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The Honorable Vic Fazio ‘ RELEASED

The Honorable Eugene Chappie
The Honorable Tony Coelho
House of Representatives

Subject: :U.S. Government Actions Affecting

e

At your request, we reviewed the actions of U.S. Government
agencies concerning certain Japanese and commercial U.S. sales of
rice to Korea. We specifically looked at the 1980 U.S.-Japan
Rice Understanding, the 1980 emergency exceptions granted for
Japanese sales to the Republic of Rorea, and the implementation
of Korean commitments to buy U.S. 1980 and 1981 crop rice.

Our objectives were to determine the facts concerning these
matters and the roles of U.S. agencies, principally the Depart-
ments of Agriculture and State. We reviewed the February 1981
and March 1982 hearings of the Subcommittee on Cotton, Rice, and
Sugar, House Committee on Agriculture, and available files at
Agriculture and State for 1980 through March 14, 1983 and inter-
viewed cognizant officials of these departments and former offi-
cials of Agriculture. 1In your request, you sugaested that the
rice matter may prove useful as a case study in the U.S. Govern-
ment's involvement with the export of commodities. On the basis
of our review, we concluded that this issue does not provide a
case study from which generalizations may be drawn about other
commodities and export markets, because the history of U.S. rice
sales to Rorea, the producer-exporter relationships, and the
U.S.~-Japan Rice Understanding are unique. We did not directly
review the role of 17.S. private sector entities in Xorean rice
sales because some of these private parties are involved in liti-
gation and, as a matter of policy, we do not investigate areas
under active litigation. 1Information about this litigation is
contained in the March 11 and 16, 1982, hearings before the Sub-
committee on Cotton, Rice, and Sugar.

We performed our review in accordance with generally
accepted Government audit standards.

(483365)
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U.S.~JAPAN RICE UNDERSTANDING

To deal with the adverse effects of Japan's exports of
heavily subsidized rice, the U.S. Department of Agriculture
negotiated al Rice Understanding 'under which Japan agreed to
limit rice export sales to an average of 350,000 tons a year
over the 4 Japanese fiscal years beginning April 1, 1980. 1In
making sales, the Jwganese Government would distinguish between
sensitive "first market" commercial sales countries, such as
Korea and Indonesia, and “"second market” food-aid type coun-
tries. Export levels were set for the first and second market
country categories. The Understanding also anticipated Japanese
grant aid exports of 50,000 tons per year but did not establish
a ceiling on the amount Japan could ship as grant aid. Provi-
sions also covered annual, techrical, and emergency consulta-
tions to carry cut the Understanding.

The Understanding was confirmed in an exchange of letters
between the U.S. Department of Agriculture and Japan's Ministry
of Agriculture, PForestry and Fisheries. (See encl. II.)

U.S. Government officials felt that the Understanding with
Japan achieved the U.S. purpose of limiting Japanese subsidized
exports which were detrimental to U.S. rice producers and ex-
porters., However, U.S. rice industry representatives and mem-
bers of Congress expressed dissatisfaction with the Understand-
ing at a February 26, 1981, hearing before the Subcommittee on
Cotton, Rice, and Sugar. They felt that the vague and ambiguous
exchange of letters which constituted the Understanding would
give rise to repeated disagreements; they expressed dissatisfac-
tion with the provision that permitted unlimited food aid and
opposition to the express consent by the U.S. Government t¢ the
annual 350,000 tons of subsidized Japanese sales. They also
felt that the "emergency” clause was not adequately defined,
Japan was not required to ?top its subsidy practices, and the
principle of additionality' was not expressly stated.

RICE

The U.S.-Japan Rice Understanding contains an emergency
clause under which either the United States or Japan can reguest
consultations to consider exceptions to the Understanding for
the purpose of meeting food shortages resulting from unusual

1 Additionality means that Japanese subsidized rice sc¢ld in
world commerce should be an addition to commercial rice
sales that would otherwise be made.
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circumstances, such as natural disasters and crop failures.
Through February 1983, the U.S. Government approved three emer-
gency exceptions=~all of them in 1980, the first year of the
Understanding. They included two 1980 exceptions for Korea.
The first emergency request to allow Japan to sell Korea an
additional 88,000 tons of rice was approved in June 1980 after
the Department of Agriculture was satisfied that all exportable
California 1979 crop rice had been sold.

The second and most important exception for Korea which
authorized Japan to sell Rorea up to 1 million tons of rice was
approved in December 1980. The Korean Government suffered a
major shortfall in its 1980 rice crop and, to deal with the
problem, purchased a record amount=--more than 2.2 million tons
from September 1980 through March 1981. This included 1.2 mil-
lion tons of rice from the United States and 675,000 tons from
Japan. The approval of the exception for emergency sales from
Japan was made after the Department of Agriculture and the State
Department reached a consensus that Korea needed up to 1 million
tons of rice beyond what could be met by commercial rice suppli-
ers, State Department officials said the exception was careful-
ly reviewed by Agriculture and State. However, we found no
documentation evidencing who approved the exception or what
kinds of deliberations and decisionmaking factors were consid-
ered. Furthermore, we found no written agreement for the excep-
tion identifying the understandings, terms, and conditions to be
carried out by the United States, Japan, and Korea as part of
the exception approval. In this regard, State Department offi-
cials testified before the Subcommittee on Cotton, Rice, and
Sugar on February 26, 1981, that the exception was processed and
approved on the basis of conversations between interested par-
ties.

ROREAN COMMITMENTS TC PURCHASE U.S. RICE
N EXCHANCE PO PEE TSR ET

ON

From the cutset of Korea's 1980 rice shortage, the Korean
Government orally promised to buy the remainder of the 1980
California rice crop of the varieties it was accustomed to pur-
chasing. Later in the discussions of the 1 million ton excep-
tion, it alsc agreed orally to buy some rice from the U.S.
southern crop and some 1981 California crop rice. These oral
promises were put into writing in a January 8, 1981 letter from
the Korean Ambassador to the Department of Agriculture's Under
Secretary for International Affairs and Commodity Programs.
(See encl. II.) In connection with the 1 millicon ton exception,
the Korean Government expressed its intention to import more
U.8. rice as follows.

--200,000 tons of U.S. 1980 crop southern medium
rice for a reasonable price in the near future.
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--Any available 1980 crop California rice, at a
reasonable price, in addition to the 644,000 tons
of California rice already purchased.

-=500,000 tons of California rice produced in 1981,

This letter was the only written diplomatic exchange relat-
ing to the Korean 1 million ton exception. In the absence of
other documentation identifying the terms and conditions of the
Rorean exception, the Departments of State and Agriculture and the
Rice Millers Association had differing views on what Korea was
committed to do in exchange for receiving the Japanese subsidized
rice. For details on these views see enclosure I, p. 6.

The Korean Government fulfilled its commitments for U.S. 1980
crop rice by purchasing about 1.2 million tons valued at about
$510 million. The Rorean purchases included 940,00C tons of Cali-
fornia rice and 220,000 tons of southern rice,

Difficulties in meeting the 1981
rice purchase commitment

Considerable difficulties arose in connection with the
Rorean Government's 1981 rice commitment. The U.S. Government and
the U.S. rice industry wanted the Koreans to buy the rice early in
the marketing year and ship it before the 1982 U.S. crop was har-
vested. However, there was no documentation defining how and
when the Koreans were to purchase and ship the 1981 U.S. crop
rice; as the 1981 U.S. rice harvest pericd drew near, the Roreans
had ample supplies of rice on hand from the large 1980 imports and
were expecting a good 1981 crop. In addition, a large U.S. 1981
crop was expected, which would lower U.S. rice prices.

Other difficulties are discussed bhelow.

