to-govern-
ment, long-term grain purchasing contracts that may
cause other major importers of U.S. grain to seek
such agreements and privileged market status.

Despite considerable discussion about linking an agree-
ment on Soviet oil sales to the U.S. grain agreement, no such
accord has been finalized. Negotiations on a long~term agree-
ment for Soviet o0il exports to the U.S. are continuing.

(See Vol. II, Appendix I, for text of the Agreement.)

Legality of the Long-Term Agreemer t

The decision to send negotiators to Moscow was apparently
made before the legal jusitification of a grain agreement was
determined. The State Department did not complete its legal
analysis until several weeks after the agreement was signed.

According to this analysis:

--The legal basis for this executive agreement is the
President's authority under Article II of the Con-
stitution to negotiate and conclude appropriate agree-
ments with foreign governments. '

--It is consistent with the Agricultural Marketing Act
of 1946, the Export Administration Act of 1969, as
amended, the General Agreement on Tariffs and Trade
and all other relevant U.S. statutes.

--The agreement is legally binding on the governments
involved, but upon no individual under U.S. domestic
laws,

--The U.S. Government will not interfere with any private
commercial transaction made under the agreement and
will, in fact, facilitate such transactions.

--The President, however, does retain the authority

to impose export controls under the Export Adminis-
tration Act, if such control= become necessary.
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GAQ'S LEGAL ANALYSIS OF AGREEMENT
AND VOLUNTARY CONTROLS

Following the grain agreement and the Government's
voluntary export restraints in 1975, the Congress expressed
concern over their legality. Consequently, we prepared a
legal analysis of the Government's actions in these two
instances. (The complete analysis appears in Vol., 1II,
Appendix J.) From our analysis we concluded that:

-~The President has authority under the constitution
to negotiate international agreements affecting for-
eign commerce, notwithstanding the constitutional
responsibility of the Congress "to regulate Commerce
with foreign nations."

-~The suspension of sales to the Soviet Union was
based on voluntary action by exporters at the request
of the executive branch. Since the suspension was not
legally binding, it was a lawful exercise of executive
branch authority.

-~The President has independent constitutional authority
to enter into such an executive agreenent as the
long~-term Soviet grain purchasing agreement which af-
fects foreiqgn commerce and such action on his part
is not precluded by the Export Administration Act.
However, the U.S. Government does retain its statutory
authority under the Export Administration Act to im-
pose export controls should Soviet purchases be of the
nature to necessitate such actions.

-~The President's authority to institute legally
binding and enforceable export controls is derived
from and dependent upon the authority delegated to
him by the Congress in the Export Administration Act.

The National Association of Wheat Growers has considered
taking legal action against the executive branch because of
the Agreement and the grain sales moritorium that preceded
it. The Association believes that by establishing terms on
which grain commerce between the two countries is to be con-
ducted, the agreement regulates commerce, which the President
cannot 4o without congressional consent. The Association
rejects the argument that the agreement does not involve regu-
lation of commerce in that it does not create restraints on
commerce under domestic law.
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The State Department has acknowledged that whatever the
President's inherent authority to affect commerce under his
foreign relations powers may be, that authority may be pre-
empted by legislation--which, according to State, has not
occurred in this case. The Association believes, however,
that the President's authority has been preempted by the
Export Administration Act, which governs the regulation of
U.S. exports.

The Association holds that the prior approval system
implemented in 1974 and the 1975 sales moritorium are incon-
sistent with the Export Administration Act. The Act provides
that nothing in the Act or in the rules and regulations
thereunder should be construed to require authority or permis-
sion to export, except where required by the President under
the provisions of the Act.

The Association may also take legal action against sev-
eral grain exporters. It contends the exporters may have
violated the Sherman (Antitrust) Act when they voluntarily
agreed to cease exports of grain during the 1974 and 1975
moratorium--the implication being that the exporters would
not have agreed to stop their exports unless all agreed.

SUMMARY OF GOVERNMENT RESPONSE
TO 1975 GRAIN SALE CRISIS

The 1975 grain sales to Russia, in exceptionally large
quantities, caught the Government offguard and without an
adequate data base, background studies, or policy guidelines.

Because of this lack of preparation, uncertainty over
total U.S. grain production, and unreliable estimates of
Soviet production prospects, the Governmert had to improvise
its responses. :

The July 24 request for prior notification of major grain
sale contracts created an informal Prior approval system.
The latter requests for suspensions of sales to Russia and to
Poland fcllowed.

In taking these steps, the Government was forced to
modify its reiterated commitment to a free market economy
with minimum government intervention, in order to minimize
potential domestic and international disruptions.
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Significant segments of society--farmers, labor, con-
sumers, and legislators--were at odds over the handling of
the grain sales, specifically, and over grain export policy,
generally. Labor leadership and boycotting unions exerted
powerful influence over negotiated shipping rates and the
long-term grain purchasing agreement with the Soviet Union.
This agreement and the one signed with Poland were hailed
in some quarters, criticized sharply in others.

GAO's assessment of the Government's 1974 and 1975
experiences with the grain sales, as they bear on agricul-
tural export policy, is set forth in Chapter 6.

DEVELOPMENTS IN 1976

On March 5, 1976 the President again reorganized food
policy groups. The Economic Policy Board/National Security
Council Food Committee was consolidated with the International
Food Review Group (established in November 1974, primarily to
coordinate follow up to the World Food Conference).

The new consolidated unit was the Agricultural Policy
Committee, chaired by the Secretary of Agriculture. The
other memvers included: Secretaries of State, Treasury, and
Commerce; Presidential Assistants for Economic Affairs, Domes-
tic Affairs, National Security Affairs, and Consumer Affairs;
Chairman of the Council of Economic Advisers; Director of
the Office of Management and Budget, and the Executive
Director of the Council on International Economic Policy.

The appointment of the Secretary of Agriculture to the
chairmanship of the new Committee appeared to return Agri-
culture to the position of primary maker of food policy.
This position had been eroded by the events of July, August,
and September 1975.

The Agricultural Policy Committee was formed to con-
solidate agricultural policymaking into one group reporting
directly to and advising the President on the formulation,
coordination and implementation of all agricultural policy,
including both dcmestic and international issues.

The Deputies Group became the Agricultural Policy Working
Group, and provided staff assistance by monitoring agricul-
tural developments and preparing issue papers and other
analyses.
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No major foreign agricultural policy crises erupted
during 1976 to test the operational capabilities of the Agri-
culture Policy Committee. According to White House staff
officials, the Committee met rarely and then only for cere-
monial reasons. These officials stated that despite the
Committee's existence, the Economic Policy Board of the
President reviewed and decided major agricultural policy
matters throughout 1976. The Economic Policy Board con-
tinually received analyses of major policy issues from
the staff level Agricultural Policy Working Group.

The complexity of food policy is illustrated by the
fact that two executive branch groups and several subgroups,
composed of representatives from as many as 26 government
agencies, have dealt with food policy. The creation of new
units and the shifts in recent Years attest to the difficulties
of developing effective food policy mechanisms.

During 1976, the first year of operation of the long-
term purchasing agreement, the Soviet Union purchused in an
orderly manner about 6 million tons of U.S. wheat and corn.
This was approximately the minimum amount required under the
agreement. Because of significant increases in Soviet and
world grain supplies and the continuing high level of U.S.
production, no unusual circumstances emerged in 1976 to test
the agreement's endurance.
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CHAPTER 4

AGRICULTURAL EXPORT REPORTING SYSTEM

Evolution of Export Reporting System

For approximately three decades prior to the 1972 Russian
Sales, the U.S. had virtually continuous agricultural sur-
pluses. Except for brief intervals, bountiful surplus enabled
the U.S. to satisfy domestic and foreign demands and retain
large quantities as a domestic buffer stock. Government
policy focused on problems of over-supply and low farm prices,
and ways to expand exports. There was rarely a need to keep
close track of exports, and no system existed to 4o so.

Agriculture's Interagency Commodity Estimate Committees
then and now develop projections for total crop production,
domestic use, exportation, and ¢arryover. Crop and marketing
year estimates are revised periodically to reflect various
changes in supply and demand. Before 1972, errors in esti-
mates of foreign demand caused little concern in the Govern-
ment because surpluses always existed to satisfy increases
in demand not reflected in estimates.

Another means of assessing export levels prior to 1972
was by reviewing export shipment data compiled by the Census
Bureau and the Agricultural Marketing Service. However,
data provided Ly these two agencies has never been current.
Because a 1 tc _-month time lag usualiy exists in the publi-
cation of this information, it is of little use to decision-
makers faced wi.h assessing current crises. It is, of course,
useful in analyzing historical records and trends.

Some agricultural export data also has been available
as a result of past and current government concessional ex-
port programs. Between 1949 and 1967, the Wheat Export Sub-
sidy program provided ~urrent export sales information, as
did corn, feedgrains, rice and tobacco subsidy programs which
are either being phased out or are terminated. According
to Agriculture, data on export sales activity under P.L. 480
and the CCC Sales Program has also been available for the
past 20 years.

Although all of the above programs provided export sales

information, their primary purpose was not data collection.
As a cousequence, such information was generally not utilized
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as a means of monitoring the expert market, but used almost
solely to verify qualification to participate in one of the
export programs. : o

The only other means of developing export information
Prior to 1972 was Agriculture's market intelligence activi-
ties, primarily reports from the Agricultural attaches and
conversations with grain exporters and importers. Agricul-
ture has for many years based its export estimates on its
informal communication with these groups and on historical
export data. Agriculture officials informed us that uspa
export estimates were based Primarily on such factors as for-
eign production prospects, likely consumption requirements,
existing reserve stocks, and prospective quantities of grain
available for export in exporting countries. These yielded
only rough approximation of export demand. No specific
analytical model has existed for developing more refined data.

The Foreign Agyricultural Service's Assistant Administra-

tor for Commercial Export Programs summed up the situation
when he wrote in 1975,

"It is really not surprising that the Export
Sales Reports proved difficult to interpret.
Until recently no suck data existed. Perizds
of public cr official interest in export sales
of commodities have been highly infrequent--
ususally restricted to wartime or rare peace-
time intervals of short commodity supplies,
and no systematic effort was made to monitor them.
Commodity analysts are now confronted with a new
statistical tool. They need time to test its
teliability under various market conditions as
well as to explore its possibilities as a fore-
casting help.

Export sales data has been available only
accidentially--and spasmodically--in the past,
usually as a byproduct of one or another of
the export assistance programs for agricultural
commodities* * * »

an export reporting system to provide current, accurate and
reliable export information. Agriculture officials were
opposed to it. They believed that the 1972 sales were highly
unusual and that situations requiring current export data
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occurred tco infrequently to justify the costs of adminis-
tering such a program.

It was the mounting concern over strong foreign
demand for U.S. soybeans in the Spring of 1973 that led Agri-
culture to announce its intention to establish a voluntary
export reporting system. However, the increasingly critical
soybean supply condition preempted such a voluntary system.

COMMERCE'S EXPORT REPORTING SYSTEM

Oon June 15, 1973, the President authorized Commerce to
establish a temporary mandatory export reporting system.
Under the Export Administration Act of 1969, Agriculture
assisted in developing the system, under which exporters
were reqguired to report sales contracted for shipment in
the coming crop year for soybeans, cottonseed, and their
products.

A variety of problems plagued the system while it was
administered by Commerce. For example, Commerce's export
reports differed consistently with Agriculture's interagency
export estimates. Commerce's export repcrts reflected soy-
bean and soybean meal export sales considerably in excess of
levels projected by Agriculture's interagency estimates com-
mittee.

Making an accurate assessment was crucial to decision-
making. For example, if Commerce's &xpourt reports were cor-
rect, most of the Nation's soybean crop for 1973-74 had been
committed for export by July 1973. The Secretary of Commerce
based his judgment on these figures, rather than on Agri-
culture's estimates, when he decided on June 21, 1973, to
impose export controls on soybean and cottonseed exports and
the related products. These controls were not lifted until
October 1, 1973.

Some Agriculture officials claimed that Commerce's
statistics were unrealistically inflated because foreign
importers were overbuying in anticipation of having their
contracts cut by export controls. These officials also con-
tended that grain exporters were registering grain for ex-
port which would eventually be resold to the domestic market.
However, in an August 1973 meeting involving Commerce, Agri-
culture, and the grain trade, exporters insisted that all
export sales reported were bonafide contracts that would be
fulfilled.
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The failure of Commerce and Agriculture to reconcile
their differences over the accuracy of reported exports was
due, in p: t, to an interagency conflict that emerged over
the questi.a of which agency was ultimately responsible for
interpreting export information gathered by the Office of
Export Administration. Agriculture contended that it was
responsible because of its extensive experience in grain
export marketing. Commerce maintained that it was respon-
sible because of its short-supply authority under the Export
Administration Act of 1969 and the Presidential directive of
June 13, 1973, ordering it to establish' an agricultural ex-
port reporting system.

Mandatory Export Data Reporting S stem,
ResponsiEiIlgy Given to ggrlcu?ture

The problems with accuracy of reported export data
remained unresolved and the debate over expected export
amounts continued into the Fall of 1973. In August 1973,
the Agricultural Act of 1970 was amended to authorize the

establishment of a mandatory export reporting system in
the Department of Agriculture.

In Congressional hearings befcre its passage, Agricul-
ture officials reiterated opposition to mandatory export re-
porting, but began in October to develop a system to comply
with the new law. The new system <. not become fully opera-
tive until November 1973.

Under the Act, all exporters of wheat and wheat flour,
feed grains, oil seeds, cotton and related commodity pro-
ducts (as well as other commodities designated in need of
export reporting by the Secretary of Agriculture) are re-
quired to provide Agriculture w:th weekly export sales data.
Information supplied by exporters includes: (a) type class
and quantity of the commodity sought to be exported, (b)
the marketing year of shipment, and (c) destination, if
known.

All exporters of agricultural commodities produced in the
United States are also required, upcn request of the Secretary
of Agriculture, to immediately report to the Department any ad-
ditional export sales related information. The Secretary is
also empowered with the authority to modify weekly export
reporting to monthly export reporting if he determines that
the domestic supply of a commodity is "substantially in
excess" of the quantity needed to satisfy domestic utilization
and foreign demand. Such a determination would also have to
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be made with the understanding that requiring exports to be
reported on a weekly basis would "unduly hamper export sales."

Individual exporter sales data is processed as confi-
dential information by Agriculture and aggregated before
release for public information in the Weekly Export Sales
Report. Failure knowingly to report export sales data as
required by the Act is a crime punishable by a fine of not
more than $25,000 or imprisonment of not more than 1 year,
or both.

Agriculture publishes its Export Sales Reporting
requlations in compliance with the rule-making procedures
of the Administrative Precedures Act. Under this authority
it also issues instructions and reporting forms to exporters
for filing export reports.

Specific types of export data supplied by exporters to
Agriculture include: new sales, buy-backs or cancellations,
purchases from foreign sellers, changes (marketihg year,
destinations, etc.), export shipments against contracts, and
net outstanding sales (unshipped balances) at the end of the
reporting period, usually weekly.

The Department also periodically requests exporters to
furnish contract information to be used as a basis for double-
checking summary export reports, for conductir, field reviews
of exporter adherence to export reporting system regulations,
and for developing important data to evaluate the effective-
ness of the export reporting system.

Approximately 22 professional and support staff operating
within an annual budget of $520,000 1/ administer the Export
Reporting System.

Use of Export Reporting System

According to Agriculture's General Sales Manager's Office
{(GSMO), the Department uses export sales information compiled
under section 812 of the Agricultural Act of 1970, as added
by the Agriculture Act of 1973, in the following way.

1/The budget for the coming fiscal year is expected to remain
unchanged. Prior to the current fiscal year the system
operated under a budget of $511,000 in FY 76 and $463,000
in FY 75. Source: Mr. Thomas McDonald, Budget Officer of
the General Sales Manager's office. ‘
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"Each week the Department published data re-
ceived in compilation form along with analy-
tical comment designed to highlight impor :ant
market activity and to relate the data to

the worldwide supply and demand situation.
Thus, export sales data has become integrated
with the worldwide market intelligence sys-
tem operating through aaricultural attaches
and the Washingtcn staff of analysts and
export program officials, *#&n

Shifts in Organizational Responsibility
Within the Agricultural Department

At various periods during the export reporting system's
3-yeer existence within Agriculture, three different internal
units have been given the responsibility for administering
the system. The Statistical Reporting Service operated it
from September 1973 through Septemper 1974. The Foreign
Agricultural Service took over from October 1974 until March
1976. Since March 1976, the newly created Office of General
Sales Manager has had responsibility for the system, along
with various Government financed agricultural export programs.

