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EXPORT CONTROLS ON AGRICULTURAL COMMODITIES

MONDAY, JUNE 25, 1973

U.S. SENATE,

Coannrtee oy Banking, Housing axp UrBaN AFFaAIRs,
Washington, D.C.
The committee met at 10:05 a.m. in room 5302, Dirksen Senate
Office Building, Senator William Proxmire presiding.

Present: Senators Proxmire, Stevenson, Johnston, Hathaway,
Bennett, Packwood, and Brock.

Senator ProxMire. The committee will come to order.

We are honored this morning to have three distinguished digni-

taries from the administration, two Secretaries and the Director of
the Cost of Living Council.

The matter before us is urgent and I understand Sam Cross is ex-
pected, too. If he would like to come forward, he may. I understand
also Mr. Dunlop must leave at 10:45.

Gentlemen, proceed in your own way. The way we have this wit-
ness list scheduled, we have Mr. Dunlop first. but Mr. Dent, if you are
prepared to lead off, go right ahead.

STATEMENT OF FREDERICK B. DENT, SECRETARY OF COMMERCE;
EARL L. BUTZ, SECRETARY OF AGRICULTURE; AND JOHN T.
DUNLOP, DIRECTOR, COST OF LIVING COUNCIL; ACCOMPANIED
BY MICHAEL F. BUTLER, GENERAL COUNSEL DEPARTMENT OF
COMMERCE; JOHN A. KNEBEL, DEPARTMENT OF AGRICULTURE;
WILLIAM WALKER, GENERAL COUNSEL, COST OF LIVING COUN-
CIL; AND SAM Y. CROSS, DEPUTY ASSISTANT SECRETARY FOR
INTERNATIONAL MONETARY AND INVESTMENT POLICY, DE-
PARTMENT OF THE TREASURY

Mr. DexT. I will present a joint statement on behalf of all three
and then we will take questions. )
Senator Proxmire. All right. Whatever part you want to abbrevi-

ate, do so, and we will print the statement in full in the record and
your tables will also be printed in the record.
[Copy of the bill follows:]

1
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IN THE SENATE OF THE UNITED STATES

June 22 (legislative day, Jurxe 18), 1973

Towkr (for himself and M. Srarkyan) introduced the following hill;
which was read twice and referred to the Committee on Banking, Housing
and Urban Affairs

A BILL

amend the Export Administration et of (969, to permit
the President to use export controls to cartail serious in-

flation in dowmestic prices.

Be it enacted by the Senate end House of Representa-
tives of the United States of America in Congress assembled,
That (a) section 3 (2) (\\) of the Export Administration
Aet of 1969 (50 U.S.CL App. 2402(2) (\)) s amended
to read as follows: ** () to the extent necessary to protect
the domestic economy trom the excessive drin of searce
materials, to eurtail xerions inflation in domestic prices, or
to reduce the sevions inflationary impact of abnormal foreign

demand,”.
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(b) Section 4 (¢) of such Act (50 U.S.C. App. 2403
(c)) is amended by inserting after the words “‘the domestic
econemy”” the phrase “from serious priee inflation or”.

(¢) Section 4.(e) of such Act (o0 US.C. App. 2403
(¢)) is amended to read as follows: -

“(¢) To effectuate the policy set forth in clanse (\) of
paragraph (2) of scetion 3 with ’rvspc(-t to any agricultural
commodity, the authority conferred hy this seetion shall not

be exercised without the approval of the Secretary of

Agriculture.”.
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Mr. DexT. There are seven pages of the presentation.

Senator Proxmrre. That is fine.

Go abead. The appendix will be printed following that.

Mr. Dext. Mr. Chairman, and meinbers of the committee, as you
know, on June 13, 1973, President Nixon announced a series of ac-
tions which were being taken to stabilize tne economy. He stated that
he would seek new and more flexible statutory cuthority needed to
impose export controls on commodities, in the event such action is
necessary to curtail serious domestic inflation. He also announced the
establishment of reporting requirements for exports of agricultural
commodities. We are appreciative of the promptness with which this
committee scheduled hearings to consider these matters which we
know reflects the strong concern of the Senate that appropriate ac-
tion must be taken premptly to reduce inflation.

A major source of inflation during 1973 has been due to rising
farm product prices. Through May of this year, wholesale prices for
farm products have risen more than 22 percent to a level of almost
two-fifths above that of Rfay 1972. These sharp price increases re-
flect reduced output of a number of commodities in both domestic
and in international markets coupled with expanding demand
pushed up by increases in population and income.

In view of the tight supply situation which began developing in
late 1972, the Cost of Living Council made a decision in January
1973, to continue mandatory controls in the food sector. At the same
time, the Council in cooperation with the U.S. Department of Agri-
culture took a number of major steps to implement strong policy ac-
tions designed to encourage a vigorous expansion in farm output
during 1973.

During the opening months of the year, it appeared that the ac-
tions to augment farm output and the incentive of rising farm prod-
uct prices would lead to increased supplies of both crop and live-
stock production. particularly in the second half of 1973. However.
market prices for grains and soybeans have risen sharply in recent
weeks and have resulted in upward pressure on livestock prices. This
runup in feed costs during the late spring put a severe squeeze on
livestock profits and forced many operators into loss positions.

This upsurge in prices during the late spring, coupled with evi-
dence of runaway prices in other commodity markets led to the
President’s announcement on June 13 that a freeze would be im-
posed on prices for 60 days. This action was taken to halt inflation
immediately and to allow time for the development and implementa-
tion of a set of wage and price controls that would take effect on or
before August 12 in order to restcre reasonable price stability.

With respect to agricultural products and other commodities in-
fluenced by international markets, it is becoming increasingly evi-
dent that unless the United States takes positive steps to protect its
markets. commodities will flow to other countries where consumers
with increasing incomes are eating more meat than before and pay-.
ing higher prices than in the United States. Faced with the prospect
of having commodities flow into international markets at the expense
of American consumers, the President, on June 13 announced a se-
ries of steps designed to deal with this problem.
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The reporting requirements announced by the President require
all exporters to report on a weekly basis by country and month of
shipment all exports and sales for exports of certain grains, oilseeds,
and primary products of oilseeds. A more detailed statement of
these procedures is attached to this statement as appendix A, and I
would be pleased to answer any questions the committee has on
them. The first report was due on June 20 and ve are in the process
of compiling the data. These compilations will be transmitted to the
Department of Agriculture as soon as they are completed. The Agri-
culture Department, in turn will release these compilations to the
public promptly after receipt.

At the same time that the President announced the establishment
of the reporting requirements on June 13, he also stated that he
would see new and more flexible statutory authority needed to im-
pose export controls, in the event such action proved necessary. This
request for special statutory authority was based on the premise that
new legislative authority is needed to allow the President to control
disruptive exports of commodities whenever he determines such ac-
tion to be necessary to curtail serious domestic inflation.

The amendments to the Export Administration Act of 1969 intro-
duced as S. 2053 on June 22 by Senators Sparkman and Tower, are
designed to provide the President with this authority. The adminis-
tration initially proposed that this anthority be granted through
amendment to the Economic Stabilization Act, but we now support
S. 2053 which would achieve this authority by amending the Export
Administration Act.

S. 2053 would make three amendments to the Export Administra-
tion Act. First, it would amend section 3(2) (A) of the Export Ad-
ministration Act to authorize the imposition of export controls to
curtail serious inflation in domestic prices without the necessity of
finding, as the current law has been construed to require, that there
1s both abnormal foreign demand and that the commodity to be con-
trolled is a scarce material. The amendment would permit controls
when either of these findings is made, as well as awuthorize controls
when necessary to control serious domestic inflation. Second, it
would amend section 4(c) of the act to conform the language to the
change made in the authority of section 3(2) (A).

Finally, it would amend section 4(e) of the act to eliminate a pro-
vision enacted in 1972 which prohibits the Secretary of Agriculture
from approving a control on the export of 2n agricultural commod-
ity during any period for which the supply is determined by him to
be in excess of the requirements of the domestic economy.

We have worked long and hard to build markets and expand ex-
ports of agricultural produects. Our success in this effort has not only
contributed strongly to farm income and to business activity, it has
also established agriculture as a strong defender of the American
dollar abroad. In the past 12 months, U.S. trade in agricultural
products has contributed a net positive balance of over $5 billion to
our international trade account. o ‘ R

American farmers have been asked and encouraged to expand pro-
duction this year—in response to the growth in demand both at
home and abroad. The acreage in setaside has been reduced by 42
million acres, and indications are that farmers have responded by
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increasing plantings by some 25 million acres, despite a great deal of
bad weather at planting time. Much of this expansion is in major
export commodities that depend on foreign sales.

Within a few weeks, we will be getting some better indications of
what the future holds relative to supplies of corn, soybeans and
other major crops. About the same time we will also have a more
complete report of the 1973 winter wheat crop, which we are now es-
timating at an all-time record of 1.3 billion bushels.

The growth in agricultural trade has been of enormous benefit to
American consumers. In effect, agricultnral exports of at least $12
billion in the past 12 months have paid for the import of some $7
billion in agricultural products. plus other consumer goods valued in
the billions.

So, a rather fine balance is involved here and the future cannot be
entirely known to us. Until we can be assured that. there is not going
to be some tremendous and unexpected rush on supplies of U.S.
farm products, we do need standby protection. And S. 2053 would
provide that protection.

Attached is an analysis designed to show the magnitude of export
restraint that might be necessary to stabilize meat prices at current
levels. This highlights the need for authority to impose export con-
trols for purposes of curtailing serious domestic inflation.

In a step to stop the speculative trading in sovbeans and sovbean
products, the U.S. Department of Agriculture restricted future trad-
g to liquidation of contracts only until the new crep supplies be-
come available in September. As a next step, we urge the Congress
to move forward as rapidly as possible to approve S. 2053 and thus
grant. the President the authority he has requested to impose re-
straints on exports. If Congress denies this authority, it will keep
alive the very real possibility of unprofitable livestock feed price re-
lationships for producers in the months ahead. Not to grant the au-
thority means the American consumer could face sharply rising
prices and continued unacceptable rates of inflation.

[Appendices follow:]

L Jd
APPENDIX A—DESCRIPTION OF MANDATORY REPORTING REQUIREMENTSR

The reporting requirements established by the Department of Commerce are
rigorous and detailed. They were published on June 13 in Export Control Bul-
letin No. 84 (u), copies of which have been made available to the Committee,
and were also published in the Federal Register on June 15,

Under these regulations, each exporter is required to report the volume in
metric tons of the anticipated exports of : wheat, rice, barley, corn, rye, oats,
sorghum, soybeans, cotton seeds and certain primary products of the latter
two.

The first report was required to be received by the Commerce Iepartment’s
Office of Export Control by June 20, 1973. It must list all anticipated exports
as of the close of business June 13. 1973, by appropriate commodity classifica-
tion, by country of ultimate destination, and by month of anticipated or sched-
uled exnort.

These reports must be updated every Monday for changes in anticipated ex-
ports, changes in existing orders, and shipments occurring through Friday of

- the previous week. Exporters reporting shipments must designate whether they
were against orders placed before or after the President's announcement.

The Department of Commerce issued a warning to exporters, as part of the
imposition of this reporting requirement, that exports against any commit-
ments made after June 13 for therze commodities might be subject to re-
straints, in the event export controis were imposed in the future even though
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the commitments were entercd into prior to the date of imposition of controls.

Having set up a system to collect the data, Secretary Butz and Secretary
Dent met on June 18 to develop procedures for processing of the incoming in-
formation. It was agreed that the Agriculture Department would make avail-
able some of its commodity specialists to assist the Office of Export Coatrol in
evaluating the reports received. It is anticipated that initially at least there
may be errors in reporting which will stem from the novelty of the reporting
requirements, the intricactes of the transactions subject to these requirements
and the large quantity of data that must be compiled for the initial report.
The Department of Commerce has already received many questions regarding
the manner in which certain transactions should be reported. The Department
is answering these questions as quickly as they come in, and the Department
is confident that distortions in the data obtained will be kept to a minimum.

As each report is received by the Oftice of Export Control, unless there is
reason to believe that it may be inaccurate for the reasons mentioned above
and requires checking with the reporting firm, it will be fed into a computer
for purposes of compiling statistical stmmaries for each of the commodities re-
ported, by month and crop year of anticipated export and by couvniry of desti-
nation. Compilations will be prepared for each weakly reporting period. Under
the Export Administration Act. there are stric* restrictions on the dissemina-
tion of confidential information submitted by individual companies. These are
designed to facilitate the government obtaining accurate information without
the risk that the reporting firms would suffer irreparable harm from disclosure
of business sensitive information i:» their competitors. The Department of Ag-
riculture has indicated that it dees not require access to the individual com-
pany data and that the compilations prepared by the Department of Commerce
will be perfectly adequate for their needs. These compilations will be transmit-
ted to the Departmment of Agriculture as soon as they are ready. T'he
Department of Agriculture will make the compilations available to the public
promptiy on receipt of them from the Department of Commerce.

e

APPENDIX B—CosT oF LIVING COUNCIL ANALYSIS SHOWING MAGNITUDE OF
EXPORT RESTRAINTS THAT May BE NEEDED TO STABILIZE MEAT PRICES

During May the retail price for choice cuts of beef averaged $1.36 per
pound. Assuming that this level is close to the representative ceiling prices for
choice cuts of beef at retail implies a farm price for beef of somewhere be-
tween $45 and $46 per hundredweight. Based on USDA analyses of costs of
production, farmers could afford to pay at current livestock price levels about
$1.50 per bushel for corn and somewhere in the neighborhood of $155 to $165
per ton for soybean meal (around $5 per bushel in soybean equivalents) and
be encouraged to expand production of beef profitably in the upcoming fiscal
vear. Feed price levels of this magnitude would also be consistent with expan-
sionary production of other major livestock and poultry produects.

Tables 1 and 2 provide supply and utilization information for corn and soy-
beans for crop years 1970-71, 1971-72, and a hypothetical projection for
1972-73. For example, the data for both corn and soybeans sugghsts that ir
large crops are attained—®6.1 billion bushels of corn and 1.535 billion bushels of
soybeans—prices of $1.50 and around £ per bushel for corn and soybeans re-
spectively would be possible, assuming hypothetical exports of 1.2 billion on
corn and slightly under 800 million bushels 'n soybeans. Because of the more
than unusual uncertainty that surrounds the agricultural situation on both the
supply and the demand side, the Administration needs the flexibility to impose
export restraints in the event that production falls sho.t of the very large
projected levels or that export demands exceed USDA’s assumed levels. UUnder
such situations prices would be pushed well above the levels necessary to en-
courage livestock producers to expand production. In this case, it would be
necessary for the Administration to take steps to impose restraints on the ex-
ports of corn if it were desirable to maintain carrvover stocks of 850 million
bushels by the end of the year. This would produce a hypothetical season aver-
age of £1.50 per bushel ecn corn at the farm level. If the Congress does not see
fit to provide the Administration with the flexibility to impose export re-
straints unuer such a situnation. year ending stocks for 1973-74 would drop
below those at the beginning of the season and prices would be pushed up to
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ration available demestic supplies. Under such a situation, livestock producers
would be squeezed severely and production of beef, other red meats, as well as
output of poultry, eggs and milk would be seriously jeopardized. A similar
case can also be made for soybeans. In the event that either available supplies
are smaller than projected or export demand exceeds anticipated levels, some
restraint on shipments abroad will ¢learly be necessary in order to prevent an
upsurge in prices.

It is important to note that the data shown in Table 1 are purely illustra-
tive and are based on complete crop years. Assuming weather cooperates at
harvest time, the new crop of soybeans will become available in September and
the new crop year for corn hegins on October 1. Thus the tabular information
dees not provide an ind eation of the kind of situation that could develop be-
tween now and the time that the new crops are harvested. Supply-use data
could be constructed for the current quarter; however, quarterly crop usage is
very difficult to estimate and widely subject to error.

TABLE 1.—CORN—SUPPLY, DISTRIBUTION, AND PRICES

1971-72 1972-731 1973-741%
Beginning stocks (million bushel)_ . __ . ..ol 677 1,126 850
Production Smillion bushel) . o e 5,641 5,553 6,072
Imports (million bushel). .. il i 1 1
Total supply (million bushel)_ . ... ... 6,309 6,680 6,923
Domestic use (million bushel) . ________ .. ... 4,387 i 4,780 4,870
Exports (million bushel) . . .. ... i iiiiiiaiaeen 7% 1,050 1,200
Tota! distribution (million pushely__ ... . 5,182 5,830 6,073
Ending stocks (million bushel). .. ... - 1,126 850 850

Price, farm (dollar per bushel)_ . __._... eee eemaemememeeaa—a—n- 1.08 1.35 1.50

1 Estimated.
2 Hypotheticai.

TABLE 2.—SOYBEANS—SUPPLY, DISTRIBUTION, AND PRICES

1971-72 1972-731 1973-74 2

Beginning stocks (million bushely. .. _ ... ... 98.8 72.0 40
Production ﬁmillion bushel) . . . e 1,176.0 1,282.9 1,550
imports (million bushel) . L e e aas
Total supply (million bushel). ... ... ool 1.274.8 1,354.9 1,590
Domestic use (million bushel)_ 629 758
Exports (million bushel) 3_____ 686 762
Total distuibution (miilion bushel) _ ... . i 1,202.8 1,315 1,520
ENCing Stocks (mithion BUSHEN). oo« oooe et eee oo 72.0 40 70
Price, farm (dollar per bushel). _ ... .. oo 3.03 4.25 ggg—

1 Estimated.
1 Hypothetical.
3 Exports of mea! and oil hava been converted to bean equivalents.

Mr. Dext. That concludes our statement.

Senator Prox»ire. Thark you, very much.

I understand the other gentlemen agree that this is a joint state-
ment in which you concur?

Senator Butz. Yes, sir.

‘Senator ProxMire. Mr. Cross, we are very happy to have you here
with us.

Mr. Cross. Thank you very much.

Senator Proxmire. I want to make sure I understand what the es-
sence of the proposal is. I take it thal when you say that the pro-
posal would provide that either a finding of an abnormal foreign
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demand or that the commodity be controlled as a scarce material
would be sufficient to provide for export licensing, or export re-
straints. Is that correct? That is No. 1.

Then No. 2, in addition even if those findings are not relevant or
applicable, it would provide that controls can be authorized when
necessary to control serious domestic inflation.

That phrase by itself can be applied even if the other two are not
appropriate, is that correct?

Mr. DexT. That is correct; yes, sir.

Senator Proxmire. Why is that latter language necessary? That
seems redundant. If the commodity is not in scarce supply and if
the foreign demand is not considered abnormal, certainly we agree
we would like to export everything we can, 1nclud1ng what food we
can, export without serious inflation. Is not that correct ¢

Mr. Dent. That is correct.

Of course, it is this relationship between grain and livestock that
enters into the question.

Senator Proxxire. I see. Because of the complexity, a commodity
in short supply might be affected by shortages of other commodities.

Mr. DexT. That 1s right. With meat prices frozen and feed grains
rising, you have the inflationary impact.

Senator ProxMiIre. I see.

Now, I would like to get some factual data before us, if possible.
Your statement is very helpful, Secretary Dent, but I would like to
have it a little further detailed.

Perhaps Secretary Butz could help on this, too. What proportlon
in the increase in the cost of living has been the result cf higher
food costs—do you have that data available? T have heard various
percentages given, but if you could give it te us this morning, it
would be most helpful.

Secretary Burz. I am not prepared to give the specific figures
here. I think, Senator, it depends on the time reference you take it
in. If you take the time reference in the last 8 or 10 months, a sub-
stantial share of the increase in the consumer price index has resul-
ted from increases in food prices at retail.

If, however, you take a longer context of, say, § years, or 10 years,
lhen food prices are roughly in ]u\t(\poqltmn with the increases 1n
other prices.

Senator Proxmire. Since the beginning of the year, we have had
the enormous inerease in wholesale prices since about December, so
that in the past 6 months what percentage of the cost of hvmg in
the consumer price index is a result of food price increases, 75 per-
cent, 80 percent?

Sceretary Burz. Not as high as that. Perhaps Mr. Duniop has
those figures.

Mr. Duxvor. i don’t have them with me. I can get them to you in
a mutter of half an hour.

- Senator Proxmire. We would like to have them for the record.

If Congress is going to make a wise policy decision, we ought to
know what the facis are in this case. I have heard one individual es-
timate of 90 percent which I am sure is wrong, and it seems to me it
is probably less than 50 percent, but I would like to know approxi-
mately what it is.
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Mr. Douxcor. I will get it for you.

Senator Proxmire. Fine.

Secretary Burz. I think, in that connection, Senator, we ought to
have the shorter run figures and the longer run figures, because in
the longer run, and the “short run, too, agriculture was in a very de-
pressed ccnaiticn.

Senator Prox:are. I know that. You have been a spokesman in
this regard.

Secretary Butz, can you tell us what the effect on net farm income
has been from the recent increases in food prices?

Secretary Butz. Net farm income is at an alltime high. Last year
it was .1pp1*0\1mf1t91} $19 billion. in excess of $19 billion. A large
share of this, however, was a result of increased exports which pro-
vided a market for produce of our farms. Part of it was a result of
increased prices and part of it is a result of the increased products.

Senator ProxMire. The reason I asked is that I have talked with
many farmers who are very distressed about the present economic
situation.

Maybe they are atypical. They indicated that while thelr prices
are very good, their costs are enormously high.

Secretary Burz. 1 think that is especially true of the farmers in
Wisconsin, the Dairy State, where labor costs are high, feed costs
are high, and maintenance costs are high, and I think right now
they are in a squeeze.

Senator Prox»ire. Can you tell us anything about the effect of
the recent price variations on food processors? Are their profits up?

Secretary Burz. In the main, no. They are caught in a squeeze,
likewise. They have this ceiling on them.

Senator Prox»ire. I am not talkmg about the situation until then,
in the last 6 months.

Secretary Burz. Before that even, food has not been completely
decontrolled. even in phase 3, we controlled the passthrough mar-
gins and they were faced with rising costs and I think part of the
problem our food processors face now is that their selling prices are
below their costs, including acquisition costs.

Senator ProxMire. So their profits have, perhaps, deteriorated
rather than improved.

Secretary Burz. They have not gone up, no, sir.

Senator Proxyire. And people selling food at retail, they are also
aﬁ‘ecteu by phase 3 in the same way? Thiz is a controlled situation
now, is not that right, so they can only pass throngh their increasing
costs, or perhaps thele 1s a restraint on that, too. Is that right, Dr.
Dunlop?

Mr. Duxror. Yes, Mr. Chairman.

May I say that the controls on food at retail and wholesale were
the same in phase 3 as in phase 2, and if anything, a little tighter. So
the rise in prices at retail is the result of the rl'se in primary prices,
‘The margins of wholesalers and the margins of retailers have been
under very strict control throughout this period.

Senator Prox»ire. The reasou I have asked these questions in this

way 1s that farmers have not been enjoying an enormous increase in
net. income, although they have enjoyed an increase. The food proces-
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sors profits are probably about the same or less, or at least not sig-
nificantly higher. Retailers also do not have muck higher profits.

Now, we move into a freeze. ‘The shape of phase 4 may also be
tough. I hope it is, but we do not know. What effect is the freeze
likely to have on the farmers? T must say I received, as I am sure
other Senators and Cong essmen have, many complfunts on how the
freeze is really hitting them very, very hard, and they feel it is un-
just. Can vou tell us somot}nn(r about that, Sccretary Butz?

Secretary Bz, Well. ves. We are quite concerned about this. Tt
places agriculture in a difficult position. One, we do not want to be a
l)I‘lIIClp‘I] contributor to mfht]on

Senator Proxire. Even though farmers are not dlrectlv affected,
the indirect effect is about the same, is that correct, &s if their prices
were frozen ?

Secretary Burz, Obviously, if you can’t charge more at retail and
the margins are frozen, the passthrough costs are frozen, it has to
reflect back on the price you pay producers. I think the net result of
this in the case of many major food products wonld be unfortunate.
The evidence is that we are now selling heavy gilts for slaughter,
and in the last few weeks the proportion of heavy gilts is heavier.
This would indicate a decreased supply of pork in’6, 8 or 10 months
down the road. There is no evidence vet that the percentage of preg-
nant sows has increased. It may show up later on.

The number of feed cattle’in the feedlots is substantially down.
The calves are still there. They are on grass, but this means a pro-
longation that it takes to get that beef to market. It probably means
a deueqsnd efficiency in which we produce that beef ultimately. If it
continnes for long, it would result in some liquidation of breeding
stock.

Senator Proxmire. What you are describing is some reduction
possibly or at least some limitation on supply, at least in a number
of areas of food production, particularly meat, is that right?

Secretary Borz, Yes,

Senator Proxyre. And we could expect that that might be aggra-
vated, rather than improved. with a freeze and with a tough phase
47

Secretary Bom. Tv depends on hew phase 4 is.