-=In administering the Korean exception, the U.S.
and Japanese Governments had differing interpre-
tations of the pricing and offset clauses of the
U.S.-Japan Rice Understanding. The two govern-
ments could not reach mutual understandings on

2 Agriculture officially considers that the marketing year for
rice is Aug. 1 through July 31. The rice crop in California
is harvested in Sept. and Oct. The U.S. Government wanted the
1981 rice crop to be shipped by Aug. 31, 1982, and before any
of the 1982 crop was harvested in Sept. 1982.
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offsets3 and had difficulty with pricing deci=-
sions.4 For details on these problems see
enclosure I, p. 9.

--The Departments of State and Agriculture wanted
Korea to complete shipments of rice before
August 31, 1982, but there were no written agree-
ments to require this. The Koreans initially
projected shipments for the July-November 1982
pericd. This was later revised to the May-
September 1982 period. See enclosure I, p. 13
for a discussion of U.S. Government actions to
try to arrange early shipment of 1981 rice. -

--The Rorean Government contracted for the 500,000
ton 19871 rice commitment by negotiating a 70,000
ton purchase with Pacific International Rice
Mills, Inc., a 60,000 ton purchase from Agriprom
S.A., and a 370,000 ton purchase from Comet Rice
Mills, Inc. On January 22, 1982, the Korean
Office of Supply issued a bidé tender for the pur-
chase of the 370,000 tons of 1981 crop California
brown rice. Bids were to be submitted before
February 12, but there were delays and it was not
Jntil May 12, 1982, that the Korean Government
contracted to purchase the 370,000 tons of rice
from Comet Rice. In part, the delay was caused
by the domestic political issue that arose from
allegations that Korean Government officials were
involved in bribery and kickbacks in purchasing
U.8. rice. For additional details see enclosure
I, p. 13.

Delavs in completin
1381 rice commitment

As of March 16, 1983, only about 250,000 of the 500,000 tons
of 1981 California rice had been shipped to Rorea=--the 70,000 tons

3 The offset provision of the Understanding states that the
amount exported in excess or short of the totals of the
first and second markets in any given year should be sub-
tracted from or added to the totals of the two markets in
some subsequent year Or years within the period through
Japanese fiscal year 1983,

4 The Understanding states that experts from the United
States and Japan would meet with a view to exchanging
information on the basis for pricing Japanese rice for
export.

w
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from Pacific International, 60,000 tons from Agriprom, and about
120,000 tons from Comet Rice. About 250,000 tons of rice was
undelivered under the Comet Rice contract because Comet did not
own or control the amount of California rice it contracted for
and was unable to reach agreement with the California rice coop-
eratives that did own the rice. In addition, Comet could not
arrange a purchase of 1981 crop rice from the U.S. Government's
Commodity Credit Corporation rice inventory.

With 250,000 tons of 1981 rice still to be delivered, the
Korean rice situation reached a stalemate. A Rice Millers Asso-
ciation team visiting in Korea_ in October 1982 reported the situ-
ation as follows. -

1. Under no conditions would Korea purchase rice from Cali-
fornia cooperatives so long as they are represented by a
particular agent and U.S. lawsuits referencing Rorean
officials are outstanding.

2. On the other hand, Korea was prepared immediately to make
direct purchases from the California cooperatives.

3. 1If necessary, Korea was prepared to extend the Comet Rice
contract for about 7 or 8 months and allow the commitment
to be fulfilled with 1982 crop rice.

4. No matter what course of action Korea takes, the Govern-
ment "will be subjected to political heat" either from
Rorean rice farmers and the National Assembly for import-
ing rice or from certain U.S. congressional representa-
tives for not importing.

The Team believed that given these choices, the RKoreans were pre-
pared to fulfill their commitment only on their terms. Since
Rorea had offered to buy the rice directly, the Team felt all
sides (The Korean Government, the California rice cooperatives
and Comet Rice) had "painted themselves into their respective
corners,"” which made it difficult for any action to occur soon.

The question has become how.and when the Korean Government
would take delivery on the remaining 250,000 tons of 1981 crop
California rice. The position of the U.S. Government in this
matter has been to maintain neutrality regarding U.S. suppliers
while encouraging the Korean Government to resolve the rice ques-
tion promptly.

In December 1982 the Korean Government extended the Comet
Rice contract to June 30, 1983. Subsegquently, the Korean Govern-
ment agreed to contract with other U.S. rice suppliers if Comet
Rice cannot perform on its contract by the June 30, 1983, extene
sion date.
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On March 29, 1983, an Agriculture official advised us that
Comet Rice had resumed shipments to Rorea by shipping 20,000 tons
of brown rice on March 27. Two more ships were scheduled to
carry rice to Korea. The official did nct know whether Comet was
shipping 1981 or 1982 crop rice or whether :hesg shipments would
comply with the Korean Government's commitment.

The February 26, 1981, hearings on rice before the Subcom-
mittee on Cotton, Rice, and Sugar, explored the problems raised
by the Rorean exception and focused on the need for improving
implementation of the Rice Understanding. On March 4 and 6,
1981, the Chairman of the Subcommittee sent letters to the Agri-
culture and State Departments and the U.S. Trade Representative
noting that a positive result of the hearing was the emergence of
a consensus that improvements were needed in administering the
Understanding. The Chairman outlined certain principles and
asked these agencies to negotiate an interagency agreement out-
lining the functions of each agency in administering the Under-
standing. By letter of April 17, 1981, the Acting Administrator
of Agriculture's Foreign Agricultural Service responded to the
chairman's request and advised him that State, Agriculture and
the U.S. Trade Representative had reached a general agreement on
the future operation of the Rice Understanding. Agriculture
would be the lead agency for negotiating and implementing the
Understanding and would keep the other concerned agencies fully
informed and see that they participated in decisions concerning
the Understanding. Whenever problems arose, Agriculture would
obtain the views and concurrence of all those agencies involved
in reaching a decision. The letter gces on to specify the roles
of the interested agencies and notes that the U.S. rice industry
should he consulted on significant decisions regarding implemen-
tation of the Understanding, including exception decisions. The
Subcommittee would also be consulted. Finally, Agriculture
advised the.Chairman that a coordinating office had been estab~
lished at Agriculture to oversee the operation of the Understand-
ing. .

We believe the above actions taken by responsible U.S. offi-
¢lals represent general agreement on their respective roles in
administering the U.S.-Japan Rice Understanding. Although it is

5 We deleted a sentence in our draft report that stated our
understanding that Agriculture was reviewing this matter.
In its comments on our draft report, Agriculture advised us
that this matter was not under current review.
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not a formal structure, it appears adequate for managing the
Understanding, which will expire on March 31, 1984.

CONCLUSIONS

The major problems with the U.S.-Japan Rice Understanding
occurred during 1980, its first year of operation. No further
exceptions have been approved, and the last year of the Rice
Understanding began on April 1, 1983, Because of the confusion
that arose due to ambiguities in and lack of documentation with
respect to the Understanding, we believe/any future agreements
that might be negotiated should have greater specificity.

Coordination of U.S. agencies' activities, we believe, has
significantly improved with the establishment of the coordinating
office for U.S.-Japan Rice Understanding activities within the
Department of Agriculture and with the general agreement reached
among the Departments of Agriculture and State and the U.S. Trade
Representative about their respective roles. We, therefore, do
not believe that there is a2 demonstrated need at this time for a
more formal interagency framework.

A draft of this letter was reviewed by officials of the
Departments of State and Agriculture and their comments were con-
sidered in preparing the final letter. (See encl. III.)

Unless you publicly announce its contents earlier, we plan
no further distribution of this report until 10 days from the
date it is issued. At that time, we will send copies to inter-
ested parties and make copies available to others upon reguest.