From the inception of the system, the Statistical Re-
porting Service experienced difficulties. Weekly export
reports continually varied, reflecting export volumes that
exceeded departmental estimates. The statisticians who
operated the system were unable to provide the necessary
analysis of exporters' data, and were unable to manage the
system in a a manner consistent with the Congress' legisla-
tive intent.

As the U.S. corn and wheat situation deteriorated in
August and September 1974 amid rumors of impending Soviet
purchases, the Foreign Agricultural Service--which was al-
ready performing some analysis of export data--was assigned
full responsibility for the export reporting system. The
Secretary of Agriculture's October 1974 memorandum trans-
ferring responsibility cited the unit's analytical experience
as a key factor in the operational shift. It had become in-
creasingly clear throughout late 1973 and 1974 that mere data
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collection and publication were insufficient, given the
complex and ever-changing character of export sales data.

The Foreign Agricultural Service had already set up its
own daily export reporting system in September, 1974 to: (a)
supplement the mandatory weekly export reporting system: (b)
provide more timely export data; (c) ensure closer monitoring
of export sales; and (d) function as an "early-warning system"
for Executive Branch decisionmakers.

Although initially conceived as a temporary monitoring
action, the daily export reporting system has remained in
effect since inception. The quantity qualification for daily
reporting of various agricultural commodities was revised up-
ward from 50,000 tons to 100,000 tons as the U.S. supply
situation improved over the past year and a half. Unlike the
weekly export reporting system, where exporters submit only
written export reports to Agriculture, the daily system re-
Juires exporters to telephone export information for sales
in excess of certain prescribed quantities. They are then
required to submit written verification of their oral report
to the Department within 24 hours. The daily export reporting
system's importance has varied since its establishment. When
supplies appear tigat and foreign demand is high, its signifi-
cance, as a decision-making tool, mounts.

Voluntary Prior Approval System
September, 1974 - Marcn, 1975

The Foreign Agricultural Service also directed the vol-
untary prior approval system for export sales which was set
up in September 1974, to monitor the Soviet purchases. Until
terminated in March 1975, this system functioned as part of
Agriculture's overall export sales monitoring activites. At
its inception exporters were requested to seek Agriculture's
approval for sales of 50,000 tons or more to a single destin-
ation in any one day or 100,000 tons or more to a single
destination in one week. Although the system did not require
that exporters seek approval of export sales on a mandatory
basis, it was clear to all observers that failure to parti-
cipate would ultimately have resulted in mandatory export
controls througn implementation of the Export Administration
Act of 1969, as amended.

In a 1975 letter to the Chairman of the Senate Agiricul-
ture and Forestry Committee, the Secretary of Agriculture
presented executive branch rationale for establishing the
prior approval system:
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"¥ * * (In view of the extremely tight wheat and
corn market situation that existed in September
1974) We had three choices: (1) stand firmly on

the principle of completely free access to export
markets and risk the strong possibility of legisla-
tively imposed mandatory (export controls); (2)
make a short supply determination on the assumption
that the Act would be extended in the same form;

or (3) devise a less drastic way for resolving

the dilemma. :

We chose the third alternative and the voluntary
prior approval program was the instrument for
implementing it. At the same time it seemed a
logical and feasible solution, supported generally
by farmers, the grain trade, the public and the
Congress * * *

* * * the volurtary approval program did not em-
bargo or control export trade. During the period
of its operation (Oct. 1974 - March 1975), we ap-
proved over 14 million tons of exports sales of
grain and oilseeds. The program applied only to

‘" large sales and did not affect cargo guantities.
At most, the program constituted a loose form
of restraint and its principal effect was to cause
some overly eager foreign buyers to pace their
purchases. Except for the U.S.S.R. purchases, the
program did not interfere with contracts already
made; it did not harm our diplomatic relations
with foreign countries; it did not damage our
reputation as a dependable supplier of agricul-
tural commodities in world markets. These would
have been the inevitable consequences of the
other alternatives available to uvs."

The prior approval system's operation generated con-
troversy. It was criticized by farmers, farm organizations
and congressional representatives from corn and wheat-pro-
ducing States on grounds that it represented unnecessry
government involvement in the market and that its existence
adversely affected market prices. Prices dropped approxi-
mately 35 - 40 percent during the 5 months of its operation,

Although it was not clear at the time, the sharp drop

in prices probably resulted from a number of other factors.
One Agriculture official wrote later:
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"Looking back now, it is apparent that the
easing in the supply/demand situation was the re-
sult of a number of economic factors unrelated to
the voluntary approval system. World-wide reces-
sion, balance of payments problems in many import-
ing countries, consumer cut-backs in response to
Wigh market prices, reductions in grain and feed
use in the U.S. and elsewhere all combined to
bring about adjustments in supply and demand."

Advocates of the voluntary prior approval system were
principally executive branch officials, commodity exporters
and congressional representatives concerned about sustaining
and expanding agricultural export markets.

According to Agriculture officials, the voluntary prior
approval system accomplished its principal goal--the pre-
cluding of mandatory export controls which would have either
completely cut U.S. agricult. 21 exports or partially but
significantly restricted such exports. The system enabled
the Department to be notified of large transactions before
being finalized. It also permitted Agriculture the oppor-
tunity to initiate discussions with foreign buyers to develop
mutually acceptable alternative plans for satisfying their
import requirements.

This type of communi- a:ion resulted in deferring some
sales and staggering < chers into the following marketing
year. The system also had a psychological effect on the
market and, according to some officials, tended to restrain
speculative export transactions and sales entered into as a
hedge against the potential imposition of mandatory export
controls,

1975 "Prior Approval" System

In mid-1975, the Agriculture Department introduced a
modified informal version of the 1974 prior approval system.
On July 24, 1975, grain export firms were asked to notify
the Department before negotiating major grain sales to the
Soviet Union. This ad hoc system remained in effect until
August 11, 1975, when the Secretary of Agriculture asked
grain exporters to withhold further sales to the Soviets
until U.S. crop production levels became concrete. Thigs
temporary system was voluntary and, again, was designed to
avoid the imposition of mandatory export controls (although
such controls on exports to the Soviet Union and Poland did
follow). The system placed the responsibility for compliance
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on grain exporting company officials. No formal compliance
System was established by Agriculture to determine whether all
exporters were adhering to the Secretary's request,

This temporary system extended an even more informal
notification system that had been in existence for several
months. Since late 1974 exporters had been requested by
Agriculture to keep the Department informed of major con-
tracting activity with the Soviet Union either through the
U.S5. Embassy in Moscow, the Department of Agriculture in
Washington, or other appropriate sources.

Export Reporting System Weaknesses

The Export Reporting System was ing. ved after being
transferred to the Foreign Agricultural & .vice in 1974 through
the establishment of the daily system and the temporary im-
position of the prior approval system. But the system's ef-
fectiveness and usefulness remain somewhat uncertain., This
is partly due to the fact that export contracts are frequently
modified before shipments actually take place. The actual
quantities shipped may be less than originally contracted for,
delivery of the commodity may be deferred to che next mar-
keting year, another commodity may be substituted for the
commodity originally contracted for, the destination may be
changed, or purchases from foreign sellers may be used to
fulfill export sales contracts.

We determined several causes for decreases in export
contract quantities after contracts were reported to Agri-
culture. These causes included:

--original quantities contracted for may be basad on
estimates of maximum needs rather than probable needs;

--original quantities contracted for may be based on
anticipation of the imposition of U.S. Government
export controls;

--there may be hedging to protect exporters cash or
futures market position;

--with a drop in price of commodity, it is more advan-
-ageous for a buyer to cancel or modify the original
contract;

-—-a foreign buyer's inability to pay or take delivery
or a seller's inability to deliver; and
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--poor quality grain.

The above demonstrates that the reporting system--
established to provide accurate, timely, and reliable export
data--actually provides data that is continuously su. .ct to
change. For this reason it is not functioning as the e rly
warning system originally envisioned by Congress,

The Acting General Sales Manager addressed the issue in
an August 1974 memorandum to the Foreign Agricultural Service
Administrator:

"It seems inevitable that any system of monitoring
export sales will reflect inflated sales totals when
there is fear of scarcity. Foreign buyers seek to
protect their ultimate requirements and sellers are
anxious to get as much business as possible recorded
in' case controls are imposed * * *, The problem is
to interpret the motivation of the buyer--to decide
whether he bought for direct consumption or for later
re-sale--and there is no easy way to do this.

Our short experience with the monitoring system sug-
gests that we have created something of a monster--
a system which automatically inflates export sales
in times of threatened scarcity and which doubt-
lessly will have a reverse effect in times of sur-
plus when low sale totals will encourage buyers to
abstain in anticipation of still lower prices. Un-
fortunately, I am afraid this is inherent in the
human psychology that contributes to the making of
markets, It is a problem that I hope will lessen
as we become more familiar and experienced in the
use of this new information factor. until then, I
am afraid I have no better suggestion than to pro-
ceed as we did last year--to use every opportunity
to explain our interpretation of the reports and
our evaluation of the supply situation."

Because the issue of contract decreases has impacted
significantly on the export market and on the credibility
of the reporting system, Agriculture and other executive
branch officials have considered the possibility of modifying
reporting system regulations by requiring exporters to sub-
mit written explanations for contract decreases and/or to
penalize exporters who cancel for purely speculative or
manipulative r2asons. It is possible that such action could
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minimize the amount of unnecessary or speculative contract
changes and thus enhance the system's informational reli-
ability and decisionmaking quality.

After some consideration, Agriculture officials decided
that the above action would result in giving the reporting
system an unnecessary regulatory orientation which could ad-
versely affect tne flow of exports. Managers of the system
have reiterated that their primary responsibility is to pro-
vide export sales information without impeding the flow of
exports. Therefore, they have no interest in requiring ex-
porters to justify contract changes for fear that more re-
liable information would result in restricted export flows.
They also remain unwilling to temporarily modify the system
on an experimental basis.

The issue is particularly important during short-supply
situations, when the Department's traditional orientation to-
ward export promotion may color its assessment of export con-
trols of a quasi-requlatory nature. The export promotion
orientation may also interfere with the effective administra-
tion of a short-supply monitoring function.

In our interviews with Agriculture and other executive
branch forecasting groups, we found that for forecasting pur-
poses, the export data provided by Agriculture's export re-
porting system had not been particularly useful. Responsible
officials in these agencies said that because the export data
provided by the system is constantly changing--either de-
creasing or increasing--it does not provide a reliable repre-
sentation of foreign demand by which forecasters can make
accurate short-term forecasts for the relevant crop year.

Internal Evaluations
and Audits

Each of the three groups responsible for administering
the export data reporting system has been concerned with up-
grading the data collection, and has found it difficult to
accomplish.

During its tenure, Commerce tried to improve the quality
of its reports by auditing the firms which were providing the
information and through a comprehensive management evaluation
of the entire short-supply program. This evaluation, completed
just before Agriculture assumed responsibility, revealed a var-
iety of data base and maragement weaknesses.,
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Until 1976, Agriculture had initiated analyses of par-
ticular problems, such as contract changes, but no formal eval-
uation program. This may have been due to the system's limited
budget, although some government officials attributed it to an
inclination to avoid any modifications that might limit the
flow of exports.

The adminstrators have tried to operate the system
effectively and efficiently, and attempts have been made to
improve the quality of the data.

Shortly after becoming responsible for the operation
of the export reporting system, the Foreign Agricultural Ser-
vice initiated field reviews in an effort to improve effective-
ness. Teams of two to four staff members periodically visited
reporting exporters to verify data furnished the Department and
to instruct exporters in the proper procedures for submitting
export sales data. Department officials parcicipating in field
reviews have also attempted to evaluate some ~untract data as
well as develop a better understanding of the e.7 vt market
and export sales contracting in particular. Alti ugh field
reviews have been superficial and periodic they have provided
the export reporting system's managers a means of improving
operations short of a thorough program evaluati/. and detailed
internal audit.

Recognizing that continuous contract changes are a nor-
mal manifestation of traditional agricultural trade prac-
tices, Government officials have attempted to imp:iove their
ability to interpret contract changes in an cffort to eval-
uate more effectively export data provided them. Their ef-
forts have focused on contract modifications involving des-
tination changes (known vs. unknown), pricing terms (flex-
ible "basis" vs. fixed), relationship of seller to buyer,
definition of an acceptable and reportable export sale, re-
selling of export contracts, and comparison of export sales
data to data reccived by the Bureau of Census and the
Agricultural Marketing Service.

In 1976 the Department for the first time established
a program evaluation post to assess the system's operation.
A study of contract cancellations due to pricing terms con-
ducted by the system's program evaluation specialist con-
cluded that for the period beginning April 13, 1975, and
ending August 31, 1975:

1. More than 50 percent of corn basis-type contracts
resulted in cancellations, while approximately 20
percent of corn fixed-price contracts were can-
celled.
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<. Approximately 75 percent of soybean cake and meal
basis-type contracts were cancelled while about
half this commodity's fixed-price sales were can-
celled.

3. Overstatement of export sales reports is not lim-

ited to basis-type contracts as originally believed.

4. During periods of declining prices there is a
greater frequency of contract cancellations of
both a basis- and fixed-price nature with the
rate of cancellation particularly nigher among
basis-price contracts.

5. Both basis-price and fixed-price contracts should
be reported to the Department to provide a better
picture of total export sales, even though there
are times when the sales position is overstated.

Although the above evaluation and its conclusions as

well as other analytical efforts have contributed to under-
standing the significance of export sales data, the ever-
changing nature of export sales contract data continues to

make the reporting system an unreliable early-warning system.

Since October 1974, the following disclaimer has

appeared on the cover of the Department's weekly U.S. Export

Sales Report:

"Outstanding export -ales as reported by pri-
vate exporters and compiled with other data in
this release give a snapshot view of the current
contracting scene. At any given time in the course
of a marketing year outstanding szles do no: bear
a consistent relationship to eventual export ship-
ments. A meaningful export projection is not ob-
tainable by the simple device of adding outstanding
sales to exports to date. The latter data, alone,
may provide a more reliable measure of current ex-
port activity than may pe derived from a year-to-
year comparison of outstanding sales."

In view of the continuing controversy associated with

the general unreliability of the export sales data, Agri-
Culture's Office of Audit initiated an audit of the systoem
in the Summer of 1975.

The audit--on which a report was being developed in

September 1976--had the following objectives:
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--to determine if the existing expurt sales reporting
system is providing assurance that all export sales
are being properly reported,

--to ascertain the validity and accuracy of the individ-
ual exporter's reports submitted, and determine what
influence such transactions as cancellations, sales
between affiliates, etc., have on these reports.

--to deterinine how export sales data is being used (1)
by Agricalture officials; (2) by individuals and com-
panies ¢n the mailing list; and (3) by other Government
agenc .cS.

--to evaluate the security for protecting the confiden-
tiality of export sales data.

--to evaluate the Export Sales Division's field review
system and procedures with a view towards determining
whether the field reviews are an audit function that
should be handled by the Office of Audit.

In its January 1977 report the Office of Audit mad-
the following major conclusions concerning the export .:
porting system's management and operation:

1. "Foreign buyers tend to view the export sales
reporting system as a type of export ccntrol or at
least a mechanism that will 'trigg~-' export
controls; as a result there is ar centive to
overcontract to assure adequate supplies in case
contracts are cut as during the 1973 soybean em-
bargo. Several European grain companies estab-
lished subsidiaries in the U.S. primarily to report
commitments through the export reporting system
to protect against possible export controls.