Senator Proxyire. Let us stick with the freeze. then.

Secretary Burz. In the case of the freeze, we have frozen some
price relationships that are adverse. With respect to the broilers, we
had a price ceiling on broilers last vear at 3114 cents. New York
wholesale dressed. This was at such a level that 1t made the broiler
mdustry relatively unprofitable. Not only did our broiler nroducers
cut back in broiler production. but liquidated some of their breeder
flocks.

As a result, during tle first 5 months of 1973, we paid the highest
prices in 20 years for broilers in this country. I think, in large part,
the result of an unrealistic cost price Sltlhltlon 1mposed by contm]q
in the latter part of 1972- ‘

Senator Proxyire. In a way. what you arc saying is that we are
paying higher prices for evervthing that we have had in the last 20
vears. Brm]vrs, when vou compare them over what has happened in
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the last 40 years, are reasonable. A chicken farmer told me they are
at 42 cents a pound now. and they were at 62 cents a pounc in 1952,

Secremry Burz. I think we are into exactly the same situation. I
walked into the door down here a moment ago with Senator Jim
Eastland of Mississippi. Mississippi is an important broiler State. 1
inquired about the condition of cottoni and sovbeans and broiler pro-
ducers. He said they are drowning baby chicks because they cannot
see any profit in them.

Senator Proxmire. We have a number of Senators here this morn-
ing. T want to ask. before I vield to Senator Bennett. let me ask Dr.
Dunlop if he could now fill me in on the percentage that the food
increases represented of the increase of cost of living this year.

Mr. Du~xror. T have sent somebody out to call to gct the exact
number and T will have it for you.

Senator Proxyire. All right.

Senator Bennett.

Senator BeENNErT. T would like to address my question to Secre-
tary Butz. You focused on the domestic situation. Is the world situa-
tion favorable, or adverse, to the solution of the inflation—the price
inflation probleri—on our domestic agricultural problems?

Secretary Brrz. T think the world situation in aggregate tends to
be adverse. We have had a very strong increase in the demand for
high quality foods around the ‘world. That means animal proteins,
which means a tremendous increase in the mandatory feedstuffs, es-
pecially corn and soybeans in this country. Soybeans are a principal
source of protein supplement for animal feed. The chief additional
source of protein supplement would be fish meal, which normaily
comes from the coast of Peru. That has been down markedly in the
past vear and on top of that, the drought conditions in India and
other parts of that part of the world have aggravated this supply
situation. C'ouple that with an increase in the Russian demand. for
feedstuffs. and so on. especially and yvou have a very substantial in-
crease 1n demand around the world.

Senator Brx~err. This, in turn, affects our situation because we
have been a large source of feed grains for other countries.

Secretary Burz, Yes. a vear ago this very date, we were strug-
gling with swrpluses in America. We had the CCC on substantial
quantities of feed grains and wheat. In the last year we have sold
the Government-held surpluses and it is the first time in 25 years
that the Government does not own many of the commodities. We
still own oats. but that is all. This is the ﬁrst time in 25 years we
have been out from under this.

Senator BExNETT. Are the price levels outside the United States
higher than those inside the United States?

Secretary Burz. You are talking about the price levels of food
now?

Senator BEx~err. Of the feed grains.

Secretary Burz. Essentially co. Also feed grains would not flow
* from this country to foreign markets.

Senator BENNETT. Isn’t that one of the fundamental reasons we
need this kind of legislation, to give the President——

Secretary Burz. Yes, that is ‘llffht Let me put another factor in
here which T think affects the American attractiveness of the Ameri-
can market for feed grains.
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We have had two devaluations of the dollar, and a de facto evalu-
ation in the last few weeks, which makes the American market. more
attractive. But I think you put your finger on our real need for leg-
islation of this kind. and that is to protect the feed supply of the
domestic live stock and dairy industry.

Senator Bexxerr. I appreciate your saying that in so many sim-
ple words, because I think this is the basic issue here and I think the
President. must have the power to keep these grains from flowing
out if we are going to have any hope of gettmg a handle on either
the price of meat or the price of poultry.

Secretary Burz. Senator, may I say that the object is not to Peep
the grains from flowing out. It is to give us standby authority to
keep them from flowing out in excess amount. We will continue to
export.

Last yvear, for example, in the 12 months ending June 3, we ex-
ported approximately 72 million tons of wheat and feed grains and
soybeans from this country, that is a substantial export.

"As we look ahead for the next year, we—well, we anticipate at
this time that we can export that much in the next year. I am sorry.
That is about 72 million tons, 1f we get the crop production we an-
ticipate this year.

Under our system of exporting where it is done through the pri-
vate trade with a dozen major companies each exporting grains to
nations all over the world, they can independently make commit-
ments for shipments in the 12 montlis ahead that will exceed the
physical quantity of supplies we have in this country. I think, for
the first time in 25 years, we are aware of the fact that that can
happen. Heretofore, our probiem has been “Where do you find the
market for this stuff ¢”

Now, our problem is, are we going to have enough to go around
the available markets in the world and still protect our domestic
livestock, poultry and dairy industry. That is the real need for this
legislation. ,

Senator Bex~err. If T may express an understanding of what
vou have just said, we can still export next year as much as we ex-
ported this year and presumably by increased production in this
country, have enough more feed for our own animals to give us some
hedge against the present inflation and possibly reduce the price
levels.

Secretary Burz. Yes, sir. T would hope that would be true. We are
going to have a massive increase in the production in the United
States in 1973. It will be the world’s largest increase in production
in any one year in the history of the world.

We are expecting to have an increase in corn production this year
of 500 to 600 million bushels over last year’s crop. The corn is in the
ground. We will have a pretty good handle on what we have when
the July crop report comes out on July 10. We expect to increase
our wheat production this year in the magnitude of 230 or 240 mil-
lion bushels. The winter wheat crop 1s made now. ‘ ‘

We expect to increase our soybean production now in the magni-
tude of 220 or 230 or even more million bushels. This will give us a
good basis for expanded exports and expanded production at home.
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We want the hedge so that we do not over-commit ourselves on ex-
ports in the strong world market for wheat and other grains.

Senator Proxwmmze. Will you convert those into percentage in-
creases—you gave us the tonnage. it is helpful, but would you tell us
what percentage increase there would be in corn, wheat and soybeans.

Secretary Burz. This year’s production ?

Senator Proxmire. Yes.

Secretary Burz. Last year we had a corn production of approxi-
mately 5.5——

Mr. Duxvor. They are in table 2

Secretary Burz. They are attached to the testimony here.

Senator BexxerT. Can you identify the page.

Senator ProxMIre. The very last page.

Secretary Burz. The next to the last page is corn.

Let us take the middle column there. It is 1972-73 crop year.
That was last vear’s corn crop. We had given stocks of 1.126 billion
bushels that we carried into the yvear. We had a production of 5.55
billion. Imports were ne hglble It was a total supply of 6.7 billion.

Domestically we used 4.7 billion. We exported 1 billion. That gave
us a total distribution, and the stocks at the end of this year that
would be October 30. which is the end of the corn-marketing year, a
carryout of 850 million bushels.

You may say that is a large carryout. It is not. It is on the low
side of “qafe.” because the carryout of 850 million bushels is only
about 2 7- or 8-week supply for our domestic use and we must plan
on at least that much, because we are not at all sure about the 1973
crop. But as we project the 1973-7T4 crop, we will carry into the
year 850 million bushels. We are projecting at this time a produc-
tion there of better than 6 billion bushels. The corn is in the ground,
it looks OK now, as nearly as we can tell. We were concerned about
the corn crop earlier this year in the wet spring. but historically. we
almost. never get a. seriously short corn crop because of a wet spring.
We get it because it does not rain in July and August. That remains
to be seen. 1f we can anticipate normal weather, we think we will
have a corn crop in excess of 6 billion bushels.

That will be the largest crop we have ever had.

Senator Proxmire. I think those figures on the corn and the soy-
beans, you don’t have the wheat figures here but if you could give
that for the record, we would appreciate it.

[ The information follows:]

WHEAT—SUPPLY, DISTRIBUTION, AND PRICES

1971-72 1972-731¢ 1973-742
Beginning stocks (million bushe!) : 731.5 863.1 423
Production ﬁmi"ion bushel) . _.....___ 1,617.8 1,544.8 1,770
imports (miilion bushel). . ___........ 1.0 1.2 1
Total supply (millionbushel) ... ... ... 2,350.3 2,409.1 2,194
" Domestic use (million bushel) _______ . ___ .. ... ......l. CO854.7 826. 4 766
Exports (million bushel) . ... ... iiiieaaas 632.5 1,160.0 95¢C
Tatal distribution (million bushel).. ... ... . ... ... ... 1,487.2 1,986.4 1,716
Ending stocks (million bushel). ... .. ... ..... 863.1 422.7 478
Price, farm (dollar perbushel) . . ____ ... .. 1.34 1.77 1.90

1 Estimated.
3 Projected.
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Senator ProxMIRE. You are going to have a 10 percent increase in
production, and a 10 percent increase in exports for corn and a very
large increase, also, in soybeans, both in exports and in production.

Secretary Burz. Yes; we project an increase in the domestic utili-
zation in corn and an increase in exports. We are simply saying that
the remainder would be available for export if we carry out 850 mil-
lion bushels.

Senator Proxmire. That is, if you have the authority Congress
gives you?

Secretary Burz. Yes; we would like to have a carryout of 850
million bushels, and if we need the authority to do that, we will use
it.

Senator ProxMIre. Senator Stevenson.

Senator Stevenson. Thank you, Mr. Chairman.

The President sought export control authority on an urgent basis.
You, Secretary Butz, have mentioned the increased productivity of
agriculture expected this year. Does this mean that the administra-
tion has not made a definite decision that export controls are now
needed ¢ Tf the administration had the authority which it now seeks,
would it exercise that authority?

Secretary Burz. Well, I cannot answer that. Thet would have to
be a group decision. We have been watching this very closely. We
watched it closely in the Department of Agriculture. I know, asking
for export controls places the Secretary of Agriculture in a seem-
ingly 1nconsistent position, because we have pushed exports hard in
recent years. We have been successful, and our exports in the current
vear will exceed $12 billion. We are making a net-plus contribution
to our balance of payments this yvear of between $4 and $5 billion.

We have been quite successful. On the other hand, no Secretary of
Agriculture can sit idly by. as can any Senator, and see our domestic
livestock and dairy and poultry industry imperiled because of the
physical lack of feedstuffs. Would we use this now? T would prefer
to wait to answer that question until I can see the July 1 crop re-
port which comes out July 10. This willl give us a firm handle on
1973 production of corn and soybeans. If it appears' that we would
be in short supply at that time. I certainly would be among those in
the forefront to recommend some kind of licensing of exports.

If, on the other hand. at that time crop conditions looked pretty
good and 1t looks like with the iree market we could make these
commitments right here, I would be reluctant to recommend export
controls.

Senator Stevensox. So the decision on all export controls is in
abeyance at the moment.

The President’s stated purpose in proposing additional expert
control authority was to preserve for the American consumer an ad-
equate supply of meat at a reasonable price and yet there has not
been any mention of possible controis on the exportation of meat.
Now. we are exporting increasing amounts of pork to the Japanese. Is
a 5es‘t£1igti0n on the export of meat one of the possibilities being con-
sidered ?

Secretary Burz. Our exports of the kind of meat we eat are negli-
gible. In the case of beef, the exports are the offal products that we
do not care much for. In the case of pork, the Japanese did buy, I
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think. 40 million pounds of pork. It made a rather spectacular story
when the Japanese purchased 40 million pounds. That came out to
be about one-and-a-half pork chops per person in America, and the
aggregate was not very important. Qur exports of meat as such are
really negligible,

Senator STEvVENsoN. They are increasing at a rapid rate, aren’t
they ¢

Secretary Brorz. In the aggregate they are still not important.

Senator STevENsoN. Secretary Butz, what effect would the addi-
tional export control authority have on agricultural productivity?
You and other representatives of the administration have, I think
rightly, placed consicerable emphasis on the desirability of increas-
ing productivity in agriculture.

’\Tow, to propose at least the possibility of export controls on agri-
cultural commodities, would not that have an adverse effect on agri-
cultural productivity ?

Secretary Burz. I think we have to divide agriculture into two
sectors here, those who produce the grains and those who are live-
stock producers. They are, in many cases, the same farmers. In your
State of Illinois, much of this takes place on the same farm. I think,
if we were able to assure our livestock and dairy and poultry pro-
ducers an adequate supply of feedstuffs at reasonable prices, they
would be dissuaded from the present tendency to liquidate stock and
liquidate breeding herds.

Our real ploblem now is to get increased production of meat and
milk and eggs, which are the animal protein foods that we need, our
people want; they are bidding the price up.

The current cost-price situation and the prospect of an actual
physical shortage of feedstuffs and soybean meal. I think, is on the
side of dlssuadm;: our livestock producers from increasing. Indeed,
some are decreasing.

Senater StEvENsON. Tt scems to me some of our policies are work-
ing at cross purposes. For example, the Revenue Act of 1971 con-
tains a provision which enables domestic corporations to gain sub-
stantial tax advantages by exporting products through subsidiaries
called DISC’s.

I understand. Mr. Dunlop. that the Cost of Living Council has
asked the Treasury to consider suspending DISC treatment on in-
come earned from the export ot soybeans, hides, fertlhlm, and ani-
mal feeds and steel scrap.

Has the Cost of Living Council made such a request to the Treas-
ury ?

Mr. Duxror. We have asked them to look at it, Senator
Stevenson, and it is one of the matters that we have under review
from time to time. And also the 75 cent tax on wheat is being re-
viewed.

Senatcr ProxMIRE. Is the Treasury looking at it, and has there
been a response from the Treasury? Maybe that is a question best
directed to Mr. Cross.

Mr. Cross. T am certain that it is being looked at. I am not aware
that there is any response as vet We can check further to see for the
record whether there is sometliing more we can say at this point.
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Senator Stevexsox. The fact of the matter is that exporters of
feedstuffs. including soybeans, are continuing to receive this tax in-
centive to export, are they not?

Mr. Cross. Secretary Butz tells me this was disallowed for export-
ers last year.

Senator BEXNETT. I cannot quite hear you.

Secretary Burz. This came up last year as an item for considera-
tion in connection with the wheat sales abroad, when there was an
export subsidy on wheat and it was a ruling of the Treasury—I
think it was the Treasury—Ilast. year that as long as exports involved
in export subsidy, they were not entitled to the tax preferences
under this system.

Senator StrvexsoN. DISC treatment. for subsidized exports was
discontinued. I was not aware that the President’s authority to sus-
pend DISC treatment. for the export of agricultural products in
short supply had been used.

Secretary Borz. I think vou make an important distinction here
and I am not familiar with the details, because the export subsidy
has not been in effect for a great many months now. It may be that
this does apply to exports for the first time.

Senator ProxMIre. Mr. Cross, Secretary Butz mentioned the effect
of the devaluation of the dollar on agricultural exports; could you
elaborate on that point?

What effect have the reevaluations of the dollar had on our agri-
cultural exports?

Mr. Cross. Well, I would think the two devaluations of the dollar
that we have had have tended to increase our competitive position
across the board, in agriculture, as well as nonagricultural products,
by quite a substantial amount.

They have given us a considerable competitive advantage over
what existed before we undertook these devaluations.

Senator SteveNsoN. Is it the Treasury’s view that the dollar now
is fairly valued?

Mr. Cross. Yes. We feel the realinement that was worked out in
February. and other changes that occurred about that time, when
combined with the December 1971 realinement, brought about a réa-
sonable balance in the international structure of exchange rates and
should provide a basis on which we can build toward restoring equi-
librium in our balance of payments.

Senator STrvEnsoN. Since that realinement, I believe Secretary
Butz mentioned there has been a de facto devaluation of the dollar.
It is possible to intervene in many ways in the markets. Is any
thought being given to——

Senator Proxmire. I beg your pardon. I apologize for interrupt-
ing. but Secretary Dunlop does have to leave. He told me that ear-
lier and before he leaves, I would appreciate it if he could give us
the data on the portion of the increased cost of living resulting from
~an increase in food prices. ‘ S o

Mr. Durxror. T do have the cost-of-living index. The proportion
of the rise in the cost of living index from December to May due to
food prices is 60 percent. Over the past 5 years the proportion is ap-
proximately 22 pareent.
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Senator Proxmire. You have to leave now, I understand. The
hearing is aimed at the legislation before us. Thls committee has re-
sponsibility for the Wage Price Stabilization Act and any input
that. the Congress is going to have on nhase 4 might very well come,
to some extent, at least, through the hearings of this commlttee and
the other commitiee in the House. So, I am very hopeful that we
can have other hearings that are more comprehensive to cover phase
4 as a whole, because food while a very important element has only
been a part of the story.

Mr. Du~vvcoe. Mr. Chairman, 1T am happy to be available to the
committee to discuss the matters you just indicated at your conven-
ience.

Senator ProxMire. Fine.

Would you have anybody in your shop who could stay ?

Mr. Du~xvor. Mr. Walker, our general counsel and acting deputy
director will set in for me.

Senator Proxmire. We are glad to have you, Mr. Walker.
| Senator Stevensox. Could I ask one more question of Mr. Dun-
op?

Your new freeze regulations provide that increases of imported
commodities may be passed through on a dollar-for-dollar basis. The
phase 2 regulations contain similar provisions, but they also pro-
vided that decreases had to be passed through dollar-for-dollar. Why
was the decrease provision omitted from the new freeze regulations?

Mr. Du~Ncor. T am informed that the second part of your state-
ment is not correct, Senator Stevenson. As to the freeze period in
general, though there are minor exceptions, we have tried to model
the rules essentially on the series of questions and answers that were
used during the first freeze period.

You are correct with respect. to the statement that our regulations
issued under the current freeze provided that import prices could be
passed through on the dollar-for-dollar basis as you indicated. I am
not aware that under phase 2 the statement of declines existed. Our
general counsel advises me I am correct.

Senator Stevexson. Thank vou.

Just one final question, Mr. Dunlop. before you leave.

The President in his message spoke of food prices and of the ne-
cessity for an additional export control authority with which to con-
trol e\pmts of foodstufls, including these, but the authority which is
requested is for Lroader than that, Tt is across the board.

Why is the administration seeking for price stabilization purposes
export control authority across the board? Are controls considered
now seriously for lumber or steel serap or other commodities?

Mr. Duxror. May I comment on that with two observations. Sen-
ator Stevenson ?

The first is that our major problem since the start of the year has
been in the food area, as far as price increases are concerned. The
President’s message set forth the only new tool. perhaps the only re-
maining tool. that one can imagine to deal with this agricultural sit-
uation. I would emphasize it is a tool to be considered in the period
between now and September, when we are uncertain as to the crop
estimates for next year. a period in which we do not yet know fully
the extent to which commitments have been made by private dealers
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of onc sort or another to export products abroad. That is the empha-
sis on agricultyre.

With respect to other matteis, it does seem to me that to do a bet-
ter job of stabilization., we need a new tool in more general areas, al-
though T think T at least would be reticent to use it except under
unusual circumstances.

It seems to me one of the problems we have faced this year is that
the public debate over various kinds of pressures has turned out it-
self to be a highly inflationary aspect, as for example, the delibera-
tion over expost controls in this agricultural area.

Thev have no doubt encouraged many people to consummate con-
tracts and get them under any wire that might be subsequently
legislated.

So, it appeared to us to be better to recommend that the President
ask for broad authority for the control of inflation. At the present
time, I know of no plans to institute them, either in the agricultural
area or outside, although they would be given very serious consider-
ation: no decision to impose them vet.

Senator Proxyire. Thank you., Mr. Dunlop.

Senator SteEvexsox. Let me finish that line of questioning with
Mr. Cross.

We were discussing the value of the dollar and the effect of deval-
uation on exports and agricultural products. You gentlemen indi-
cated that devaluation has had an effect of increasing perhaps sub-
stantially, agricultural exports,

There are numerous ways in which the Government can intervene
in the marketplace to control cxports and imports. One way is
through devaluation of the dollar, or through revaluation upwards
of the dollar.

What, if any, consideration is being given in the Treasury now in
view of the de facto devaluation of the dollar to some defense of the
dollar through swap arrangements, perhaps borrowing marks and
using theni to buy dollars or through the sale of gold reserves in the
unofticial market ?

Mr. Cross. We held meetings with the group of 10 countries and
the KEC members back in March. and agreed at that time that in-
tervention in exchange markets could be undertaken by the various
member nations, and may be useful in appropriate circumstances to
facilitate maintenance of orderly markets. In the event, there has
been relatively little market intervention by countries since that
time, and the exchange value of the dollar has declined relative to
the European currencies by about 9 percent.

It has declined much less relative to the tetality of currencies—on
the order of 2 or 3 percent——but there has been some decline, as you
suggest.

Any possible moves to intervene in the way that you suggested
would have the objective of maintaining the orderliness of the mar-
kets and not the appreciation or depreciation of the dollar or any
currency to some more or less artificial level which would in turn re-
quire intervention policies to maintain the new, and artificial, rate.

I do not know if that answers your question.

Senator Proxaire. Senator Packwood ?
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Senator Packwoon. Senator Brock has to leave at 11. Could I
yield to him and then question afterwards?

Senator Brock. Gentlemen, I am going to be fairly brief.

I might start off by sayving it becomes somewhat bothersome to me
that every time we give what Mr. Dunlop describes as more tools the
administration seems to be in more trouble, T am concerned. I am
somewhat in agreement with Secretary Butz in the sense that we
have a classic demand-supply situation taking place in the food mar-
ket, and I think the actions of the administration and its proposals
have been counterproductive.

We are creating more problems than we are solving, and I see no
action on the part of the Cost of Living Council or anybody else to
deal with what I consider to be a rather immediate problem that has
been coming on us for some time.

We saw last year and more this year the small bakers going out of
business because they simply could not pass through the price in-
creases that hit them in terms of flour and corn syrup. the two prin-
ciple ingredients.

No action that I know of was taken to give them any specific re-
lief. The Senate farm bill would give some help, but I have no
indication from the Cost of Living Council, Mr. Walker, that there
is any immediate relief proposed in any of these areas, be they bak-
ers, be they the cattle feeding industry. the poultry industry.

We have chickens being destroyed by the hundreds of thousands, a
million and up. We have small operators either out of business al-
ready or very quickly going out of business, and yet nobody seems to
want to do anything about it.

The question I have is what prospect is there for relief in this
area?

Mr. WapLker. Senator. you have expressed matters that are of very
serious concern to the Cost of Living Council as well, and we find
ourselves, I think it is fair to say, somewhat on the horns of a di-
lemma.

It is of great importance to the administration and to the Ameri-
can people to maintain stable prices at retail on food prices to the
extent that we can: to the extent that, for example, relief is given to
bakers: tu permit pass through of increased costs of production, the
result 1s an increase in the price of bread and other baked produets,
and the same is true in the other fields that you mentioned.

We are concerned at the problems of supply and demand. but we
are also concerned about the price of products at retail. the price the
American consumer has to pay to feed his family.

Senator Brock. T might point out two things.

First of all. the American consumer still has the best food buy of
any consumer in the world. and if, in the second instance, the ad-
ministration bows to public pressure to impede any increase at all at
retail on selected products. to the extent that it destroys the essential
long-term supply, you are doing no service to the consumer.

Mr. Warker. I am quite aware of that, Sehator Brock, and I can
speak for Dr. Dunlop on that point, and one of the reasons that we
have sought additional authority to impose controls upon exports is
the prospect that it may be necessary, as Dr. Dunlop said—no deci-
sion has been made—but it may be necessary to limit exports cf
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some of these products in order to maintain adequate supplies to
meet the needs of American growers.

Senator Brock. If we pass this law today and tle President
signed it into law today, I don’t believe export controls would have
any effect on the marketplace for a period of some several months. 1
do not know, but 1 would assume that.

What I am asking is, is there anything that we can hope for now?
How much is it costing the American people to destroy several
hundred thousand baby chicks today ? What is it costing? What does
it cost us to have u small bakery go out of business in Tennessee? Or
New York, for that matter. What dces it cost us in terms of long-
term meat supply? What is it going to cost us next vear if the feed
operators are not able to make a profit and they go out of business,
or we drag out the supply cycle to a point where we reduce the
efficiency of production iz this country?

I just do not seem to get any answers, Mr. Secretary. 1 am not
trying to speak out for the farmer or anybody else. I hope ulti-
mately I am speaking for the consumer.

To me, the essential purpose of this program should be to correct
the basic problem which is one of supply, inadequate supply, and if
our program of food price controls shortens that supply, deters pro-
duction in the long term, in the main, then it is absolutely counter-
productive. and I cannot see any change in the philosophy of the
program management, cannot sec any response on the part of the
administration to recognize the fact that the farmers are human
beings, feedlot operators are human beings; broiler producers are
human beings. and they simply cannot continue to pay their employ-
ees, at a loss, and that is what they are doing today.