Sincerely yours,

PR/

Frank C. Conahan
Director

Enclosures -~ 3
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In 1979, the Japanese Government started a large rice ex-
vort disposal program to reduce its hure inventories of more
than 6 million tons of rice. Japan sharply stepped up rice ex-
ports in 1979 hy exporting more than 800,000 tons-~-far above the
target of 200,000 tons announced for its disposal program.

These exports were heavily subsidized; the government's domestic
support orice for rice was over $1400 per ton as compared with
world market prices of between $250 and $400 per ton. i

In Necember 1979, the U.S. Government expressed concern
about Japan's highly subsidized exports because these exvorts
significantly reduced U.S. commercial markets for rice and
caused extreme concern in the U.S. rice industry and among mem-
bers of the Congress.

The U.S. and Japanese Governments consulted on the rice
disposal problem from late 1979 through “arch 1980, but the
9.S. Government could not get the Japanese to agree o an annual
ceiling on their rice exports.

In April 4, 1980, the Rice Millers Association, acting on
hehalf of the U.S. rice industry, filed a section 301 comolaint
under the Trade Act of 1974 (19 17.S.C. 2101) asking the
President to take retaliatory action against Japan for disrupt-
ina and displacing 1.S. exports by selling rice at highly subsi-
dized prices.

7.5.-JAPAN RICE UNDERSTANDING

The next U.S.-Japan consultations on surplus rice disposal
took place in Tokyo from April 10 to 12, 1980, and the inter-
agency Trade Policy Review Sroup instructed the Department of
Aariculture to seek an agreement with Japan which would minimize
the adverse effects of the Japanese surplus disposal program,
These Tokyo talks resulted in a 1.S.-Japan Rice Understandina
under which Japan agreed to limit rice export sales to an aver-
age of 350,000 tons a year over the 4 Japanese fiscal vears
beginning April 1, 1980, In making sales, Zhe Japanese Govern-
ment would distinguish between gsensitive "first market" commer-
¢ial sales countries, such as Xorea and Indonesia,and "second
market” non-commercial food aid tyve countries. Export levels
were set for the first and second market country categories.

The Understanding also anticipated Japanese grant aid exports of
50,000 tons per vear but did not establish a ceiling on the
amount Japan could ship as grant aid. Provisions also covered
annual technical and emergency consultations to carry out the
Understanding.
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The Understanding was confirmed in an exchange of letters
between a U.S. Under Secretary of Agriculture for International
Affairs and Commodity Programs and the Vice Minister of Japan's
Ministry of Agriculture, Forestry and Fisheries. (See encl.
II.}

On May 19, 1980, the Rice Millers Association withdrew
its section 301 rice complaint.

Understanding criticized at

congressiona sarings

U.S. officials felt that the Rice Understanding achieved
the U.S. purpose of limiting Japanese subsidized exworts which
were detrimental to U.S. producers and exporters. Hfowever, the
U.S. rice industry and members of Congress expressed dissatis-
faction with the Understanding at the February 26, 198!, hear-
ings before the Subcommittee on Cotton, Rice, and Sugar, Aouse
Committee on Agriculture. They felt that the exchange of
letters which constituted the Understanding were vagque and
ambiguous and would give rise to repeated disagreements. They
also opposed the provision that permitted unlimited food aid
and the express consent by the U.S. Government to subsidized
Japanese sales. They believed that the "emergency” provision
was not adequately defined, Japan was not required to stop its
illegal subsidy practices, and the nrinciple of additionality!
was not expressly stated.

"EMERGENCY" CLAUSE OF RICE.
UNDERSTANDING AND 1980 '
—~ ‘ - o m “: N ' ™ il

o LN P

.
o

The U.S.-Japan Rice Understanding contains an emergency
'clause under which either Japan or the Tnited States could
request consultations to consider increased requirements for
food assistance resulting from unusual circumstances such as
natural disasters, crop failures, or other events. From the
inception of the Understanding through February 1983, the Tnited
States approved the following emergencv exceptions to the agreed
Javanese export levels.

Exception date Countrv Exception amount
tons)

June 1980 Rorea 88,000

December 1980 Rorea 1 million

December 1980 Tanzania 25,000

! Additionality means that Japanese subsidized rice sold in
world commerce should be an addition to commercial rice
sales that would otherwise be made.

2
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In response to the first Rorean exception request, the
Department of Aariculture (USDA) took the position that an
exception was not justified while there was available U.S. rice
of the type Rorea normally purchased. As a result, only after
it appeared that all exportable California 1979 crop medium and
short-grain supplies were exhausted was an exception approved to
permit the Japanese sale of 88,000 tons to Rorea.

The Korean Government first raised the question of a major
exception in September 1980, when it advised the U.S. Government
that bad weather had seriously reduced the size of the 1980 rice
harvest. In late September, Rorea purchased 600,000 tons of
1980 California rice. On September 29, the Korean Government
informed the 0.S. Embassy in Rorea that its rice crop would be
no more than 4.7 million tons, far below a normal harvest., As a
result, at least 1.7 million tons of rice would have to be
imported to meet basic food requirements. Rorean officials
stated that they would purchase all the exportable Calrose and
Pearl type rice available in the United States and hored that
the United States would not hlock Rorean purchases of the
balance of its needs from other countries, The 11.S. Embassy in
Rorea asked the Koreans to explore ways to use other varieties
of rice available from the U.S. southern crop.

Oon September 30, 1980, USDA officials told Rorean
Government officials that pressures from the U.S. rice industry
would make it difficult for the U.S. Government to approve
additional large scale sales of Tapanese rice at subsidized
prices as long as substantial quantities of rice were available
in the United States and in the commercial world market.

The Roreans became progressively more concerned about their
rice harvest during October 1980. On October 7, Korean Embassy
officials met with USDA and State Department officials and said
they would purchase an additional 200,000 to 300,900 tons of
California rice if available and asked for favorable considera-
tion of Rorean purchases of 500,000 to 700,000 tons of rice from
Japan. U.S. officials pointed out that better Rorean and U.S.
crop 4ata was needed and there could be no assurances on future
exceptions until Rorea's needs, based on its 1980 harvest, were
known.

On October 10 and 14 the RKorean Government approached the
U.S. Embassy in Rorea to emphasize the gravity of its rice pro-
blem. T™he Korean Embassy in Washington made a similar approach
to USDA on October 14 and repeated its regquest in Torea on
October 16.

On October 22 the Rorean Prime Minister told the U.S.
Ambassador to Rorea that a study of the 1980 harvest showed that
the rice situation was far worse than feared. He emphasized the
gravity of the situation for Rorean political and economic sta-
bility and warned about the political effects if the United

3
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States was seen as completely insensitive on this issue. He
said Rorea would have to import 300,000 tons of rice immediately
in addition to U.S. supplies and a total of 2.4 million tons of
rice from all scurces before the end of the crop year. FRe said
there was the possibility of a rice panic if adequate foreian
supplies were not secured., 1In reporting this conversation, the
U.S. Ambassador told the State Department that he saw the U.S.
position on the rice problem as untenable and the United states
must do something quickly. He asked that the rice issue be
urgently brought to the attention of the Secretaries of State
and Agriculture.