2. There is a need to revise the Export Sales Re-
porting Regulations to provide that a verbal trans-
action supported by a trade or sales document
(which according to trade practice will lead to a
written agreement) be reported at the earliest
possible opportunity. Basically, the Export Sales
Reporting Regulations now define a reportable sales
transaction as one that represents a written agree-
ment between the buyer and the seller. However,
the Office of Audit noted, according to trade
practice, a sale occurs when verbal agreement is
reached between the buyer and seller. The written
agreement may sometimes follow the verbal sale
by several weeks. In practice, verbal agreements
were being reported.
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The Department should change the designated weekly
"eporting period (currently Monday through Sunday)
0 reduce the elapsed time to the weekl - report
sublication date (Thursday, 3 p.m.) This could en-
hance the accuracy of the data reported **x,

Several exporters visited (by OA) were not main-
taining complete records in accordance with the
Export Sales Reporting Regulations. The exporters
were unable to provide sales contracts because their
U.S. offices only purchased and arranged shipment
of commodities. As a result, (OA) was unable to
trace the applicable sales contract tc the reported
transactions for verifying the accuracy of submitted
reports. (The OA was r5le to review shipping
documents and verify snipments.)

Several Department officials, as well as other
Government agencies, felt cancellation nccurred most
fregquently between U.S. exporters and their
affiliates. (OA's) review disclosed that can-
cellations occurred almost as frequently with non-
affiliates as with affiliates.

Current policies and procedures for evaluating and
analyzing the export sales reporting data need to
be broadened both in terms of improving the data
base and evaluating the ranner in which the export
reporting information might be integrated into
the-FAS and the ERS forecasting information
system. Presently, export sales data is only bein:
utilized on as-needed basis by FAS Foreign
Commodity Analysis. ERS only gains access to the
data through a copy of the U.S. Export Sales
Publication at the time of its official release.
The Export Sales Division's ADP system does not
have built in capability for cataloging, storing,
retrieving and analyzing export data.

The Export Sales Division has not performed field
reviews in a manner that best accomplishes the ob-
jectives of such reviews. Although (OA) generally
found the data accurate, (OA) noted field reviews
were not always responsive in assuring that ex-
porters thoroughly understood reporting regula-
tions, nor have they provided a basis for up-
dating the regulations.

The Department needs to change its procedures for
reieasing export sales reporting information.
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Several exporters, on a reyular basis, telephon-
ically request and receive export sales infor-
mation each Thursday at 3:00 p.m. EST, which is
the time set for official release of the weekly
publication. This couuld provide an advantage as
agalnst those not aware of the oppurtunity (who
receive the wrltten report sales 2 to 4 days later
through the mail).

The Office of Aud.t proposed the following recommen-
dations to the Secretary of Agriculture to correct the above
deficiencies in the export reporting system:

1.

"Establishment of a task force co-chaired by
the Director of Agricultural Economics and As-
sistant Secretary for International Affairs
and Commodity Program, with OGSM, FAS, ERS,
ASCS, and other members as deemed necessary,
or desigate a USDA coordinator, to evaluate
data accumulated through the export sales re-
porting system with the objective of utiliza-
tion and integration into the FAS and ERS
forecasting information system."

The Office of Audit also suggested that the Task Force
or coordinator should consider the following:

"~--Refine and further develop the ADP system for

cataloging, storing, retrieving, and analyzing
the data and provide capability of online hook-
up for FAS and ERS forecasters to gain access
to the raw aggregate data at the time of its
official release.

--Reemphasize to reporting entities that the ex-

pressed policy of the Executive Branch of Govern-
ment, including USDA, is to 'not' impose sanc-
tions on exports and that if export controls

are ever needed, reported export contracts will
not be used as a basis for allocations. This
would possibly deter foreign buyers from inflat-
ing their import expectations to assure them-
selves adequate supplies in the zvent of the
introduction of export controls.

--Require all reporting exporters to submit a

written statement concerning: (1) their expor
operations; and (2) their affiliation with
domestic and/or foreign ccrporations. Ex-
porters should be classified or grouped accord-
ing to their methods of operation, i.e., likeli-

ness of performance or non-performance based
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on current market conditions, or exporters
who are only reporting for protection against
possible export controls.

--Provide data users with interpretive analysis
of what the export sales reporting system is,
what it measures, and what represents in rela-
tion to foreign demand for U.s. agricultural
products. This could eliminate much of the
fear over export controls when the reporting
system indicates a short supply situation de-
veloping.

--Take a poll of export sales data users, within
and outside the Government, on suggestions for
needed additional information that could be
utiiized in improving analyses and forecasting
needs. Where practicable, expand the existing
data base to require additional data, e.g.,
delivery period of shipment and the price and/or
Pricing mechanism of the contract. The data
requirements should be constantly evaluated
to minimize the collection of extraneous
data."

The Office of Audit suggestec to the Office of General
Sales Manager that it consider the following recommendations:

1. "Revise tnec export sales reporting requlations
to provice that a verbal transaction supported
by a trader or sales document (which according
to trade practice will lead to a written agree-
ment) be reported at the earliest possible
opportunity.

2. Study (in conjunction with the task force or co-
ordinator) ways of changing the weekly report.
Also develop ai ADP system with sufficient built-
in edits, and improving the field data coliection
system *xx

3. Require all reporting exporters to maintain in
tneir U.S. offices trader docuwents and/or
written sales contracts with support documenta-
tion for every transaction reported to USDA,
in accordance with established regulations,

4. Perform field reviews on an as-needed basis to
assure that exp -ters thoroughly understand and
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follow export reporting requirements, concentrating
on those exporters that would have the greatest
impact on the composite weekiy export figures *#**

5. Designate an Export Sales Division staff member
with an alternate to handle policy and regqulation
interpretation inquiries from the trade. This
could eliminate some of the confusion at the ex-
porter level over policy and regulation inter-
pretations,

6. Strengthen the release of information procedures
and channels by:

-—Establishing, documenting, and following guide-
lines which set forth the criteria or basis on
which official information is to be released by
ESD emgloyees.

--Eliminating the practice of reiéasing export
sales information over the telephone immediately
on or after its official release unless ESD is
prepared and willing to provide the service to
all (about 850) people on the mailing list,

7. Release the reported daily sales information to the
Public at the earliest possible time after Depart-
ment officials have been notified, e.qg., a piess re-
lease."

atives and the Assistant Secretary of Agriculture for Inter-
national Affairs and Commodity Programs. The Assistant Sec-
retary generally agreed with the recommendation to appoint a
study group to evaluate the export sales data for utilization
and integration into forecasting information systems. He
supported the recommendation to improve the Export Sales
Division's export reporting ADP system. He also expressed
general agreement with other recommendations appearing in the
OA report. However, he did state that corcerning the rec-
commendation on releasing daily sales data such information
had been released when possible with individual exporter's
agreement. It was also noted in the discussion OA officials
had with the Assistant Secretary "that there may be legal
questions concerning the release of daily sales information.,"
Officials of the Foreign Agricultural Service, Office of
General Sales Manager and Economic Research Service were in
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general agreement with the majority of the Office of Audit's
recommendations.

OVERVIEW OF GAO'S
EXPORTER SURVEY

As part of our examination of the export reporting
system, we surveyed agricultural commodity exporters to get
their opinions on the export reporting system's management
and administration and their attitudes on U.S. Government
involvement in the agricultural export sector. A copy of
cur exporter questionnaire and a detailed analysis of
exporter responses appear in Vol, II, Appendix G of this
report. From information we requested on organization,
sales, and contract procedures, we also hoped to develop
a general description of the agricultural export industry
ac a whole. 1The 195 exporters who participated in the sur-
vey were found to represent, in terms of sales and exports,
almost all of the U.S. agricultural export industry.

The firms surveyed encompass a wide range of enter-
prises, from businesses doing a few thousand dollars in
exports to multinational, billion-dollar corporations.
Almost 30 of the firms claimed 1974 sales in excess of $100
million. Seven of the firms accounted for more than 60
percent of total 1974 sales.

Exporters expressed a generally positive attituce
toward the Export Sales Reporting System. For example, they
acknowledged the Government's need to monitor export sales
and did not find weekly sales reporting to be burdensome.
They accorded the Reporting System a moderate degree of
success in achieving its objective of providing accurate,
timely, and reliable export statistics, and they rated
Agriculture's weekly reports as generally useful. When
asked to rank 10 forms by order of preference, that U.S.
involvement in export markets might take, the exporters chose
a reporting system similar to the present one over all other
(and more extensive) forms of Goverpment involvement,

The exporters' view of Government reporting, however,
may well be more tolerant than enthusiastic, for they gen-
erally opposed more stringent controls. For example, more
firms opposed than supported the public disclosure of the
terms of export sales contracts, even if information were agg-
regated to protect individual exporter identities. They
oppose having to submit written explanations for contract
decreases and oppose even more the penalties for unjusti-
fiable decreases.
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Exporters were generally dissatisfied with past Gov-
ernment actions which lead to contract cancellations or re-
negotiations. They were generally satisfied with the vol-
untary Prior Approval System--a mild, pre-contractual review
of large volume export sales. If Prior Approval were re-
established, however, exporters would prefer it to be temp-
orary and voluntary, rather than permanent and mandatory.

The exporters gave us detailed information about con-
tract decreases, cancellations, modifications, and delivery
deferrals. Approximately 20 percent of the quantities
contracted for export in 1973-74 were eventually cancelled
or deferred. Reasons cited for decreases included contract-
ing for maximum rather than probable needs, overcontracting
in anticipation of export controls, hedging to protect mar-
ket positions, and disadvantageous price changes. More
often than not, the decreases were attributed to actions
of buyers rather than of sellers.

Further analysis of 1973-74 contract information re-
vealed that basis contracts (those with no specifically
stipulated price) were much more frequently decreased than
were fixed-price contracts and that contracts with unknown
destinations were more often decreased than those with known
destinations. About half of the 1973-74 decreases were
against contracts made by exporters with their own affil-
iates. Exporters believed that contracts showing exact des-
tinations had better chances of being fulfilled than did
those showing pricing terms.

GAO_ANALYSIS OF EXPORT
REPORTING SYSTEM'S PRICE IMPACT

The influence of Agriculture's weekly export reporting
system on agricultural commodity prices has been debated.
Ssome farmers contend that it has depressed grain prices and
cite the dropoff in prices since late 1974.

Consumers, on the other hand, are increasingly con-
cerned about the effect of grain prices on the general rise
of food prices. 8Since the export reporting system was
established in part to assure "consumers of plentiful
supplies * * * at reasonable prices," the question of its
possible price impact seems appropriate.

Using regression analysis, we studied the relation-
ship between week]v agricultural prices and weekly data
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published in the export reports. The analysis identified
a moderate relationship between changes in the weekly
export commitment and weekly cash prices of corn and soy-
beans but none for wheat and soybean meal. Because of
tnese inconsistent results, inferences could not be drawn
concerning the system's price impact.

Next we analyzed the reporting system's possible
impact on price variability. We developed indices of price
variability for agricultural commodicies based on month=-to-
month price changes in the 22-month period before reporting
began and in the 2l-month period since. After making
adjustments for unusual market activity in 1973, we found
no great caange in price variability since the reporting
system was established.

The major determinants of agricultural commodity prices
are worldwide and domestic supply and demand factors. After
acknowledging this, we asked exporters if the weekly pub-
lication ¢ export data in the U.S. Export Sales report has
any addi .nal influence on commodity prices. Sixty (60)
percent or the exporters responding felt the reports
influence commodity prices to some extent, while 25 percent
belicve they have little or no price influe. ze at all.

Exporters were also asked what effect the reporting
system has had on their firm's export sales of agricul-
tural commocdities during the past vear. An overwhelming
majority (93 percent) claimed that ESRS had not affected
their export sales volumes. Given this result, it may well
be that the advantage some exporters feel foreign buyers
are getting is in the form of lower prices for commodities
purchased from the United States.

A detailed GAO analysis of the export reporting system's
price impact is contained in vol. II, appendix C.

PROPOSED GAO AMENDMENT TO
1973 AGRICULTURE ACT

At the request of the Senate Agriculture and Forestry
Committee, we prepared legislative langiage to amend the
Agriculture and Consumer Protection Act of 1973 for con-
gressional consideration. This proposed amendment is
intended to make more and better export information avail-
able to the Secretary of Agriculture and tc ovide a
mechanism to facilitate more timely decisionmaking. The
proposed amendment accompanied with explanations appears
in vol. 1I, appendix F of this report,
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The principal features of GAO's proposed language to
amend the 1973 Agriculture Act follow:

A. Exporters would be required to furnish Agriculture
with weekly reports regarding any commitment,
contract, or other agreement for export sales
entered into, modified in any manner, or terminated
during the weekly reporting period. 1In addition,
exporters would be required to notify the Secretary
of Agriculture, within 15 days of their commencement,
of any contracts with foreign commercial or govern-
mental importers which might result in exports
of wheat and flour, feed grains, oilseeds, soybeans,
soybean meal or other agricultural commclities
so designated by the Secretary.

B. The Secretary would determine at the start of each
marketing year whether a short-supply situation
exists or will exist for each commodity on which
exporters' reports are filed. The Secretary, util-
izing information from executive branch sources as
well as exporters' reports, would periodically
review these commodity situations and modify his
determination as appropriate. Whenever a short-
supply situation is determined, the Secretary
would report such determination to the Congress.
Unless either House, within 30 legislative days,
provides a resolution to the contrary, exportation
of the short-supply commodity would be subject to
regulation by the Secretary of Commerce under the
Export Administration Act of 1969.

C. The Secretary--utilizing the full resources of the
Department--would make a semiannual report to the
President and the Congress on:

--The impact on the economy and world trade of
of shortages or increased prices for commodities
subject to these reporting requirements,

--The worldwide supply of such commodities, and

--Actions being taken by other nations in response
tn such shortages or increased prices.

D. The Comptroller General would monitor and evaluate

the activities under this amendment, including all
reporting activities. Essentially, the GAO would:
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--Review and evaluate the procedures followed by the
Secretary of Agriculture in gathering, analyzing,
and interpreting statistics, data, and information
related to the supply of agricultural commodities;

--Evaluate particular projects or programs;

--Gain access to any documents, data or records of
persons or facilities engaged in any phase of
exporting agriculturz) commodities; and

--Provide appropriate reports to the Congress.
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CHAPTER 5

AGRICULTURE'S FORECASTING OF FOREIGN SUPPLY AND DEMAND

EXPORT FORECASTS AND THE SOVIET UNION

Chapter 4 described the development of an improved
export data reporting system, to minimize disruptions caused
by large, unexpected purchases of U.S. commodities by foreign
buyers. For the same reasons, higher priority is being
given to accurate forecasting of foreign production and
demand.

A 1975 report by the Office of Technology Assessment
on agriculture, food, and nutrition information systems
expressed concern over the increasing importance of the
Soviet forecast problem. The report attributed most of the
instability in world supplies in past decades to the Soviet
Union's variation in crop yields and changes in national
policy.

An internal agriculture study (being finalized in
1976) on the problem of forecasting accuracy concluded that:

"Examination of forecasts for U.S. wheat prices
and utilization in 1972-73 suggests that most of the
forecast errors were directly attributed to export
market factors. More precise and timely knowledge
about possible Russian purchases and estimated world
grain supplies outside the U.S. would have improved
forecasting accuracy for domestic usage and prices
in the wheat economy."

In recent Congressiohal testimony, the Soviet Union's
importance in world grain markets was accentuated when an
agricultural specialist made the following point:

“"The Soviet Union is the world's largest producer of
wheat. 1% normally produces about one-quarter of the
world's znnual wheat crop, and about one-fifth of the
world's annual production of wheat and coarse grains.
It has also accounted for about 80 percent of the
annual fluctuations in world trade in wheat during the
past decade* * *_ "

The Office of Technology Assessment concluded that

despite recent improvements in information systems relating
to world agriculture, they have not kept pace with needs for
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current information and short-term analysis caused by the
short supply situation. According to the report, necessary
improvements depend on the leading food exporting nations
persuading the centrally planned countries, particularly the
Soviet Union and the People's Republic of China, to prepare
estimates of their exports and imports.

SOVIET FORWARD ESTIMATES

The exchange of this kind of data was one of the prin-
ciples and aims of the 1973 agricultural cooperation agree-
ment between the U.S. and the Soviet Union, but Soviet com-
pliance has been disappointing.