I do not have any indication that there is any relief in sight. It
looks to me like you are asking me to give you authority for export
controls, and all other controls have done more harm than good, and
I do not know where we arc going.

Does anybody want to try it? I am not trying to pick on you, gen-
tlemen. T just do not like what is happening; I am concerned about
it, and I think we have bought ourselves a package with phase ITI,
and the freeze, and I am terribly concerned about what is going to
come in phase IV.

Secretary DexT. Senator, we have experienced considerable upset
in the farm economy. First of all, it was due to the inclement
weather that has been prevalent for the first 6 months of this year.
We have gone through revaluation of world-wide trade in- commodi-
ties since the devaluation. We in this country are uncertain as to the
commitments which have been made for the export of feed grains.
Since these are handled through the private sector, that is true.

In his message of June 13, the Presicieni for the first time initi-
ated a compilation of our order backlog. This should be available in
the not-too-distant future. The reports are coming in, and are being
compiled. As soon as these are compiled, they will be turned over to
the Department of Agriculture for public relief, since they have the
mechanism to reach those most concerned with this supply and de-
mand situation.

In addition to that, we will have that firm knowledge in hand
shortly, and the Department of Agriculture will then be in a better
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position early in July, as Secretary Butz has ind:zated, to know
what we anticipate from this year’s crop.

You are absolutely correct that the long-term solution is involved
with increasing supply. We released 42 million acres for planting. It
was the most constructive effort made to achieve this purpose, but
here the weather interfered, and not all of 1t will be planted.

So, it is in the light of these uncertainties that the President is
seeking this Std]ldb\ authority to use when facts are known and
sound ]udfrments can be made based on these facts and, of course, as
the Secretary has indicated, the weather from now till harvest time
of the various crops running into Qctober will also have an cffect
upon the final outcome. It is the judgment of the administration
that it is wise to go forward to equip those who have to deal with
these matters with the prope v authority at the present time.

Senator -Brock. 1 do not know. T am afraid that controls tend to
take on their own logic after a while, and T wonder if we start with
an export control on wheat and then to scybeans and then to cotton,
and then to automobiles and steel, and so on—1I do not know. I ques-
tion whether the marketplace can stand that kind of a limitation,
particularly in light of our current experience.

I am not trying to divert you from your subject matter of the bill
at hand. but 1 want to point out that I do not sec any evidence of
providing relief for situations that impede prod-:ction. That will
cost a heck of a lot more money.

Thank you, very much.

Senator Proxmire. Senator Johnston?

Senator JonnstoN. Secretary Butz, I am also concerned about
this drowning of baby chicks. We have a big broiler industry in my
part of the country.

I understand that the people in the poultry business right now. 1f
they have raised their chicks to maturity, they would lose about 20
cents per chick. or per hen, by the time they are raised.

If that is true, why wouldn’t the President exercise what I under-
stand to be the authority he has reserved to himself to make an ex-
ception for poultry and let the pricing up on that?

Secretary Burz. This is a matter, of course, for the Cost of Living
Council to initiate recommendations. I think under the current
price-cost relationships, the cost would not be 25 cents per bird. It
would be about ¢4 cents per pound. and they are marketing birds at
214 to 3 pounds. so that would be 10 to 12 cents. That is serious, of
course.

I think we are discussing a very serious thing right here, and that
is that some of these ceilings tend to be strictly counterproductive.
The best possible antidote For high prices is to have more of the
stuff you have, and the present regulatlons are furnishing less of
what we want, namely animal proteins and foods.

As Socxetfm Dent pointed out. this is a reason we want this legis-
“lation. We do not want to imperil the domestic feed supply pro-
gram,

Senator Jonnsron. Whether it is 12 cents or 25 cents, isn’t it pre-
dictable that many more hundreds of thousands of birds will be
drowned or destroyed?
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Secretary Burz. In the short run they wiil. You have a 3-week in-
cubation period, and you have had the adverse cost-price relation-
ship arise since the eggs have set.

Senator JorxstoN. Mr. Secretary, you mentioned a moment ago
about soybeans and their importance, and fishmeal as a source of
protein. lsn’t cottonseed equally important—not equally important,
but 1sn’t it more important than fishmeal. Isn’t it number two as a
source of protein?

Secretary Burz. Yes, it is. I meant to say that the fishmeal was
an Important source throughout the world. It was in critically short
supply and i1t raised the demand for soybean meal from our own
market.

Senator Jornxstox. Do I understand correctly from the figures
supplied to me that about 54 percent. of the cotton is raised by pro-
ducers who receive or would be subject to receiving more than the
$20,000 limitation ?

Secretary Burz. Yes, that is my understanding.

Senator Jonxstox. So, isn’t it counterproductive, then, for the
Senate and the House to put a $20,000 limitation on the amount that
any one farmer can recetve? In other words, won’t it help us in our
production to raise that limitation back up!?

Secretary Burz. That depends, sir. If we pass a new farm act that
has a built-in heavy production subsidy for our farmers, that would
be counterproductive.

Our recommendation is that we move away from the income snp-
plement features of the old farm bill. We can decrease it, and then
the size of the payment is academic.

Senator Jonxston. If the price is kept up, you will not have to
pay anything at all, but—-—

Secretary Burz. In that case, sir, the $20,000 limitation will be an
academic question.

Senator Jorxsrox. Right.

What is your attitude on the $20,000 limitation in this bill?

Secretary Burz. I have been opposed to limitations of any kind on
payments made to achieve adjustment in production. I think if the
payment 1s an income supplement type of payment, the question
takes on an entirely different charavter. Jf we should get into a pos-
ture in future years in which the export market for cotton disap-
pears, and currently we export some 4 million bales a year of cot-
ton; if we should get into a position where the export market is
disappearing, and so forth, then I think we should not have a pay-
ment limitation. If you must make production adjustments, you
make them where they are, and they tend to be on the larger farms.

Senator JouxsTton. This question, I suppose, will be to Mr. Cross.

Mr. Cross, as we look at the dollar and its eroding effect overseas,
what effect in your judgment does Watergate have on the dollar?

Mr. Cross. That is a very difficult one for me to enlighten you
very much about. OQur view has been that the structure of rates, as I
mentioned before, which was established back in February and
Maren, is a broadly valid basis for the world economy, and we con-
tinue to feel that way.

Since March, there has been some erosion in the value of the dol-
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lar, and different analysts attribute this to a wide variety of factors,
including some political developments in this country.

Senator Jouixsron, T am wondering, once Watergate is overwith,
if it ever gets overwith, whether we can hopefully expect a little im-
provement in the psychology that creates that assault on the dollar.

Mr. Cross. Without sayving that the market trends of the dollar
are related to that. it is certainly our expectation and hope that the
dollar will tend to stop this kind of erosion, whatever the reasons
which are causing it. The exact reasons for the market situation are
however very hard to unravel.

Senator Jorxsrox. My final question T would like to throw out
for the panel and let anybody answer it who would like to.

Several months ago, we sat i1 this same committee room and
heard testimony about phase ITT, a necessity to move away from the
strict controls of phase II, and we were advised that controls breed
more controls, and if we did not begin to relax, that we would get
into the situation where we would be forever and ever with controls,
and so here we are in phase IV-a or ITI-a, or whatever the num-
ber is, and I am just wondering whether your predictions, or the
predictions of the administration, are yoing to come through, and
that is, getting deeper into controls.

What is the scenario about how we can get out of controis and get
back to a noncontrolled economy ?

Secretary Burz, Well. Senator. you and Senator Brock a moment
ago expressed my own philosophy and reservations more clearly
than I could do it myself.

I am basically a market/price economist. T think in our kind of
society, price performs a very essential function, and when you try
to interferc with it on a massive scale. as we have been doing, not
alone in the last couple of years, but I would say progressively over
the last 2 or 3 decades, you introduce maladjustments. vou introduce
uncconomic  distribution  schemes: you introduce uneconomic
cost/price relationships that tend to get frozen in.

Then you raise the question of how do you get. off that.

One of the things that concerns me ¢reatly is that each time we
impose a new set of controls, when we back off, we never back off
quite as far as we were before we imposed the controls, and vour
deescalation is always on a higher planc each time you deescalate,
and we move further and further away from the kind of economy
we have had.

The thing—the chief thing we have to guard against is that we do
not. destroy the incentive systen: which has been inherent in the
American free enterprise economy. That finds its most. powerful ex-
pression in profit, and when you set. out to regulate profit to deem-
phasize profit, to try and get production out of a situation that has
inherently, frozen into it a disincentive system. I think you are mov-
ing essentially away from the free society we have known.

There are two ways—to come back to meat production, for exam-
ple. there are two ways that you can encourage added meat produc-
tion, and that is what we are talking about here, how to get added
meat production. The rest of 1973, into 1974, and 1975, we have to
recognize that decisions we make in June 1973 have an impact on
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the supply of beef in June 1975, because there is no way that you
can get a z-year-old steer 1n much less time than 24 months. It takes
about that long to do the process.

If we signal back to producers right now an unfavorable profit
situation, they interpret that as a signal that we want less meat, not
more. So, you can use the price system as a means of signaling back
to them to get more. or in the absence of that, if you move to a to-
talitarian society. as the Soviet economists are, for example, you can
make decisions in Washington: and allocate resources and assign
them and set production quotas. entirely disregarding the profit. sys-
tem.

The interesting thing is, as we sit here, we are the nations’—as we
sit here. having had a price-oriented economy, we are the Nations’
breadbasket. The Soviet nations, having had a controlled economy
and having directed resources in the food sectors of their economy,
are now the deficit food nations, and they arc buying from us.

What bothers me 15 the very thing that you have just indicated,
and that is that we are moving more toward their system as they
move more towards ours. Qurs has the record of success. Theirs has
the record of failure.

Senator Jonxsrox. Thank vou, very much, Mr. Secretery. T think
that is a very powerful argument against what the administration is
doing at the present time.

Senator Packwoon. Secretary Butz, essentially what. you are tell-
ing us is that the soybean, corn, feed-grain problem is one more of
production than of demand. Had we known a vear and a half ago
how great foreign demand was going to be, we could probably have
nroduced at that level ; is that right.?

Secretary Brrz. Yes, sir.

I think we could have produced more had we known a year and a
half ago, but like every member of the Senate, my hindsight is
20/20 without glasses, and we would look back at decisions made,
and think how well we might have made decisions.

We didn’t know what we know now.

Senator Packwoon. Tou are estimating roughly 6 billion bushels
of corn for 1973-74. If you turned the corn farmers loose could
they produce 6.5 billion next year?

Secretary Burz. I don’t know if they could or not. They probably
could at the expense of soybeans. 'Those crops are in the main com-
petitive for acreage. If you do that in the delta areus, you may do
that at the expense of cotton.

Senator Packwoon. Mi. Secretary, T have had relatively little ex-
perience overseas, however, I have seen some countries that farm
land we would regard as marginal.

Given a 3, 4, or H-year projection of needs, do we have a great
quaatity of land that could be turned into arable farm land ?

Secretary Burz. We have some. T wouldn’t say a great quantity.
We have some that could be made arable by irrigation, but again the
supplies of water-are limited in many parts of the country, where
water tables are going down because of excess utilization of water
for irrigation {iom underground pools.

I think in 5 years we can hit 6.5 billion bushels of corn. We have
had two or three great increases in corn vields. We had one when we
had hybrid corn when we had great increases in corn yields.
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Then we learned how to mechanize the nytrogen cycle and this
gave us a substantial increase in yield, and we plateau’d again.
There will be other breakthroughs.

I think the point now is the rate of photosynthesis, and some of
these days. T think our breeders may develop a different stalk that
will increase the opportunity for photosvnthes1s and the uptake of
carbon dioxide from the underneath. T think we can hit 6.5 billion
bushels in 5 vears without a decrease in the sovbean production.

Senator Packwoon. Is the shortage of soyheans absolute or rela-
tive? Is there not enough to go around domestically, or is there
enough to go around but the price is such that they simply can’t af-
ford to buy 1t.?

I don’t make any real distinction between those two. Shortages are
always relative. We use price to allocate supply. Anybody who
W ants to pay $400 a ton for soybean meal can get it. That 1s an ex-
cessive price.

Senator Packwoon. In some cases we import commodities because
we don’t have an adequate domestic supply—-you are saying this
year this is an adequate supply of soybean meal——

Secretary Burz. No, sir; T am not saying that.

We had an increase, as you will see in table 2 on our attachment,
we had inereases in production of soybeans last year of nearly 100
million bushels over the vear before. It was an all-time high crop
last. year.

Yet, utilization has gone up so much. partly because of increased
demand around the world, and in this country, too, and partly be-
cause of the short fish supply off the Peruvian Coast.

You will notice that we are going to go out of this year—this soy-
bean year—with about a 40 million bushel carryout. This is the low-
est. we have ever had.

We had 72 million bushels last year, which is on the low side; 40
million bushels keep the pipelines barely filled. There are crushers
who will have to close down between now and the new crop. We do-
have a physical shortage of scybeans before the new crop comes in.

Senator Packwoon. You are saying that regardless of the favora-
ble effect exports have on our balance of payments, we are going to
look after the domestic user first?

Secretary Burz. Yes.

Senator Packwoon. Why dont we do the same with respect to
softwood logs’

Secretary “Burz. T feel T can talk in grains but not logs.

I think the essential difference is that we are on an import basis
for lumber. It 1s my understanding that we do import approxi-
mately as much as we export.

Senator Packwoon. We import twice as much.

Secretary Burz. Then we are on an import basis. If we curtailed
our exports, and T am told this is a substantial chance that those
who purchase from us would bu\ from tho&e who sapp]y our im-

orts, : ’
d Senator Packwoon. That is a deb‘mtable pomt in the lumber mdus-
try. We have seen, to a great extent, prices go out of mght for a
good many people who wanted to bm]d a home. If we didn’t export
logs we would have a slightly lower Iumber price. The administra-
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tion is implying the desirability of grain export control as it wants
to make sure we have enough grain so that the American consumer
has bread and meat even if he eats it in a tent.

Secretary Burz. Barbeque eating is not so bad this time.

Senator Bexxerr. As long as you have an insect control spray;
you are all right.

Secretary Burz. In the last 2 months, the price of lumber and
plywood has come down substantially, whereas the price of soybean
meal and feed grains have gone up.

Senator Packwoop. When the housing starts continue at a high
level you will see the lumber price go back up.

Lumber consumption has increased in the last year or 2 years or 3
years. It is much more a factor of demand in this country, whereas
agriculture is much more a factor of supply.

Secretary Burz. We are trying to reach 11.8 billion feet this year,
and our forestry people assure me we will reach that. T think that
will take the edge off the type price situation we have.

Senator Pacxwoon. I have no further questions.

Senator Proxmire. Senator Hathaway ?

Senator Harnaway. Thank you, Senator.

Mr. Secretary—and I don’t know which one I am talking to—but
cither one could answer :

What would be the mechanies of implementing export restrictions
assuming the proposed legislation is passed ?

Secretary DexT. Senator, if a decision was made to implement ex-
port controls, this notification and the terms under which it would
be applied would be published in the Federal Register advising all
those who have export commitments as to how they would apply for
export licenses. The allocation mechanism that we outline with this
notice, it might be only the basis of country-by-country, or on the
basis of the experience of the exporting firm, the decision as to the
mechanics for allocation has not been determined.

It might be a combination of these factors. Then the cxporters
are, in order to export, would have to obtain the license from the
Office of Export Control of the Department of Commerce.

Seriator HaTHaway. Are you saying that all present export orders
are going to stay in effect? ,

Secretary DenT. The President in his speech indicatéd that all na-
tional commitments made prior to June 13 would ,be honored and
put them on notice that orders subsequent to that were subject to al-
location.

Senator Hatinaway. The same procedures you are outlining.

Does this procedure provide the opportunity for a public hearing
for those who are affected and others who might be interested.

Secretary DexT. Certainly, the decision to act would have to be
made publicly ; and that there would be hearings.

You couldn’t do it in advance, because of the market effect.

Senator Hartiaway. Would you publish in the Federal Register
‘that there were going to be restrictions on the export of soybeans?

When would that necessarily take effect, 30 days thereafter?
X'ot;ld it be in conformance with the Administrative Procedure

ct¢

What is the purpose of publishing in the Federa! Register?
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Secretary DExT. That is how the procedure is made public, and
those involved domestically and offshore are given the decision and
the procedure.

Senator Hatnaway. Can the soybean growers come in and protest
that this is an undue restriction on exports and thereby have some
opportunity to affect your final decision, or is your decision final
when published ?

Secretary DrxT. The procedure to proceed would be final. The de-
cision with respect to the details of the allocation and so forth
would be subject to amendment.

Senator Harnaway. What would you think of an amendment to
this bill which would provide that no decision would become final
until 15 days after the ovder is published in the Federal Register,
which would give not only those who are affected an opportunity for
some kind of hearing before you but would also give the Congress
an opportunity to act if it so desired? Assuming the Congress
doesn’t act in the 15 days, the order would go into effect.

Secretary Dexr. In my judgment, we are involved with a highly
sensitive market, and just as when moves are made in economic sta-
bilization grnerally, action has to be taken that has an immediate ef-
fect, and there are opportunities for appeal for changes and so
forth; but I think it would be quite detrimental to have this hang-
ing over us.

It would be an invitation for all those to come in an.a book orders
during that period.

Senator Hartuaway. The problem as I see it is that you are going
to run into a situation that we ran into a year ago, I think with re-
spect. to the export of hides. We gave the President authority to
control these exports, and somebody tacked an amendment onto it
that revoked that authority. If we had a procedure whereby Con-
gress was assumed to have acquiesced after a 15-day period, that
might preclude such amendments being tacked on. This would be
more destructive to your program, I would think, than the proce-
dure T am suggesting.

Secretary Dext. 1f this proposed legislation relating to feed
grains is passed. the Congress would be granting the necessary au-
thority to be used in the judgment of those who are evaluating the
export backlog versus the production estimates. When they come up
with a decision, that they would have to be able to support it.

Senator II\ru\“ av. Tt is easy to acquiesce before you know that
vour procuct is the one that is going to have the vestrictions piaced
on it. We know, since each of us represents a different agricultural
area, that as soon as vou restrict the exports of certain commodities,
you are going to have certain groups—Congressmen and citizens
alike—screaming.

f vou had some procedure whereby the order didn’t take effect
until 15 days, at least they would have an opportunity for some kind
of a hmrmg. and at least would be partially satisfied that thev had
their day in court, and, as ‘T mentioned earlier, thereby preclddmg
amendment to other legislation that might top an order once it is in
effect.

Senator Bex~err. Would the Senator yield ?

Senator HaTiaway. Yes.
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Senator Bex~err. T would think the only way you could do that
is to have the order take effect so far as anybody who is affected by
it on the day it wag issued.

In other words. veu deprive everybody of the opportunity to take
advantage of the market in the 15 days. Tf you had it take effect im-
modlatel) so that there could be no transactions entered into after
that time and then have a chanee to look at it, that would not be so
serious. wovld it?

Senator Harmmaway. Right, that would be fine. If Congress would
have 15 days to act thereafter to rescind it.

Senator BExNETT. Yes

Secretary Dext. We could run into other problems. however, if,
for instance, we stopped the export today of a given item. and it
tcok 15 days in which to deliberate. We would have actnal commodi-
ties on the docks in transit, on trucks and trains, and this in effect
would be a 15-day embargo dllllll(f which nothing would move whiie
all of this is being put mgether whereas if we put into effect a sys-
tem with the opportunity to review it as individual problems arose,
then these sensitive markets and the needs offshore might better be
served.

We are involving primarily ships that move these bulk commodi-
ties and they would be tied up in port for 15 days awaiting the final
decision.

Senator Haritaway. You are going to have the problem anyway,
because you are going to use time for allocation ; aren’t you?

Secretary DexT. You can devise a system whxch provides for par-
tial shlpment of the things on the docks and in transit so that you
nave a transition, even though the program keeps going during a 2-
week period you are talking about here.

Senator Hariaway. Do you have a suggestion with respect to a
shorier time that would not be disruptive?

Secretary Dext. In my judgment the best way to proceed is to use
the system that has prevailed in the past whereby controls are an-
nounced and a best-thought-through system is devised and an-
nounced at that time; these s‘,stuns xmght vary from crop to crop
depending on where they are destined. The system would give op-
portunity to those who have grievances under the system to come In
and protest. so that the whole marketing mechanism can go on while
these individual adjustments are heard and considered and decision
made on what is in the national interest.

Senator Hatnaway. But you are going to put the farmer in a po-
sition where he thinks that he has a chance of getting the Congress
to amend your order by some future legislation. He will be holding
np his commodities and going into the domestic market thmklng
that, well, “My friend in Congress will be able to overrule this,” and
so you are going to have just as bad a situation, I would think, as if
you allowed a certain amount of time and let them know once that
time had expired that the die was cast. And that would be 1t

‘Secretary Dext. I see your point. ‘

It is a question of whether you can affect that problem since the
marketing system generally is well beyond the farmer level by this
time of year, as far as the export commitments are concerned. The
commodities are generally in the hands of exporting firms and not
individual farmers.

aq 241 ) - 73 3
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I think that the vast majority of these commodities would in all
probability have passed beyond the fariner interest and then we are
getting involved with new crop marketing problems.

Senator Harnaway. They might, too, hold them up in anticipa-
tion of some change, depending on how strongly they lobby in Con-
gress.

Secretary Dexr. It is the kind of problem you get into——

Senator Haruaway. I would appreciate it if you could get back to
us with suggestions before we go to markup on—is it Wednesday,
Mr. Chairman?

Senator Prox»ire. About Wednesday.

[The following was received for the record :}

DFEPARTMENT OF COMMERCE,
July 12, 1973.
Hon. Spiro T. AGNEW,
President of the Senate,
U.8. Senate,
Weshington, D.C.

DEAR MR. PrEsIDENT : Enclosed are four copies of a draft bill—

“To transfer to the Secretary of Commerce certain functions of the Secre-
tary of the Interior relating to encouraging, promoting, and developing travel
within the United States, and for other purposes,”
together with a statement of purpose and need in support thereof.

We have been advised by the Office of Management and Budget that there
would be no objection to the submission of our draft bill to the Congress from
the standpoint of the Administration's objectives.

Sincerely,
FrEDERICK B. DENT,
Secretary of Commerce.

STATEMENT OF PURPOSE AND INEED

The purpose of the legislation is to transfer to the Secretary of Commerce
the tourism functions vested in the Secretary of the Interior by P.L. 76-755 of
July 19, 1940. The functions, which are to encourage, promote, and develop
travel within the United States. its territories and possessions, currently are
assigned by the Secretary of the Interior to the National Park Service.

Coordination and orderly development of tourism policy and programs at the
federal level is made difficult by the extreme fragmentation of responsibility.
At present, there are 126 federal programs affecting travel or tourism divided
among 46 executive departments and independent agencies. The Secretary of
the Incerior and the Secretary of Commerce have agreed that the transfer
would be a significant step toward greater federal effectiveness in tourism. The
proposed transfer also bas the support of Chairman Charles S. Thomas of the
National Tourism Resources Review Commission.

The International Travel Act of 1961 vosts the United States Travel Service
with the responsibility of promoting international understanding and apprecia-
tion of the United States by encouraging foreign citizens to visit for the pur-
poses of study, culture, recreation, business, and other activities. The Travel
Service possesses the expertise, experience. and world marketing apparatus to
coordinate and consolidate the efforts of the federal government in promoting
domestic travel by both our citizens and those of foreign countries.

The United States Travel Service has the primary responsibility of correct-
ing the steadily-worsening deficit suffered by this country in its tourism bal-
ance of payments. This deficit, which last year rose to a record $3.1 billion, re-
sults from United States citizens spending more in foreign countries than
foreign visitors spend here. In closing this “travel gap,” the United States
Travel Service—unlike other national government tourism offices—has been
handicapped by lack of authority to influence our citizens to explore the at-
tractions of their own country before going abroad.

Thus, the proposed consolidation will not only eliminate overlap in federal
tourism activity and enhance the effectiveness of the federal program, but it
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can also be expected to benefit the tourism balance of payments position of the
United States.

A BiLL

TO TRANSFER TO THE SBECRETARY OF COMMERCE CERTAIN FUNCTIONS OF THE SECRE-
TARY OF THE INTERIOR RELATING TO ENCOURAGING, PROMOTING, AND DEVELOPING
TRAVEL WITHIN THE UNITED STATES, AND FOR OTHER PURPOSES

Be it enacted by the Scnate and the House of Representatives of the United
States of America in Congress assembled, That there are hereby transferred to
and vested in the Secretary of Commeroe all functions, powers, and duties of
the Secretary of the Interior and other offices and officers of the Department
of the Interior under the Act of July 19. 1940, as amended (54 Stat. 773; 18
U.8.C. 18-18d).