The Korean Agriculture Vice Minister visited Washington
from October 23 to 27 to present Rorea's request for assistance
at -USDA and the State Department. He again stated Rorea's
intention to buy all available Japonica type rice and also
promised to buy 100,000 tons of U.S. southern medium rice. The
State Department said that, in view of the gravity of Rorea's
problems, the United States would respond quickly and sympathet-
ically to a Japanese request for an exception toc the Rice Under-
standing. )

On Cctober 27, 1980, USDA officials completed their own
assessment in RKorvea of the rice crop and concluded that Xorea
suffered a very serious crop shortfall. A USDA official recom-
mended that the U.S. Government agdree to RKorean access 2o
300,000 tons of Japanese rice and agree in principle to allow
Rorean access to an additional 700,000 tons of Japanese rice
subject to Korean Government agreement to (1) buy all of the re-
maining California rice, (2) buy up to 100,000 to 150,000 tons
of U.S. southern rice, and (3) maximize commercial purchases of
third-country rice.

On November 11, 1980, the Japanese Government regquested
U.5. Government concurrence for an additional 1 million tons of
rice for Rorea under the emergency clause of the U.S.-Japan Rice
Understandina. 1In reporting the request, the U.S. Embassy in
Japan told the State NDepartment that due to other rice export
commitments, limited port capacity, and other technical factors,
the Japanese apparently had no intention of exvorting more than
750,000 tons of rice to Rorea between December 1980 and October
1981,

The State Department said the JTapanese request for tHe
Rorean exception wag carefully reviewed by USDA and State. USDA
and State Nepartment officials also advised us that there was 2
consensus decision to approve the excepticn for Rorea. However,
we found no documentation evidencing who approved the exception
and what kinds of deliberations and decisionmaking factors were
taken into account. Furthermore, we found no written agreement
for the exception identifying the understandings, terms, and
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conditions to be carried out by the United States, Japan, and
Rorea as part of the excepticn approval. In this regard, State
- Department officials testified before the Subcommittee on
Cotton, Rice, and Sugar on February 26, 1981, that the exception
was processed and approved on the basis of conversations hetween
interested parties.

On December 2 and 3, the United States informed the Japan-
ese and Korean Governments of its agreement to the exception for
Rorea as follows: taking into account the exceptional and
urgent current Korean import needs and Rorea's program for pur-
chasing rice from other suppliers, the U.S Government agreed to
an exception for 300,000 tons of additional Tapanese rice
exports to Rorea for shipment no later than March 31, 1981, 1In
recognition of the exceptional import situation covering the
entire 1980-19R1 season, the Tnited States also said it was pre=-
pared to approve an exception for additional Jamanese rice of up
to 700,000 tons subject to formal discussions and a final deci-
sion being reached in consultations with Japanese officials on
Necember 10, 1980, in Washington. This second portion of the
exception would be for shipment no later than September 1,

19481,

At the December 10 consultations, USDA advised the Javanese
that the 700,000 ton approval should be based on three points:
(1) that Japan aqree not to ship rice to Rorea in Japanese
fiscal year 19812 until the Roreans had completed purchase of
U.S. southern rice, (2) that Japan should recognize there is
great sensitivity in the United States about the price for
sales to Rorea, and (3) that the United States and Javan agree

on what offsetting changes should be made in export levels in
future years under the agreement.

On December 23, 1980, the State Department told the U.S.
Embassies in Rorea and Japan about misconceptions by the Rorean
Embassy about the current U.S. position on the Rorean excep-
tion. State told the Embassies to tell the host governments
that the United States had aareed to the Japanese request for an
exception of up to 1 million tons of rice to be shipwed to Rorea
by August 31, 1981. The U.S. Government was pleased that the
Roreans decided to buy all remaining exportable 1980 California
crop rice, 200,000 tons of U.S. southern rice, and 500,000 tons
of the 1981 California crop.

Under the 1 million ton exception authorization the
Japanese sold Rorea A75,000 tons of rice during Japanese fiscal
years 1980 and 1981,

2 rThe Japanese fiscal year runs from April 1 to March 31.

5
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Differing views on Korea's
obllgations under the exception

In the absence of a written document identifying the terms
and conditions of the Rorean exception, views differed on what
Rorea was committed to do in exchange for receiving the subsi-
dized Japanese rice. On December 8, 1980, the U.S. Embassy in
Rorea advised the State Department that the Rice Millers Associ-
ation was apparently under the impression that the 7J.S. agree-
ment for Japanese rice sales was contingent on prior Rorean
purchase of the remaining 1980 California rice crop plus 200,000
tons of U.S. southern rice. The Embassy's understanding was
that Rorea was committed to buy 200,000 tons of U.S. southern
rice if varieties acceptable to it were available. Furthermore,
‘such sales were not a condition precedent to the U.S. exception
for Japan. '

The State Department held December 8 and 9, 1980, discus-
sions with a Rice Millers Association representative. This
official objected to any Japanese rice sale to Rorea before all
rice available in 7.S. markets was sold. The State Devartment
official explained that the U.S. Government aqreed to the
exception because the Rorean emergency was serious, the United
States and other suppliers could not provide the amount of rice
Rorea needed, and Japan was the only source that could fill
Rorea's residual need in a timely manner. The State official
also said that the U.S. Government imposed no timing requirement
for Korean purchases, as that would constitute unwarranted
interference in the market process.

On January 8, 1981, the State NDepartment advised the U.S.
Embassy in Rorea that, at about the time of the original U.S.
concurrence in the Rorean 300,000-ton exception, Rorean offi-
cials said they would provide a letter to USDA confirming their
intent to buy 200,000 tons of 7.S. southern rice, any remaining
California rice, and a specified quantity of 1981 crop Califor-
nia rice. This letter was expected before the import of Japan-
ese rice would begin for the January-March 1981 period but was
now considerably overdue., State asked the U.S. Embassy to
inquire about the letter. The Rorean commitment letter Aated
January 8, 1981, was sent to TSDA. (See encl. II.)

On January 10, 1981, the U.S. Embassy in Japan reported to
the State Department on a meeting between a vigiting 00.S. con-
gressman and a Rice Millers Association representative and the
Director General of the Japanese Food Agencv. The concressman
advised that he and other congressmen were concerned about the
failure of Rorea to purchase available U.S. rice. The congress-
man believed that according to the Rice Understanding, conces-
sional sales by Japan should not displace 11.S. commercial sales.
The Japanese official revlied that he hoped the Roreans would
soon purchase U.S. rice but pointed out that the United States

N
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did not condition its approval for Japanese sale on prior action
by Rorea to purchase 11.5. rice, He also Eelt.:hat the United
States would not seek to revise the terms of its approval.

A TSDA draft cable dated January 22, 1981, noted that the
U.S. Embassy in Tokye was incorrect in indicating that the U.S.
approval for the second 700,000 ton exception for Rorea was not
subject to any preconditions. At the December 9 and 10 U.S.-
Japan consultations, the U.S. approval of the 700,000-ton excep-
tion was explicitly preconditioned on the prior purchase of up
to 200,000 tons of U.S. southern rice and the remaining Califor-
‘nia 1980 crop rice; the United States and Japan reaching agree-
ment for offsetting changes, if any, that should be made in
export levels in future years under the finderstanding; and the
Japanese fiscal year 1981 sales being preceded by up-to-date
exchanges on prices. This cable was not sent cut due to non-
approval by the Foreign Agricultural Service Administrator.

On January 28, 1981, nSDA drafted another cable which
stated that it was agreed during the December 9 and 10 U.S.-
Japan consultations that before Japan made a definite commitment
and final arrangements to ship its fiscal year 1981 rice to
Rorea, Rorea's progress in fulfilling its commitments to pur-
chase U.S. rice should be reviewed and consideration given to
offsetting agreed export levels for future years under the Rice
Understanding. Also, current market orice information would be
reviewed. The U.S. Embassy was requested to reaffirm with
Japanese officials that there would be opportunity for further
bilateral meetings prior to the opening of Rorea-Japan discus-
sions for shipments beginning Aporil 1, 1981. A USDA memorandum
dated January 30, 1981, noted that the State NDepartment declined
to send this cable to Japan because the State Nepartment's cvosi-
tion was that there were no preconditions that Rorea must ful-
£ill for access to Japanese fiscal year 1981 Japanese rice
shipments. The only action needed was an up~to-date exchange on
rice market prices. The memorandum notes that State's position
was that the Roreans made a pledge to buy and should be taken at
their word, the timing of the Rorean purchase is at Rorea's dis-
cretion, and rice exports to Rorea had climbed so there was no
cause for concern.