The difficulties in implementation and compliance that
have caused problems for U.S. forecasting primarily concern
article II, paragraph I, which requires:

"Regular exchange of relevant information, including
forward estimates, on production, consumption, demand
and trade of major agricultural commodities."

Without forward estimates, data provided under the
agreement has primarily historical interest for researchers.
It is not useful in Agriculture's preparation of worldwide
production estimates and Soviet production-supply estimates.

The United States has repeatedly asked the Soviet Union
to fulfill the forward estimates provision of the June 19, 1973
agreement. The United States has maintained that forward '
estimates of crop production and foreign trade data are an
integral part of the June 19 agreement. The Soviet delegates
have responded that no "official" forward estimates are avail-
able and that such data could not be released until published
by the Central Statistical Administration on November 1 of
each year--after the end of crop year when it is of little
planning use to the U.S.

Agriculture officials contend that providing of forward
estimates alone will not resolve problems associated with
forecasting of Soviet supply and demand. While variations
in Soviet production are a major factor, the magnitude of
such variations by no means serves to indicate the exact
magnitude of grain imports. The volume of Soviet imports is
also importantly influenced by physical restraints (e.q.,
port capacity, internal transport capacity), availability of
reserve stocks, feed consumption requirements, availability
of foreign exchange, etc., only if full details concerning
these other factors were available would it be possible to
make a fully accurate translation of Soviet crop forecasts
into a forecast of Soviet imports.
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As noted in the previous chapter, the Soviet Union's
continued failure to provide forward estimates thwarted U.S.
efforts in 1975 to make accurate estimates of Soviet grain
import demand. A period of 7 months saw production fore-
casts go down over 70 million tons, from a near-record high
to a l0-year low, By the end of the crop year, the Soviet
Union released data showing they had produced approximately
one~third less than U.S. and Soviet agricultural economists
had forecasted earlier that year. : :

EFFECT OF LONG-TERM
PURCHASING AGREEMENT

Soviet and some executive branch officials have said
that the 1975 long-term purchasing agreement obviates the
need to furnish the U.S. with information other than that
already being supplied under the 1973 agreement. U.S.
officials, especially in the Agriculture Department, dis-
agree. They say U.S. forecasters will continue to need for-
ward estimates from the Soviet Union.

AGRICULTURE'S FORECASTING SYSTEM

The availability of more complete foreign data is only
one side of the equation of U.S. forecasting. The other side
is the effectiveness of the Agriculture Department's fore-
casting system itself. Although it is generally acknowledged
to be the best forecasting system in the world, increasing
attention is being given to ways and means of improving it.

GAO has previously reported on the causes and effects
of the 1972 and 1973 poor forecast recnrd.l/ We more recently
reported on the history of the 1974 farecast record and ex-
amined its causes and effects. 2/ The review reported here
addressed Agriculture's current short-term forecasting

1/ Russian Wheat Sales and Weaknesses in Agriculture's Man-
agement of Wheat Export subsidy Program (B- '
687U§773$ and U.5. Actions Neegea to Cope with Commodity
Shortages, (B-114824, 4/29/74).

2/ What the Department of Agriculture Has Done and Neceds to

do_to Improve Agricultural Commodity Forecasting and
Reports. (3-111352, 8/27775)
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operations, with particular emphasis on 1975 crop year
forecasts, and includes our evaluation of those operations,

Our review focused primarily on the two Agriculture
agencies most directly involved in foreign crop intelligence
and short-term forecasting areas:

l. Foreign Agricultural Service - foreign crop intel-
ligence and the analysis with resultant current ex-
port forecasts; and

2. Economic Research Service - foreign and domestic
crop analysis with current forecasts of domestic
demand, foreign supply and demand, and all long-
term (one year or more) projections.

Detailed discussion of the operations of these two services
begins on p. 68.

Statistical Repor*ing Service

An integral part of U.S. forecasting activities is
accurate estimating of the domestic supplies that will be
available for export. The data on the domestic agricultural
economy is collected by the Statistical Reporting Service,
established in 1961.

The service carries out its crop and livestock estimates
through 44 $tate offices serving the 50 States, operated
through cooperative arrangements with various State agencies
as doing Federal/State services.

The Crop Reporting Board (chaired by the Deputy Ad-
ministrator of the Service) meets monthly in Washington to
compile and analyze reports submitted by the State offices.

Because GAO's current study focused on foreign fore-
casting, readers interested in a more detailed discussion of
the Service's operavions are referred to GAO's 1975 study,
wWhat the Department of Agriculture Has Done and Needs to Do
to Improve Agricultural Forecasting and Reports (B-1148721,
8/27/75).

In addition to the above agencies, Agriculture also has
a number of interagency groups that combine specific elements
of these agencies' forecasts to arrive at the Department's
official comprehensive forecasts of the domestic agricultural
sector. These include, for each crop, total supply by
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source, total utiiization (demand) both foreign and domestic,
and end-of-year carryover. These groups, as applicable, were
also included in our review.

We also surveyed other groups, private and governmental,
which maintain similar operations. This allowed us to compare
the analytical capability of these groups with Agriculture's,
and to explore possible avenues of additional coop.ration be-
tween them and the Department as a means of enhancing its
forecast capability.

System Flowcharts

To assist the reader in comprehending the extensiveness
and complexity of the Department's crop intelligence and
short-term forecasting systems, flowcharts of the systems,
from data input to publications output, are presented
throt.ghout this chapter. The first chart showes the system
that results in information for public documentation.

Interagency Groups in
Agriculture Department

Within the Department are several forecasting groups
made up cf persons having expertise in specific commodities
and/or geographic areas from those Agriculture agencies
directly involved in forecasting or farm programs.

These forecasting groups are as follows:

1. The Outlook and Situation Board, chaired by the
Econcmic Research Service.

2. Task Forces on U.S.S.R. and Peopl:'s Republic of
China (PRC) established at the request of the Sec-
retary of Agriculture in his memos of February 21,
1973, and September 13, 1973.

3. The Interagency Commodity Estimates Committees,

chaired by the Agricultural Stabilization and Con-
servation 3ervice.

65



SASYOIN0 YOI TVili 440
20 MOIL VI ISSIA 3" SNne
S15¥I3803 vesh 23
IDNVEYTIL, TVAONSAY T 1 oA 3n T NNMIIL
1¥1 e 32
S35V ¥ SmY Tus Sud . AN OVEIIN - $ILVIHLIS3 OMYNIO § A TdeNS F0N L WDiNDY
$ISVIIU04 41100WN0D VOSH WID1440
i * $31vAs3 01214 S13%
| $NOILINOBY BVIA | T SLSVIINON UV A iNINEND 45 - Sut 380438 507314 21153700
[} A JANEY SN 4O MOILVIVAT BALLOIBNS ST
Pt e bbb 5l
! ROVIVINRIRaIB AV T30 3 T
$3244005 STLVWNLTS « JHIOWRO 4N ISVEI LN UM ADN3T '
-S180473 S1804 3 NONVATR S15v32809 LMGex3
IPEN LY Q204 % Ovin 33 el
SN 804 WO0T4NO w3 v 4
SNIYE0 0332 1
AVINe * 4
.u 04 28.1 2 S180em ] ] 15v2303 1_ J
HIOLL4WISHO “NOI L JNA0NS ] OMYRA0 3148 390G [ TE STV FITY
40 S 16¥IIN04 801035 AMINNOS wvis snInans ‘39vINdY 3. $3m00
$1809 38 “$M01 1 2200 © shavmis)y
_NOILYNLIS MVED 0a08 L BYIL 1Y ¥ Inisend
8200105 Anenion jeeayerlly - Gury
) (SR L LT L TR
BEEY et
R i) B wbiegpe owenidy  EOTY
. Tenen) pue Wonse drnelosmee; 333
S1u0en3 wameen) Sqry Oy
IPARLINDiNY . Al 1, L .
$21LIG0WN0 ) e S180d30 N Liadiadatlade LY
IRLINONOY SN el SU6v33004 LEGHYI J | SRtsosx0min0 oA sia 31804 30 biod 51804 3u
W04 ONWRIO #0120 3 ] JAIMENO 515923802 Tvno03a Wi , NOILY LIS . (.13 L UL LIT i85
] * hlc * ——
] I @ _ NOIL YW ISSIQ 18N
SN0ILIH0NG NVIA L MO LI IONe BVIA L
P SLIVLINOs ANINEND ¥ 515¢33804 "2 L0 st
S.u0eie 282
] —— § I I
SNOILDHANa WVE L |
SFOL P5usvO3804
D4 20000e ¥ ¥ SISATIVNY 4O¥D S15vl im0 SISA v S3310m '3 WYIA LNIRE. “Sld® SHI0IS MVED AT ULD
‘TVHA B IEN T b g SISV 804 S180473 S1M0MY3 6N ¥ WOIL IVNIDIN SLu0end . 30 31v03 uta ajaddae
1180000 %8 TR W1 Lawisu0 - EWKN0 ‘H011IN00NE TR NG LemnSND wvm ivid ¥ Qive $33iNa SHImEVS
WOIL G0 uE MUIXO s ———— N0)LINA0UY M1 3RO SIAVMISE X DLSHAIN
S v3avdids ; TI0NI5 MOLNYME M e
$SATTYNY - o« SHEF-dmy SISATYMY ¥ S2UN014 BYIa SIULNRILSI LOLLINGONS
SHUFS-INL WIILSIAVAS STYY IwIva SISATVIY TODNASILY LS isiivas ONYRIQ 5,15 Im0a iNIman> VY $3.vPiisa @1
U IORNN Ty RSRTT T we SNOILVALE WiveD WA THTRG ATy dvdisuavas | $31¥mis3 FvIEdY
- NOItiAID PITE J8e ¥ #S30 IMMONO D3 TYNOIL YN WNOKIAIC YHMLUN® v
1I0L5IAN S $I2002 ¥5vL W %3 L2IMONGD# A1100MW0 D .
CA81 I AWIYO T ‘#8357 0NVOL W2 80a3E #0u>
NG k2 HEIL TRV T
[ 4 | T 1 | §
I | .
5180438 Q230 '0vs"Iat WD FHOILY IO Jiv s
$37vs L0023 ‘017 3e08N3 vady
SLN0dIN SLIVANCT JaveL N 4D
SHOILLO 345N VD IMIN0 LINOR LSYIaY 88 AJABNS 27 Lov
BRI [904¥F T h SIYNENOC TYIMMOTL T SAIANNS 0V31A FAHIIRO
- ¥ive I3 PSTIILEY L5 38g MNIR0 4 1 ow u- M ) SA3AUNS 3AILvaamnng
STEO014 1MIN 3409 T¥131990 | O e S4340. Tvm
5,804 38 INIVLiv v vive
——— T T TV —
PR FETRRFITT) Sas

VEO0Nd ALIGOWNDD
QMUY SHVISY TVNDLL Y03 L
‘ANYLINODE ANVISISEY
VIS0 ITONM04S IY

1 SHILSAS MMLSVIINO

Yiva TvanLINZIeoY NOL3E0 -

(SR015.300.J NOLLYNIISSIO 211004)

4 RY3L-LN0KS UV FIMINTIILN JOUI S.3UNLINIINDY

SMON0D I IYRINLINIINOY 801D I
TRISIAH0 ITDENOLS IN

66



Qutlook and Situation Board

The Outlook and Situation Board is responsible for the
technical review and approval of all economic situation and
outlook reports prepared within Agricultural Economics or by
other agencies of the Department. The Board consists of
specialists drawn from the Economic Research Service and
other Agricultural agencies, and the membership varies for the
different reports reviewed. Board approva: of a situation
and/or outlook report constitutes clearance by the Department
as to its technical accuracy.

USSR and P.k.C, Task Forces

The Task Forces' purpose is to make a collective judge-
ment on USSR and P.R.C. crop statistics: production, carry-
over, import demand, export trade, etc. They were formed
because of the need to pull together available expertise on
these two countries so as to derive the best possible est-
imates of crop statistics and to resolve any differences in
the esctimates derived by the individual representative agen-
cies that make up these groups.

Representative. to the Task Force come from the Foreign
Agricultural Service, the Office of the General Sales Man-
ager, the Economic Research Service, Agricultural S5.abiliza-
tion and Conservation Service, and the Agricultural Marketing
Service. The USSR Task Force is primarily irterested in
grains, while the P.R.C. Task Force covers + .ains, cotton,
and rice. ‘

Both Task Forces arrive at their forecasts primarily
through subjective evaluation of various types of information.
These sources of info.mation include pre:ss reports (the USSR
group depends heavily on the Soviet press), information frem
the Air Force Air Weather Service, embassy reporcts, agri-
cultural delegation reports, travelers' roports, CIA “nfor-
mation, Radio Liberty and sources within t7 » Department of
Commerce. Official Soviet publications arc¢ used whenever
available. The People's Republic of China pullishes ac ag-
ricultural data except for total production. [To date, 'S
imports of U.S. g-ain have been modest, totaling only 8
million tons of whz2at and corn between 1972 and 1975, al-
though it should be recognized that imports from major con -
peting grain exporting countries can have a direct effect on
U.S. markets.)

67



Iin*eragency Commodity Estimates Committees

—

Interagency Commodity Estimates Committees exist
for each price-supported agricultura. commodity (and others
as needed) in response to a "continuing need for estimates
and projections of basic data rege' .ag supply, utilization,
prices, and program effects to be usa2d on a Department-wide
basis for program planning and budgeting purposes and for
evaluation and administering present or proposed programs,"

Committees for price-supported commodities are charged
with the responsibility to appraise and review basic data and
make estimates of projected supply, utilization, and prices
for commoditi~s. When new programs are under consideration,
the Committees attempt to estimate a number of effects,in-
cluding exports and availabilitie~ for export.

FCREIGN AGRICULTURAL SERVICE

The primary source for Agriculture's information on
foreign siupply and demand is intelligence reported by the
Foreign Agricultural Service's agricultural attacaes. There
are 63 attaches assigned to foreign offices who issue re-
ports on 110 countries. The attaches function as ar integral
part of the in-country Embassy team headed by the Ambassador,
but under the general direction of the Foreian Agricultural '
Service in Washington. The Washington group is headed by the
Service's Administrator under the Assistant Secretary for :
Ir anational Affairs and Commodity Programs.

The Service is involved in efforts to improve its over-
seas training and expand its staffing. It has increased its
Mcscow staff, recently placed a representative at the U.S.
mission in Pexing and an attache at the U.S. Embassy in
Cairo. The Service plans, during fiscal year 1977, to es-
tablish attache positions in the Arabian Peninsula, East Ger-
many, Kiev and at the U.S. Trade Center in Moscow.

Attache Reporting

In their host countries, attaches are involved in such
activitic ' as: gathering crop production/consumption/demand
informa:icn, administering Food for Peace programs under P.L.
480, developing export markets and identifying new trade
opportunities. They also play a diplomatic rols as members
of the Embassies' mission to assist in maintaining contacts
with government officials of the host country.
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The individual attache s ability to gather data on
agricultural commodities is dependent on the flexibility
allowed him by the host country to carry out these duties.
For example, travel restrictions imposed by the Soviet Gov-
ernment hinder the attache in that country from making first-
hand ouservations of Soviet crop production. The attache is
officially restricted from traveling to some parts of the
USSR, except with special permission, and reportedly has
been often unofficially hindered through cancelled flights,
closed roads, or similar difficulties characteristic of a
closed system. Theoretically, Soviet attaches in this coun-
try face the same kind of resurictions, but are actually less
restricted due to our more open system. ’'©o negotiations to
improve attache travel in the USSR are currently being held,
but the U.S. makes a constant effort to improve the sit-
uation.

Because of the travel restrictions, the U.S.S.R. Attache
must rely heavily on agricultural statistics that appear in
the Soviet daily press or official figures published bv the
Soviet government for the information needed in his reports
submitted to Washington. The foviets publish annual and 5-
year goals, and have felt these were sufficient to fulfill
their obligation to supply the ™.,S. with ayricultural infor-
mation. Hewever, thirty teams of agricultural experts were
exchanged between the U.S. and the U.S.S.R. in 1976. These
teams studied a wide range of subjects in the fields of ag-
ricultural research, technology and economics.