SEc. 2. The assets, liabilities, contracts, property, records, and unexpended
balances of appropriations, authorizations, allocations, and other funds em-
ploved, held, used, rising from, available or to be made available in connection
with the functions, powers, and duties transferred by the first section of this
Act are hereby transferred to the Secretary of Commerce.

Senator Harnaway. T would like to a%k Secretary Butz; could
vou give us a brief plduro of the status of research with respect te
alternative crops or ways to furnish the poultry industry and the
beef industry. for e\‘lmplo with feed they could use as substitutes
for the ones that are now being exported, and which now are very
high priced?

Secretary Burz. Can you vary the vations of beef and poultry?

Senator Hariraway. I would like to focus on areas of the country
now being used for sovbeans, and so forth.

Secxetfu'v Burz. Within limits, it is easier to vary the rations of
beef than it is poultry.

The most efficient feedstutls we have to make animal protein is
corn and soybean meal. We don’t have anything that will equal that
combination for efficiency.

By the same token. in the areas where rainfall and climate permit,
corn is the most efﬁcinnt- converter of solar energy that we have.

Therefore. our job. really, T guess, is to maximize the production
of those two crops in tho area where it can be done. We have had a
very marked expansion in sovbean production in the Southern
States 1n recent years.

As cotton has gone out of the Old South, soybeans have tended to
go in. It is a oood production area. Livestock has increased a good
deal in that pa 1t of the countr'y , too.

What are the alternatives

If vou get out in the fringe areas of thz Corn Belt, grain sorgh-
ums are grown, in the Southwest especially; and they are a pretty
good feed, but acre-to-acre, they don’t come up to corn.

We can use wheat as a feed. We normally feed about 200 million
bushels of wheat a year. depending on the price relationship.

In the Pacific Northwest, where wheat 1s in abundance and corn
has to be shipped in, you t tend to feed more wheat. : :

‘These arve the principal alternatives, I think; but research 18 gomg
forward all the time, except that for the use of acreage in the tem-
perate part of the country where rainfall is adequate, corn 1s king.

Senator Hatiaway. Are we using all the farm acreage we could
use for this purpose?
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Secretary Butz. We are pulling some- 25 to 43 million acres back
into production this year that were not utilized last vear. We are not
quite at capacity this year, but the acres not being used this year are
marginal acres.

Next vear I would anticipate we will be in full production.

Senator Harnaway., With regard to Senator Johnston’s questions,
you commented that you didn’t care much for administered prices,
as I understand it.?

Secretary Burz. That is a personal opinion of mine.

Senator Harmaway. Given the nomcompetitive society we have,
administered prices is the only solution with giant industries

Secretary Burrz. We are becoming closer and closer and closer to
1t on many fronts. there are institutional prices. We have it in the
labor front, of course, with institutional prices. We have it in the
cost of money which is virtually institutional pricing.

I guess we are moving toward it in agriculture. I am being
dragged in myself by my heels.

S?enator Hatnaway. We don’t have much choice in agriculture, do
wert

Secretary Butz. T am still fighting a rearguard action.

Senator HarHaway. Thank you.

Senator Prox»rire. As I understand it, you will use this legisla-
tion only if an emergency develops and if the weather holus Taircly
well and your projections prove true, you won’t need this legisla-
tion; is that correct?

Secretary DExT. We hope we don’t have to use the proposed legis-
lation. But, the legislation specifies that it might be used for infla-
tionary control purposes. which infer this relationship of balances
between livestock, feed grains, and the price of livestock.

Senator Proxmire. But I think your projections are reasonably
pessimistic. You assume—there is going to be this enormous increase
m demand—you assume in corn and soybeans, which are the two
critical products, where you might use this. You have a very, very
large projected export increase, particularly in the area of corn. and
especially 1f you compare corn exports with 1973-74, that, is this
coming crop year, with 1971-72 almost—well, it looks like an 80-
percent increase in exports.

So it would appear that there is at least some reasonable chance
that the President may not have to use this emergency legislation. Is
that corredt?

Secretary Burz. I think that is a fair statement.

Senator ProxMire. Now, you are asking us for very, very far-
reaching changes when you look at the language. I wasn’t really
aware of this until T began to study your statement, which is a very
helpful statement, and the law itself.

One element of this is that it goes further than the Price Stabili-
zation Act language. That expires on April 30. You don’t amend the
Price Stabilization Act. You chose to amend instead the Export -
Control Act, which is more or less a semipermanent law which ex-
pires, as I understand it, on June 30, but we automatically reenact
that every year.

Now, there are two reasons why it seems to me we should either
make the determination April 30 on this provision, or amend the
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Price Stabilization Act. One, of course is that if we put the lan-
guage in the Price Stabilization Act, this extraordinary grant of
power will expire when other inflation controls expire.

The second is that it would be a shorter period and Congress
could also hold its control a little more closely. Would you object if
we miade the determination April 30 instead of amending the Export
Control Act and went along with that?

Secretary DexT. No, sir.

The administration initially sought tg amend the Economic Stabi-
lizatton Act and it was found after consultation with the Congress
that it was more desirable to move forward on this basis.

The difference, as vou indicated, is about 60 days as far as the ex-
piration is concerned. T don’t think that the date is at all objectiona-
ble.

Senator ProxMire. Fine.

Almost all of the testimony, and of course, the expert testimony of
Secretary Butz. has made the case for this, legislation on an emer-
gency basis in the feed area. There has been virtually no case made
in any other drea.

Why shouldn’t we confine this to food and. of course, Congress
can always act promptly if other shortages develop. Why should we
make this as universal as it seems to me?

Maybe I misread it.

Secretary Dext. Basically, as the Senator from Oregon has indi-
cated. there have been serious concerns about various exports from
this country in addition to lumber, and we have been dealing insofar
as pessible with the proposition that the best way to solve these is to
increase the supply rather than to put on export controls.

Senator Proxyire. The Senator from QOregon intends to offer an
amendment on Log Export Control. T have talked with him about
that, and we can handle that separately. If we did that, would you
be concerned if we confined this to food?

Secretary DExT. No, sir.

As I say. the log problem has been dealt with under the terms of
the present Export Control Act, and the principle involved there
was to try to increase the supply to satisfy the demands both at
home und abroad. The major concern has been in the food area.

Senator Proxyire. When you say that, T want to make sure I un-
derstand this very clearly. This is quite an important point.

If the Congress should act to provide the authority for the Presi-
dent with respect to food only, and specify food would you object to
that kind of modification?

Secretary Dexr. It is more desirable as requested, but certainly
the major reason to obtain this authority is in the feed-grain area.

Senator Bexxgrr. I would like to continue a discussion of the last
thing.

Do you know of any other areas in which there could be an im-
- pending shortage affecting priee which would require the extension
of this provision—you menticned logs and scrap—outside those, do
you know any other area that threatens?

Secretary DeENT. These are the two major ones. When you say
logs, let's include lumber with that. That is tied together; and scrap,
that is correct. ’
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Senator BExNETT. Tt seems to me that if there are no other areas
threatened. that something might follow: I can’t see any danger in
giving vou the general authority unless we ave afraid that the Pres-
ident is going to use this authority indiscriziinately in areas which
apparently do not now exist in order to damage the American econ-
omy. and I can’t believe that.

So it seems to me that we are limiting his authority and just for
the sake of limiting the authority.

Senator Proxyire. If the Senator would vieid ?

I don’t think that is implied in my position. T think the President
would act on the basis of what he thinks is the national interest, but
I would hope we would give authority to the President on the basis
of a record and the basis of a need.

Congress has been rightly eriticised for giving up too much au-
thority to the Presidency. where no case has been made. and where
these very able and dlstm«rulslml Secretaries can’t give us new sreas
where they think a shmtago is likely to develop. it would be wise
for us to confine the authority to this area: and if the President
wants other authority later, we can entertain that.

Otherwise, we can say the President is a good man, and give him
all our ]emslatno authority.

Senator Bexserr. That is going too far. but here we have a tool
which we are forging to solve the problem in certain areas which are
created when excess exports are reducing the availability of products
in our own market and raising the prices, and we are now going to
say that we can see only these ‘two problems.

And that is as far as vou can go with the tool.

That seems to me that it is like saying to men to operate an am-
bulance—*“You can pick up all the broken legs vou find. but if vou
find a man with a broken arm. you can't pick him up, because we
don’t expect that.”

I don’t think you are giving the President undue authority that
can damage his relations with the Congress if you say to him this is
a tool that meets only a certain situation. uomotlnng might happen
tomorrow, and thercfore, before vou can meet it, vou have to come
back tous and ask us if it is proper to pick up a broken arm.

I would believe that if we are going to give the President the tool,
we ought to give it to him, the authority to use it.

Senator Prox»ire. I wonder if the Senator would feel the same
way if the election hud been reversed and Senator McGovern would
have been the elected leader?

Senator Bexxerr. The problem would have been there: I think
we would have had to give President McGovern the tools.

Mr. Warker. I would like to make an observation that Dr. Dun-
lop made, that when this relates to exports and possible shortages in
the commodities in the domiestic market, then there is some anticipa-
tory inflationary effect of having pub]lc protracted discourse on the
Sllltdbl]lt\ of whether or not e\:pmt controls ought not be imposed :
therefure it is our feeling that export controls to curtail serious do-
mestic inflation is the last remaining tool that the President lacks at
the present time to deal with the problem. And that—for that rea-
son. standby authority ought to be granted him for future use
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promptly when shortages show up and increased excessive rates,
shall we say. of exports which appear on commodities where there is
a short supply here, and where it would help curtail domestic infla-
tionary crises by restricting imports.

Senator PrROXMIRE. Senator Stevenson ?

Senator Stevensox. Has there, this year, been an abnormal for-
eign demand for wheat and feed grains?

Secretary Burz. Yes: I think I have to answer that categorically
“'\,"es.”

The Russians had the hottest. driest, ;ummer in 100 years. They
purchased substantially more wheat from us than they will purchase
this vear. or that can be anticipated being purchased over the longer
run. I anticipate their corn purchases would remain about where
they were.

Senator STEVENsON. Has the foreign demand had an inflationary
impact.?

Secretary Burz. I think it has. This certainly has an impact.

Senator Stevexsox. That has lead to an excessive drain of scarce
materials?

Secretary Burz. You define “excessive” in relative terms. I think
it did lead to an excessive drain of sovbean meal and soybeans. 1
don’t think it has in the case of corn and wheat.

Senator STevENsox. The point is that under the Kxport Adminis-
tration Act, the foreign demand is abnormal, has a serious inflation-
ary impact: and leads to an excessive drain of scarce materials. The
President has the authority to control exports. He has that authority
right. now, doesn’t he?

Secretary Burz. I defer to the Seeretary of Commerce.

Secretary Dext. All of these have to be combined in order for ac-
tion to be taken. In certain instances these conditions do prevail, but
the important and significant thing is that the relationship between
feed grains and the meat prices in this country may involve situa-
tions where all three requirements do not exist at the same time.

Senator STEVENsoN. Would the President impose controls without
an abnormal foreigm demand, without a serious inflationary impact,
or withonut an excessive drain of scarce materials?

Secretary DexT. It depends, I think. He would certainly avoid it.
The question would arise as to the degree of inflationary pressure,
and where it 1s showing up.

It might not show up i the corn. it might show up in a decline of
broiler growth. or in livestock growth.

Senator STEvENsoN. He has the authority to expose export con-
trols right now. In the case of agricultural products, there 1s, as the
Secretary knows, an additional requirement. The Secretary must cer-
tify that supply is inadequate to meet domestic demand.

Now, I should think that that certification would be easily ob-
tained from the Secretary if those other conditions were met. If not,
if there is any difficulty, all the Congress would have to do. it seems
to me, to give the President the authority he seeks is simply repeal
that one provision in the law which does give the Secretary of Agri-
culture the authotity to block export controls when supply is inade-
quate to meet domestic demand.

Senator BEx~NETT. Would the Senator yield?
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I can see a situation in which the foreign demand is normal but
the domestic production 1s so low that you get into a serious situa-
tion and you require all threc of those conditions to be met, or the
President could not move.

Senator Stevexson. I am asking the witnesses for their opinions.

Secretary DexT. Your question as an alternative was merely to
eliminate the requirement of the Secretary of Agriculture to “find
that these are in short supply.

Senator STEVENSON. Yes.

Secretary Dext. That would certainly be useful. It would not be
as flexible an authority as we we have requested.

Senator Stevexsox. I grant you that. I would not be as flexible;
but it would permit the President to impose controls when there was
an abnormal foreign demand, as there is when the abnormal foreign
demand had a serious inflationary impact as has been conceded, and
when that demand led to an excessive drain of scarce materials,
which 1s happening at least in some cases

Mr. WaLkER. Senator, the administration bill, S. 2053, provides—
in its subsection E—a preposed amendment of the finding that the
Secretary of Agriculture would be required to make to eliminate the
need for him to make a finding as to the relationship between do-
mestic supplies and domestic needs.

I think in addition, however, our concern relates to the necessity
for, under current legislation, the coincidence of all three eiements
in the operative language of the statute. That is to say, they must
coincide, the abnormal demand, the domestic scarcity, and the seri-
ous inflationary impact; and as Senator Bennett has suggested, we
are concerned at the prospect of situations where there may well be
domestic scarcity which results cither in reduced supplies or vastly
increased domestic demand without any significant demand without
any significant change i foreign demand and in those circum-
stances under current law. the statute does make it very difficult for
the President to act.

Senator STEVENSON. Are von saying that in those circumstances
when supply is inadequate for domestic demand, the administration
might impose controls 1f given the authority ?

Mr. Warker. If in the face of something less than abnormal for-
elgn demand, 1f it were necessary under the terms of our amend-
ment to curtail serious inflation, that would contemplate a situation
in which the problems of the inflationary price increases resulting
from supply-demand imbalance, but where the imbalance is not the
produet. of abnormal foreign demand, but may be the result of short
supply domestically and so forth.

Senator StevexsoN. Thank you very much. Mr. Chairman.

Senator PrRoxMIRE. Senator Johnston ?

Nenator Jonxston. Secretary Butz, you spoke of the 100-year
drought in Russia, and that accounting for the tremendous demand
for feed grains. or wheat. shall I say.

What 1s the long-term demand, as you see it, absent any unusual
weather conditions for feed grains and other protein products?

Secretary Burz. 1 think the long-term demand will be going up,
because of the rising affluence of the people around the world.

The U.S.S.R. demand for wheat this year will be approximately
half what it was last year, and they will distribute that over many
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purchasers. T think this requirement for feed grains will be at least
as greut as they were last year

Senator Jorixsrox. The effect that climatological conditions
around the world. droughts, or floods, can cause such a peak in de-
mand. wouidn’t that imply that we ought to have more of a storage
program for grains in this country to Take care of that kind of un-
usual demand ?

Secretary Burz. We have the storage capacity now. I guess what
you are saying is shouldn’t we have a bigger carryover?

It was fortunate last year that we did have a bigger carryover, al-
though we regarded it as a burden on our taxpayers. I think we
need to shoot for a larger carryout than we have this year.

Hopefully, it slnm.ld be carried by the private trade and by farm-
ers themselves rather than the Government.

Senator Jonxstox. You don't think the Government ought to be
involved in that?

Secretary Burz. I think it is quite important that the Government
is out of that business.

Senator Jonxsron. Doesn’t this program imply that phase 4 will
continue the price ceilings as opposed to the passthrough? It seems
to me that if you allow ed just. a passthrough that the prices on ex-
ports and the exports are more or less controlled themselves; doesn’t
this imply that phase 4, or 4-A, or whateyer the number is, is going
to continue price cellm(rs7

Secretary Burz, 1 think that is the inference in the request for
export. controls. Otherwise, the price itse]f would regulate the do-
mestic supply..

Senator Jorxstox. It is your prediction that there is going to be
a price ceiling?

Secretary BUTZ. Unfortunately, we seem to be headed in that
direction.

Mr. Warker. Mr. Chairman, I have the figures if you would like
thein for the record.

The rise in the wholesale price index from December to May due
to farm products, due to farm products and feeds is 53 percent.

Over the past 5 years the proportions are approximately 19 to 20
percent.

Senator Prox»ire. Our next witness is Dr. D. Gale Johnson,
chairman, department of economics, University of Chicago.

STATEMENT OF D. GALE JOHNSON, CHAIRMAN, DEPARTMENT OF
ECONOMICS, UNIVERSITY OF CHICAGO

Senator Proxmire. Dr. Johnson, we are happy to have you here.

Senator ¥revensox. Mr. Chairman, I am pleased, especially
pleased, to woloome Professor Gale Johnson to this committee.

Professor Johnson is chairman of the Department of Economics -
at the T'niversity of Chicago. He is one of the Nation’s foremost ag-
ricultural economists. He served on the 1967 National Conference on
Food and Fiber. and has consulted with several administrations on

agricultural policy; and I am sure his testimony will be of great
benefit.
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Dr. Jouxso~. Thank you very much.

Senator Prox»ire. You have a very concise statement. Go right
ahead.

Dr. Jouxsox. 1 know our time is very short, so in order to save
time, 1 will read the statement quickly.

(ziven the existence of the price freeze on all farm commodities at
all levels except uunprocessed farm products at the farm level, I
favor grantiig the President authority to impose export controls on
both raw and processed farm products. In the absence of export con-
trols the domestic price freeze could become entirely unworkable if
there were a substantial increase in the international demand for our
farm products or a decline in U.S. production.

For example. if the current ceiling prices are such as to permit
wheat. processors. bakers, and distributors to pay $2.75 per bushel
for wheat plus the 75 cents per bushel mar keting certlﬁcate, an in-
crease in the cash price of wheat to somewhat more than that—say
$2.90 per bushel-—because of the state of foreign demand would
probably result in the disappearance of many wheat products from
the shelves of retail stores.

Similarly, if the foreign demand for feed grains were to increase
market. prices above current levels, there would be a real squeeze on
poultry and egg producers, beef cattle feeders, dairymen and pork
producers. The result of the squeeze on their margins would be a de-
cline in production and within a matter of months a reduction in
supplies available to the market. This reduciion in supplies. in turn,
would either result in interruptions of supplies at the wholesale and
retail levels or widespread violation of the price freeze or both.

If there is a major grain crop failure anywhere in the world—or
even rumors of such a failure—it is highly prob‘lble that the rise in
international prices for one or more major grains wonld result in in-
creasedd U.S. exports and an increase in domostl(* prices above cur-
rent levels. B

Such erop failures—or rumors of them-—cannot be ruled out.
(riven the domestic price controls, T believe that the President
should have the authority to limit exports to a level consistent with
grain and feed prices no higher than those now prevailing.

The prices for the major farm products for the past several
months can be realistically described as unstable and this situation is
likely to prevail for the next several months until Northern Hemi-
sphere crops are harvested and the production levels are determined.
Stocks of major farm products are low in the United States and in
the rest of the world. If grain yields are satisfactory or better than
satisfactory in North America and Europe, and there is not a major
crop failure in Asia, it is highly probable that export controls
would not be required for the grains of soybeans.

But if erop prospects look poor in some major producing region
over the next few weeks, then the authority to impose export limita-
tions is essential if the domestic price freeze is not to result in major
disruptions in the supply of food to the American consumer.

Even thongh the price freeze will last only 60 days, evport con-
trols may be roquned during that shor* per iod. In the current world
market situation for grains and feedstuffs one cannot. rule out antici-
patory purchases.
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Sinee it is not. known what form of controls will follow the price
freeze, foreign buyers are likely to make additional purchases as a
meatis of mo,etm(r their own anticipated requirements.
1f the President is eranted autherity to impose export controls on
farm products and uses that (ulthm‘ty, it would not be the first time
that exports of a major farm product pave been controlled.
Export controls were imposed on cotton in 1950 following a poor
crop in the United States and a sharp rise in market prices. The av-
erage price recvived by farmers for the 1949 crcp of cotton was 28.6
cents per pound: for the 1950 crop the price was 40.1 cents, even
with the export cortrols. But the price would surely have gone inuch
higher without the export controls. Prices of reasonably comparable
foreign growths increased by 80 percent between the 2 years while
the domes‘ic price increased by 40 percent.
The 195u-51 experience with export controls illustrates a problem
that I feel should be recognized. If export controls are imposed and
the controls are effective in limiting exports, the value or price of a
prod et will be greater than the domestic price. Thus someone will
enjoy a windfall and I assume that the gain will go to the foreign
importing agency.
The only way to prevent this is to impose an export tax or its
equivalent. I know the U.S. Constitution does not permit the imnosi-
tion of an export tax, but Congress was ingenious enc..gu ww devise
wheat export marketing certificates, Public Law 88297, April 11,
1964. As with the wheat export marketing certificates, any amount
collected conld be distributed to producers. I assume the distribution
of the receipts from the wheat export marketing certificates to farm-
ers was the basis for not classify..g the certificates as an export tax.
I will conclude with two brief comments:
First, I have considerable experience in the design and adminis-
tration of price ceilings for agricultural products—particularly live-
stock products-—as an employee or consultant to both OPA and
OPS. Thus 1 speak from a base of experience as well as empirical
and theoretical knowledge of the functioning of markets.
?econd, 1 am a supporter of free trade as the appropriate national
policy
Controls over exports have no more place in a free trade policy
than do import quotes. Thus, my support of the President’s request
for export controls does not go beyond support in the present partic-
ular set of cireumstances
In fact, I believe that if it becomes necessary to apply export con-
trols that doing so will harm our long-run prospects for expanding
exports of agricnitural products since we will be looked upon as an
unrehiable supplier,
The choice is between two unsatisfactory alternatives and given
the economic and political implications of further increases in food
prices, I believe the President has chosen the least unsatisfactory.
- Senator Stevexsou. Taking the argument of the desirability of .

controls, would it not be sufficient to give the President authority to
adopt such controls to the extent necessary to protect the domestic
economy from the excessive drain of scarce materials and to reduce
the serious inflationary impact of abnormal demand ?
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Wouldn’t that language meet the need? That is the language in
the Export Administration Act right now. It has been given a strict
interpretation in the past. But that is the language.

Dr. Jonxston. T believe the issue is what one defines as “abnor-
mal foreign demand.” There is rot, say, abnormal foreign demand
for broilers, or oeef.

The difficulties with production of broilers and pork comes not
from the abnormal foreign demand for those particular products,
but from the strong demand both domestically and internationally
for the raw materials that are used to produce the pork and broilers,
and I am not sure whether we could say that in this context there is
abnormal foreign demand for corn.

There i1s a very large demand. Exports have been very high this
vear, and in fact one can visualize the situation where feed grain ex-
ports would be slightly less next year, and we might be struggling
with pressure on the feeding margins for pork and broiler produc-
ers.

As I say, what I do not understand is whether the abnormal de-
mand has to relate to the finished product or to the raw matericl
that goes into the finished product. If it has to apply to the finished
product, the broiler. then the export control, it seems to me, could
not be imposed until long after the damage has been done; and in
no case would there be abnormal foreign demand for broilers, it
seems to me. :

Senator StevexsonN. I think it applies to the product you place
the controls on.

You participated in the preparation of the Fianagan report on
agricultural trade policy. That report estimates that a reduction in
barriers to international trade would bring about an $8.2 biilion in-
crease in our balance of trade by 1980. Won’t export controls hurt
the prospects of reducing agricultural trade barriers ?

Dr. Jon~sox. As T indicated in my prepared statement, T am
very reluctant about recommending any circumstances in which ex-
port controls would be imposed, because I do think that will be
slightly adverse to our long-run prospects for expanding agricul-
tural export. because it will make us appear as unreliable suppliers,
and for that reason my support is a very, very reluctant cne.

Senator STEvENsoN. Were you finished ?

Dr. Jonxsox. T was going to say that given the fact that the
price freeze has been imposed. then unfortunately, certain things
seem to have to follow.

Senator Strvexson. That concerns me, ton. Qur trading partners,
Japan and Europe, are already saying that their import barriers are
a necessary part of their etfort to remain as self sufficient in agricul-
tural products as possible.

The threat of export controls in the United States adds great
weight, I would think, to that argument, in the EEC, for example.

Dr. Jouxsox. That is one of the reasons T feel this authority be
made to appear that it is very, very temporary, and not to have a
life that is willy-nilly extended from time to time.

Senator STeveNsoN. What effect will the expanded authority and
the threat of controls have on agricultural productivity, the expecta-
tions of the producer?
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Dr. Jomxsox, T doubt the export controls themselves. if used judi-
ciously. would have very much impact in that direction. The prob-
lems are the instabilities and the distortions in price-cost
relationships that have come ahcut because of the freeze—-price
freeze—on livestock products, and with no really comparable con-
trol—not that I am recommending control—over the price of feed.

Obviously 1f we don’t have a ceiling on broilers, we have some-
thing very. very close to it, and this is much more effective than
any Timitation that we impose, say. by putting a price ceiling or a
freeze on food products made from corn.