Ccongressional and U.S. rice industry
criticisms of RKorean exception

At February 26, 1981, hearings of the Subcommittee on
Cotton, Rice and Sugar, several U.S. congressmen and 17.S. rice
industry representatives expressed dissatisfaction with the
Rorean 1-million ton exception, stating that:

1. There was no written record of the exception
agreement that identified the terms and conditions
of the exception. A substantial exception of !
million tons of rice was aoproved on the basis of
conversations among the interested parties.

-
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2. No one, particularly at State and USDA, had ade-
quately explained the procedural steps associated
with granting the emersency exception. The excep-
tion was processed on an ad hoc, informal bhasis.

3. "Unlike the June 1980 exception, the U.S. Govern-
ment allowed Rorea to depress 17.S. rice prices by
permitting Korea to buv subsidized rice from Japan
while available U.S. rice stocks were still un-
sold. :

4, 7.8, rice farmers incurred additional costs when
Korea delayed U.S. rice purchases until after ir
purchased rice from Tapan.

5. USDA 4id not have good data on rice market prices
and allowed Japan to sell the first 150,000 tons
of rice to Rorea at below U.S. rice market prices.

§. The U.S. Government authorized Japan to sell 1
million tons of rice when it knew the Japanese
could only ship about 700,000 tons within the
specified delivery time frames.

The Pebruary 26, 1981, hearings focused on the need for im-
provements in the implementation of the Rice Understanding.
Subsequently, on March 4 and 6, 1981, the Chairman of the Sub-
committee on Cotton, Rice and Sugar sent letters to State, USDA,
and the 7.S. Trade Representative (USTR) noting that a oositive
result of the hearing was the emergence of a consensus that a
jurisdictional blueprint for administering the Understanding was
needed. The Chairman outlined certain principles and asked
these agencies to negotiate an interagency understanding outline-
ing the functions of each agency in administering the Under-
standing. B8y letter of April 17, 1981, the Acting Administrator
of USDA's Foreign Agricultural Service responded to the Chair-
man's request and advised him that State, USTR, and JSDA had
reached a general agreement on the future operations of the
"nderstanding. USDA would be the lead agency for necotiating
and implementing the Understanding and would keep the other cone-
cerned agencies fullv informed and see that they participated in
decisions concerning the Understanding. Whenever oroblems
arose, SDA would obtain the views and concurrence of all those
agencies involved in reachinag a decision. The letter goes on :o
specify the roles of the interested agencies and notes that the
U.S. rice industry should be consulted on significant decisions
regarding implementation of the fMnderstanding, including excen-
tion decisions. The Subcommittee on Cotton, Rice and Sugar
would also be consulted. PFinally, USDA advised the Chairman
that a coordinating cffice had been established at "TSDA to over-
see the operation nf the "nderstandincg.
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We believe that these actions by responsible n.S. officials
represent general aareement on their resvective roles in admin-
istering the U.S.-Japan Rice !Inderstanding. Although it is not
a formal structure it apmears adequate for managing the Under-
standing which will expire on March 31, 1984,

Pricing and offset controversies

In administering the Korean exceptions, the 7U.S. and Japan-
ese Governments had differing interpretations of the pricing and
offset provisions of the U.S.-Japan Rice Understanding. The two
Governments could not reach mutual understandings on offsets and
had difficulty with pricina decisions, as explained below.

The pricing of Japanese subsidized rice sales--particularly
to a 17.8. cash customer like Korea--has been of concern to the
U.8. rice industry and the U.S. Government. The U.S.-Japan Rice
Understanding states that experts from the United States and
Japan would meet with a view to exchanging information on the
bagsis for pricing Japanese rice for export. In May 1980, the
Japanese negotiated a 70,000-ton sale to Rorea without holding
technical price discussions with the United States. The Japan-
ese explained that they thought the basis for establishing
export prices had already been aareed on and that technical
meetings were not necessary unless the United States wanted to
add other factors.

In preparation for U.S.-Japan technical pricing talks on
June 16 and 17, 1930, a USDA paper made the point that the U.S.
Government believed that Japanese procedures for pricing rice
into export markets were not responsive to U.S. complaints that
Japan would be undercutting world market prices. At these tech-
nical meetings, the Mnited States and Japan aareed on what
factors were relevant in establishing prices for export. They
included reference prices, quality factors, the yen/dollar ex-
change rate, and handling and processing costs.

In the December 9-10, 1980, U.S.-Jaran consultations, USDA
told Japanese officials that they should recognize there is
areat sensitivity in the Mnited States about the price for rice
gsales to Xorea. They discussed the pricing of the 15Q,000~ton
exception sale. The sales price of 5448 a ton was based con a
Septenber 1940 quotation for California rice. USDA told the
Tapanese that because prices had increased significantly since
September, such a price would create problems with the U.S. rice
industry. On January 17, the State Department told the U.S.
Embassy in Japan that it believed the S$448 per ton price for the
150,000~ton contract substantially understated the market
price. The Japanese did not take into account up~to-date orice
information as agreed at the June 1980 technical talks. State
asked the Embassy to convey U.S. Government concern about the
Japanese anproach to pricinag decisions and ask for closer con-
sultation on subsecquent sales. ‘



At 1.S.-Japan consultations held March 31, 1981, the United
States argued that Japanese rice exports to first market cate-
gory countries (Xorea and Indonesia) should be priced on a
landed-cost basis equal to comparable qualities of U.S. rice,
™e United States also asked Japan to discontinue the practice
of discounting the export price by 4 percent to reflect the age
of the rice and to modify its pricing formula when using recent
U.S. brown rice sales as the initial reference price. The
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age discounts were discussed in the June 1980 technical discus-
aions and that then and now they found the U.S. position unac-
ceptable. The Japanese were willing to consider changes for
other pricing items which would not modify the essential ele-
ments of the agreed formula.

The Japanese Government increased its rice prices in nego-
tiating the second tranche sale to Rorea of 425,000 tons of
brown rice. Japan~-RKorea contract negotiations, which concluded
on March 2, 1981, used a reference price of $459 per ton, which
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tiated price for the 425,000 ton sale was $4871 per ton. Japan
also s0ld 100,000 tons of milled bagged rice at $544 per ton.

Qffget controversies

T™e T.8. Government made an unsuccessful effort to get the
Japanese Government to offset the Rorean exceptions against
future-year sales levels of the Rice Understanding.

The offset msrovision of the Understanding states that the
amount exported in excess or short of the totals of the first
and second markets in any given year should be subtracted from
or added to the totals of the two markets in some subsequent
vear or years within the period through Japanese fiscal vear
1983,

An internal USDA paper prepared for the December 9 and 10,
1980, U.S.~-Japan Grain Consultations explored concessions the
Tnited States should seek from Jacan in return for additional
rice exceptions. One option was to link the Rorean and other
axceptions to subsequent-vear reductions in the volume of first
and second market categqories. The paper noted that, although
the Japanese had previously rejected the notion of offsets
during the June 1980 talks, the Understanding seems to provide
for such a linkage. Offsets would serve to maintain the overall
level of Japanese rice sales and would make any exceptions more
palatable to the U.S. rice industry. However, such a linkage
based on pending exceptions would largely deplete export quotas
for the remaining yvears of the Understanding.