As a result of travel restrictions or other diffi-
culties, and the limited available data, the attache in the
U.S5.S.R. has submitted the 19 minimum required number of re-
ports each year, compared with an average of 74 reports a
year each for France, West Germany, and the United Kingdom.

In countries which fail to provide reliable current es-
timates, the judgement of the individual attache can be a
significant factor. A consultant's report, prepared for the
Office of Technology Assessment in 1975, pointed out that
attaches "in general are influenced by what they perceive to
be their mission and the length of time they are posted in a
country."

According to the repsrt, "Few Attaches per reive the

collection of agricultural statistics and the dwelcpment
of supply-demand estimates to be their primary mission, * #* =7

69



Other points made in the report: that attaches are
seldom selected for their analytic ability, but usually for
their ability to represent U.S. agriculture; and that rel-
ative short tours of duty are a distiact disadvantage with re-
spect to developing reliable estimates.

The report indicated that attache reporting could be im-
proved through more adequate coverage of several important
agricultural countries, and through stationing data spec-
ialists who had no other duties and who "were a part of an
organization whose sole mission was to operate a world ag-
ricultural information system."

TYPES OF ATTACHE REPORTS

Attaches submit two types of reports; (1) scheduled,
required reports, and (2) "alert" reports, which are used to
repart fast-breakirg items in the host country's agricul-
tural situation that have an immediate effect on U.5. ag-
ricultural commodities with respact to demand, world prices,
and/or consumption.

Required attache renorts consist of numerical data en-
tered on a statistical format devised by the Service's For-
eign Commodity Analysis group. Attache analysis of the data
is not considered essential becanse data analysis is
Primarily the responsiblity of the Service's commodity
analysts in washington. :

Foreign Commodity Analysis

The data supplied by tne Attaches ), ? oLher sources is
analyzed by the Foreign Commodity Anclysis “roup of the
Foreign Ac¢ricultural Service. This group is comprised of 7
divisions working on the analysis of foreign supply/demand
data for 7 specific commodities or groups of commodities.
C.~ review was limited to the Grouip's management, the Grain
&.d Feed Division, and the Dairy, Poultry, and Livettock
Division.

The Group has responsibility for short-term (current
yea~) forecasting of foreign supply/demand/exports of ag-
ric.ltural commodities. It completes projections of the reuxt
Crcp season so as to provide input i=nto policy decisionc for
that season. 1In addition, export forecasts, based on foreign
crop and consumption projections, have been produced reg-
ula.ly for 7cain for a >-year periocd each since around 1970.
These forecasts are review.. once or twice a vear.
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The Group uses various forms of models as one technigue
for forecasting global and regional levels of grain yields.
It also relies on trend analysis to provide quantitative in-
put into the analysis process. 1I1f necessary, qualitative
factors such as the degree of mechanization, the amcunt of
arable land, and weather are also subjectively included in
the analysis.

The 1975 OTA consultant's report concluded that better
analytical capability was needed because:

"As we have learned in current years, trend anal-
yses fail to provide reliable results. More de-
tailed analyses of the factors that determine pro-
duction and consumption are required to improve the
reliability of [Agriculture's] world estimates."

Officials told us that mcst of the Group's problems are
in the grains area. Personnel are presently trying to in-
tegrate feedgrains use into grains aiialysis and admit that
they have been slow in defining the interrelationship be-
tween the livestock and grain sectors.

The Dairy, Poultry, and Livestock Division has insti-
tuted new reporting instructions for quarteriy dairy and
poultry reports for 40 country automatic-data-processing data
bases for the years 1964-74 by the end of fiscal year 1$76.
By the same time, they planned to expand the existing live-
stock data base (1960-73) and make a major revision of live-
stock reporting instructions to a standard quarterly report-
ing schedule, for use in developing a short-teria forecasting
methodology of feed demand based on dairy cattle and poultry
production,

Division analysts have also increased the freque-cy of
reports from annual/semi-annual to quartcerly submissions by
2ttaches, accompanied by a currenct f:recast devised by the
actache.,

The data base fcr coarse grains and wheat for short-
term forecasting purposes has been developed and operational
for almost 2 years. This commcdity area is the responsi-
bility of the Grain and Feed Division. It was the first div-
ision to initiate quarterly reporting instructions for grains
to be su mwitted by attaches, and its analysis/forecasting
capability is the model for the other divisions in the Group.
This division is also filling the gap in the feedgrain demand
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sector of analysis until such time as the Dairy, Poultry, and
Livestock Division completes its livestock data base.

Grain and Feed believes that it has tuned-in its oper-
ations to meet its priorities. Major emphasis in its ana-
lytical work is directed to monitoring current crop prospects
ind changes in individual foreign countries, and keeping a-
breast of the trade-flow impact of changes in foreign crop
production.

Tn response to a major upward shift in _eedgrain demands
2 years agqgo, the Division set up a unit to specifically
waridle the expanding work in this area.

The Grain and Feed Divisicn obtains its data base in-
formatior. from Agricultural attache reports, published stat-
istical sources, periodicals, cooperator reports, Reuters
news service and personal contacts by Division personnel.

In addition to its wheat and coarse grains data, Grain
and Feed also collects and updates monthly trade-flow data
by country of actual grain movements by origin to destination.
The thirA part of the Division's data base is a record of
grain transactions tc data of forward contracts (what will
move) for future grain shipments that .ave been puichased by
buyers. This data is then subjected to judgmental decision-
making (by Division parsonnel and Attaches) to determine what
portion of forward contracts is indicative of actual demand
and what portion is "buying now" to avoid future price rises.

Analysis/Forecasting Methodology

Analysis and forecasting in the Grain ana Teed Division
is essentially trend analysis subsequently adjusted by qual-
itative (professionsl judgment) considerations as Attache-
reported intelligence becomes available. These trends are
needed to fo..~.st crop yields, productior, and cousumption;
then any anticipated stocks changes are arrived at through
subjective evaluation to finally determine import and export
forecasts and appropriate revisions.

Matrix analysis is used to arrive at these forecasts
wherein total grain must egqual tota’ demand.

Division analysts use sector analysis in making their
forecasts--combining major jroups of countries into aggregate
trends as opposed to country by country analysis. While the
Division performs the sector analysis for commodities, it
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works closely with the Economic Research Service's Foreign
Demand and Competition Division, which provirles individual
country analysis of commodity supoly/demand factors.

The quality of information of foreign suppiy, demand and
buying intentions is often not high, being frequently based on
subjective analysis of data gathered from various sources.
This is especially true of the reports from closed societies
such as the Soviet Union and the People's Republic of China.
Of course, it would be unreasonable to expect statistically
accurate estimates of foreign supply, demand and buying inten-
tions, in such limited data czituations.

Cfficials' Views of
Forccasting Operations

Grain and Feed Division officials informed us that the At-
taches were their primary source of export information. They
also told us that U.S. weekly export sales data is used mainly
as a means of keeping informed of any unusual situation that
might cause problems in the domestic market. More specifi-
cally, export sales reports are used as a general indicator of
ccuntry demand and activity on a weekly basis, based on that
importing country's production, demand, ’nd stocks position
(which analysts claim they know with a reasonable degree of
accuracy for most countries). Export sales figures are not
fully integrated into their forecasts, because the analvsts
maintain they are usually overstated, for both exports and
outstanding salec contracts. One reason for this could be
foreign buyers' overbuying to protect themselves from possible
future U.S. export controls. FAS officials informed us that
export sales f{igures are taken into account as the marketing
year progresses, in determining whether preseason estimates
of U.S. exports to specific countries sould be adopted. 1In
some instances such adjustments are triggered by new export
sales data. This is especially true for such countries as
the USSR, the PRC and certein other countries--especia. ly in
Eastern Europe and North Africa--for which data on current
crop developments are less readily available.

Division personnel point out that the fundamental bar-
rier to improving their forecasting is the lack of an arleguate
data base and the inabiliity to accurately forecast the impact
of weather on grain production. Given this limitation,
officials believe that they are doing the best job possible
with the available information. These officials noted { ¢
the quality of foreign crop production information may Jdepend
more on national volicies (of foreign governments) than on
any other factor.

73



- Foreign Commodity Analysis officials stated that the big-
gest unknown in their production forecasts is weather, al-
though they are trying to account for it in some measure.

Th2 principal source of weather data used by Agricul-
ture's analysts of Soviet crop production is the Air Force
Environmental Technical Applicaticns Center. The Center com-
puterizes and processes raw weather data and provides average
information on 27 USSR regioas on precipitation, tempera-
ture, and calculated scil moistrue, Data are summarized and
made available each 10 days, and cumulative monthly and sea-
sonal avcrages are also provided.

Agriculture's analysts evaluat  this and other weather
data to estimate regional weather indexes of grain crops.
Statistical models are used, but the indexes--which are
largely judgmental--are multiplied by trend yields tc obtain
overall Soviet production.

Fiscal year 1976 brought into full operation the Large
Area Crop Inventory Experiment(LACIE), a joint project of the
Agriculture Department, the National Aeronautics and Space
Administration and the National Oceanic and Atmospheric Admin-
istration. This experiment combines Agriculture's expertise
in international eccnomic and statistical disciplines with the
use of satellites and meteorological and climatological data.
Grain and Feed Division personnel stated that the Experiment
will help by providing earlier warnings of crop failures due
to adverse weather. Analysts will then be able to use thig
information to supplement and evaluate reports from Attaches.
Initial tests of the Experiment were positive.

Officials said that another problem affecting work
quality is the Foreign Agricultural Service's rotation policy,
which mov.s professional personnel throughout the various
organizational units. This tends to dis_upt%t the continuity
of commodity analysis operations as well as the development
of more sophisticated forecast methodology and the degree
of competence of commodity analysts. Officials cited various
possible remedies to the problem, but pointed out that some
form o. rotation is nreeded in order to give analysts an
appreciation of field reporting and attaches' problems.

Dissemination of information

The Fore gn Agricultural Service publishes some of its
statistics, forccasts, and narrative analysis .n publications
for public dissemination, but more frequently its publications
are for internal use only.
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For external use, the Service publishes the World Grain
Situtation in the Foreign Agqriculture Circular on a bi-monthly
basis.

Recently, in recognition of the need for more complete
and accurate reporting and analysis of foreign crops, the Ser-
vice has taken steps to improve this report. According to the
Administrator, it is unique in the world as a summary of proc-
duction, trade, utilization, and stocks information from all
major producing and importing countries.

The World Grain Situation report, along with the U.S.
Export Sales report published weekly by the Office of the
General Sales Manager, adds a new dimension to available infor=-
mation on current supply and marketing, and expands it to in-
clude additional production and price information. The U.S.
Export Sales report now includes a narrative interpretation de-
signed to make the tabular material more useful to farmers,
marketing people, and others.

It also publishes a monthly world Agricultural Production
and Trade Statistical Report. A weekly riews release service
was 1irnstituted in June 1975 for reporting to the public cur-
rent developments in the foreign agricultural situations
that affect American agriculture. The Service hcpes to expand
it into a daily news release system.

Internally, Service personnel make regular briefings on
foreign agriculture for Department officials. The Service al-
so prepares (in collaboration with the Economic Research
Service) a monthly internal document, Digest of World Agri-
culture, that includes a World Grain Situation and world
weather and crop summary. A flowchart on the following page
depicts the system for internal management information.
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ECONOMIC RESEARCH SERVICE

Overview

The Economiz Research Service develops and provides
economic information to a wide variety of decisionmakers in-
terested in or responsible for improving agriculture.
include Agriculture Department officials, Members of Congress,
officials of other government agencies, State and local admin-
istrators, foreign government leaders, farmers and farm organ-
izations, marketing firms and farm supply companies.
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The research is carried out in a number of areas,
including the characteristics and performance of the U.S.
food and fiber sector, foreign trade, and foreign market
development.

The Service's monitoring and short-term foreign agri-
cultural forecasting responsibilities are carried out by its
Foreign Demand and Competition Division. This Division fo-
cuses on worldwide supply and demand conditions and the impact
of U.S. and foreign policies on world farm trade. Its publi-
cations provide information needed by traders, government
officials, and trade negotiators.

The Foreign Agricultural Service has the major short-run
forecasting responsibilities for the international area. The
Foreign Demand and Competition Division functions in a con-
sulting, review and advising rol: and thus in the past did
little regular forecasting work.

An in-house review in 1974 stated that the Division then
had only two regular forecasting projects: (1) U.S. agricul-
tural trade forecasts and (2) world agricultural production
indices.

The review went on to point out that one of the Divi-
sion's missions is an international agricultural intelligence
gathering service-oriented mission. 1In this role, the review
noted that the Division was often called on to make specific
forecasts for various projects, but that this work fell in
the one-time-only category.

Recently, the Division began to develop its own short-
term torecasting capability as shifts in export demands be-
came more rapid and more important to U.S agriculture. Of-
ficials stated that these forecasts would contribute to the
Department's "Outlook and Situation" reports.

Currently, the Division does some forecasting of exports
of major commodities, contributing this information indirectly
to the Department's official forecasts assembled through the
Interagency Commodity Estimates Committees. However. the
Foreign Agricultural Service has primary responsibi.ity with-
in the Department for export forecasts and has the najor
influence on the final export forecasts published by the com-
mittees. Nor does the Foreign Demand and Competition Division
share any responsibility for export forecasts with the Foreign
Agricultural Service, even though these units are supposed to
complement one another and utilize the same data base,
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According to Division officials, the Primary purpose
in developing its enhanced short-term forecasting capability
was to service internal Economic Research Service needs.
They claimed that their forecast methodology was more analy-
tic and hoped to improve the rigor of both their and the
Foreign Agricultural Service's forecasting.

We were informed that the Division has two essential
lines of effort ongoing in short-term forecasting of for-
eign supply/demand/exports: the first is regional analysis
and the second is monthly one-month projections of exports.
These efforts were closely coordinated with Foreign Commodity
Analysis operations. Both are based on subjective evaluation
of all of the available information. One source is the U.S.
Export Sales reports. Officials use the reports to obtaln
an 1ndication of export demand and to track their forecast
estimates of exports, Generally, they found the reports
inflated by =care buying when a shortage situation existed or
was antic’ _ed, and deflated in situations of excess supply.
For spec .ic commodities, these officals stated that wheat
and corn sales reported were reliable but that soybeans sales
were very inflated.

The Division has established a group to develop new and
more sophisticated models for short-term forecasting of pro-
duction/utilization/export demand by individual foreign na-
tions and for U.S. agricultural exports. Their effort was
geared to making the short-term forecasting process more
efficient, as well as shifting to a more formal gquantitative
forecasting methodology to supplement subjective evaluation
(qualitative analysis).

Projections are now being developed of production and
consumption levels for grain, feed and livestock products
under alternative price and policy conditions for several
developed nations. From this information, projected im-
ports and exports of each country can be calculated.

Despite the Livision's interest in its zxpanding role
in the international forecasting effort, there is also cun-
cern chat the Economic Research Service may be perceived as
stepping directly into a role historically designated as
FAS's. The ERS report was careful to poirt out that by
developing a mcdeling approach to forecasting its work
"k * * would be more complementary than compe*itive to what
the Foreign Aygricultural Service is currently doing."
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The Under Secretary recommended:

"For example, we believe that data on production, supply
2nd distribution of agriculturezl commodities can be

most efficiently developed by Foreign Agricultural
Service commodity specialists, while data on general
economic indicators and factor inputs can bu most effi-
ciently developed by Economic Research Seivice country
analysts. Common data basee can be deveioped for use

by both agencies on all tvpes of data, just as [these
services] have done with grain data."

The 1975 Consultants' Report for the Office of Technology
Assessment commented on the rela:ionship between the two

services:

"The organizational structure used by [the Agricult:ie
Department] to operate the world agricultural informa-
tion system impedes efficiency and effectiveness. It is
extremely difficult to use analysts efficiently and
effectively when the responsibility for the outputs cf

a system is assigned to two completely separate agencies
* * *Tt will be essentially impossible for USDA's wo.ld
agricultural infermation system to reach potential vnder
the present orjanzational setup.”