These products are so unimportant in the total demand for corn
that it has no effect. on the price for corn. but the retail and whole-
sale freezes on broilers limits the price the farmer can get for
broilers.

Broilers, because of the very narrow margin, productivity is apt
to be affected unless feed prices can be kept in balance.

[Senator Stevenson 2ssumed the Chair.]

Senator STEVENsox. Senator Johnston?

Senator Jomxstox. Do vou think the retail price freeze was a
mistake on agricultural products?

Dr. Jorxson. Asan economist. T would say ves.

Senator Jorrnstros. As to what would you say no?

Dr. Jouxsox. That is what T am. I guess I can understand the
political reasons why a whole range of direct controls have been im-
posed in the past 2 years, but as an economist, I think most of these
measures are muntelproductlve, and it would "have been desirable if
the measures had been avoided.

My testimony here is within the context of the situation as we find
1t.

Senator Jounstox. Would it be your recommendation not to have
this bill or the controls, either one? That is, take both of them over
as far as agricultural commodities are concerned ?

Dr. Jouxsox. I think the situation would be preferable if neither
existed; yes.

Senator Jorxsrox. The thing the price mechanism would regu-
late is the amount of export?

Dr. Jourxsox. Yes., though T tnink one would have to agree that
vou would run, as a Nation or an admimstration or the C’onﬂress,
significant probability that there would be further increases in the
prices of food over the next few months. I am not saying that would
happen if they were removed, but there is a probability that that
could happen, and the question 1s whether either Congress or the ad-
ministration wants to accept the responses that would come to that,
or from that to the public.

Senator Jonvston. Without being willing to pay that price,
aren’t we really asking for permanent controls, because sooner or
later you either have to fdce that music or you have to keep the con-
“trols on?

Dr. Jouxson. 'Ihexe 1s an unfortunate tendency in my mmd tha.t
controls begat controls, as rabbits begat rabbits.

I believe, even with the difficulties that farmers face today, with
the price freeze and other difficulties, that output will expand, and I
would hope by the end of this year—though that seems somewhat
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less likely—I would hope that sometime next year there would be a
substantial easing in the prices of major agricultural products.

Senator Jouxsrox. That might allow us at that time to get out
from under the controls?

Dr. Jouxson. Yes: I am quite confident it will happen a year
from now. Though, again. one cannot rule out the possibility that if
there 1s a national or crop disaster, say in Asia. that the whole sce-
nario could be upset.

Senator BENNETT. Or another corn blight in the United States?

Dr. Jonxson. Yes.

Senator JorixstoN. Thank vou. Mr. Chairman.

Senator BEx~grT. I have nothing further.

Senator STevexson. Thank you, Professor Johngon.

I wish we had more time.

Dr. Jonxsox. Thank vou.

Senator STEVENsoN. The last witness is Mr. Ira Tannenbaum.

Do vou have a statement?

STATEMENT OF IRA TANNENBAUM, DIRECTOR, TAX ANALYSTS
AND ADVOCATES, WASHINGTON, D.C.

Mr. TanNexpavm. Yes. I do. I left some copies with the staff,

Senator STEVENsON. Please proceed. We will find copies of your
statement. We are short of time. If it 1s possible to summarize the
statement, we would appreciate it. I could enter the fuli statement in
the record.

[ Statement follows:]

STATEMENT OF IRA L. TANNENBAUM, TAX ANALYSTS AND ADVOCATES,
WasHINGTON, D.C.

I greatly appreciate the invitation of the Committee to appear before it
today. My purpasse is to bring to the attention of the members an important
incongruity in current export policies. The application of a substantial export
tax incentive, known as “DISC”, is being maintained by the Administration to
encourage the export of the very same commodities the Administration appar-
ently is seeking to limit through the enactment of statutory export controls.
Although the DISC legislation empowers the President to terminate this tax
incentive for income from any connuxiity tbe supply of which he determines
“ig insufficient to meet the requirements of the domestic economy,’”’ so far the
President has failed to utilize this authority, and there is no indieation he will
do s0 in the near future.

1. DOMESTIC INTERNATIONAL SALES CORPORATIONS (DISC'S)

In order to provide tax incentives for United Siates firmns to increase their
exports, Congress, as part of the 1971 Revenue Act, enacted a system of tax
benefits for a new type of U.S. corporation known as a Domestic International
Sales Corporation, or a “DISC”, and its shareholders. Under the system, in-
come tax liahility may be deferred indefinitely on a substantial part of the
profits derived from the export sales of goods manufactured, grown, or ex-
tracted in the United States. Almost any United States firm can set up a
paper DISC subsidiary through which it can channel its export sales.

A DISC which makes an export sale of goods produced bv its parent com-
pany is considered to have earned the greater of 4 percent of the gross re-
ceipts from the sale or 50 percent of the taxable income.

In addition. an additional part of the combined income of the manufacturing
parent company and its DISC can be deemed earned from the sale by the
DISC where the DISC has incurred “export promotional expenses”,

One half of the incorae actributable to the DISC on its export sales is
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treated as being paid to the parent corporation as a dividend; the rest of the
DISC income may be maintained in the DISC and reinvested indefinitely in a
number of enumerated approved investments free of U.S. income tax. Although
the DISC statute lists a number of ways in which deferral of tax on the
DISC income may be terminated, in fact, most U.S. corporations utilizing
DISC believe they will be able to maintain indefinitely the requirements neces-
sary to continue to defer tax on this income,

I would like to illustrate these prineciples with a highly simplified example
of how DISC works. If the “A" corporation incurs costs of $1,000,000 to pro-
duce steel serap and sells it through a DISC to a foreign purchaser for
$1,040,000, under the 4 percent gross receipts pricing rule, the DISC will have
taxable income of $40.000 and “A” will have no taxable income on the sale.
The DISC will either pay or be deemed to pay a $20,000 dividend to “A” at
the end of the DISC’s taxable year, and will reinvest the remaining $20,000 in-
definitely without paying U.S. ccrporate tax of 48 percent on it. “A” will pay
corporate tax only on the $20,000 it receives as a dividend. In effect, “A” has
saved indefinitely $9,600 (489 x $20.000) tax as a result of the use of its
DISC for this transaction, which is one half the tax “A” would have paid if
the DISC legislation had not been enacted. (Without DISC, “A” simply would
have paid 48 percent tax on $40,000 of sales income cr $19,200.)

If. on the other hand. the same steel scrap were sold for $1,100,000, and re-
sulted in a combined $100,900 profit for the DISC and its parent, the 50-50 di-
visioii of income pricing rule would epply. In this case, $50,000 would be
earned by the DISC, half of which would be retained tax free indefinitely by
the DISC.

The DISC legislation was formulated in 1970 and 1971 when the United
States was incurring much greater balance of payments deficits largely as a
result of maintaining an overvalued dollar at unrealistic exchange rates. Pro-
ponents of the DISC legislation stressed that it would keep U.S. jobs from
being exported by preventing manufacturing operations from being transferred
abroad for tax reasons. On the other hand, DISC was severely criticized by its
opponents in 1971 as a windfall to those companies with existing substantial
export business, as resulting in excessive revenue losses for the possible im-
provements in the balance of trade it might cause, and as an extremely com-
plicated piece of legislation.

Whatever justification the DISC legislation had in 1971, the subsequent ben-
eficial trade effects of the 8 percent August 1971 devaluation, the 10 percent
February 1973 devaluation, and the informal continued depreciation of the dol-
lar since February against the stronger European currencies and the yen, ap-
parently have vitiated the justification for DISC today. As a result of these
devaluations, United States exports obviously are mueh more price competitive
today in world markets than they were in 1971.

II. DISC SHORT SUPPLY EXCEPTION

The DISC legislation contains provisions which autherize the Piesident to
exclude income from the sale of enumerated classes of goods manufactured,
growii, or extracted in the United States from receiving DISC treatment. One
of these provisions. Section 993(c¢) (3) of the Internal Revente Code is what I
shall refer to as the short supply exception. It provides in relevant part that,
“If the President determines that the supply of any property described in par-
agraph (1) [i.e. property manufactured, purchased, grown, or extracted in the
U.8.] is insufficient to meet the requirements of the domestic economy, he may
by Executive order designate the property as in shert supply.”

Unfortunately, the legislative history of Section 993 (¢) (3) sheds no light on
the standards to be used by the Presidernt to determine that a commodity is in
short supply. One might initially think cis language could be interpreted very
narrowly to be applied only in those instances where export controls could.be
or are applied under current law. On the other hand, the denial of DISC bene-
fits obviously will have a much less severe effect on exports than the applica-
tion of export controls. Therefore, the degree of short supply necessary to trig-
ger the loss of DISC benefits should be much less than for invoking controls.
The difference in degree of effect on exports between the denial of DISC bene-
fits and the imposition of controls clearly suggests it is not necessary to condi-
tion the application of the DISC short supply exception upon the imposition of
export controls under current law.
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Moreover, if one makes the reasonable inference that a properly functioning
domestic economy requires supply to be sufficient at a reasonable price level,
the DISC statutory short supply language supports a conclusion DISC should
not apply where commodity prices rise sharply and to some extent as a result
of foreign demand.

Since the DISC legislation was enacted in December 1971, neither the White
House, Treasury Department, nor Internal Revenue Service has invoked the
DISC short supply excepiion or even enunciated any guidelines or standards
indicating how this tax provision would be interpreted. On October 4, 1972, the
Internal Revenue Service proposed exceptionally long and detailed regulations
for the implementation of the DISC legislation generally, However, with re-
spect to the short supply exception, the proposed regulations merely repeat the
aforementioned statutory langusge.

I understand that earlier this year the Cost of Living Council unsuccessfully
attempted within the Administration to have the DISC short supply exception
invoked with respect to soybeans, lumber, hides, fertilizer, wheat, animal feeds,
and steel scrap. Apparently it failed because at that time the Administration
had focused its anti-inflation efforts on increasing the supply of these commod-
ities, rather than by reducing the demand for them.

Now that the position taken by the Administration on June 13 concerning
the 60 day 1rceze and Phase IV recognizes the importance of reducing export
demand to lower domestic prices, the rationale for the previous non-application
of the DISC short supply exception no longer applies. However, it is important
to note that today U.S. exporters of such increasingly costly commodities such
as wheat, steel scrap, tumber. soybeans, hides, animal feeds, and fertilizer con-
tinue to receive the substantial DISC tax benefits. This situation continues
even though the President now has the statutory authority to deny by execu-
tive order DISC benefit to these exporters.

III. DISC REVENUE AND BALANCE OF TRADE EFFECTS

No statistics have been published concerning either the nation wide revenue
or balance of trade effects of DISC since its enactment. The Revenue Act of
1971 requires the Treasury to make an annual report to the Congress on these
effects, but the first of these reports, which would cover calendar year 1972
(the first year DISCs were in operation), is not due until April 15, 1974. If
Congress waits until at least that long to act upon the short supply and other
aspects of DISC, the American public will suffer some ccmbination of heavy
revenue losses from the DISC windfall given to exporters, and, as consumers,
higher prices for commeadities pushed up by export sales which were exacer-
bated by the DISC incentive.

The DISC legislative history indicates an anticipated revenue loss in 1972 of
$100 million, and an annual revenue loss thereafter of $170 million.

According to the Treasury, over 3,000 elections to be treated as IMSCs
already have been illed by U.S. companies. However, almost no information
has been made public as to the activities of these thousands of DISCs. After a
survey of 1972 annual reports of numerous large U.S. exporters, I am aware
of only one which disclosed its DISC incom¢ for 1972.

Weyerhaeuser forthrightly stated in its 1972 annual report that “* * * the
cumulative undistributed earnings of the company’'s DISC in respect of which
income taxes are not provided, were $7.5 million at December 31, 1972.” In
cffect, if Weyerhaeuser has correctly calculated its DISC income, it has
deferred $3.6 million in corporate tax (48% corporate tax rate x $7.5 million)
in 1972 through the use of a DISC.

This large an indefinite tax deferral for only one company creates some ini-
tial doubt whether the $100 million revenue estimate for DISC in 1972 and the
$i70 million figure for subsequent years are not much too low. One -doubts
whether Weyerhauser could have 3.6 percent of the DISC income of all U.S.
“companies in 1972. (I would parenthetically note there is no public indication
by the We-erhauser Company or the Trcasury of the extent to which, if any,
DISC resulted in increased income for Weyerhaeuser or other 1'.8. companies
in 1972 which would increase U.S. tax collections to offset the substantial reve-
nue losses attributable to DISC.)
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IV. RECOMMENDATIONS

A. Controlled Erports Should Not Qualify for DISC.—At an absolute mini-
mum, any new export control legislation enacted by Congress also should
amend the DISC statute to provide that property manufactured, grown, or
extracted in the United States which is subject to export controls in order to
stabilize domestic prices automatically shall not be export property for pur-
poses of Section 993(c¢) of the Internal Revenue Code, and therefore cannot
result in DISC benefits. If such a provision were not enacted along with
expanded export control legislation, the United States would be in the anoma-
lous situation of providing a tax subsidy to export more of products the
export of which was being curtailed by law. No clearer example of a counter-
productive, wasteful loss of revenue could be imagined.

B. Sharply Rising Commodities Should Not Qualify for DISC ecven if They
Are Not Subject to Export Controls.—In view of the fact that the denial of
DISC benefits to profits from export sales is a much milder action than export
controls, DISC treatment should be denied to income from sales of commodi-
ties the prices of which are sharp'y rising to a substantial degree as a result
of increasing foreign demands, even before the price increases of product
shortage became so substantial as to justify export controls.

One informal step which could be taken quickly to this end would be the
bringing of Congressional pressure upon the President to interpret broadly and
utilize his existing authority under the short supply exception in the DISC leg-
islation with respect to commodities which can no longer be purchased at rea-
sonable prices, even before new export control legislation is enacted. However,
the authority to invoke the short supply exception is presently discretionary,
and the President so far has shown no inclination to use it As a result, a
more fruitful Congressional action most likely wouid be an amendment to the
DISC short supply eaception to make it mandatory that it be ~xercised when
export property is in short supply, and to provide detailed guidelines indicat-
ing how it is to be invoked for commodities the prices of which are sharply
rising in domestic markets as a result of foreign demand.

C. Abolition of DISC.—Although this recommendation goes beyond the imme-
diate scope of the subject of export controls, I still am compellied to bring it to
your attention, The sharply increased attractiveness of U.S. commodities which
bhas resulted from the recent devgluations of the dollar, has made the contin-
ued existence of DISC clearly urjustifiable. Until it is repealed across the
bourd, the American public ultimately must share a heavier percentage of our
national budget costs to the extent DISC unjustifiably reduces the taxes paid
by American exporters on their manufacturing profits. The current application
of DISC to products in short supply is only a clearer area than most to illus-
trate the general inappropriateness of the DISC system generally.

Senator BExNerr. There are only three of us here, Mr. Tannen-
baum. You remember the old story about the preacher who went to
be considered for appointment and there were only three people in
the audience, and they were there to hear him and he didn’t know
whether to proceed. So the elder who had called him in said:

Well, if you were a cattle feeder and yvou went to the feedlot and there were
only two cows there, you wouldn’t take your feed back.

So he started out and started to present a long sermon and he was
stopped and the eldersaid:

If there were only two cows there you wouldn't unioad the whole load.

Since it will be in the record—-

Mr. Tax~eNBavnm. I will give you about 25 percent. o ‘

I greatly appreciate the invitation of the committee to appear be-
fore 1t today. My purpose is to bring to the attention of the mem-
bers an important incongruity in current export policies.

w281 O - 73 - 4
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The application of a substantial export tax incentive, known as
“DISC,” is being maintained by the administration to encourage the
export of the very same commodities the administration apparently
is seeking to limit through the enactment of statutory export con-
trols.

Although the DISC legislation empowers the President to termi-
nate this tax ineentive for income from any commodity the supply
of which he determines “is insufficient to meet the requirements of
the domestic economy.” so far the President has failed to utilize this
authority, and there is no indication he will do so in the near future.

In my statement I summarize the workings of the DISC corpora-
tions and give you an indication of how they work in a highly sim-
plified example.

I then indicate that the legislative history of section 993(c)(3),
the short supply exception provision, sheds no light on the standards
to be used by the President to determine that a commodity is in
short supply.

One might initially think this language could be interpreted very
narrowly to be applied only in those instances where export controls
could be or are applied under current law. On the other hand, the
denial of DISC benefits obviously will have a much less severe effect
on exports than the application of export controls.

Therefore, the degree of short supply necessary to trigger the loss
of DISC benefits should be much less than for invoking controls.

The. difference in degree of effect on exports between the denial of
DISC benefits and the imposition of controls clearly suggests it is
not necessary to condition the application of the DISC short supply
excepuion upon the imposition of export controls under current law.

I understand, and Mr. Dunlop stated earlier, that the Cost of Liv-
mg Coa~~il had mdicated interest in having the DISC short supply
invoked with respect to sovbeans, lumber, hides, fertilizer, wheat,
animal feeds, and cteel serap.

Apparently it failed because at that time the administration had
focused its antiinflation efforts on increasing the supply of these
commodities rather than decreasing the demand for them.

Now that the position taken by the administration on June 13 con-
cerning the 60-day freeze and phase IV recognizes the importance of
reducing export. demand to lower domestic prices. the rationale for
the previous nonapplication of the DISC short supply exception no
longer applies.

However, it is important to note that today U.S. exvorters of such
increasingly costly commodities such as wheat, steel scrap, lumber,
soybeans, hides, animal feeds, and fertilizer continue to receive the
substantial DISC tax benefits.

This situation continues even though the President now has the
statutory authoritv to deny by Executive order DISC benefit to
these exporters. ‘ ‘ S
- The DISC legislative history indicates an anticipated revenue loss
in 1972 of $100 million and an annual revenue loss thereafter of
$170 million.

I attempted to get some information as to what the revenue effects
have been for 1972, but no such information has been made public
by the Treasury.
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The Treasury is required to make au annual report indicating the
balance of trade and revenue effects of DISC annually, but the first
report 1s not due until Apri 15, 1974.

After a survey of 1972 annual reports of numerous large U.S. ex-
porters, I am aware of only one which disclosed its DISC income
for 1972,

Weyerhaeuser forthrightly stated in its 1972 annual report that:

** % the cumulative undistributed earnings of the company's DISC in
respect of which income taxes are not provided were $7.5 million at December
31, 1972.

In effect, if Weyerhaeuser has correctly calculated its DISC income
it has deferred $3.6 million in corporate tax—the 48 percent corpo-
rate tax rate times $7.5 million—in 1972 through the use of a DISC.

This large an indefinite tax deferral for only one company creates
some initial doubt whether the $100 million revenue estimate for
DISC in 1972 and the $170 million figure for subsequent years are
not much too low. One doubts whether Weyerhaeuser could have 3.6
percent of the DISC income of all U.S. companies in 1972.

RECOMMENDATIONS

a. Controlled exports should not qualify for DISC. At an abso-
lute minimum, any new export control legislation enacted by Con-
gress also should amend the DISC statute to provide that property
manufactured, grown, or extracted in the United States which 1is
subject to export controls in order to stabilize domestic prices auto-
matically shail not be export property for purposes of section 993(c)
of the Internal Revenue Code, and therefore cannot result in DISC
benefits.

If such a provision were not enacted along with expanded export
control legislation, the United States would be in the anomalous sit-
uation of providing a tax subsidy to export more of products the ex-
port of which was being curtailed by law. No clearer example of a
counter-productive, wasteful loss of revenue could be imagined.

b. Sharply rising commodities should not qualify for DISC even
if they are not subject to export controls.

In view of the fact that the denial of DISC benefits to profits
from expeit sales is a much milder action than export controls,
DISC treatment should be denied to income from sales of commodi-
fies the prices of which are sharply rising to a substantial degree as
a result of increasing foreign demands, even before the price in-
creases or product shortage became so substantial as to justify ex-
port controls.

One informal step which could be taken quickly to this end wculd
be the bringing of congressional pressure upon the President to in-
terpret broadly and utilize his existing authority under the short
supply exception in the DISC legislation with respect to commodi-

“ties which c2n no longer be purchased at reasonable prices, even be-
fore new export control legislation is enacted.

A more fruitful congressional action most likely would be an
amendment to the DISC short-supply exception to make it manda-
tory that it be exercised when export property is in short supply
and to provide detailed guidelines indicating how it is to be invoked
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for commodities the prices of which are sharply rising in domestic
markets as a result of foreign demand.

Abolition of DISC. Although this recommendation goes be-
vond the immediate scope of the subject of export controls, T still am
compelled to bring it to your attention.

The sharply increased attractiveness of U.S. commodities which
has resulted from the recent devaluations of the dollar has made the
continued existence of DISC clearly unjustifiable. Until it is re-
pealed across the board, the American public ultimately must share
a heavier percentage of our national budget costs to the excent
DISC unjustifiably reduces the taxes paid by American exporters on
their manufacturing profits.

The current application of DISC to products in short supply is
only a clearer area than most to illustrate the general inappropriate-
ness of the DISC system generally.

Thank you.

Senator Strvexsox. Thank you, Mr. Tanrenbaum. You effectively
describe the anomalous situation in which the administration offers
tax incentives to the exporters of scarce materials on one hand and
wants controls over those materials on the other hand.

Is Weyerhaeuser the large timber-praoducing company ?

Mr. Tax~NexBaUM. Yes.

Senator StTeEvenson. It is receiving the benefits of DISC, and
many of us in Congress are very concerned about the shortage and
the price of timber and lumber in the country.

Do vou have any evidence to indicate that DISC in fact encour-
ages exports? Does it Iealh bring about exports that would other-
wise be lost, or does it simply fatten the profits of the exporter?

Mr. TaxzenBaunm. 1 am a tax lawyer. not an economist. It is my
recollection that when (C'ongress had ‘the DISC legislation before it,
the balance of trade effects that were confomplat(xi were never sup-
ported with hard evidence. It is just my layman’s opinion that 1t is
vey hard to tell whether in fact DISC is having a beneficial effect
on exports.

Senator StevExsoN. Senator Bennett ?

Senator Bex~Nerr. As a member of the Finance Committee T can
tell vou it is impossible to amend this bill to affect. DISC because if
it were amended it would get over to the House and it would be
nongermane under the House ruies. and if there is a bill to change
the DISC' legislation it must be offered through the House Wayvs
and Means Committer under the Constitution. That is the only place
that changes in tax law can originate.

I think, and T hope. that the President will use the powers he has
and it was put in the legislation for that purpose. T don’t think we
need new legislation. T think we need to try to persuade the Presi-
dent to use the powers he has.

But the proposals to modify this or repeal it have to be offered
first and come up through the Ways and Means Committee of the
House. and even if we offer an amendment. to the bill on the Floor,
it would be nongermane.

Senator Jouxsrex. If the Senator would yield. couldn’t we re-
quire that the export limit authority could be exercised only as to
those commodities that have been declared in short supply under the
DISC legislation without violating the nongermane rule?
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Senator BExNETT. The DISC legislation doesn’t have to concern
itself with short supply. This is a program under which taxes are
deferred. It permits the setting up of a corporation which can qual-
ify for the privilege of deferring taxes on profits that are generated
through exports and I don’t think there is any provision in there
that has anvthing to do with materials that are in short supply.

If vou attempt to say that. you are again amending the DISC leg-
islation.

Senator Jorxston. There 1s a provision against short supply.

Mr. Taxxexsavy. I am sorry T may have skipped over this in
my statement, but the Internal Revenue Code states——

Senator BExNrETT. That is based on a finding by the President.

Mr. Taxxensavs. That is right.

Senator BExNerr. That is not mandatory. So the President can
find now that the export of soybeans is in short supply and that this
benefit doesn’t apply to it. You can’t make it mandatory by chang-
ing this legislation.

Senator Jorrxsrox. No. but we could give him the authority to ex-
ercise this expert—put limits on exports—oniy as to those commodi-
ties which he has declared in short supply under the DISC
legislation.

Senator StevexsoN. In other w.-rds. the withdrawal of those tax
preferences under DISC for the exporters could be conditioned. or
could be a condition of the exercise that the export control that is
already in this bill.

Senator Bexxert. That can’t work because in order to qualify for
DISC yvon have to create a special corporation. The exporter would
abandon the DISC corporation and go about his business. You can’t
force everybody who exports to become a part of DISC. and since it
is possibile to be an exporter without being subject to the DISC law,
I think this would affect the ultimate result.

DISC isa privilege. It isn’t a requirement.

Again, T think if you start fooling with DISC in this legislation
on any basis, Chairman Mills wili find that you are not germane.
The power of the Ways and Means Committee is very strong in the
House and their power is respected. and the slightest indication that
vou are attempting to change a tax law either dire tly or indirectly
will produce a nongermane decision.

I think T agree. and 1 hope the President will agree, but I don’t
think we have the power to force his hand with respect to this.