At the Necember meetings, the United States raised the off-
set question and advised Jaran that agreement should be reached
on the offsetting changes that should be made in export levels
in future years under the agreement before Japan made a final

10
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decision in the gquantity and timing of its fiscal year 1987 ex-
ceptional rice exports to Korea. The Japanese made no response
to this point.

In preparation for March 31, 1981, consultations, a MNSDA
strateqy paper noted that this would be the first serious dis-
cussion with the Japanese ragarding the offset provision and the
U.S. obtective should be toc obtain a full measure of
adjustments in future Japanese rice export levels so that it
could be demonstrated to the Conqgress and the U.S. rice industry
that the U.8.-Japan Rice Understanding was workina and that
J.8. commercial rice exporting interests were beina protected.
The NN.S. position should he that the total allowable level of
Japan's rice exports, apart from grant aid, should be reduced to
200,000 tons per year for each of the remaining years of the
Understanding. At the consultations, the Japanese responded
that they had a different interpretation of the offset provision
but agreed to further consider the U.S. proposal.

In a May 11, 1981, meeting of USDA and Japanese cfficials,
the Japanese said they did not believe that rice sales under the
emeraency clause were subiect to offsets and that it would be
difficult to agree to an offset. Then in a May 20, 1981, meet-
ing in Tokyo with n.8. officials the Japanese rejected U.S. pro-
sosals for offsets because they viewed the emergency clause as
covering unexvected demands over and above the levels in the
agreement.

ROREAN COMMITMENTS TO PURCHASE U.S. RICE
IN RXCHANX FOR 1 EXCEPTION

From the outset of Rorea's 1980 rice shortage, the Korean
Government orally promised to buy the remainder of the Califor-
nia rice crop of the varieties they were accustomed to purchas-
ing. Later in the discussions of the 1-million ton exception
they also agreed orally to buy some rice from the U.S. southern
erop and some 1981 California crop rice. These oral promises
were put into writing in a January 8, 1981, letter from the
Rorean Ambasgssador to USDA's Under Secretary for International
Affairs and Commodity Programs. 1In connection with the l-mil-
lion ton exception, the Rorean Government expressed its inten-
tion to import more U.S. rice, as follows.

-=200,000 tons of U.S. 1980 crop scuthern medium rice
for a reasonable orice in the near future,

--aAny available 1980 crop California rice at a reasonable
price, in addition to the 644,000 tons of California
rice already purchased.

-=500,000 tons of California rice produced in 1981,

1"
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The Rorean Government fulfilled its commitments for 1980
crop 1.S. rice by purchasing about 1.2 million tons valued at
about S510 million. The Korean purchases included 940,000 tons
of California rice and 220,000 tons of southern rice. In total,
the Rorean Government purchased more than 2.2 million tons of
rice on world markets from September 1980 to March 1981,

Congiderable difficulties arose in connection with the
Rorean Government's 1981 rice commitment. The U.S. Government
wanted the Roreans to buy the rice early in the marketing year
and ship it before the new U.S. croo was harvested.3 However,
except for the Rorean Ambassador's letter of January 8, 1981,
outlining Rorea's commitment in general terms, there was no
other documentation defining how and when the Koreans were %o
purchase and ship the 1981 U.S. crop rice. And as the 1981
California rice harvest period drew near, the Koreans had ample
supplies of rice on hand from the large 1980 imports and were
expecting a good 1981 crop. On August 28, 1981, the U.S.
Embassy in Korea reported to the State Department that Rorea's
rice stocks had been steadily rising from 766,000 tons at the
end of November 1980 to 1.6 million tons at the end of July
1981. Adding private stocks, a total of 2.5 million tons was
estimated to be in storage, for a near-maximum storage capacity
of 2.8 million tons at the same time that a bumper 1981 Korean
rice harvest was predicted. FPactors contributing to Rorea's
high level of stocks included much lower demand than predicted,
reluctance of rice brokers to buy in anticipation of a bumper
crop, a Korean underestimate of commercial rice stocks which
were hiagher because of overbuying after the 1980 harvest, and a
Rorean underestimate of the size of the 1980 crop by 400,000 to
500,000 tons.

A September 10, 1981, State Department memorandum noted
that USDA and the Rice Millers Association wanted Rorea to
make all or part of its buys before December 31, 1981. This was
unlikely, because Rorea had adequate stocks and was expecting a
bumper 1981 crop, so it would not want to import rice before the
summer of 1982. Rorea also knew that prices would likely de-
cline because of an expected U.S. bumper croo and exvected bump=-
er crows of most other rice producing countries.

In its May 3, 1983, response to our draft report, the State
Nepartment said that Rorea responded to U.S. reguests by
ourchasing 40,000 tons of southern rice in October 1981. It

3 USDA officially considers that the marketina year for rice
is Aug. 1 through July 31, The rice crop in California is
harvested in Sept. and Oct. The U.S. Government wanted the
1981 rice crop to be shipped by Aug. 31, 1982 and before
the 1982 crop was harvested in Sept. 1982,

12
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should %e noted that this sale was not related to Rorea's 1981
commitment to purchase 500,000 tons of California rice. This
40,000 ton sale was a renegotiation of an earlier purchase of
1980 croo southern rice.

Delavs in contracting
or rice purchases

The Rorean Government contracted foc the 500,000-ton 1981
rice commitment by negotiating a 70,000 ton purchase with
Pacific International Rice Mills, Inc., a 60,000-ton purchase
from Aqriprom Co., and a 370,000-ton purchase from Comet Rice,
Inc. On January 22, 1982, the Rorean Office of Supply issued a
bid tender for the purchase of the 370,000 tons of 1981 croo
California brown rice. Bids were to be submitted before
February 12, 1982. But on February 9, the U.S. Embassy in Rorea
advised the State Department that the February 12 date for sub-
mitting bids under the tender had been postroned and the Roreans
could not give a new submission date. The Embassy guessed that
the RKoreans were rastudying the shipming dates for the rice,

On February 25, 1982, the Roreans reopened their rice
tender and the new deadline for submitting bids was March 10,
1992. On March 11, the U.S., Embassy told the State Department
that the Rorean press reported that RKorea had accepted offers
under the 370,000=ton tender from 10 U.S. firms. Contracts
would be awarded after review of prices and other terms and
conditions. | :

After a delay of 2 more months, the U.S. Embassy in Rorea
told the State Department that the Rorean Office of Supply
confirmed a May 12, 1982, contract to purchase 370,000 tons of
1981 California crop rice from Comet Rice, Inc. The Rorean
Government attributed the delay in awarding the rice contract to
the seriocus domestic political issue that arose when allegations
were made that Rorean Government officials were involved in
briberyvy and kickbacks in purchasing U.S. rice. The Roreans
established a National Assembly panel to investigate the
allegations and the Rorean Government would not purchase U.S.
rtice until the panel submitted its investigative report. The
report was issued in April 1982. The U.S. Embassy in Rorea also
reported to the State Department that it believed the dilemma
that haunted the Government and slowed down the purchase
decision was whether to accept the lowest price bid on the
376,000 tons, whether to go the multiple supplier route with its
longer term advantages, or whether to go with another single
supplier who was not a low bidder.

Controversv over 1981
CYop shipping dates

The State Department and USDA wanted RKorea to complete
shipments of rice before August 31, 1982, but there were no

13
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written agreements to confirm this. The Roreans iqitially_
projected shipments for the July-November 19R2 period. This was
later revised to the May-September 1982 periocd.

At a February 2, 1981, meeting between visiting highelevel
Korean officials and the U.S. Under Secretary of State for
Economic Affairs designate, the RKoreans were advised that the
key concern for the 1981 rice commitment was that the rice be
shipped hy the end of August 1982, It was hoped that the
Koreans would buy and ship early.