The report suggested several ways to achieve a meaning-
ful reorganization. The alternative ccnsidered nost efficient
and effective wouuld combine the Foreign Agricultural Service's
commodity analysts with the Economic Research Service forming
a group cesponsible "for assessing and disseminating informa-
tion on world and U.S. agriculture®. The report claimed this
would eliminate duplication and maximize coordination,

PROBLEMS OF_COCRDINATION

The barriers to smooth coordination of the sister agen-
cies range from philosophical to practical. Foreign Agricul-
tural Service officials believe that work is needed in the area
of defining reclationships that will enable them to develop
short—-term models so as to devise petter forecasts. They
~tress the current situation, which is always changing, and
contend that because the Economic Research Service is too aca-
demic in its approach and spreads the work over a number of
years, the Foreign Agricultural Service has had to undertake
its own basic economic research.
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"Others in the Fereign Agricultural Service cited poor
relations with their counterparts in the Eccrnomic Research
Service. They attributed it to a lack of understanding be-
tween the two groups brought about by their respective
orientations--the roreign Agricultural Service personnel
having direct agricultural knowledge, the Economic Research
Service personrel having a more academic backgrouné with no
appreciaticn of how the agr.cultural gector functions. They
also said chat the Economic Researcih 3ervice was competing
with the Foreivn Agricultural Service in ite efforis to
develop its own shoert-term forecasting ~apabilities.

Economic Research Service officials agrsed in part with
these statements and menticned the neecd for their staff to
have more contact with privute trade. On the other hand,
they felt that the Foreign Agricultural Service needed to
develop its analytical capabilities.

They also cited another problem. The Foreign Agricul-
tural Service retains primazy responsibility for export fore-
casts and is adamant that its final forecasts of foreign
supply/demand for U.S. exports be retained as the Department's
official forecasts publishel for public dissemination. Given
this position, the Economic Research Service is relegated to
the position of attempting only to influence the forecast
figures. :

IMPROVEMENTS,
CON1INUED WEAKNESSES

The OZfice of Technology Assessment published another re-
port in August 1976: Food Information Systems: Summary and
Analysis. It noted improvements made 1n Agriculture's ¥nforma~
tion and forecasting system gsince 1972-73: modirication of the
agricvitural attache system; improving staff analytical compe-
tence.; ungrading publications and eliminating duplication;
att-mpting to get better information on the Soviet food situ-
ation; releasing more timely crop forecasts; collecting dat-

from new areas; an¢ using modeling and remote sensing techno-
logies.

The report concluded that four groups of deficiencies
continue to exist in the food information system:

l. poor national (foreign) systems, upon which the
Agriculture Department must depend;

2. collection of inadequate and/or obsolete data;
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3. inadequate analysis, especially by the overseas
network of agricultural attaches;

4. Agriculture's fragmented organ.zational structure,
which hinders effectiveness and promotes institu-
tional conflicts of interests.

The Office of Technology Assessment proposed the fol-
.lowing possible solution to the above weaknesses. The MNa-
tional Commission on Supplies and Shortages supported these
possible soluticns in its Decemker 1976 final report to
Congress. These solutions which are designed to nrotect
the incegrity of U.S. foreign agricultural dzta include:

l. Transfer the Foreign Commodity Analysis Unit out of
the Foreign Agricultural Service and make it a
Division of the Economic Research Service.

2. Combine the Foreign Commodity Analysis Unit with
the Foreign Demané and Competition Division of the
Economic Research Service into a new agency, one
with the sole mission of providing economic intelli-
gence on world agriculture.

3. Combine the Foreign Commodity Analysis Unit with
tha Economic Research Service's Foreign Demand and
Competition Divison and with domestic commodity
analysts into a single economic intelligence agency
rejponsible for assessing and disseminating informa-
tion on world and U.S. agriculture.

Both organizations (OTA and NCSS) agree that "overall ef-
ficiency and 2ffectiveness would he highest under the first
proposal.” The National Comnission was highly supportive of
the third option because it represents an efforc to end the
redundancy of both operatione and attempts to establish an
integrated view. The Office of Technology Assessment and the
National Commission als> concur in the belief that the best
long-run solution to developing a better irternational infor-
dMation system is the employment of agricultural information
specialists who would reside in major food export and im-
port coi'ntries on a permanent basis. The Commission stresseg
that be ‘er data analysis is essential if the U.S. food in-
formation system is to improve.

The Commission also proposed the following pertinent

guidelines regarding Agriculture and other materials agencies
in it3 summary report:
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" 1. Data collection and data analysis should be
orjanizationally separate from pelicy and program
activities, ,

2. Data collection and data aralyses should be placed
in a separate, hiah level (preferably Bureaua level)
organization of comparable status.

3. The credibility of data and analyses should be main-
tained through open access,advisory committees, and
other institutional safequards.

4. Data collection and analysis should be responsive to
the needs of users.

5. Statistical standards should be upgraded, and the
limitations of the data--includirg sampling error,
uncertainty, and assumptions--should be published
with the data.

OTHER FORECASTING
ORGANIZATIONS

Central Intelligence Agenc

Central Intelligence Agency Fforecasts include periodic
assessments of harvest prospects .ompared to domestic con-
sumption levels of Communist-Bloc )ations. This is part
of its continuing research on agricultural and consumption
trends in these countries. The CIA also projects interna-
tional trade in grain and other agricultura! products, taking
into account its incomplete knowledge of donmestic stocks and
the intentions of Bloc leaders with regard to consumption
levels.

CIA findings gc¢ to 3everal governsent agencies (including
Agriculture) and to relevant interagency agricultural policy
groups. The CIA estimates demand for U.S. grain by con-
sidering total worldwide supply and demand utilizing a total
matrix approach based on importer/exporter activity. 1It uses
all other available sources of data, including Agriculture
and grain companies, in devising its trade estimates.

It has developed a crop forecasting model to predict
crop yields in 27 major producing areas of the Soviet Union.
The predicted yields--based on time trends and a composite
index of several weather variables--are combined with reported
data on sown area to produce c/{O0p estimates,.
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Prior to the 1972 grain sales, the CIA had not placed a
significant priority on the forecasting of Scviet grain pro-
duction and import demand. During the past 4 years the CIA
has continuously endeavored to expand and improve its fore-
casting capability. Concern has emerged among Government
officials in recent years over differences in Agriculture and
CIA estimates of the Soviet grain situation. The differences
were generally attributed to the different data bases and
forecastiinig methodologies used by both agencies, as well as
difficulties in achieving effective interagency communica-
tion. However, since 1975 both Agriculture and the CIA have
improved their coordination and communicatior on the fore-
casting of Soviet supply and demand. Although Loth agencies
utilize different forecasting .methodologies based on many
different varieties of data, they recently have worked to-
gether in attempting to provide the executive branch with one
consensual estimate of Soviet production and demand.

Food and Agriculture Organization
of the United Nations

Thie Food and Aqricultire Organization (FAQ) of the United
Nations fosters international cooperation in the fields of
nutrition, food, and agriculture. The United States maintains a
permanent mission--under State Depa:rtmen® supervision--to the
Organization's Rome headguarters.

The Organization is_a source of international economic
and statistica. data. It obtains information from a number
of sources, including member governments, the Organizatiormn's
technical personnel assigned overseas, and from Foreign Agri-
cultural Service publications.

In turn, Agriculture uses the Organization's publica-
tions as a supplemental source of st:zctistical information;
however, Agriculture makes little attampt to follow the
Organization's information-gathering activities on a current
basis.

GAQO recommended in a previous report that closer
cooperation between tne two groups might be desirable.
Agriculture responded that althouagh they would welcome closer
cooperation with the Organization, it was not always the best
source of information or the most timely source.
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The Office of Technology Assessment in 1975 compared the
forecasting of the two groups and concluded:

"All in all, USDA's system clearly has been
superior with respect to timely assessments of
the current situation and near-term outlook,
but unless steps are taker 300n to improve
USDA's system, the most reliable system will
be the one operated by Fa0."

The Food and Agricultural Organization began to develop
an early warning system in 1965 which assembled monthly esti-
mates of major food crops from over 7. developing countries i,
order "to obtain advance indications ox possible emergency
food aid needs." It is also experimenting with aerial photo-
graphy to gather ayricultural information from those coun-
tries lacking adequate information-gathering systems.

Major Grain Exporting Companies

GAO interviewed officials of severai rajor grain ex-
porters includirg the six who handled the majority of the
1972 Russian grain sales (Cargill, Inc.; Cook Industries,
Inc.; Bunge Corporation; Dreyfus Corporation; Continental
Grain Co.; and Garnac Grain Co., Inc.).

The exporters' forecasts are fo- the most part indepen-
dent of Agriculture's data. Coordination between the eox- ,
porters and Agriculture is superficial and the exptrters are
careful not to compromise their respective competitive
positions.

Altho.gh forecasting ability varies by company, the offi-
cials of the large exporting companies feel that their short-
term forecasts are more accurate than Agriculture's, especi-
ally on & commodity basis, because the Department covers
all agricultural commodities and does not focus exclusively
on selected commodities as is the case with many exporters.

Private grain exporters and some government officials
added that the Department's forecasts, as well as the De-
martment itself, are subject to numerous bureaucratic and poli-
tical constraints influencing ultimate supply/demand/export
forecasts. While instances of bureaucratic or political
constraints may have influenced ultimate forecasts in some
instances, the view of forecasters in the Foreign Commodity
Analysis Division is that, for grain, it would be difficult
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to imagine a situation where objectivi’y would be any less
prevalent than is the case now with Agriculture's forecasts
of foreign suppiy/demand/trade prospects.

Agriculture maintains that its forecasts are not poli-
tically iafluenced for the following reasons: "First, the
procedural system for grains ensures collective judgment by
a staff of analysts rather than allowing forecast judgments
~to be compartmentalized or specialized. Under the existing

system, all forecast judaments made by Foreign Agricultural
Service personnel are open to scrutiny by specialists in
the Economic Research Service and other concerned USDA agen~-
cies. The second reason (for Agriculture's rejection of the
claim of outside influence)is the fact that all significant
components uf the foreign supply/demand and U.S. export fore-
casts are regularly disserinated through public information
channels and therefore open to the scrutiny of the foreign
countries concerned, as well as the domestic prcducer groups
and exporter firms who themselves can judge the accuracy,
currentness, and objectivity of Department forecast judgments.
Under these conditions Agriculture insists analysts respon-
sible for the grain forecasts are acutely aware and continu-
ally reminded of the need for objectivity at all times in the
preparation of forecasts."
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CHAPTER 6

U.S. AGRICULTURAL EXPORT POLICY

The most important conzequence of Soviet grain purchases
over the past 4 years has been that these transactions hava
kighlighted the need to assess the Government's agricultural
export policy. The resulte of this review conducted by GAO
have raised a number of questions about the effectiveness of
recent policy. .

FLEXIBILTTY

Export prlicy clearly should be sufficiently flexible to
adjust to extreme shifts in foreign demand for U.S. commodi-
ties. The difficulties encountered by the Gevernment in re-
sponding to the Soviet Union's 1972 and subsequent purchases
were only in part dve to weaknesses in export reporting and
forecasting. They also arose from fundamental policy assump-
tions.

In 1972, the Government had completed a recent transition
in ajricuitural policy. The former prlicy--which had been
in effect for roughly 4 decades--had been focused almost
exclusively on limiting farm production in order to bolster
prices. The policy involved large-gscale government inter-
ventior involving billions of dollars for price supports,
exporti subsidies, Government held stocks, food aid programs,
and similar measures.

In 1969, this policy was abandoned and supplanted by one
designed to remove the Government from agriculture altogether,
The policy change was articulated in legislative changes in
the 1970 and 1973 Agricultural Act.

, An article in a recent issue of Foreign Affairs described
the Goverment's new approach:

"* * *the federal government according to this
policy, should no longer own reserves of commodities
and regulate prices, as it has for more than 30
years. Price changes should regulate the movement
of resources into and within agriculture.”

This new policy was based on expectations of full pro-
dudtion. Exports were encouraged, but without subgidization.
It was assumed that the free market could handle international
transactions in U.S. commodities.



Then several forces came together in the early 1970's

to push foreign demand up sharply.

From the perspective of

1976, it is clear that the Soviet purchases, though pivotal,
were only one part of this larger picture of growing world

demand. .

The phenomena contributing to
1970s included:

---world-wide (except in U.S.)
duction;

~--Soviet cdecision to increase
sumption, and import grain;

--dollar devaluations of 1971

growing demand in the early

shortfalls in crop pro-

per capita protein con-

and 1973 made Amer. _can

agricultural commodities less expensive and, ther :fore,
more competitive on the world market;

--world population coatinued to increasc, particularly
in the less developed countries, many of which tend
to experience chronic focd shortages;

--Peruvian fishmeal supplies were temporarily exhausted;

--relative affluence and prosperity in the more developed
nations stimulated demand for more, and better quality,
food which entails greater consumption, directly or

indirectly, of grain; and

--the effects of the so-called energy crisis, particu-
larly with respect to fuel and fertilizer, impacted

on mnst nations.

These forces also came into play just at the time that
the U.S. and other major gra‘n exporting nations had embarked

on a stocks reduction policy. The
demand for U.S. grain, a sitcuation
agricultural export policy was not
consequence, between 1972 and 975
its commitmen’. to non-interv on
described earlier in this re I

result was an unprecedented
the U.f. Government's
geared to meet. As a

it was forced to modify

and to take the steps

1973 -~ Established a mandatcry export reportina system
and placed temporary export controls on soybeans

and related products.
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1974 - Requested voluntary export restraints on grain
sales t¢ the Soviet Union, established a volun-
tary prior approval system on grain exports, and
initiated a mandatory daily export reporting
system; imposed a temporary embargo on Saviet
grain sales; and held up and renegotiated existing
Soviet grain sales.

1375 ~ Requested vuluntary export restraints on grain
sa.es to the Soviet Union and Poland, negotiated
a formal long-term grain sales agreement with the
Soviet Union, and i-forally committed itself to
supply Japan with grain for the next 3 years.

These steps were required by the sudden transformation
to a tight-supply situation. The question arises whether
Government policy may be similarly unprepared to meet a period
of agricultural surpluses.

A close look at the phenomena which led to the sudden
increase in demand in the early 1970s shows that most of
these factors were subject to change. They could fairly
suddenly shift in ways that would present a dramatically
different world market for U.S. grains from the one of the
early 1970s.

Sharp drops in foreign demand, for example, could be
precipitated by a period of good weather and successful for-
eign harvest, by a prolonged recession in the developed
countries, or by an economic situation in wnich U.S. grains
were priced beyond foreign budgets,

Changes in foreign demand could also core about as a
result of changes in national policies, such as the Soviet
Union's 1971 decision to abandon its practice of diverting
grain from livestock in periods of snortage, and to import
grain instead.

The fact is that the demand picture is already changir~,
It appears that U.S. agricultural surpluses may again reach
and/or exceed pre-1972 levels as a consequence oOf stagnati: g4
or decreasing foreign demand.

when faced with periods of extreme markets, either sur-

plus or shortage, Government officials implementing present
policy have to deal with the following questions:
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--What is the range within which price variations for
domestic producers and consumers will he tclerated?

--Should there be some jovernment.l mechanism over anrAd
above the market by which the domestic supply of grain
is to be allocated among Gomestic and ‘oreign
consumers?

--To what, if any, extent should Government respcnd to
differences between foreign consumers with respect to:

1. their willingness and ability to pay for U.S.
grain,

2. the regularity of consuming nations' purchases,
ana

3. =allowable quantities of grain to be purchased.

A degree of rigidity of officizl position in the face of
changing conditions may be expected, according to the March
1976 GAQ report on export subzidies:

". . .in the summer of 1972, Agriculture was ex-
tremely reluctant to modify its surplus policy, in-
cluding the payment of export subsidies which (had)
existed for many years, aad to shift to a policy oriented
to a low surplus and high export demand. Although Agri-
culture did finally adopt a market-oriented policy ang
suspend payment of subsidies, it finds itself in 1975/
76 committed to that policy with the same degree of
rigidity that it had in support of subsidies in the
summer of 1972 when signs of changiag market conditions
arose."