Senator StEvENsoN. Senator Bennett. do yon have any further
questions?

Senator BExxerr. No further questions.

Senator STEVENsoN. Senator Johnston ?

Senator Jouxsrox. T am persuaded that Mr. Tannenbaum is mak-
ing a logical point here, that in effect to subsidize the exports of
something that is in short supply makes no sense at all and the
President is asking for this authority,

I don’t see that we would be repealing a tax law or tax benefit in-
direetlv, but what we would——

Senator Bexxerr. Let me give you an example. Here is an ex-
porter who doesn’t use this

Senator Jonsstex. Then he won’t be affected by it. But let’s say
on corn, that corn is eligible for DISC treatment, and it is in short
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supply and so we would be in effect subsidizing with a tax benefit
the export of the corn while with the other hand the President
would be saying vou can’t export more and certain amount because 1t
is in short supply. It doesn’t make any sense.

Senator BExNgrr. What I think we should do is put in the report
of the bill a strong statement that it is the opinion of this committee
that if this bill is passed the President should make sure, using the
power he has under DISC, that no exporter of this—that whenever
he does it he will use the power under DISC to see that the prefer-
ential power of DISC is not given.

I think he would respond to that kind of statement. I think that
1s better to try to reach over and run the risk of having the thing
thrown out. I would support a strong statement in the report.

Senator Jouxsto~. That is all T have, Mr. Chairman.

Senator SteveExsoN. It is a good point and well put. The commit-
tee should do something.

Thank you very much, Mr. Tannenbaum.

That concludes this morning’s hearing. The hearings will resume
tomorrow morning at 10 o’clock.

[Whereupon, at 12:45 p.m. the committee was adjourned, to recon-
vene at 10 a.m., June 26, 1973.]



EXPORT CONTROLS ON AGRICULTURAL COMMODITIES

TUESDAY, JUNE 26. 1973

U.S. Sexare.
CoMMITTEE ON BaANKING, HoUusinG AND URBAN AFFAIRS,
Washington, D.C.

The committee met at 10:05 a.m. in room 5302, Dirksen Senate
Office Building, Senator Adlai E. Stevenson IT1 presiding.

Present : Senators Stevenson. Johnston, and Packwoed.

Senator Stevensox. The meeting of the Senate Banking Commit-
tee will come to order.

This morning we continue our hearings on the export-control au-
thority sought by the administration.

Our first witness is Mr. John Schnittker. Mr. Schnittker, among
many other things, was Under Secretary of the Department of Agri-
culture from 1965 to 1969. We are very glad to have you with us
this morning.

STATEMENT OF JOHN SCHNITTKER, FORMER UNDER SECRETARY,
DEPARTMENT OF AGRICULTURE

Mr. Scuxrrrker. Thank you, Mr. Chairman. T have a very brief
statement which I will read.

Application of export limitations to selected agricultural commod-
ities under the Export Adminisiration Act of 1969 at the earliest
possible date is necessary if a degree of price stability in livestock
products and other agricultural coinmodities is to be maintained in
1973 and 1974. The probable need for this action has been apparent
for months, especially with respect to the soybean complex. Rising
market prices for agricultural products, reduced placement of cattle
in feedlots, smaller than expected supplies of soybeans and feed
grains remaining from the 1972 crop, and continued food price in-
flation all make it clear that this action should be taken immedi-
ately.

The basic objective of export controls, if applied now, would be to
reduce U.S. prices of feed grains and soybeans. Meat price ceilings
were Imposed prior to the general price freeze announced June 13,
based upon meat prices during March, when livestock feed prices
were high by previous vears standards but far below current levels.
At that time, the relationship between feed and meat prices was
quite favorable for the expansion of livestock production.  Since
mid-March feed prices have risen sharply, reducing the profit mar-
gin for meat production in some cases and eliminating it in others.
The June 13 order did not freeze the prices of unprocessed agricul-
tural commodities such as corn, soybeans and wheat, but did freeze
prices of the products dependent upon those commodities.

(5D
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Present feed and livestock product price ratios are too narrow to
expand or even maintzin livestock and poultry production. Either
the price ceilings on meat will have to be raised or the price of feed
will have to come down. Export controls, applied soon enough. can
do the latter.

The President’s statement on June 13, requiring exporters to re-
port their export sales commitments was an essential first step lead-
ing to the application of export controls. This. too, was months over-
due. The first reports are now in. and are expected to be made public
shortly. I believe these reports wili support the immediate ap-
plication of export controls to soybeans, and possibly to corn and
sorghum grain. for what remains of the 1972 crop year and in addi-
tion, may support controls on these commodities plus wheat and
other grains for the 1973 crop year. Export controls should also be
applied now to meat products even though a relatively small per-
centage of our total output of meat is now exported. The supply 1s
now 1madequate to meer domestic demand at present ceiling prices,
probably making it possible to limit exports under section 4(4) (e)
of the law.

I support. in broad terms, the amendments to the Export Admin-
istration Act of 1969 as proposed in S. 2053, and urge the Senate to
enact snch a measure at the carliest possible time. I believe, however,
that existing authority provides the administration an adequate
basis for invoking selected export controls on short-supply grounds
immediately on soybeans, and possibly on grains as noted earlier, de-
spite some ambiguity in the law. Export controls could also be ap-
plied. in my opinion, under the foreign policy provisions of the act,
in the event the export sales data do not provide clear justification
for invoking the short supply criteria.

Application of export controls wider existing law to meet u press-
ing situation in the next few days or wecks. however, would not re-
duce the need for early congressional action to clarify the conditions
under which export controls can be applied to agricultural products.

Congress should also insure that the executive branch reports both
actual exports and export commitments of key agricultural commod-
ities within 2 or 3 davs after those reports are made to the
Government. Export sales should be made public and many elements
of the trade will remain uninformed regarding actual supplies avail-
able for domestic use. and for further export sales. If public reports
are too limited only certain companies making export sales, and
companies or individuals favored by the inevitable leaks from privi-
leged sources will be able to judge the situation accurately.

Thank you.

Senator Stevexson. Thank you.

There seems to be general agreement that the only satisfactory
long-term answer is increased agricultural productivity. What effect
will export controls or the additional authority to impose export
controls have on productivity 2 Would there be any short-term effect
on the expectations of producers. any adrerse effect on productivity
if the Congress were to give the President the authority he seeks?

Mr. Sca~rrreek. In regard to that, T would speak separately to
crops and livestock. Crop production decisions for 1973, have been
principally made. The crops are in the ground, the fertilizer is ap-
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plied and the outcome is in the hands of the weatherman. Thus. deci-
sions on export. control for the next few months would not affect the
1973 crop measurably.

In regird tc livestock, a decision to apply export controls at an
carly date, as T believe is needed in certain commodities, would pro-
duce the conditions required to rollback feed grain and soyhean
prices by 15 or 20 percent. to target prices around the level thac we
had in March when meat cellmgs were applied. This would encour-
age cattle feeders. poultry producers and hog producers to expand
their production in the months immediately ahead.

So. export controls are neutral in the case of crops. and expansion-
ary in the case of livestock. I would not worry, Senator, about next
vear so far as crops are concerned. KEven the target price levels as
implied in vesterday’s testimony by representatives of the adminis-
tration. which indicated corn at $1.50 on the farm and soybeans at
$5 or $5. 50, are relativelv high prices in the context of the past few
vears’ prices, and thus should be looked upon as juite attractive to
farmers.

Senator Stevexsox. Spokesmen for the administration vesterday
indicated that they had no present intention to use existing or new
authority to impose controls. I understand from what ycu say that
selective controls should be imposed now on exports. What will hap-
pen if controls are not imposed now ? The administration indicated
yesterday that they want to wait until the middle of July to learn
more about crop conditions before imposing any controls on feed
grains or on meats.

Mr. Scu~rirrker. I heard those statements, and I trust that they
meant what they said. Yet I can visualize circumstances, Senator,
which would cause these decisions to be reversed.

For example, if it were to become known that a large and unex-
pected grain sale had been made to China, India or Russia, or if it
were to be learned reliably that the acreage planted to corn was not
nearly as high as the administration had e\ipected this would put an
immediate upward pressure on prices, which is exactly the opposite
of what the administration’s target. I think it would create the con-
ditions where export. controls would have to be invoked in order to
achieve their own objectives of getting grain and feed prices in line
with livestock prices. Two weeks ago, administration officials were
saying they would never consider imposing export controls, but yes-
terday they testified in support of proposed amendments to the act.

Senator Stevexsox. For years now. the United States has been
attempting to develop and to expand its foreign markets for agricul-
tural products. The development of those foreign markets depended
on availability of supply and dependability of supply in the United
States.

If controls are to be imposed, how would 1t work? Should the ex-
ports be allocated among old customers, by region of the world?
Should we give the President blanket. authoritv and, if so, how
would they be used in such a way to at least minimize the risk that
we will be seen as an undependable source. ?

Mr. Scawrrrker. That 1s not a great problem if tle export con-
trol 1s properly administered. IFirst of all, the margin of restraint on
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esports in the coming year would not be very great. For example,
vesterday’s tabulation in the administration testimony suggested
corn exports in 1973 of 1.2 hillion bushels. T think that figure might
have to be cut back to 800 or 900 million bushels under an export
control program. The cutback would be 20 to 30 percent. but exports
would by no means be terminated.

The same thing would be true of sovbeans and wheat. We could
provide substantial, if not adequate. supplies to all our customers
under those conditions.

Evexn so. T believe that export controls ought to be—thet, under
an export. control program-—allocations ought to be made to coun-
tries. not simply a global allocation that the countries would then
bid for or fight over. Only if the allocations are made to countries
can we be sure of minimizing adverse diplomatic and adverse trade
effecis in the long vun.

If country allocations are not made. the cuuntry that can pay the
highest price will get the most. and those countries which move in
later or do not have enough monev. will get the least. or none at all.

Senator $TEVENsoN. What would be the effect of this legislation
and its subsequent exercise on our tradge negotiations with the Turo-
peans? <

Mr. Scu~NITTKER. 1 suspect that it might—it would change our
trade negotiating position slightly, but not. seriously. There are so
many other matters affecting trade negotiations that this would just
be another gnat on the camel’s back. As T recall. in the previous
trade negotiation. only Japan was seriously interested in the United
States being a reliable supplier, with reserves to meet all contingen-
cies. Most of the rest of the countries were interested in slowing
down exports from the United States. Only Japan was verv inter-
ested in our positicn as a reliable supplier. But beyond that

Senator STEVENson. I think India has at times in the past been
concerr.ed.

Mr. ScuNTTTKER. In the past. ves. but that has changed substan-
tially.

Beyond that. Senator. looking to 1974 and 1975, when 1 would
hope the world has had some good grain and oilseed crops, the
United States is inevitably going to be the most reliable supplier.
We will be the largest supplier of wheat. corn, and soyvbeans, and ac-
tually the world’s almost. un.que supplier of protein meal for animal
feedmg

So this temporary application of export controls is not going to
change our position. Canada, Australia, Argentina, always invoke
export controls. and the occasional applieation of export controls by
t}i_is country will not put us behind those countries as reliable sup-
pliers.

Senator Stevexsox. Have exports of red meat increased signifi-
cantly in 1973 ?

Mr. ScuxrTrier. T believe in 1972 and 1973, only the export of
pork products. Japan has moved into the Midwest with some pork
purchases and it 1s my view that Japan’s substantial purchases of
pork products in the early months of 1973 trace directly to the pe-
riod when hog prices and pork prices in this country rose rather sig-
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nificantly. That is why I would support the immediate imposition of
export. controls on meat vroducts from this country.

Senator Stevenson. Which meat products, pork?

Mr. Scnxrrreer. Prineipally pork. We export very little beef, ex-
cept byproducts. T think pork 1s the most serious case. It may be
that it would have to be applied across the board since, if we limited
exports of pork. perhaps countries would turn to other products that
they could then get. But in my opinion, since we are a rather large
importer of meat. one could clearly use present authority to say that
there is now an inadequate supply of meat products in the United
States for domestic consumption and therefore the existing export
control authority is applicable.

Senator StEvENsoN. Senator Packwood ?

Senator Pacxkwoon. No questions, Mr. Chairman.

Senator Stevexsox. Would it be profitable for livestock producers
to produce now with prices frozen where they are and with food
costs frozen where they are?

Mr. Sc~rrrker. Generally, no. T think it is quite unprofitable for
broiler and egg producers at the ceilings for those two products.
Beef 1s a little different story. 1 think it may still be profitable to
feed beef cattle, but only because there is an internal stabilizer. The
price of feeder cattle can be forced down in this kind of situation,
and would be forced down if cattlemen showed a disinclination to
place cattic or feed. This would reduce another element of cost,
offsetting the high feed cost and again making it profitable to feed
cattle.

Pork, T think. is a different story. There are some feeder pig
transactions but most pork is produced on farms which produce the
pig and the final product and thus the feed cost is two-thirds of the
total input. You cannot produce hogs at around $39 or $40 and pay
$2.30 for corn and $6, $8 or $12 for soybeans.

Senator Stevexson. What was the figure you used earlier? You
referred to 20 or 30 percent. I believe, cutback in exports of feed
grains.

Mr. Scaxirrker. I used an example, Senator, thai. in the 1873-74
crop year beginning October 1, the so-called new crop, most esti-
mates are that we—that in an open market situation—we could ex-
port. 1.2 billion bushels of corn. But in my judgment, we will not
have 1.2 billion bushels of corn to export and have $1.50 or $1.60
corn prices at the same time. We would, therefore, have to cut our
corn exports back perhaps to 900 million bushels from a potential
1,200 million bushels in order to reach our price and meat produc-
tion targets here at home. That would be 25 percent in that example.
That is my judgment of about what we would have to do in the sit-
uation we face. It might be altered by the crop estimates that come
out in a few weeks.

Senator StrveNsoN. Is there any way of quantifying the effect of
such controls on our trade balance, the cost in dollars? .

Mr. Scn~rerrsk. The cost in dollars, Senator, would depend upon
how we operated the export control program. I believe it was Dr.
Johnson’s testimony yesterday that mentioned that when we apply
export controls and create a shorter supply in the rest of the world
than would otherwise exist, the world price will rise while the do-
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mestic price will decline because we have a bigger supply here at
home.

If we do not create some means of capturing that differential,
then our earnings from agricultural exports will fall. We will ex-
port less corn at a slightly lower price.

On the other hand. if we create a mechanism such as the export
certificate program for wheat to recapture that price differential,
then I would think that we could earn about as much from reduced
exports of corn as we would otherwise eain from the larger exports.

Senator StEveENsox. Are vou also saying that we should not per-
mit the world to simply bid for our exports, but they ought to be al-
lecated country by country? How would that affect the prlce'?

Mr. Scu~irrker. Even if exports are allocated country by coun-
try, the fact that each country would get slightly less than it would
like, I think would probably drive the world price somewhat above
the U.S. price. Therefore, there would e a differential to recapture.

if we do not. use any export allocations, there may be simply allo-
cations to the uandful] of large exporters.

Those companies would recapture the windiall of higher world
prices and this would improve our balance of paymenic

Senator Stevenson. I do not know how much of the testimony
vesterday you heard—there was some discussion of DISC' and the
anomalous position of the government. through DISC.

It encourages exports tlnourrh DISC tax breaks on the one hand
and on the other hand is imposing controls on exports. Do you have
comments on that?

Mr. Sco~NiTrkER. T am not closely tamiliar with the DISC author-
ity. It is my understanding that it was designed to stimulate exports
by providing certain tax benefits to e‘(porters T understand that it 1s
poss1ble for the Government to not use that authority from time to
time.

In the present situation, whetlier or not the Export Control Act 15
applied, there is no need to stimulate the exports of most agricul-
tural products, hence DISC should not be applied in the year “ahead
to exportation of agricultural products.

Senator STEVENsoN. Senator Johnston.

Senator Jonxsrox. Mr. Schnittker, of course. T miss~d the first
part of your talk which I am sorry for, but I am wondering if you
share the view that Secretary Butz had yesterday about price con-
trols on farm commodities leading to all kinds of dislocations and
shortages and lack of production.

Do vou share that view ?

Mr. Scu~rrrier. Only if it is badly administered, Senator, and
only if we move in and individually control the price of ever)thmg

I believe, how~ver, that indirect price control can be applied,
through export. limitations, so that we keep enough commodities at
home to limit price rises or to roll prices back shghtly, thus lettmg
the market operate but still having a form of price control. : :

Senator Jon~stox. Through the exports?

Mr. Scu~nrrrker. Yes; I think price control on food products at
retail is quite applicable if we maintain adequate supplies so that
these ceilings can be held. That prevents the retailers, or at least dis-
courages them, from raising prices to increase their profits before
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they can be caught by the very limited enforcement machinery we
have.

I do favor indirect approaches such as export controls, rather
than trying to control agricultura! product prices at the farm level.

Senator Jonxsrox. When you control it at »otail. doesn’t it back
right up to the original producers?

Mr. Scu~trr«er. Yes: but if you act to cieate the right kind of
conditions on the farm, in the feedlot, in the poultry factory, condi-
tions consistent with the retail price ceilings that have been set, then
it can be managed.

I would say that refusal, or failure to apply export controls to
sovbeans now is entirely inconsistent. with ceilings on poultry. pork,
and beef. But in my opinion the administration has authority to
apply export controls to seybeans and so it is just plain poor admin-
istration not. to do so.

Senator JouxstoN. You say that we ought to allocate, our exports
rather than let the marketplace do so. Did I understand that you
say that unless we do so that some of the brokers would get the
windfall rather than the United States, rather than the farmers!?

Mr. Scn~rrrker. In this case, I suggested that exports, of certain
commodities like corn and soybeans, 1f they are substantially limited
by invoking the export control act, should be made by countries, for
several reasons.

The principal reason is that unless this is done, those countries
with the best information systems or the greatest gold supply might
move in and buy speculative quantities of scarce commodities to re-
sell to the poorer or less well-informed countries later on.

We have certain reasons to maintain good relationships with many
small countries as well as with large countries.

Therefore. on the basis of historic patterns of purchases and other
patterns as well, T would make allocations to countries to preserve
an appropriate international climate as to our future trade; I think
this would also help limit the windfalls to American export compa-
nies.

I think it would also be very useful if there were time to consider
enactment, or application, if there is present authority, of some kind
of export charge to eliminate the prospect of any windfall to Ameri-
can companies exporting at a higher world price than we have do-
mestically.

Senator Jou~srox. American companies, you are talking about—
the great export. companies?

Mr. Scuxtrrker. Yes:; I can visualize a situation in which grain
exporters, in the United States might be able to buy corn at $1.70 or
$1..8() per bushel, but sell it on the world market at 50 percent higher
prices

I believe measures ought to be taken to prevent, or to limit those
possibilities.

Senator Stevexson. Expand on that a little?

We have some constitutional problems.

Mr. Seuxrtrrker. First, T think country allocations would substan-
tially minimize that possibility. If we allocate the corn available for
export among all the countries who want to buy, that is buy our
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corn, then Venezuela cannot bid against Colombia and Russia can-
not bid against China.

Russia would have her allocation of & millions and Venezuela her
allocation of x thousand tons and unless the country had said no to
that quantity, no one else could bid for it. That would reduce the
chance that the world price would be sharply above the U.S. price.

Senator Jornnsrox. It would hold down the world price but it
would also hold down the balance-of-payments bonanza which we
might get from a higher world price.

Mr. Scu~rrrxer. All right. Tn event we wanted to get that bo-
nanza as you put it, Senator. we could go to the other route of a pro-
gram of export certificates, in effect a charge or a tax on exports.

This, T believe, except in the case of wheat. would require legisla-
tive action. Under an old wheat. program there is authority to apply
what was called an export certificate, but was in reality an export
tax, to equalize the domestic and the world price.

Senator Joa~srox. Thank you very much.

Senator Stevensox. Would vou envisage the operation of Public
Law 480 in conjunction with the controls that you have advocated?

Mr. Scrixitrker. Public Law 480 would have to be cut to the
bone in my opinion in the kind of situation that I have visualized
for the main grain and oilseed products.

In fact this has already been done. Public Law 480 shipments
have been declining for the past 5 yvears for most commodities and
have only risen, in the past year, under the urgency of the world
grain shortage.

Either under application of present law, using the foreign policy
criteria for application of export controls, or under the present law
as amended by the proposed amendmerts being considered by this
committee, Public Law 480 could be continued. even while commer-
cial exports were being limited.

But in any case, the sheer scarcity of supply would require that it
be cut back as sharply as possible.

Senator Stevenson. A final question: How long or for how long
a period do you envisage the necessity of such controls?

Mr. Scuxrrrier. T believe there is every prospect of requiring ex-
port. controls through the entire 1973-74 marketing year, which
would take us to September 30, 1974, for corn and soybeans.

1 say this because T see little chance that the corn crop discussed
vet bv Secretary Butz will be realized. T see every prospect that the
corn crop will be substantially smaller than the 6.1 billion bushels
that was incorporated hypothetically in the administration testi-
mony.

But with attractive prices, at $1.50 corn, $2.50 wheat and $5 or $6
soybeans, and with farmers on notice from this season on that 1974
can be an expansionary year so far as production is concerned, Wi
time for fertilizer companies and fuel companies to prepare for that
contingency, T see the strong possibility of getting back to a fairly
normal situation in the grains and oilseeds in 1974.

This requires that we have reasonably normal crops around the
world, not the disastrous grain shortfall that was experienced in
three major countries, Russia, China, and India, last year.

Senator Stevexsox. Thank you very much, Mr. Schnittker.
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Mr. Scuxirrker. Thank you, Senator.
Senator Stevensoxn. The next witness is Mr. Al Baxter, president
of the National Forest Products Association.

STATEMENT OF ALFRED X. BAXTER, PRESIDENT, THE NATIONAL

. FOREST PRODUCTS ASSOCIATION: ACCOMPANIED BY RALPH D.
HODGES, JR., EXECUTIVE VICE PRESIDENT ; JOSEPH B. McGRATH,
VICE PRESIDENT, GOVERNMENT AFFAIRS; AND JOHN MUENCH,
CHIEF ECONOMIST

Mr. Baxter. Mr. Chairr :n and members of the committee, I am
Al Baxter, president of J. H. Baxter & Co. of San Mateo, Calif. I
appear here today as the clected president of the National Forest
Produects A%mmtmn Appearing with me are Ralph D. Hodges, Jr.,
executive vice president of NFPA, Joseph B. McGrath, vice presi-
dent, government affairs. and Dr. John Muench, our chief economist.

T am appearing on behalf of the NFPA federation which repre-
sents 25 other industry organizations comprised of timber growers,
wood product manufactures, and elements of the distribution chain
throughout the United States.

We | support the pending legislation to provide the President with
broader authority to control exports of agricultural commodities in-
cluding forest products. T am well acquainted with the problems of
export markets and domestic problems in relation to timber supply
and logs.

My home office is in San Mateo. Calif., but my company operates
nationally and we have wood treating plants in Washington. Ore-
gon, California and Wyoming.

In addition, we own or manage timberlands in the West including
some 100.000 acres in California. Oregon, and Washington.

The primary manufacturing function performed by J. H. Baxter
& Co. is the preservative treatment of wood including poles, pilings,

railroad ties and lumber and plywood. We buy nearly all wood sup-
ply from others. Because of this T can assure you that our competi-
tive interests as a company have been affected by the export trade in
logs from the northwestern states.

Nevertheless, I am personally convinced and we, as an industry,
believe it would be a mistake to impose by statute an extensive sys-
tem of export controls or ceilings on either raw materials or manu-
factured wood products us would be created by some of the bills now
pending in the Senate. including S. 1033.

The National Forest Products Association supports legislation
which would provide the President with the flexible statutory au-
thority to impose export controls on commodities, in the event such
action is necessary to curtail serious domestlc inflation.

The key consideration as we see it is to provide the President with
the powers he must have to act expeditiously to limit the outflow of
commodities when there is export demand that puts an undue bur-
den of rising prices on domestic consumers.

The vesting of these powers in ithe President for discretionary use
is superior to legislating specific categories of commodities or prod-
ucts so that ironclad quotas or allocations are imposed which will
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become meaningless in our rapidly shifting economic circumstances.

Senator Packwood and Senator Stevenson of this committee are
sponsors of a bill and amendment—S. 1033—to establish not only
specific ceilings on the export of softwood logs and softwood lum-
ber but a procedure to require public officials to decide well in ad-
vance of each fiscal vear on ceilings which might not. pertain by the
time that fiscal year actually began.

In effect, the Packwood bill would seek to remedy a rising price
situation for wood brought about by accelerated demand in the do-
mestic housing market by stopping the exports of logs, lumber and
plywood. The importance of softwood lumber exports relative to
total lumber consumption can be seen in figure 1.