On January 248, 1982, 4 Aavs after the Rorean Office of
Supply issued a bid tender calling for July to November 1932
shipments, USDA asked the Agqriculture Counselor in Rorea to
notify the Rorean Office of Supplv that it was USDA's under-
standing, as contained in conaressional hearings, that Korea
would buy and ship the rice commitment by July 31, 1982.
Shipments after that would not count acainst the pledged
purchase level.

On January 28, 1982, the State Department advised the U.S.
Embassy in Rorea that although no timing of the Rorean 500,000-
ton purchase had been agreed to, it was the U.S. Government view
that -all of the rice should be shipped by August 31, 1982, As
milling and shipping capacity in California totals about 100,100
tons per month, the Rorean shipment would have to beain socon to
meet the August 31 cutoff date. Since Korea might soon be tend-
erina for rice, the Embassy should bring these matters to
Rorea's attention. ' '

On February 25, 1982, when the Rorean Office of Supply re-
owened its call for bids on the 370,000 tons of California rice,
the major change from the previous tender was in shipping dates
cf May-Sentember instead of July-November. The Roreans said the
new dates were a compromise between the U.S. preferred August 31
date and the YXorean preferred October 31, the end of their
marketing vear.

On March 11, 1982, a USDA memorandum from the Under Secre-
tary for International Affairs and Commodity Programs to the
Neputy Secretary explained USDA's efforts to work cut a face-
savinag comovromise for the Xoreans over the Augqust 31 shipeing
dtate question. He noted that NSDA had consulted members of
Conaress and the U.S. rice industry and that the compromise
effort failed because the State Department Aid not agree to the
proposals. Apparently State felt that the USDA provosals in-
velving detailed shipping schedules and financial quarantees
were new conditions and inappropriate Government intervention
because these were commercial matters normally worked out be~
tween buyver and seller.

14
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On Pebruary 3, 1982, the U.S. Embassy in Rorea told the
State Nepartment that it met with a Rorean official who noted
there was an ample supply of rice in Rorea and told of criticism
by farmers and politicians over buying U.S. rice. Korea
realized it was committed to buy, and it wanted to look into the
pogsibility of buying and storing the rice in the United States
at Rorean expense until needed. U.S. officials' immediate
reaction was negative hbecause the rice would hang over the
market for 1982 rice.

The storage oroposal was further considered in Washington,
and on Pebruary 8, 1982, the State Department told the 1.S.
Zmbassy in Xorea that long-term storage in the "nited States
was not feasible and would not enable Rorea to fulfill its
purchase commitment.,

Delavs in shipping 0.S.
rice to Rorea

Ags of March 14, 1983, only about 250,000 of the 500,000
tons of California rice had been shipped to Rorea, including the
70,000 tons purchased from Pacific International, 60,000 tons
from Agriprom, and about 120,000 tons from Comet Rice. About
250,000 tons of rice was undelivered under the Comet contract
because Comet Aid not own or control the amount of 1981 crop
California rice it contracted for and was unable to reach agree-
ment with the California rice cooperatives that 4id own the .
the rice. Comet Rice also tried to obtain 1981 crop rice from
the Commodity Credit Corporation (CCC) to meet its Rorean
contract. The CCC has 1981 crop rice inventories of more than
340,000 tons. This rice was under CCC loans and California
farmers turned the rice over to the CCC when they could not sell
it at a price above the loans. Under GCC pricing policies, this
rice is available at a price considerably higher than the Comet
contract orice with the Rorean Government.

with 250,000 tons of 1981 rice still to be delivered, the
Korean rice situation reached a stalemate. A Rice Millers
Association team visiting in Rorea in October 1982 reported the
situation as follows.

1. Under no conditions would Rorea purchase rice from
the California cooperatives so long as they are
reoresented by a particular agent and U.S. lawsuits
referencing Rorean officials are outstanding.

2. On the_other hand, RKorea was prepared immediately to
make direct purchases from the cooperatives.

15
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3. If necessary, Xorea was prepared to extend the Comet
contract for about 7 or 8 months and allow the
commitment to be fulfilled with 1982 crop rice.

4. No matter what course of action Rorea takes, it will
be subjected to political heat either from Rorean
rice farmers and the National Assembly for imperting
rice or from certain U.S. congressional representa-
tives for not importing.

The Team believed that given these choices, the Roreans

their commitment only on their terms. Tt appeared to the Team
that the U.8. Government will not force Rorea to take any action
detrimental to its interests. Since Rorea has offered to buy
the rice directly, the team felt all sides (The Rorean Govern-
ment, the California rice cooperatives and Comet Rice) "have
painted themselves into their respective corners," which makes
it difficult for any action to occur scon. It seems the ball is

in the 7.S. rice industry's court.

SO0 the guestion became how and when the Rorean Government
would take delivery on the remaining 250,000 tons of 1987 crop
California rice. The position of the f1.S. Government in this
matter has hbeen to maintain neutrality regarding U.S. suppliers
while encouraging the Rorean Government to resolve the rice
question promptly.

In December 1982 the Korean Government extended the Comet
contract to June 30, 1983, Subsequently, the Rorean Government
Agreed to contract with other U.S. rice suppliers if Comet Rice
cannot perform on its contract by the June 30, 1983 extension
date.

On March 29, 1983, a USDA official advised us that Comet
Rice had resumed shipments to Rorea by shippinag 29,000 tons of
brown rice on March 27. Two more ships were scheduled to carry
rice to Rorea. The official did not know whether Comet was
shippina 1981 or 1982 crop rice or whether these shipments would
comply with the Rorean Government's commitment, ¢

We deleted a sentence in our draft report that stated our
understanding that USDA was reviewina this matter. USDA, in
its comments on our draft report, advised us that this matter
was not under review,
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DR }) DEPARTMENT OF AGRICULTURE
(( =43 . OFFICT OF THE SECACTARY
-
~&=t WASHINGTON, D.C. 26230

U 5 220

His Excallency

Mamaru Sawvabe )

Vies Minister of Agriculture, Forestry and Fisharies
Takyo, Japan

Dear Mr. Vice Ministar:

With respect to the Tacant talks on the export of rics Latsesn the
delegutions of the Cavernment of Japan and the Government if the
Unicad Scatss hald ia Zakyo on April 10-12, 1980, I would lika o
raconfirs ches resulss as follows:

1. During tha courss of the talks, the Japanase side mprassed
the following intantion snd targets for exports of rics shcum in the
table balow axsapt as umm:._ indicated in this paper:

Total
1980 s 1982 1983 198:-83
1,000 MT
lst Markac 220 140 40 140 A0
2ad Mavikat 130 20 20 | 220 w0 ..
Annual Tocals 370 as0 A0 40 .40 °
Grant Ald 30 30 3 30 :

For JPY 1980, the firsc market will consist of In:smesia and
Rarea. Tor JIY 1981-1983, it will c¢casnsist of cowczries on
. the list sentioned in paragraph 2(3)CA) bdalow.

Yor JIY 1980-1983, the second market will coasist of
countries which are mot regular commersial ssrkety and which
have rscsived food aid of soms kind in recsnt yeass, l.ae.,
countries ou the list called for in paragraph 2(3;(3) balowe

Grant aid may be more or lass than 30,000 MT st tis
discretion of the Covernmeant of Japan.