GAO's curren: review of the 1974~75 transactions,
export reporting and forecasting, and export policy found
weaknesses in Government policy when ~+hallenged by unantici-
pated market shifts., Besides the deficiencies in export
reporting and forecast data. no contingency plans or impact
analyses had beci: carried out.

A more fundamental criticism, we believe, requires con-
sideration: that the absence c¢f guidelines and standby
mechanisms for government intervention contributed to the dis-
sension, confusion and uncertainty marking the Soviet pur-
chases.
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FOREIGN POLICY ASPECTS
OF FOOD EXPORT

Food export policy clearly warrants consideration be-
cause of its newly recognized importance as a pa:t of the
nation's overall foreign policy. The Commission on Inter-
national Trade and Investment Policy, in its final report
in 1971, assignad agricultural exports a major role in
helping to overcome the Nation's trade deficit, and these
hopes have been fulfilled. Approximately one-quarter of
U.S. export earnings are derived frem agricultural exports.
As agricultural exports have haid a positive impact on the
U.S. balance of trade, they have strengthened the U.S. world
position,

The Secretary of Agriculture in 1976 pointed out:
"Agriculture has now become our numbe, one source of foreign
exchange and it's a powerful factor in maintaining the econo-
mic health uf this country."

The Secretaray also pointed to the role of grain
exports in U.<. foreign relations: "we are using food to win
friends."

The special zole of food exports in our political/
economic ralations with Communist countries was underscored
by the Administrator of Agriculture's Foreign Agricultural
Service in 1976:

"The plain fact is that agricultural trade has
been crucial to economic relations, and therefore
political relations, with Communist countries.

In the last three years, U.S. exports to the
Soviet Union have been more than two-thirds agri-
cultural; the same ratio has held for exports

tc Eastern Europe, and (.S. (agricultural) ex-
ports to Mainland China have been 80 percent of
the total exports from this country."

1t has also been advocated that the U.S. use its fond ex-
port potential more aggressively, to counteract oil or other
embargoes, for example, or as a mechanism for political lever-
age. Although ruled out, one suggestion was the employment
of "food power" to discourage Soviet involvement in Angola.

In Chapter 3 we noted the AFL-CIO's proposal during 1975

negotiations that: "The U.S. should establish an offensive
policy to deal with commodity cartels such as the OPEC nations
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and determine to what extent American corporations are
participating in and supporting them."

A 1974 CIA document addressed to coming decades described
the potential economic and political dominance flowing from
the U.S.'s near monopoly position as food exporter. The
report cited the "virtual i1ife and death power" which could
result.

This is a profoundly moral issue, and not the only one
bound up in grain export policy-making, both from a domestic
anc a foreign relations veiwpoint. A former high-level Agri-
culture official kas stated that:

"The great difficulty with respect to food supplies
during the next 25 years will not pbe one of too
little grain and other food in the aggregate, but
of distributing the grain equitably between people
and animals, and nations."

1975 LOWG-TERM GRAIN PURCHASING AGREEMENT

Another problematical area of food export/foreign policy
is the long-~term agreement negotiated with the Soviet Union
in 1975. To recapitulate briefly, the Gcvernment's position
is tnat the agreement represents an attempt to shield pro-
ducers and consumers from wide fluctuations in foreign demand
by stipulating minimum annual grain purchased by the Soviet
Union for a 5-year period. Not only does the agreement pro-
vide certainty feor farmers, but it assures the Soviet Union
a minimum of U.S. grain annually.

In contrast to this official view, consumers complain
that they fear paying higher prices for farm products as a
consequence, farmers feel that the agreement both contra-
dicts Government's commitment to free markets and depresses
prices, and the grain trade believes that the Government's
arbitrary intervention impairs the credibility of both pro-
ducers and traders.

There were also fears that the agreement might be the
first of more government-to-government contracts, but this
does not ap,ear to be the case. The official position is
that it was - a unique agcecwnt to deal with a unique situ-
ation" and tnat the Governuent does ot seek and would not
approve similar proposals from other importing countries.
"Understandings" with Japan, Poland, and cther countries,

93



according to officials, are not specific in their obligations
and provide only general assurances on both sides,

CONSTRAINTS ON FREE MARKET
AGRICULTURAL NSACTIONS

Government Controls in Other Countries

The world context in which the U.S. agricultural economy
operates is one marked by government controls. Of all nations
involved in grain trade, the U.S. now stands alone in not
exercising considerable control over either agricultural
production or marketing.

The rise of centrally-planned economjes with state tra-
ding systems represents concentrated powetr disruptive to a mar-
ket model. Currently the most significant of these is the
Soviet Union, whose ability to disrupt a free market system
was demonstrated in the 1972 grain sales. ’

The 1975 long-term agreement has drawn criticism be-
cause it is a contract between this kind of controlled econo-
my and the U.S. free market.

The Farm Bureau Federation testified before Congress on
this point in January 1976:

"The interest of the United States in international
trade cannot be advanced by participation in politi-
cally determined international commodity agreement

. « «(therefore, the) Farm Bureau strongly opposes
the recent Soviet grain agreement and others be-
cause these government-to-government contracts
establish a dangerous precedent for future political
international commodity agreements and constitute
further interference with the world market system."

In other grain exporting countries a recen:ly completed
review by GAO found a range cf marketing controls. The market-
ing differences evolved mostly from the politicel orientation
of the respective governments.

In Canada, Australia, and Argentina, only government
wheat or grain boards are authorized to buy wheat and certain
feed grains. Cansdian and Australian wheat boards are pro-
ducer-oriented, while Argent+ine acricultural policy until re-
cently has been geared primarily to benefit the urban popula-
tion. The European Community, in contrast to other warkets we
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studied, produces primarily for domestic consumpt‘ *u and uses
exports to dispose of surpluses., Brazil's aqricuitural policy
is directed toward expanding its developing soybean industry
and increasing e«ports, and Brazil gives credit, tax breaks,
and other incentives to producers.

These marketing systems contained guaranteed producer
and domestic support price schemes.

--The European Community support price benefited pro-
ducers but consumers generally paid higher-than-
world-market prices.

--The Australian Wheat Board uses a wheat stabilization
fund to smooth fluctuations in grower income and ties
the domestic wheat price to growers' oroduction costs.

--Argentine producers until recently paid a fixed price,
which was about one-third of world-market prices, and
Argentine consumers benefit from on-again, off-again
subsidies to Argentine millers and other processors.
(Tfhis system is now in a state of transition and it
is unclear whether past policies will continue.)

--The Br..zilian Government has set attractive minimum
soybean prices, but high world market prices have made
price support unnecessary.

--The Canadian Wheat Board has established a minimum
price for producers and sells wheat ' > domestic users
at prices considerably below world me¢ ket prices.

Concentration in U.S. Grain Exporting

Although U.S. grain is produced by a large number of
farms, grain marketing is characterized by a high degree of
concentration. The GAO's survey found that 11 multinational
firms control almost three-quarters of U.S. agricultural ex-
port sales. Since less than 10 percent of the firms account
for nearly 75 percent of all export sales, the grain trade
can thus be characterized as oligopolistic competition. This
raises the question whether current policy adequatel y ad-
dresses the subject of competition in the exportation of
grain.
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GOVERNMENT DECISIONMAKING

The i.ew status of food exports (as no longer a matter
solely of domestic concern, but a potent factor in U.S.
balance of trade and foreign policy) has meant considerable
shifting in decisionmaking, particularly during the Soviet
grain trarsactions,

In January 1976 the Senate Subcommiti:ee on Foreign
Agricultural Policy conducted hearings on decisionmaking
and food policy in order to Learn more about executive branch
actions. The chairman's opening statement addressed the
inherent complications of 26 agencies participating in the
policy process: '

"When one looks at all of the ajencies. . .in-
volved in food and agricultural policy, it is
understandable that decisions are made which
are seemingly at cross purposes.

If the Secretaries of State, Treasury, Agricul-
ture, and Labor say conflicting things, one

can only wonder who is in charge. And, obviously,
this will have an important impact on decisiona
by our foreign buyers."

As noted earlier. agriculcural policy was consolidated
in March 1976 under the Agricultural Policy Committee,
chaired by the Secretary of Agriculture. Agriculture in
theory was to be the "lead" agency in what had become an
inter-organizational policy process. However, the President's
Economic Policy Board in reality remained the Nation's pri-
mary agricultural decision-making entity throughout 1976.

Uncertainty continues to exist regarding how and when
major policy options should be implemented. GAO believes
a new mechanism to effectuate policy action is worth con-
sideration.

VIEWS OF RECENT POLICY

The chairman quoted above also expressed concern about
weaknesses cf current food policy:

"If the complex interrelationships of food and
agricultural system are to be balanced. . .we
have got to start thinking in terms of a compre-
hensive policy which relates all the basic ele-
ments.
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We can no Jlonger afford to have a separate policy
for grain producers and another for livestock, dairy
and poultry producers. We can not ever afford to
have just an agricultural policy, or a consumer
policy, or trade policy. We must have a policy
which interrelates and balances all of these
elements."

Whether the Government has a food policy has been a
matter of dispute. For example, the Director of th:e Com-
munity Nutrition Institute contends that there is noine:

", . .the Administration (in existence in 1976)
seems intent on emphasizing that we do not have

a national fcod policy, and that we are not about
to develop one. There is no mechanism within the
Executive branch to develop a food policy, n ¢

is there an agency to administer one if it s ,uld
be developed. This does not relate to the economic
consequences to farmers and consumers of farm
exports, it also touches on such issues as food
availability, food quality, and food safety."

The National Farmers Union in 1976 also criticized the
lack of an overall food policy:

"To service our domestic and export customers--

and alleviate fears of shortages--adequat. reserves
of storable food products should be maintained as

a public pelicy. All of this, however, must be
done as part of an overall food policy--and this

is something which we do not have at this time.

. +« We regard it as important to have, as part

of a definitive, comprehensive national food

policy, an export licensing system which would en-
able the government %o insure that food supplies
needed by American consumers and industries would

be assured and maintained, and to allocate remaining
supplies in times of real shortages among our var-
ious export custom2rs on the basis of their histori-
cai record of purchases, and to provide food needs
for humanitarian purposes and natural disasterc.

In 1973, in 1974 and again in 1975, the government

has intervened and is now interfering to prevent
farmers from selling their crops freely.
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Because this was done without any guidelines,
without any line to a policy of food abundance,
this has been the worst possible form of export
control. It has exposed farmers, American con-
sumers and our export customers alike to the capri-
cious, irresponsible aad incompetent whim of
politicians in the Executive branch, actin¢ un-
predictably and arbitrarily under the pressures,
the hysteria and the political motives of the
moment."

Similarly, the National Farmers Organization has said that if
Governrent can ask farmers to undertake full production,
farmers deserve to know more about Government's role in

the market place.

The Secretary of Agriculture in 1976, however, hLad
taken exception to the charge that no food policy exists:

"The plain truth is that this AP.ministration has a
definite, and a very positive, food policy. Our
food policy can be summed up in a single word--
abundance. Tts synonym is full production. Or
differently, it is freedom from government re-
straints for farmers. Or still another way, it is
encouragement by the government of conditions that
lead to full production of farm goods.”

Eut the policy may be inadequate to deal with the com-
plexities and z2quity of food distribution, as the Secretary
acknowledged .n his response to the chairman o9 the Senate
Subcommit.ee on Foreign Agriculctural Policy i. January 1976.

SENATOR: "Let us say there is going to be a short-
age of supply. . .Do we (Government) have
ground rules that say if there is a short-
age, our regular customers are going to
be taken care of first? Do we have ground
rules that say if you are intermittent that
you can only expect to get a certain per-
centage over whet you got a year ago or
less than that? Are there any ground rules
such as this?

SECRETARY: No. It (Government rolicy) makes it dif-
ficult to do that kiné of thing."
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IMPACTS OF RECENT POLICIES

With respect to consumers, the table below reflects
the consumer price index of food in comparison with all other
jtems during the last 15 years. As world demand increased
and as U.S. grain stocks were depleted, domestic food prices
rapidly inflated, particularly in relation to non-food items.

With respect to producers, average net farm income more
than tripled between 1960-1974, and the farm sector's aver-
age per capita income more than quadrupled. While the land
utilized remained roughly constant during this period, the
intensity of farming increased somewhat in terms of mechanical
power and enormously in terms of fertilizer. The predictable
result is that crop production increased. Although farmers'
aquity doubled over the last 15 years, total farm debt more

U.S. FOOD SURPLUSES AND CONSUMER PRICES, 1960 TO 1574
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than tripled. It should also be noted that farmers' operating
costs have also risen steeply, particularly the price of
fertilizer and of energy to run farm machinery. These and
other rising costs mean that the farmers are in a vulnerable
po3ition should falling demand depress farm prices subsicanti-
ally.

POSSIBLE MODIFICATIONS
OF FRESENT POLICY

National Grain Reserve

As noted previously, a key part of the post-1969 agricul-
tural policy was the decision to give up government reserves of
commodities. The Secretary of Agriculture observed: "At
one time storage costs on government-held stores of grain
exceeded $1 million a day."

Under the new policy the Commodity Credit Corporatinn
disposed of all of its grain holdings, except for oats, and
the Nation's grain stocks in the summer of 1973 were at their
lowest levels in years. Despite the bumper rrops of 1973,
stccks were not replenished.

The U.S. was joined by other major grain exporting
countries in a general move to reduce surplus s*ocks. A
study prepared by the Congressional Budget Office described
the evolution of this policy:

"As a.result of the continuing accumulation of
surplus stocks, their depressing effects o mar-
ket price and their high budget costs, the U.S.
and other large grain producing nations embarked
on a stocks reduction policy in 1970 to join with
the produciton curbs launched a couple of years
earlier. Between 1970 and 1971, the four major
exporters reduced their combined stocks by more
than one-quarter. They accomplished this through
export sales promotion and changes in farm price
support policy. By 1974, the stocks of these
countries were only about 40 percent of the level
four years earlier. 1In the U.S., almost all stocks
of grain are now held by the private sector.”

The above summary points out that one of the major con-
sequences of Government's accumulation of surplus stocks in
prior years was to stabilize or dampen upward price movements,
even though this was not the primary purpose of holding
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stocks. For this reason, U.S. farmers are understanaably
concerned that a resumption of formal Government policy of
holding reserves would have a similar effect on prices in
the future.

The advocates of reserves believe their function is
to smooth out the "peaks" and "valleys" of production and
prices not to eliminate them. 1In this view reserve stocks
can serve as buffers in the production and distribution
of agricultural products. A 1975 GAC report, "Grain
Reserves: A Potential U.S. Food Policy Tool," strassed this
point. Observing that crop shortfalls are as propoable as
surpluses, we concluded that attention should be given to
developing a fuod reserve mechanism to facilitate decision-
making and management. Lacking some form of physical re-
serve, the Nation has no insurance in c2>se of crop failure.
And this commits U.S. consumers and deperdent foreign cus-
tomers to a hand-to-mouth strategy.

Food reserves could improve the predictability of mar-
ket prices for farmers and consumer and assure a physical
supply of food, whereas other allocation mechanisms (such
as export controls or long-term agreemen*s) only provide
the rules for allocating available supplies.

Should the United States adopt a national grain reserve
policy, several types of management control systems are
available:

--voluntary private reserve,

--mandatory Government-financed reserve stored either
by the private sector or by the Government,

--private sector-financed reserve stored by the private
sector, and

--joint venture reserve mutually financec and stored
by the Government and the private sector.

Other Optional Modifications

A number of options for dealing with exports urder short
»upply conGitions could be considered, including

--allocating export guotas by country or reqgion,
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--selling export permits of fixed fees with no quota
on the number of permits to be sold,

--selling export guota licernses to exporters at auction,

--distributing expcrt licenses to domestic producers
on the basis of praduction histories, and

--distributing export licenscs 0 exporters on the
basis of their historical market shares, or on a
first-come, first-served Pasi-

Any of these options could be trigge. . by a variety of
early warning systems, ranging from a voluntary to a man-
datory prior approvial system on U.S. export sales.