SOFTWOOD PRICE AND SUPPLY

The current. price situation for softwood lumber and plywood is
shown on figure 2. It is a repeat. with increased duration and severity
of the price situation experienced in 1968-69. The aggregate causes
of this situation are many—strong housing demand, adverse weather
conditions in the producing areas. railcar shortages. and economic
control systems which lessen the incentive for production.

However, the overall basic problem is the same as 4 years ago. and
that is strong demard coupled with unnecessary restrictions on the
availability of raw material. When in the second quarter of 1969
lumber and plywood prices collapsed along with home construct on,
popular interest in timber supply problems also dropped dramati-
cally.

With a recovery of housing in 1972, lumber and plywood pricing
problems came back. Tt should now be evident that whenever home
construction is accelerated there will be supply problems and up-
ward pressures on lumber and plywood prices.

There is no relationship between these fluctuations and lumber ex-
‘ports, and this can be seen by comparing prices in figure 2 to the
history of log exports in figure 4.

A tight supply of lumber and associated wood products resulting
in large and rapid price increa<ss and local shortages is, except for
wartime dislocations, a new experience for domestic consumers. The
first evidence of this problem came in the last haif of 1968 and in
early 1969. A moderately increased pace of housing construction re-
sulted in sharply increased prices for lumber and plywood.

In March 1969. the Senate Banking Committee held hearings on
the problems in lumber pricing and supply. This committee’s subse-
quent recommendations on how to cope witn these problems require
only minor updating to be applicable to today’s situation.

In the second quarter of 1969, lumber and plywood prices col-
lapsed along with home construction as a result. of the credit crunch.
Popular interest in timber supply problems also dropped dramati-
cally. With the recovery of housing activity to a new record year in
1972, lumber and plywood shortages and pricing problems came
back with expanded breadth and intensity.

It should now be evident that whenever home construction is accel-
erated, there will be supply problems and upward pressures on
lumber and plywood prices.
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There is no relationship between these price fluctuations and log
exports or lumber or plywood exports. This can be seen by compar-
ing prices in figure 2 to the history of log exports in figure 3. Since
March, softwood lumber and plywood prices have been falling rap-
idly at the same time that log exports are at record levels.

RAW MATERIAL SUPPLY

The housing industry has difficulties over lumber supply because
the domestic lumber industry has very little ability to increase pro-
duction in response to price incentives. The Senate Banking Sub-
committee hearings of 1969 and 1973 indicated that inability to ex-
pand domestic production is due to raw material limitations—logs
and stumpage.

These raw material difficulties are not indicative that the Nation’s
timber inventoryv has been drawn to a dangerously low ebb or that
dangerously high volumes of timber are being exported.

The recently released Forest Statistics of 1970, compiled by the
Forest Service, show that for softwood timber that total inventory
was reduced by only 5 percent in the 18 years between 1952 and
1970. The gross rate of net inventory reduction (after allowance for
growth) was 0.4 percert. On the basis of growing stock, which takes
mto account irees down to 5 inches in diameter and tree volumes to
a 4-inch top, total sofiwood volume increased by 5 percent between
1952 and 1970.

In 1970, gross removals were 2.2 percent of inventory, but growth
exceeded removals so that there was a net increase in inventory of
0.3 percent. These reiationships between inventory, growth and re-
movals conclusively demonstrate that inability to expand log pro-
duction is not due to an unsatisfactory state of the Nation’s sawtim-
ber or growing stock inventories.

What is indicated is that ways must be found to manage this huge
timber resource--1.9 trillion board feet of softwood sawtimber—so
that more than 25 percent of its volume can be harvested annually,
and its growth percent will be raised to exceed the harvest rate.

FEDERAL FOREST LANDS

Where to put the effort to improve the timber growth and yield is
readily apparent. More than one-half of the national softwood saw-
timber inventory is in the National Forests, and almost two-thirds is
on public lands including the National Forests. The timber that will
be used for lumber and plywood in the next 20 years predominantly
has already attained sufficient size to be included in the sawtimber
inventory.

The rate of sawtimber harvest on private lands cannot be in-
creased materially without adverse effects on the productivity of this
ownership clavs. The public lands, and particularly the. ilationa.l
Forests, are the only possible domestic source of increased supplies
of softwood sawlogs for approximately the next 20 years.

By and large, those cases of shortage of logs for domestic roduc-
tion ha.ve been due to factors other than exports, such as failure of
the Forest Service to reach allowable sell levels or where environ-
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mental litigation or unseasonable weather have reduced the volume
of logs for manufacture. Briefly stated, the general establishment of
controls on logs would not increase lumber and plywood production
in the United States to a level where there would be a marked re-
duction in the price to the homebuilding markets.

The reason we support an embargo on exports of timber from
Federal lands is that many mills and their communities were estab-
lished to operate in Federal timber areas and have no alternate
source of supply. Experience has shown exporters will bid the tim-
ber to prices that are too high for the domestic market.

NFPA has strongly advocated a reduction of the export of logs
from Federal lands to zero. In addition, we have urged that the ad-
ministration impose a strong rule against the substitution of Federal
logs for private logs sold to export.

In effect, both of these werthy objectives have now been included
in the appropriations bill of the Interior Subcommittee of the
House Appropriations Committee which was made public last Fri-
day. It would go into effect July 1, 1973 for 1 year. We would pre-
fer it be made permanent. There is no need for further restrictions
on the export of logs. lumber or plywood at this time.

Senator Stevenson’s amendment of the Packwood bill to impose an
export limit on all softwood lumber creates ~ew problems which
could. unlike the log export situation, have a marked effect on the
availability of wood building materials for housing.

Senator Packwood in discussion with Secretary Butz yesterday
suggested that when housing starts revived softwood lumber and
plywood prices would rise sharply.

This will surely be true unless the Congress takes positive action
on long range timber supply on a nationwide basis. It will be even
more true if domestic lumber and plywood menufacturers are arbi-
trarily denied by law the right to seek alternate markets for their
products during the time when housing demand slacks off.

Housing is now declining from its unprecedented 2.4 million level
of the past year. Some housing economists think the rate will hold
at 2 million a year and some think it will go lower. These estimates
however, are predicated upon many factors remaining in relative
balance—family formations, mortgage money rates, land availabil-
ity, and Federal housing supports.

The history of housing demonstrates a boom-bust cycle and a tra-
dition of ‘being used by successive administrations as a means to con-
trol the economy. If housing cools off during manipulation of the
economy to achieve other anti-inflation purposes, the bottom will fall
out of softwood lumber and plywood markets.

In the past when that has happened many mills have closed
down; in many cases these shutdowns tend to me permanent if
they last over an extended period. If shutdowns are to be avoided
and if skilled work forces in both the mills and the woods are to be
retained, there must be an opportunity for producers to seek alter-
nate markets.

In the face of increasing world demand for wood products of all
kinds, export markets afford a rational outlet for domestic produc-
tion and for retention of operating capacity. Senator Packwood’s
prediction of rising costs for the home-builder and home buyer will



63

certainly come true if domestic lumber and plywood manufacturing
capucity is permitted to deteriorate and disappear during the next
housing slump because the firms can’t sell their production either at
home or abroad.

We are earnestly opposed to S. 1033, as we have made clear to
both Senato» Packwood and more recently to Senator Stevenson,
and I ask that a detailed statement of that opposition be included as
attachment A to the statement presented here today.

It has a direct bearing, in my opinion, since 1t demonstrates the
need to have the flexibility of action contained in the legislation,
which enables the President to impose limitations on exports as nec-
essary and to remove them expeditiously in the interest of sustaining
economic prosperity for industries which are subject to peak and
valley demand domestically.

In conclusion, Mr. Chairman, we believe there is a need for the
President to be given authority to exercise discretionary controls on
exports for such periods as may be warranted by conditions pertain-
ing at the time. We oppose the statutory establishment of specific
volume export quotas for any domestic production and find little
solace in the suggestion made yesterday at the hearings that limits
could be acted upon by the Congress as needed.

We believe that the annual review by the Congress of the export
control powers provided under the legislation would afford a timely
measure of the President’s use of these powers in the battle against
inflation and we strongly urge that these powers be granted.

Thank you.

[ The attachments to the statement of Mr. Baxter follow :]
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ATTACHMENT A

THE FOREST PRODUCTS INDUSTRY OPPOSITION

TOS. 1033 - AND THE REASONS WHY

June 25, 1973

Now pending on the Senate calendar for floor action is S. 1033, a
bill to amend the Export Administration Act of 1969 (50 App. U.S.C. 2401-
2413), so as to add at its end a new title on Timber Export Controls. This
title is to be cited as the "Timber Export Administration Act of 1 3."

The bill was introduced on February 28, 1973, by Senato: Packwood
(R., Ore.) and co-sponsored by Senators Church (D., Idaho), Mordale (D.,
Minn. ), McGovern (D,, S.D.), Tunney (D., Calif.), Domenici (R., N.M.),
Hartke (D., Ind.), Abourezk (D., S.D.) and Cranston (D., Calif,}. It was
reported out favorably by the Senate Committee on Banking, Housing and
Urban Affairs and filed with the Senate by Senator Packwood on June 7, 1973.

The original Packwood bill introduced on February 28, 1973, was
substantially amended in the Senate Banking Committee before it was reported
out and after hearings which were held in Washington, D.C., in March and in
Portland, Oregon, and San Francisco, California, in April. By a vote of 7 to
5, on May 16, 1973, the Committee adopted substitute language offered in an
amendment to S. 1033 by Senator Stevenson (D., Iil.), Chairman of the Sub-
committee on International Finance. After this amendment, the Committee
voted 13 to 2 to report the bill. A Committee report (Report No. 93-198)
was filed on June 7, 1973, entitled, "Softwood Log and Lun:ber Restrictions."

CONTENTS OF THE BILL

Section 201 - Timber Export Controls

The bill would add four new sections to the Export Administration Act
under a new ''Title II - Timber Export Controls.' Section 201 provides that
this title and its sections may be cited as the "' Timber Export Administration
Act of 1973."

Section 202 - Timber from Federal Lands

The first series of provisions is under a new Section 202 which relates
wholly to the question of exports of timber from Federal lands located in the
western states. In effect it is a complete revision of the provisions in existing
law (known as the Morse Amendment) which expire on December 31, 1973, and
"which limit export of timber from Federal lands to 350 million board feet.
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Section 202(a) provides that "beginning on July 1, 1973, no unprocessed
timber of species and grades generally used for domestic manufacture of con-
struction lumber or plywood from Federal lands located west of the one hun-
dredth meridian shall be exported from the United States.' This cuts to zero
the limit now in existing law, described above. (The one hundredth meridian
runs roughly through the heart of the Great Plains about 300 miles east of the
Rocky Mountains,)

Section 202(b) provides that the proposed ex%ort restriction in (a) will
not apply to timber exported from Federal lands "pursuant to contracts ==*~~_g
into prior to May 10, 1973."

NOTE: On Tuesday, March 27, 1973, in a hearing before the Senate
Subcommittee on Housing and Urban Aifairs on this matter, forest products
industry representat.ves testified in favor of a zero limit on exports of timber
‘com Federal la' ‘s, and in favor of a reasonable and workable substitution
regulation. The first part of S. 1033, Section 202, is therefore fully supported
by the forest products industry.

Section 202(c) provides that, despite the above sections, the Secretaries
of Agriculture and Interior may designate specific quantities, grades, and species
of unprocessed timber ''as available for export' provided certain conditions are
met. There must first oe a public hearing and a finding by the Secretary that
these ""are surplus to the needs of domestic users and processors.' In addition,
the Secretaries may, in their discretion, permit the export of timber from sales
having an appraised value of less than $2,000, or timber ''which does not meet
the utilization specifications of the Federal timber sale contract from which it
originated, "

NOTE: These provisions are very similar to existing law under the
Morse Amendment.

Section 202(d) provides that any timbe=> proposed to be exported under sub-
sections (b) or (c), above, shall nevertheless be subject to the provisions of
Section 203 of the bill which imposes an overall ceiling limit on log exports.

Section 202(e) directs the Secretaries of Agriculture and Interior to issue
rules and regulations to carry out the purposes of this entire section, "including
the prevention of subsatitution of timber restricted from export by this section
for exported timber harvaeted on non-Federal 13nads." The l:ey amendment is a
change of existing law which presently simply says that the Secretaries "may"
issue such rules and regulations, whicli they have never done insofar as the
problem of substitution is concerned.

The forest products industry supports this change from '""may' to ''shall, "
and the issuance of reasonable and workable substitution regulations. We also
support the language in the Committee report which statés (p. 2):
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''"The objective of regulations directed at preventing the
substitution of Federal timber for exported non-Federal timber
is to preclude persons engaged in exporting logs, either directly
or indirectly, from bidding on or purchasing Federal timber to
replace private timber they have exported.

""The regulations should be written to ensure that domes-
tic users and processors who are dependent on Federal timber
for a substantial portion of their timber supply shail not be placed
at a competitive disadvantage to exporters of non-Federal timber
in bidding on and purchasing Federal timber.

""Substitution is the purchasing of Federal titnber for use
in the exporter's mill at the same time the exporter is selling
private timber for export from within a region that is within an
economic transportation distance from the subject rnill. The
Committee cautions the Secretaries of Agriculture and Interior
not to acceptas'prima fecie' evidence of substitution the cases
where one who exports private timber is also purchasing Federal
timber. Rather, the Committee has in mind a specific problem
regarding the incidence of substitution,

""After consideration of the complexities inherent in re-
solving the question of what constitutes substitution, the Commnit-
tee feels that the Secretaries of Agriculture and Interior will he
well advised to establish a procedure for determining, on an 'ad
hoc,' case-by-case basis, whether the actions of an exporter of
private timber constitute substitution as described above."

NOTE: Despite the Committee's reservations about the complexitics of
resolving questions of substitution, the bill carries heavy civil and criminal
penalties for anyone found to have violated its provisions ''willfully and know-
ingly." See discussion of Section 204, below.

Section 202(e) also provides that timberlands '"administered by any State or the
Bureau of Indian Affairs" will not be subject to the restrictions against substi-
tution. In addition, it provides that timber from non-Federal lands which is of
a grade or species that has been designated surplus under Section 202(a) above,
will not be subject to the anti-substitution restrictions.

Section 202(f) repeals the provisions of existing law in the Morse Amend-
ment, which currently expires on December 31, 1973 (16 U. S, C. 617).
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Section 203 - Export Ceilings on Logs and Lumler

The second part of S. 1033 imposes total export limitations on soft-
wood logs and softwood lumber. (Hardwoods are not affected by this part of
the bill.) It is this part of the bill to_which the forest products industry
strongly objects.

Section 203(a) sets a ceiling on exports of softwood logs and lumber for
fiscal years 1974 (begins julv 1, 1973), 1975 and 1976. The ceiling is 2. 25
billion board feet (scribner scale) of softwood logs, and 1. 2 billion board feet
(lumber scale) of softwood lumber.

NOTE: The log ceiling is less than was exported in 1672 (3.1 billion
board feet) and in 1570 (2,7 billion board feet). It is approximately at the level
of log exports for 1971, when there was a dock strike (2. 31 billion board feet) or
in 1969 (2. 31 billion board feet) or 1968 (2. 47 billion board feet).

The lumber ceiling is approximately at the figure for lumber exports in
1972 (1. 19 billion board feet) and in 1970 (1. 16 billion board feet). In 1971, when
there was a dock strike, the export of lumber was 927, 2 million board feet.
In previous years exports were around one billion board feet or below.

Plywood is not covered by Section 203(a) but the Committee report never-
theless savs (p. 3), erroneously, that this Section places a ceiling on "softwood
lumber and plywood.' This is not so. Furthermore, plywood production {which
is not measured by a lumber scale) increased by 25 per cent between 1970 and
1972 and has had a 10 per cent average annual growth rate for over 20 years, with
abnut one-quarter of this now produced in the South, Plywood needs an expanded
export market, which at present is negligible.

These lumber export figureg include the exports from Alasgka, which
were about 340 million board feet in 1972. None of the Alaskan lumber goes to
the 48 lower contiguous states because of the Jones Act. Alaskan lumber goes
principally to Japan. Excluding the Alaskan-Japanese lumber, only four per cent
(4%) of other softwood lumber exported in 1972 went to Japan; the remainder (96%)
went principally tu Europe and Australia., Most of these exports were high value
lumber items not critical tc our domestic home building or construction markets.
Lumber exports are from Southern, Northeartern, Gulf Coast and Western states,
as well as from the Northwestern part of thc  :'ien.

. The wnrld market for softwocd lumber and plywood has been growing over
the past decace, though exports constitute only a small part (3. 7%) of the total
U, S. production of softwcod lumber (32,1 billion board feet in 1972), and an

even smaller part (3.0%) of the total consumption of scftwood lumber in the U, S.
(39. 9 billinn Lboard feet in 1972).

Section 203(b) establishes a lengthy, complex and difficult system for
increasing or removing the ceilings set in subsection 203(a), above, There is
no provision for changing the ceilings for fiscal 1974. Repeal or increase is pos-
sible only ‘or fiscal 1975 and '76. The bill sets up the following procedure:
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On or before March 1 of 1974 the Secretary of Commerce, if
he wants to increase or remove the ceiling for fiscal 1975,
must certify that for the next fiscal year "there will be a suf-
ficient volume'' of softwood logs, lumber and plywood from
all sources, ''to assure an adequate supply at reasonable

price levels for domestic consumption, "

Ia determining whether there will be ''a sufficient volume"

for domestic use, the Committee report (p. 4) further states
that, '""the Secretary shall not consider any imports of soft-
wood logs and lumber anticipated to be in excess of that
volume actually imported during the immediately preceding
calendar year.'" So the expectation of increased imports from
Canada (22. 4% of domestic consumption in 1972) could not be
taken into account to aid nur domesti. export trade.

Before making a certification to increase or remove a ceiling
on either logs or lumber, if he so desires, the Secretary of
Commerce must consult with the Secretaries of Agriculture
and of Housing and Urban Developmznt. His certification
niust be based on ''estimates of supplies of softwood logs,
lumber ana plywood from all sources' {as noted above).

By January 29, 1974, or at least thirty days before his cer-
vification, if he makes one earlier than March 1, 1974, the
Secretary of Commerce muat publish a notice in the Federal
Register of his intent to increase or remove either the log
or the Jumber ceiling, or both, and he must request '"com-
ments from the public with respect to the proposed action."

(NOTE: In effect, this means that the industries concerned,
the interest groups for or against the ceilings and all of the
Government officials involved must make judgements on
anticipated building volumes, housing production mixes, fi-
nancing flows, weather conditions for timber harvests and
for construction, sales markets and other pertinent economic
data -- at least by late December or early January with re-
gpect to adequacy of wood supplies over the following 1£-18
months, This is an impossible task in light of the repeated
volatile nature of the home building and wood production
industries., ) .

L]
Following the Secretary's certification on March 1, 1974, if
he makes one to increase or repeal either the log or lumber
ceiling, the Senate and the House uf Representatives have a
ninety-day (90 days} period to pass a resolution disapproving
the action of the Secretary. If either body passes such a
resolution, it nullifies the action of the Secretary. (So if
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any such action were to be announced on March 1, 1974, no
one would know for sure that it was cffective until May 31,
1974.)

For fiscal 1976, the same procedure must be followed as

set forth above. The Committee report (p. 4) specifically
states that if the Secretary is able to increase or remove

the limits for fiscal 1975, ''such action shall not apply to

fiscal year 1976, "

Furthe: more, the Committee report emphasizes that: '"If

no action is taken by the Secretary of Commerce, or if either
House of the Congress should act to disapprove the proposed
modification, the limitations provided for in Section 203(a)
will remain in effect.'' (The tenor of the language in this
part of the Committee report seems clearly to forcast an
effort in the future by the bill's spcnsors to continue these
statutory ceilings on log and lumber exports.)

Finally, the procedure described above for increasing or
removing the ceilings on log and lumber exports in no way
conveys authority to the Secretary of Commerce to lower

the ceilings or further limit exports of logs and lumber. The
Committee report recognizes this and erroneously, and un-
fairly, states that -- nevertheless -- the Secretary of Com-
merce has blanket authority under the Export Administration
Act to further limit logs and lumber without going through
the cumbersome process set forth in the bill for increasing
or removing the ceilings. In short, these provisions of the
bill are like a one-way street directed soiely towards limiting
the export markets of the solid wood products industry.

(NOTE: The Committee report is in error with respect to
its assertions of authority for the Secretary of Commerce to
set lower ceilings on log and lumber exports than established
in S. 1033, In the first place, the pending bill, if passed,
would specifically establish by statute the terms and con-
ditions of the grant of authority to the Secretary to limit ex-
ports of logs and lumber. If no mention is made in the bill
of authority for the Secretary to set limits lower than estab-
lished by the Congress, there is none. No reasonable stretch
of the rules of legislative construction can justify *he conclu-
sion so blithely stated in the Committee report (p. 3-4) that
because the Secretary of Commerce may now have authority,
prior to the passage of S. 1033, to set export ceilings for
softwood logs and lumber without Congressional review, this
authority would continue,as is,following passage of S. 1033,
but within the limits set by the bill. This is simply not so,
and no amount of report writing can make it so. Further,
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uncer the most recent amendments to the Export Administration
Act (50 App. U.S.C. 2403(e)),there is a clearly stated exclusion
of agricultural commodities (which certainly includes timber)
involving statutory guidelines binding also the Secretary of Agri-
culture and the President. If limits are to be set by the Secre-
tary of Commerce lower than those in S. 1033, then the bill's
procedures rmust be amended so that Section 203(k) applies to
lowering of the limit as well as increasing or removing them.

Section 203(c) provides a means by which the Secretary of Commerce may, if
he so desires, exempt ''specific grades or species of softwood timber" from
the expert ceilings set up under Section 203(a). The exemption is good for one
fiscal year only. Before approving an exemption, the Secretary must do the
following:

{1) Certify that the grades or species ''are surplus and that their
exportation will not cause a substantial distortion of the domestic
market price or supply of such grades or species'; and also,

(2) At least 30 days before making such a certification, he must
publish a notice of his intent to make the certification and re-
quest ''comments from the public'' with respect to his proposed
action.

NOTE: This section is patierned after a section in the existing Morse
Amendment governing export of unprocessed timber from Federal lands (16
.S.C. A, 617(b)). This is probably the reason why this section of S. 1033
speaks of ''softwood timber' rather than of ''softwood logs'' and "softwood lum-
ber,' as under Section 203(a). The result is confusing and, unless changed,
this Section 203(c) could at best only apply to logs (as a derivative of timber).

In addition, the legislative history and the practice of the Secretary of
Agriculture in carrying out the terms of its predecessor (Sec. 2(c) of the Morse
Amendment) preclude this exemption provision of S. 1033 from being used in
any fashion as an escape hatch for the forest products industrv or for the Gov-
ernment should markets for wood products suddenly turn downwards and thus
make export markets more desirable.

Also, there is no mention of ''quantities' of timber which might be ex-
empted. as there is 'n the Morse Amendment. And the Committee report gives
no sup.nu.i to the view, now argued by some Senate staffers, that Section 203(c)
could t< -.sed to escape the ceilings through exemptiors should this become
desirable because of economic changes and because of the cumbersome nature
of the ceiling modification process under Section 203(a), Clearly, this Section
203(c) exemption process will be useable only, as under present law, for
grades or species for which there is no market in the U.S. under normal
conditions.
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Section 203(d) authorizes the Secretary of Commerce to set up an export al-
location system to carry out the provisions of this part of S. 1033. He is
authorized to prescribe such rules and regulations as he determines ''neces-
sary to assure the equitable allocation of export authority" within the ceiling
limits on logs and lumber established i Section 203(a), above. In doing this,
the bill states he must --

.. Take into account all appropriate factors, including but not
limited to,

"historical volumes of export activity and customs districis
in which this activity has taken place in the past, ' and

... such other rules and regulations as he determines necessary
to implement this section.

The Committee report (p. 4) reinforces the inescapable conclusion from
“the above criteria in the bill that this section is designed to protect the existing
export activity in the hands of those firms which 2~» now, or have a record of,
exporting logs or lumber. In effect, the growing and potential export markets
for lumber in the Southern states, from the Southeastern and Gulf Coast parts,
would be frozen under S. 1033, The larger export allocations would continue
to go through the Northwestern ports (Portland, Oregon, being one of the largest)
under this system and, as the Committee report states, to ''any expcrter and the
customs district in which this export activity has taken place in the past, "

Although the Committee report does recognize the need for new exporting
firms in the market, it further emphasizes the discriminatory geographic im-
pact of the export ccilings under S. 1033 by stressing the design fo: "equitable
allocation' of log and lumber export quotas, as follows (p. 4):

"The Commiitee feels that it is particularly important that
Secretary not act in a manner to disrupt the existing geo-
graphical distribution of export activity. As nearly as pos-
sible, the Secretary shall allocate further export activity
among the various customs districts according to the ex-
isting proportional distribution of export activity. '

Section 204 is a penalty provision. It provides that "whoever willfully and know-
ingly violates the provisions of this title shall be fincd not more than $5, 000 or
imprisoned not more than five years, or both." It is the final provision of the
bill and applies to both the sections covering limitations on exports of timber
from Federal lands and tn the sections establishing export ceilings and an al-
location system for export quotas on logs and lumber,

NOTE: The prison penalty set forth above, for violation of export con-

" trols on logs and lumber, is the same as set under other provisions of the Ex-

port Administration Act for willfully and illegally exporting goods for the ben-
efit of any Communist-dominated nation. It is also the prison term established
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for a second or third time violator of other provisions of the Act. The limit
for a first-time offender under other provisions of the Act is a one-year
prison term. Thus, under the Packwood bill violation of the log and lumber
export controls is given the status of a very serious Federal crime.