There should be no variation from the above targe: figuras
dn J¥Y 1920 as far as the first and second markst: ars con-
earned excapt for the case as msentioned in paragrivh 2(S5)
below vhen emergency consultacicus ats hald snd L=rsases in
exports of rice ara agrsed upon. With ragard to e axpors
for each fiseal yesr from!JFY 1921 through JFY 1903,
variation of up to 10 percent in the first and sacad
matkets is permaissidle, subject to condizioa (1) lalow.
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M. Vice Ministar Mamoru Sawabe ‘ 4
2. Conditions:

(1) The amount exportad in excess or short of the ::ncals of
the first and secand markets in any given year should ba ssicractad
from or sdded to the tocals of the two sarkets in sozs suloaquent
year or years within the period through 1983.

(2) 3Boch sides, vhen exporting rice, should aet in
eompliance with intarnational rules comcarning, inter alia, the
principles set forth in the gesertal agreement on tariffs axi trade,
and tha FAQ principles of surplus disposal.

{(3) The ecosomic sud agriculzural counselors of tiw U.S.
Iabassy in Tokyo iantand Lo mesat soon with offigials of the Hiniatry
of Toraign Affairs and the Ministry of Agriculzurs, Forssty and
Tisherias to davelop undarstoed definizicus and Llustratiw lists of
the W&;“m« categaries of asriscs:

(a) Sensitive markats like Indonesis and Kors: vwhers
thers sre some comuarcial sales and commercial sarkst potsitial.
(Yor J¥Y 1980, these are Korea and Indonasia ealy.)

(d) Markats in countzies which are ust actual or putan=
tial commersial msrkets or vhich have racaived food aid of some kind
huw«mmmm

(e) Countries vhich ars currant and ragulsr e-.sh carkats.

(4) Experts of doth sides intend to meet with & v.aw to
exchanging iaformation on tha basis for pricing rics for ajors.

(3) Asoual U.S./Japan coasultations ars o be Ddell ta revisw
mmld supply and damand situaticn for rice, and emergwmicy con-
" sultaticus may be Taquestad by either party td cousider wing acticns
should be takan if there srs unusual circumstaucss such as natural
disasters, crop failures or other events which incrsssa Tojuirsments
for food assistanca.

nmamﬁmmwhmmuddmumbyhnuum
eaxrliiest coanvenisncs.

Sincazely, .
1

18



ENCLOSURE I

Ministry ¢ Agriculture, Furestry and F* heries _

Japarese Guv:orrzine

ls&c

13,

“
The Honorable 1’59 /4£>£7
Dale E. HZathaway
Under Secretary for Intermaticral
Affalrs and Commodity Programs
United States Lepartzment of Agriculsure
Nashingwon, D.C.

Dear Dr. Eathaway:

Thank you for your letter of June 5, 1580, concerning
the talks on the export of rice between the delegations of
the Governmnment of Japan and the Government of the United
States held in Tokyo onm April 10-12, 1680.

I would like to confirm that the record of the talks
contained in your letter was correct and that the
Government of Japan intands to live up %o the intention
and targets for exports of rice as recorded in your letter.

I would like to take this opportunity to reiterate
the position of the Govermment of Japan with respect %o
the emargsncy consultations in 2.(5) of the above-menticned
Tecord of the talks in your letter., that both sides should
address such unusual circumstances with swif<ness angd
sherefore, flexidle attitudes to each other by both sicdes
are called for.

Sincsrely. -
I‘/‘:' - “ “.*./-f

-~

J

- - - .. b -

Mamoru Sawabe
Vize=ll.iz. ez of agriculture,
Forestry anid Tisneries



EMBASSY OF THE REPUILIC OF ROALZL
WASHINGTOY, 3. C.

Januazy 8, l9s%

The Horarable

pale E. Eatlaway

Under Secrestasy

- Gsparwment of Agriculiure
Washington, B.C.

Dear Mxr. Rathaway:

‘uzn:-gud:emun:tet rica from abzoad to asec
Xorsa's shorzaga of supply duriag the 196l rice year, x
appreeiats tia U.S. Gavernment's agtion vhich allowed
umwam&&awd:&mmaaum
as an exceaption to the U.S.<Japan lilacaral Agressent.

In this m:uumummotm
“%ﬁae‘m m:ut.enu.nu.s. rica
as 3 - .

= The Xereas Csvernment vill purchase 200,300 weas of
u.s.mmuu:—uncua‘uu.m.
Sasusn and Youai, hammhMMM

= In asdition ™ the $44,000 tans of Califownia riee
purshased, the Xorssa Governmast i3 prapazsd 8 proesed vish
mmummw“m uu,
vhish awy be availabls at a rsasenable pxiss.
e SR -

- a-m-u-—nu—a:—anmsoooeo
uum—-uawma !
lluaq u-—nmaa-mm'
1:-“ z-p.u u-m'..xu
axtand assistanes waioh say m
udugmﬁ-m.gmmu—ma
to ZoTea. ’ o

Itﬂin-tmﬁ. . *

7

f



EMCLQSURE III
DEPARIMENT 0l STATE

Coanptrder

R g, Tt 230N

3 MAY 283

Jear Frank:

I am replying to your letter of April 4, 1983, which
forwarded copies of the draft report: "U.S. Government Actions
Affecting Rice Sales to Rorea.”

The enclosed comments on this report were prepared by the
Agsistant Secretary in the Bureau of East Asian and Pacific
Affairs.

We appreciate having had the opportunity to review and
comment on the draft report. If I may be of further
assistance, I trust you will let me know.

Sincerely,

Rog‘(gua . : Feldman

Enclosure:
As stated.

Mr. Frank C. Conahan,
Director,
International Division,
U.8. General Acceunting Qffice,
Washington, D.C.




NCLOSURE III

GAC DRAFT REPORT: “"U.S. Government Actions Affecting Rice Sales
to Korea."

The GAC draft report about "U.S. Government Actions
Affecting Rice Sales to Korea®” contains no major errors. We
would suggest that a sentence hbe added to the first paragraph

of page 23 of Appendix 1 as follows: Nevertheless, Xorea
rasponded to the U.S. requests bv purchasing 40 553 cons of
mecium grain Gulr rice in Octocer -~ early in tie Crorw vear and
additional to the 500,000 tons of Calrose whica it was
committed to buv. The heading of tie next paragrapa on that
page is a bit misleading as the delays resulted to a large
extent from U.S. action and Korean efforts to respond to a
series of specific U.S. demarches. We are uncertain as to the
meaning of the second sentence of page 29 of Appendix 1 and
suggest at a minimum that it be altered to read as follows to
reflect what we believe is intsnded: "It apveared to the team
that the U.S. Govesnment would not force Korea to take an

The report does not review the roles played by the Congress
er the U.S. private saeactor in rice sales to Rorea and,
therefore is not a complete review of the controversy.
Nevertheless, the report is a useful review of the efforts to
resolve the problems associated with rice exports to Rorea by
tie Departments of Agriculture and State.

The report makes no recommendations and correctly statss
that "...this issue does not provide a case seudy from which
generalizations may be drawn about other commodities and export
markets because the history of U.S. rice sales to Korea, the
producer-exporter relationships, and the U.S.-Japan Rice
Understanding are unique.”

LA
Paul Woelfowidz
Assistant Secretar®/of Stat

[
(3]
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ENCLOSURE III

4= United States Foreign Washington, D.C.
); Oepartment cf Agncuilural 20250
Zdv Agricuiture Service

Mr, J. Dexter Peach

Director

Rescurces, Community, and Economic
Developmmt Division

General Accounting Office

Washington, D.C. 20548

Dear Mr. Peach:

We have reviewed the draft of the GAO report entitled "U.S. Government
Actions Affecting Rice Sales to Korea.” We suggest that the last
sentence of the report (amd it's reference in the summary letter) be
deleted as no review is currently in process. We have no substantive

objections to the report.

Sincerely,
A

[ 'bw/ —r 2 O
RIcHATA A. Smith
Administrator