Another proposal advanced by a m:mber of Congress
would make tine Commodity Credit Corporation (CCC) the seller
or markeiing agent for grain exports., A flexible approach,
it would--at one extreme--enable the corporation to replace
private industry in all grain export transactions. At the
other extreme, the corporation would allow private industry
to continue to make sales but unde: certain guidelines and
regulations. It would be possible for the corporation to
manage sales with centrally-planned economies (a government-
tuo-government approach) and to allow the multinationals to
transact all other sales.

EXPORTERS' VIEWS OF OPTIONAL MODIFICATIONS

In chapter 4 we report:d the response of grain ex-
porters to various proposa. s involving export data reporting.
We noted their general preierence for a voluntary prior ap-
proval system over a mandatory one, a temporary system
racther than a permanent one, and the current system over one
requiring written explanations for contract decreases.

To the question whether Government might need to monitor
food exports routiqely in order to permit market intervention
in the national interest, 64 percent of those responding did
perceive such a need.

when presented various options for allocating exports,

roughly one-third of the companies responding preferred allo-
cation by export quotas by country or region,
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On the question of various forms of grain reserves, the
responses were mixed. (See Vol. II, Appendix G, for details.)

SUMMARY

At this juncture, U.S. agricultural export policy must
not only meet domestic needs but is also expected to fulfill
important foreign policy and foreign economic policy objec~
tives. 1In this context, the full-production/nonintervention
policy appears inadequate to deal with periods of either
shortage or surplus. Seeking full production by farmers,
Government has a need for a range of alternatives as agricul-
tural surpluses accumulate and depress farm prices. On the
other hand, when shortages materialize, the policy hampers
Government's ability to intervene promptly and with a minimum
of disruption to the economy.

Government interventions in marketing decisions during
the 4 years prior to 1976 appear to have both compromised
expressed policy and limited the opportunities for farmers
to realize greater financial returns from their efforts.

On the other hand, consumers can be said to have subsidized
the foreign graia sales through higher domestic prices.
Government intervention also appears to have increased
rather than reduced market uncertainty.

The experience with the 1973 soybean embargo and with
Soviet grain transactions between 1972 and 1975 shows clearly
that the central issue of agricultural export policy is not
whether the Government can or should intervene. The Govern-
ment did intervene, several times and in various ways, Jduring
this period.

The basic issue is whether a more effective policy would
result from guidelines or ground rules establishing conditions
under which intervention (through either export controls or
export subsidies) would take place. This kind of more for-
maiized intervention policy would allow a more flexible
response to extreme changes in market condit.cns and
minimize the disruptio.is causeg by these siti.:ions. The
agricultural sector would benefit from a policy offering
some stability while simultaneously insuring fair prices for
consumers and acceptable returns for producers (conditions
essential to assuring an adequate supply). Such a policy
would also benefit foreign buyers of U.S. grain, in that it
would provide more equitable access to available supplies,
and make the U.S. a more reliable suppPlier internationally.
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The GAO believes that these potential benefits warrant
consideration in the Congress's asgsessment of agricultural
export policy. Our 1976 study of grain reserves as a U.S.
food policy tool has already set forth our conclusion that
attention should also be given to develcoping a food reserve
niechanism to facilitate decisionmaking and management.

Any attempt to develop a balanced agricultural export
policy should also include an assessment of the role of
multinational grain exporters in marketing and distributing
U.S. grain, their relationship to Government, and their im-
pact on the market in terms of supply ané price.

Attentior might also be paid to the potential role of
U.S. grain cooperatives which have shown considerable interest
in developing their export capabilities. 1/ There are strong
indications that this trend will continue, and such cooper-
atives migh: well provide a viable supplement to traditional
grain-expocrting channels.

In the GAO's view, a national agricultural policymaking
systemm which can deal effectively with current and future
challenges should include the following elements:

--An early warning system of changes in export sales.

--A flexible policy framework that satisfies specific
objectives.

--A structure and procedure for implementing volicy
action.

--Contingency planning to meet domestic and foreign
economic policy objectives and national security
needs.

A complete summary of GAO's conclusions and recomlenda-
tions is provided in the following chapter.

1/The Farmer Cooperative Service of the U.S. Department of
Agriculture issued FCS Research Report $#34 in 1976: "Improving
the Export Capability c¢f Grain Cooperatives".
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CHAPTER 7

CONCLUSIONS, AGENCY COMMENTS AND OUR

EVALUATION, RECOMMENDATIONS, MATTERS FOR CONSIDERATION

BY THE CONGRESS

GENERAL CONCLUSIONS

The Executive Branch has taken numerous actions over the
past 3 years to improve its information gathering, analysis,
and decisionmaking processes. But weaknesses cited in GAO's
1973 Russian Wneat Report and its 1974 Soybean and Commodity
Shortages keports persist. we believe that tnese weaknesses
are potentially destabilizing to the domestic economy and may
impact on the international economy as well.

The domestic and international disruptions associated
with the 1973 soybean embargo and Russia's 1974 and 1975
grain purchases demonstrated a cortinuing agricultural export
policy problem--particularly on the issue of large-volume
grain purchases by Russia.

While the 1¢75 long-term grain purchasing agreement added
some stability to the purchasing relationship betwee.. the two
Nations, its effectiveness remains uncertain until tested un-
der a variety of circumstances.

Various Government interventions in the grain exporting
market, prior to successful negotiation of the 1975 agreement
with the Soviets, occurred without warning and in the wake
of strong official statements that such action would be un-
necessary. Government's reemerdence in the market on an
ad hLoc basis remains a distinct possibility despite the
existence of the grain agreement.

The GAO believes a more balanced export policy, based
on established guidelines for government intervention, wcuald
minimize disruptions and impacts of extrem. shifts in foreign
demand.

SPECIFIC CONCLUSIONS

As a result of our review of Executive Branch management
of Russian grain sales, export reporting, and related export
policy issues, we arrived at the following specific conclusions.
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1974 Russian Grain Sales

In our opinion, cancellation and renegotiation of the
Russian grain purchases and the adoption of the voluntary
export approval system are evidence of a need for greater
flexibility in export policy. Although an interagency
committee was established to monitor the U.S. crop situation
and its policy implications, the committee was not able
to implement its decisions effectively. More importantly,
it saw no need to modify export policy in light of a tight
supply situation and to assess the benefits of agriculturail
exports in a broader national context. Instead, it avoided
intervention in the marketplace until a major disruption
had cccurred. Instead of recommending Presidential adoption
and announcement of a formal mandatory export approval system,
the committee established a voluntary system as a stop-gap
measure.

Firm rules and procedures for large disruptive trans-
actions involving purchases by centrally-planned economies
were not adopted until after such transactions occurred.
Weaknesses in the data base for decisionmaking were recog-
nized, and some steps were taken to eliminate the weak-
nesses. However, decisions of working groups were not prop-
erly considered and acted upon by senior officials.

Consultations with U.S. trading partners did not result
in their sharing the adjustment burden of smaller supplies
caused by the U.S. crop shortfall nor in the provision of
accurate estimates of demand for U.S. grains. Nor did con-
sultations with U.S. exporters result in improvements in
Gata supplied by the export reporting system.

There was an absence of agreement concerning decisions on
such policy issues as the need for a compliance program to
assure that grain exports were allocated as approved, and
the need for a prior approval system for large export sales.
There was also uncertainty resulting from conflicting
statements of U.S. policy.

Policymakers were hampered by inadeguacies of the data
base for decisionmaking and the delay caused by debate over
whether and how the data base should be improved. Finally,
there was interagency conflict over policy and a resulting
inability to reach consensus and adopt plans for effective
and coordinated implementation.
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1975 Russian Grain Purchases

Despite the existence of the Export Reporting System,
the Executive Branch was surprised by and ill-prepared to
handle the events surrounding the 1975 Soviet sales--although
not to the same extent as in 1972. Once the first sales
were made, the Government reacted to pressure from various
groups and suspended sales indefinitely. Further pressure
was instrumental in the Government's decison to seek a long-
term purchasing agreement.

As in 1974, certain events in 1975 caused the Government
to take actions that were contrary to its policy of full pro-
duction and open markets.

It is presently difficult to assess the extent to which
the long-term grain agreement is a viab'e and effective alter-
native to the traditional Soviet approach of substantial
buying without prior notification. It has clearly raised
additional uncertainties that may only be resolved as its
application is tested under a variety of circumstances. For
example, concern continues over the extent of Soviet respen-
siveness to the agreement's terms and conditions. And doubt
continues as to how the U.S. Government will manage possible
extreme circumstances that may confront both signatories.
Such circumstances include unexpected changes in the market
environment and possible difficulties in the foreign policy
area *hat might necessitate reconsideration of the entire
issue.

Even with the agreement in force, the 1975 Soviet grain
experience clearly reflects a need for the U.S. Government to
improve grain export policy decisionmaking and monitoring.

Agricultural Export Reporting System

Our review of the system indicated that it falls short
of providing timely, accurate, reliable, and complete agri-
cultural export data. It does not provide prospective sales
informaticn and therefore is not as effective an early warning
system as needed. Data currently reported by exporters is
not suitable for evaluating foreign demand on which tc base
timely agricultural policy decisions. The data has limita-
tions because export contracts are frequently canceled or
extensively modified. Our survey of exporting firms showed
that about 20 percent of commodities contracted fo. export
in 1973-74 were canceled or deferred.
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Although Agriculture officials administer the system in
an efficient manner, the uncertain nature of export sales con-
tract data virtually makes it impossible for the system to
provide the type of concrete information needed for a timely
early warning system.

The guality of information provided by exporters could
be materially improved if Agriculture modified reporting re-
quirements to include additional information on export sales
such as:

--Classification of foreign buyer (Government agency,
affiliate, private reseller, processor, distributor
or other end user).

--Contract pricing terms or formula (including identifi-
cation of flexible (basig) vs. fixed-contract types).

—--Exact destinations.

--Contract provisions such as loading tolerances, ship-
ping dates, storage details, etc.

Because contract decreases have affected the export re-
porting system's credibility, requiring written explanations
for export contract decreases might reduce the extent of
unnecessary and speculative contract changes. Fewer changes
would, most likely, improve the quality, consistency, and
credibility of data generated by the system. Data guality
could be further improved and the system's reliability en-
hanced by penalizing exporters who modify contracts without
acceptable justification. Such actions would expand the sys-
tem's regulatory role, however, and undoubtedly would be
strongly opposed by grain exporters, as was indicated in our
survey.

During the export reporting system's 3 years of
existence, three different Agriculture organizations have
been responsible for its administration. It is currently
administered by the Office of the General Sales Manager,
which has primary responsibility for managing Government-
funded agricultural export programs. We believe that ex-
port monitoring by an agency whose main purpose is to marage
export programs raises a question as to its objectivity in
carrying out its monitoring and quasi-regulatory functions.
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Agricultural Forecasting

To improve its avility to forecast Soviet grain pro-
duction, develop an appropriuvte early warning system, and
manage Soviet grain sales effectively, the United States
must endeavor to gather more and better data. This ob-
jective can be partially realized by taking a stronger stand
that the Sc iet Union provide the forward estimates called
for under the 1973 US/USSR Agricultural Cooperation Agreement.

In recent years, it has become clear that trend analyses
do not provide reliable forecasts because of the difficulty
of interpreting the impact of severe weather variations and a
variety of market and nonmarket variables. Forecasters in
various agencies are now attempting to makes more detailed
analyses of the numerous factors that determine production
and consumption, both domestically and internationally.

In the past forecasting was employed primarily for
export promotion and market development objectives, not to
provide high-quality data analysis for Government decision-
makers. Executive pbranch officials are interested in strength-
ening the application of forecasting to the management of
foreign agricultural policy.

The Government still needs to improve its market in-
telligence capability and forecasting system. Estimates of
foreign agricultural conditions are sometimes inadequate
for proper U.S. policy meking due to the many demands placed
on the agricultural attaches' time and the difficulties in
collecting agricultural information in some countries. Com-
pounding the problem is a less-than-adequate methodology
and disagreements between the Foreign Agricultural Service
and the Econcmic Research Service--the two agencies within
Agriculture that make foreign agricultural forecasts. Since
major multinational exporters develop forecasts cof foreign
demand for the commodities they export, we believe that
the executive branch could benefit by considering some of
the methodologies used by these companies. Other organiza-
tions, such as the Central Intelligence Agency, the Unit:2:d
Nations Food and Agriculture Organization and various pri-
vate organizations also collect information on foreignr
agricultural conditions and, in some respects, with better
success than the Agriculture agencies.

Agriculture should improve its relationship with the
foregoing organizations and should persist in its attempts
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to improve the in-house relationship between the Economic
Research Service and the Foreign Agricultural Service. It
should ‘also evaluate the importance of foreign data gathering
by attaches in relation to their other dufies. Finally, the
Department should continue pressing naticns such as the Soviet
Union for information about their domestic agricultural
situation.

Agricultural Export Policy

Executive Bra:ch commitment to a full-producticn/non-
intervention expo.t policy has adversely affected its ability
to intervene effectively in the market and with a minimusw of
disruption when a shortage situation materializes. This is
likely to be equally the case in periods of grain surpluses.
Although a variety of forms of limited Government interven-
tion are available, the Executive Branch has generally op-
posed considering such alternatives on the grounds that ad
hoc, voluntary export control systems are more effective.
Moreover, * claims that if ad hoc voluntary restraints fail
to achieve 1eir objectives, the Export Administration Act
authorizes tormal Government intervention on a temporary
basis.

In GAO's view, what is cilearly needed is an agricultural
policy framework that contains a series of criteria designed
to satisfy specific objectives, but with the flexikility to
t hange when conditions change. ®ho should get what, when
ond why are the critical questions such a framework should
address. This would allow consideration of a number of dif-
ferent policy actions which would ke appropriate under varying
conditions.

We believe that a more balanced agricultural export pol-
icy, responsive to consumer, producer, exporter, and foreign
needs, could insure against recurrence of serious supply pro-
blems and satisfy basic domestic and international supply
commitments.

AGENCY COMMENTS AND OUR EVALUATION

Agency Comments

The Assistant Secretary of Agriculture for International
Affairs and Commodity Programs, in his January 19,1977, re-
sponse to our report, acknowledged the accuracy of the factual
material presented in it. He wrote: "In general the draft
report appears to be a reasonably balanced presentation of
facts surrounding the 1974 and 1975 Soviet grain sales and
the Executive actions taken in response to these sales."
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However, the Assistant Secretary's letter disagrees with
many of our conclusions and recommendations.

Specifically, the Assistant Secretary contended that
there is no evidence in the report justifying additional
government intervention in the agricultural economy. In
fact, he asserted that "recent experience indicates that
Government intervention in the marketing system should
rarely be used.” He added that many of the forms of govern-
ment intervention proposed by our report "may affect foreign
purchasing of U.S. grains by encouraging importing countries
to become less dependent on the U.S. as a source of their
grain supplies." '

The Assistant Secretary contended that our criticisms
of recent agricultural policy are unsubstantiated by fact.
He states that the market mechanism better serves all sec-
tors of the economy and the country than would formal govern-
ment mechanisms. He also reiterates that such an orienta-
tion represents a conscious and deliberate agricultural pol-
icy. ’

Other disagreement reflected in the Assistant Secretary's
formal response concerns the 1973 Agricultural Agreement with
the Soviet Union, the export reporting system, and our recom-
mendations to improve the management and operation of the
export reporting system.

The Assistant Secretary maintained that tne export re-
porting syster was never intended to function as an early
warning system and that it is not organizationally misplaced
by being assigned to the Office of the General Sales Manager.
He stated that the export reporting system is intended to
operate in an informational capacity and not in a "egulatory
role and that many of our recommendations would make the
system more regulatory and consequently have the impact
of reducing the flow of U.S. grain exports abroad., He also
questioned the need for an annual report to the Congress
on the management and operation of the export reporting
system because the system is included in the Office of
General Sales Manager's quarterly report on its operations.

The Assistant Secretary also contended that we overstated
the significance of Soviet non-compliance with the forward
estimates provision of the 1973 U.S./USSR Cooperative Agree-
ment., He sta:ced that other factors are also important. His

letter also questioned our sugg<stion concerning Agriculture's
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need to become more familiar with forecasting methodologies
used by other government agencies and the private sector on
the basis that we provided no evidence supporting the "sugges-
tion that export forecasts by these other organizations have
generally been more accurate that those made 