Also, with respect to the civil penalty of up to a $5,000 fine, there
is no provision for refunding of the penalty, as there is under other provisions
of the Act, where there is found to be a material error of fact or law in the
imposition. The ordinary civil penalty authorized for violations of other pro-
visions of the Act is $1,000 for each viclation, which may be levied by any
department or agency exercising functions under the Act. (The original version
of the Packwood bill leveled even heavier penalties at log and lumber exporters
for violations: a fine of up to $10,000, or imprisonment for up to one year, or
both, for each violation, and a blacklisting from the export business for five
years.)

MAJOR OBJECTIONS AND
COMMENTS ON S, 1033

1. Exports from Federal Liands (Sec. 202)

Most of the objections of the forest products industry to S. 1033 stem
from and center upon the log and lumber export ceilings established under Sec-
tion 203 of the bill. With respect to the curtailment of log exports from Federal
lands, as set forth under Section 202, we support the reduction from a ceiluing of
350 million board feet ‘o0 a zero level.

The provisions of S. 1033 which cover timber from Federal lands (Sec-
tion 202) may not be necessary, however, in light of the action of the House
Appropriations Committee on June 22, 1973. In reporting out the appropriations
bill for fiscal 1974 (H.R. 8917, H. Rept. 93-322) for the Interior Department
and related agencies, including the Forest Service, the Committee provided that
no money made available by this bill can be used in fiscal 1974 for preparation
or administration of any new timber sales (July !, 1973 and thereafter) which
include timber for export or timber that will be used as a substitute for timber
exported from private lands. The Appropriation Committee's report on this
states (p. 9) as follows:

""The limitation would not apply to the use of such funds for
activities under sales already made, or to quantities or species of
timber which the Secretaries determine are surplus to domestic
needs. In any future sales, the Committee expects the Secretaries
to take steps to include provisions in timber sate contracts that will

,assure that the timber involved will not be exported, or used by the



73

ATTACHMENT A
Page 10

purchager as a substitute for timber he exports, or sells for export.

"The Committee expects the Secretaries to publish regula-
tions to implemnent this limitation and the Act of April 12, 1926 ..,
8o asg to control substitution of Federal timber for private timber sold
for export. This provision will make an estimated additional 200
million becard feet of timber available for domestic needs. "

NQTE: The forest products industry requested the Appropriations Committee
to adopt this provision, The 200 million board feet referred to is only of Fed-
eral timber; the indirect impact of this in curtailing the export of private timber
will be even more substantial.

2. Export Ceilings Will Not Accomplish Their Purpose

However, well-intentioned, the overall export ceilings on logs and lumker
in Section .03 of 5. 1033 are illogical and shortsighted., They will not accomplish
the stated goal of the bill, to increase the domestic supply of softwood lumber,
and they will have little, if any, effect on lumber prices at the wholesale and
retail levels.

Prices for lumber and wood products are determined almost wholly by
market demand. The export of logs and lumber cannot determine this demand in
our domestic economy. This is strictly a function of the flow of credit to the
building industry especially as it influences construction and the rate of housing
production, which uses about half of all the softwood lumber and plywood manu-
factured in the United States. An illuetration of this is the present gituation
in which prices have fallen rapidly and substantially this spring on lumber and
plywood while exp:ts of logs from the Northwest have continued at an accelerated
rate.

3. Export Ceilings Will Be A Deterrent To Expanded Supply

For several reasons the proposals for export ceilings are self-defeating
as a means of increasing domestic supplies. Primarily this is so because the
lack of export markdts for lumber and logs is a deterrent to investment both in
expanded production capacities for the industry and ir. the incentives for private
tree growing, the latter a key to the third forest program of the South,

With respect to lumber, 1t is certainly likely that foreign buyers,
including the Japanese, would turn to Canadian suppliers to fill their needs.
Canada is aggressively seeking this trade. Both the private industry and the
goverrments in Canada have stepped up their overseas promotion budgets for
developing their world markets for lumber and plywood. Canada would like to
insulate itself against its single-market dependency on the U, S., which now takes
60 per cent of its production. Imports of Canadian lumber are now at a rate of
25 per cent of U. 5. consumption, and they are increasing.

To the extent the Japanese purchase their lumber frecm Canada, these
amounts would be substracted from the supplies available for the U.S. The
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net result to domestic buyers would be to leave supply just where it is in
the U.S., with prices still fluctuating in concer} with the ups-and-downs
of the house building cycle.

Moreover, with respect to logs, it is by ro means clear that the
ban on exports will result in greater lumber supplies in the short run,
There is evidence to the contrary, that little additional production could
have been achieved during the past 18 months from mills in the areas of
the Northwest from which logs are exported.

The assertion in the Committee report that '"adequate sawmill capacity
exists to process the logs' was directly challenged in testimony at the hear-
ings. And, in any event, in a rapidly falling market for lumber it is apparent
that it will be a long while before the Committee's expectation would be realized,
"that logs prohibited from export will find their way into the domestic market. "
(See repnrt, p. 6)

3. Export Ceilings Will Be Difficult To Change

The system established under Section 203(b) of S. 1033 (see above) for
changing the export ccilings to meet changing economic conditions in the do-
mestic economy simply won't work. These provisions display a lack of under-
standing of both the nature and the dynamics of timber sapply, lumber produc-
tion and industry marketing.

The requirements in the bill which must be met before modifying the
export ceilings are extraoradinary under any circumstances. They go so far be-
yound any comparatle requirements for export controls that it is difficult to re-
gard them as anything but punitive in nature.

Furthermore, the delays in action te relieve the industry from the export
ceilings which are built into the bill would be compounded in all likelihood by
challenges to the environmental impact of any administrative change in export
ceilings. The consequent delays and difficulties in obtaining relief from the
ceilings imposed by S. 1033 render ineffective the provisions of Section 203(b).
The plain fact is the ceilings would never be changed by the Secretary of Com-
merce. This is recognized, inferentially, in the Committee report which
notes (p. 7) the difficulty in forecasting domestic lumber supplies and states this
as a reason for imposing export ceilings 'for the next tnree fiscal years only. "

4. Impact Of Export Ceilings Will Hurt Home Building

The immediate effect of export ceilings is to shut off prospects of a
growing alternative overseas market 1or the lumber and wood products industry.
But this, in turn, can and will khurt the housing industry by making it more dif-
ficult for the forest producis industry to supply reasonably priced products to
builders whenever the demand goes up.
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A foreign market is the only stable alternative wood producers can turn
to when the dornestic market drops, as it is now doing. A foreign marketing
program is the only realistic means of keeping plant capacity in operation when
domestic markets hit their periodic low points. There is no other stable and
growing market alternative strong enough to justify maintenance of plant ca-
pacity, to attract investment for modernization and expansion and to induce
land owners to plant more trees, to carry out the thinnings and other long-
term investments of time, money and effort to enhance the growth of their
future timber.

In 1969 and 1970, when the bottom dropped out of the home building
market, the forest products industry shared in that depression. A number of
mills simply quit, and there would have been more except for the ability to
reach some markets abroad. The production capacity that is driving lumber
and plywood prices down today -- despite freight car shortages, restricted tim-
ber sppply and adverse weather conditions -- would not now be available if S.
1033 had been law in the recent past.

Futhermore, the uperation of the system for modification of export
ceilings (described above) is 80 cumbersome that in an economic downturn in
constr:crion, its effect will be to drive the lumber industry into a deeper de-
r:ession than it might otherwise experience and keep it there for a longer time
than otherwise would occur under free market conditions. This is becauae the
system established under Section 203(b) of S. 1033 (see above) simply lacks the
flexibility necessary to permit quick turnarounds in marketing of wood products.
The result will be that when home building starts take an upwards turn, it will
simply take longer to expand domestic solid wood production.

5. S. 1033 Runs Counter To Free Trade

The free world trade markets greatly benefit the domestic economy of
the U.S., inc.uding the housing industry. Many foreign made goods are used
in constructiorn today, and many more help make new houses more livable.

Yet, enactment of S. 1033 runs counter to the principle of free v rld
trade, and it could have serious consequences to our domestic economy and to
our trade relations with Japan anc Canada. Certainly the bill is a unilateral
trade action inviting retaliation in some fashion. In addition, the General
Agreement on Tariffs and Trade (GATT) is involved. Our commitment to GATT
might well require, under Article XX, a restriction on domestic production of
wood products, following the precedent set some time ago when the U.S. cur-
tailed the export of walnut logs.

No one has yet suggeste 1 that if we are to curtail the foreign markets
for domestic lumber and logs when U.S., demand is high, as S. 1033 does, then
there should be an equal protection for the domestic lumber industry against for-
eign impcrts when U.S. demand for lumber and plywood is low, Yet this'is a’

logical follow-through to S. 1033 and it would certainly provoke opposition from
Canada. (It would also be opposed by the home builders who want lumber cheaper.)
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6. Long Term Expansion Of Timber Supply Is The Real Answer

Export controls or ceilings will have no real effect (except adverse)
upon the stability of supply of wood products and the expansion of mill capac-
ities to meet sharply rising demand curves. The real answer to these prob-
lems is not to take away markets, as S. 1033 does, but to expand the avail-
able supplies of timber as would be encouraged under the bills introduced by
Senators Sparkman (D., Ala.) and Tower (R., Tex.), S. 1775, aad by Senator
Hatfield (R., Ore.), S. 1996. '

Contractors, home builders, general consumers -- all will benefit from
a greater flow of commercial timber from the National Forests. But to accom-
plish this with adequate long-range planning to protect the environment and the
sustained yield basis for timber harvesting, requires an investment of funds
that is guaranteed to the Forest Service and other agencies. Legislation to as-
sure this funding should receive the support of everyone who now seeks to cur-
tail exports of wood fiber, for the possibilities are clear that with a concerted
effort in this direction, the Federal Government could solve all the timber, log,
lumber and plywood supply problems which otherwise will continue to plague the
nation in periods of high consgtruction levels.

With respect to S, 1033, finally, we agree fully with the Additional Views
in the Committee report submitted by Senators Tower and Bennett, summarized
(p- 8) as follows:

"The limitation on exports of softwood logs and lumber
provided for in S. 1033, as amended by the Committee, is un-
necessary and may in fact be counterproductive to the goal of
stabilizing lumber prices and supnly. It would have little or
no effect on reducing lumber and plywood prices domestically.
which is the intended purpose of the measure. Indeed, it could
easily result in higher prices for domestic users of both do-
mestic and imported lamber and plywood products. Fuither-
more, it is contrary to the principle of free international trade,
a goal toward which the U.S. has been making great strides in
recent years. Finally, it would discourage processors of lum-
ber and plywood products from adding muach-nceded plant ca-
pacity by forcing them to rely solely on the variable homebuilding
sector as their primary market, !

#® ok ¥ %k %k
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Senator STEVENSON. Thank you, Mr. Baxter.

The U.S. price of lumber produced domestically is frozen. The ex-
port piice of logs is not frozen. The increasing price of lumber im-
ported from Canada may be passed on. Don’t those conditions all
encourage log exports and lumber imiports?

Dr. Mcex: 1. Mr. Chairman, under a 60-day freeze I don’t believe
anyone Is going to make commitinents o exports. Sixty days maxi-
mum. Canadian lumber prices are coming down just like U.S. lum-
ber prices are, because we are all in the same market, and as the
figure 2 in the attachment show U.S. product prices have been com-
ing down for the past several 'nonths.

Canadian prices have been coming along with it, because we are
all selling in the saine market.

Senator STEVENSsoN. Senator Packwood ?

Senator Packwoop. Mr. Baxter, you mention the action of the
House Appropriations committee. You say that the committee ex-
pects the Secretary to implement this limitation so as to control sub-
stitutien of Federal timber for private timber.

Thei. 1s language similar to that in the current amendment on ex-
port limitations from Federal lands. What do you suggest the
Secretary should do to control such substitution ?

Mr. Honges. In the report language they state that the timber sale
contract will include a provision to make it illegal to substitute pur-
chased Federal timber from the sale to be covered by the contract
for exported private timber owned by the purchaser, and——

Senator Packwoon. What do they mean by substitution ?

Mr. Honges. I am sure that the committee report states that the
Secretaries will have to issue regulations to explain that, and we can-
not—I cannot—state what that would be.

Senator Packwoon. We have had a situation, Mr. Hodges, for a
good many years in which the Secretaries could draw such regula-
tibolns under the current Morse amendment, and they have not been
able to.

How do you expect them to do it in the future?

Mr. Honges. I would not agree that they have not been able to.
They have not seen fit to. I think that is a mistake in administra-
tion. The problem there was that we worked with the Department of
Agriculture for many months, with many meetings between industry
and the Forest Service, and I think they were expecting industry to
come up with the regulations, or at least agree on them.

There is no possible way that a competitive industry like ours
could come to an agreement on such a subject. Each operator that
could substitute would want to have regulations that would allow
him to substitute, and that would be perfectly legitimate.
~_ That is exactly what happened. With operators each in a unique
situation, there 1s no possible way of the industry coming to agree-
ment. It is not & fit subject for the industry to try to provide a solu-
tion for the Government. It is an action for the GGovernment te take.

Senator Packwoop. I assume you will have no complaint when the
regulations are issued ?

Mr. Hopges. I assume there will be many complaints.

Senator Packwoop. You have no suggestion as to what they
should be.
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Mr. Hopges. I just repeat. It is an inappropriate subject for a
group of competitors to try to arrive at a solution on. It should
never have been attempted in the first place.

Senator Packwoop. It is appropriate for you to complain after-
wards, but not to offer any suggestions ahead of time?

Mr. McGrat. We support, as our attachment points out, the lan-
guage that is in the committee report with respect to substitution.

Senator Packwoon. It just says to stop substituti~.

Mr. McGrati. Buu it gives guidelines. I thing you did an excel-
lent job in outlining your thoughts on that point, and e cay =0 in
this attachment, and I would expect that when this approoriation
bill comes before the Senate, some similar thoughts wouid ke given
in the Appropriations Committee.

Senator Packwoop. I have no more questions at the moirent, Mr.
Chairman.

Senator STEVENsoN. Senator Johnston?

Senator Jonnston. Gentlemen, you point out that the long-term
expansion of the timber supply is the real answer, and then you go
on to talk about expansion of mill capacity to meet sharply rising
demand.

Now i we sharply expand the mill capacity would we not then be
using up our timber faster than we grow it? I am concerned that ~ &
keep a balance between that which we are growing, producing, and
that which we are cutting.

Dr. Mue~cH. Senator, we still have a lot of capacity to go in tim-
ber production before we achieve a balance.

Senator Jounston. We are growing it faster now than we are
using it ?

Dr. Mvexcn. We are capable of growing much more timber than
we are growing. Presently there is an e2pparent imbalance *:: thal
the rate of removals exceeds the rate of growth. But this is an ap-
parent imbalance, because of the predoiainance of cld growth tim-
ber, which virtually is nongrowing in the West.

‘The only way we are going to achieve a balance is to convert that
old growtﬁ timber into the kind of timber that you have growing in
the South, Senator; it is young, vigorously growing timber.

Senator Jonnsron. The beautiful virgin timber that they have in
the West?

Dr. Mue~xcn. Much of it is timber literally falling apart because
it 1s so old.

Mr. Baxter. If we had an assur:d sapply of raw material, we
would be assured in making the capital investinent necessary to have
the mill capacity to serve our markets.

Senator Jounston. If you had the raw timber?

Mr. BaxtEr. Yas, sir. I think this can come primarily through bet-
ter menagement on the forest lands and incentives for the small
woodlot owners to grow more timber. ‘ o ‘ ‘

Senator Jounston. Do we have curves avail.t™ » so we can know
how much more we can produce, or cut, and plans, and where that
balance will be?

Dr. Muexcu. Senator, we can supply that for the record, but it
already is on thz record in other hearings. Several years ago, Ed
Cliff, aé that time Chief of the Forest Service, said there could be a

99-281 O - 73 - 7
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two-thirds increase in the allowable cut on the National Forests:
that there was plenty for the Forest Service to operate with.

More recently John Maguire has said there could be a 50-percent
increase. Now I think those figures show something of the crder of
magnitude of the kind of increase in production we could get from
better management of the National Forests.

Senator JorixsTov. You can sustain that—if you had the money
to plant—you could sustain a 50-percent increase?

Dr. MuencH. Yes; by more money for planting, and thinning,
and more monsy for carrying out genetic improvement programs,
and protection of the trees that are already there to enhance the nat-
ural growth of timber.

Senator- Jorrxsrox. Thank vou. That is all T have. Mr. Chairman.

Senator Stevenson. What percentage of capacity are the mills
operating at now ! This is one of the questions that has perplexed
this committee. We don’t seem to get ny unanimity of opinion on
the answer to that question.

Dr. MueNcH. Senator, there are many figures floating around on
what the capacity of the industry is. I have a study in progress, and
I have a table right here which I can make available.

Senator StEvensoy. We would be glad to have that, and we will
enter a copy of it in the record.

[The following table was received for the record:]

LUMBER INDUSTRY CAPACITY

(Capacity) Average

peak period Average utilization
production production rate 1972 1972
annual rate 1968-72 1968-72 production utilization
Lumber industry region ! (MMBF) (MMBF) (percent) (MMBF) rate
Southern pine. ... __._...__..... 8,870 7, 45 84 8,337 94
Douglas-fir. ... .. ... ... 9, 587 8, 082 84 8,892 93
wostern nine. L. ... e 11,184 9, 953 89 10, 436 93
California-Redwood .. ___ ... _____._. 3,008 2,3n 8 2,423 89
Other softwoods......_ e 1,670 1,370 82 1,485 8]
Total softwoods__ . ... .. ..__ 34,319 29, 194 85 31,577 - 92
Total hardwoods.__ _ ... ._ ... ._._. 7,924 7,18 9] 7,152 90
Totallumber_ .. ... __.. ... 42,243 36, 376 86 38,725 92

1 As defined by the U.S. Bureau of the Census. Current industrial reports, lumber production sud mill stocks, 1971
series MA-2AT (71)-1, October 1972,

Nstional Forest Products Nssociation, June 1973.

Dr. Mve~cin T anticipated this kind of question. so T made extra
copies of the table for the committee. It shows my estimates of re-
gional capacity in the lumber industry, and these «stimates are based
on peak period production levels during the period from January
1968 through March 1971.

The column marked “Capacity” shows what I estimate to be 100-
percent capacity in the regions. The next column, “Average Produc-
tion, 1968 Through 1972” shows the average production during the
b-year period in those regions. by region.

The next column shows what was the average utilization rate of
that capacity in the 5-year period. For the total industry, it was
about 85 percent of capacity, and this is fairly well in line with the
average operatig rates for [.S. manufacturing industry.

The next column shows the 1972 production, and the last column
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shows the utilization rate in 1972. It shows that for the softwood
lumber industry, a 92-percent operating rate prevailed. In the Doug-
las fir region, where the majority of the exported logs come from,
there was a 93-percent operating rate.

This is a pretty high rate to be snstained over a long period of
time,

More recently, 1n the first few months of 1973, with the flexibility
in price controls afforded by phase ITI, operating rates have been up
around 95 percent : 94 or 95 percent. I sincerely doubt, Senator, that
any embargo on the exports of logs would have meant a significant
increase in production.

You can just see that even if the Douglas fir region operated at
100 percent. it would have meant a few hundred million board feet
compared to export from the west coast of 2.3 billion board feet of
logs in 1972,

Senator STEvENsoN. I can see from your figures that the industry
is operating at a high utilization rate now, but if I understood Mr.
Baxter earlier, he said that capacity depended on the assurance of
supply. T think that would mean that an assured supply of the raw
materials could increase the capacity of the mills. If that is so, why
wouldn’t export controls help to assure a long-term supply of raw
materials which then would lead to greater capacity?

Dr. Mvexca. Export controls would not necessarily provide an
incentive for more capacity, Senator, because the reason we were
able to export so much in log volume is because the prices were so
high and landowners produced more timber.

Now no American company is going to put in mill capacity unless
he 15 sure of two things. One, is that the raw material is available,
but second, that the market will exist for that product when it is fin-
ished, and I think we need some assurance of .. continuing market,
and not the kind of boom, temporary boom period, we had in 1972.

But sustained levels of markets. enough to attract additional in-
vestment, but also a sustained flow of timber, and not necessarily the
kind of flow of timber that was induced hy high export prices. We
ueed the kind of flow of timber that could come from improved
management of timbeilands, especially from the National Forests,
where the timber now is, and at rates which sre not related to the
export price.

The point here is that if we can get more timber from the Na-
tional Forests, more investment will be attracted to serve expanding
markets in the United States fcr lumber and plywood.

Senator STEVENsoN. With the price of lumber frozen in the do-
mestic market, and the export price of logs unfrozein. the mills in
the absence of log export controls would not be assured that the raw
materials would be available.

Dr. Muvexcu. The point about prices being frozen does not per-
- tain at all, because market prices are below the ceilings.

Senator STevexson. What are your timber prices?

Dr. Mvexcn. Timber prices are not frozen, but it does not matter
if the timber is sold to a domestic or export buyer, they are still ex-
empt. Under the legisiation that we propose, that we support, ex-
ports of timber from Federai lands would be not allowed, and alsc
substitution ¢f Fede. al timber for private timber that is soid for ex-
port would not be allowed.
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But under the current market situation. the prices for softwood
lumber and plvwood on most items are below the legil ceilings.

Senator Stevexson. I still don’t understand why, with the price
of the raw material unfrozen, and the exports uncontrolled, why the
raw lumber is not going into the export trade out of the domestic
trade.

Mr. Hobges. As the product market falls, and T expect that it will
continue to fall on into next year, and because there is increasing
world demand for lumber and plywood T expect that more will go
to export. The plywood associatior is spending cr 'siderable money
trving to build its position in world markets, the lumber industry
not quite so much.

I would hope that the lumber and plywood industry utilizes and
takes advantage of these world markets when the slowdown in hous-
ing causes a slump. instead of going through these periods of de-
pression every 2 or 4 vears that last a year or two.

Mr. BaxTer. Senator, I believe it really comes back to the question
of timber qupplv too. The growth rates and the harvest rates can be
accelerated on National Forest lauds and also on the small wood lots
in the South, and I believe there is enough timber to take care of
our domestic market and have export markets as well to help the bal-
ance of payments problems.

Senator STevENnsoN. We ave in the National Forests already cut-
ting more than we are growing

Mr. BaxTer. We are not managing the National Forest. The pri-
vately owned lands are managed in terms of restocking and re-
growth.

Dr. Mvexcr. Although it i1s true there is a current imbalance in
the National Forest, we are below the allowable cut. We are still in
this conversion period, trving to get the timber out of the old
growth situation into a kind of a balanced condition where we have
more vigorous. vounger timber producing more timber growth, and
until we achieve that situation we will have the apparent imbalanc~,
but the Forest Service is now selling much less than the allowab.e
cut would permit them to.

Senator STevexsoN. You say that lumber prices are falling. Hous-
ing starts have been off, also. Aren’t housing starts off, and therefore
the lumber prices are fa]]mg. because of the high price of housing?
Hasn’; that been one of the principal causes of the falloff in housing
starts

Mr. McGraTH. T wonder if T could respond.

Senator StTeveENsoN. T recognize there are other factors.

Mr. McGrati. You have touched on a pcint T think. Senator,
which is obviously of great concern tu all of us ere in relation to
the export control bills now pending in the Senate and before this
committee.

I would like to submit for the record = copy of what T think is
the very best economic analysis of housing starts that there is avail-
able in the Nation, and that is the “Economic News Notes,” published
by the National Association of Homebuilders. It is not true, Senator,
as you just said a moment ago, that housing starts have fallen be-
cause the rate of housing starts just this past month was up, and
there has been steady activity.
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But if I may I would like to refer to the “Housing-Starts Bulletin,”
because the economist for the Lousing industry points out that the
historical high numbers that we have experienced on housing starts
during the past few months tend to obscure the weaknesses which
are evident in most of the other housing indexes.

For one thing, the building permits which are an indication of fu-
ture activities %or April and May .. e substantiallv below the levels
which were registered just a year ago, and the May rate is un-
changed from April, down over one half million units from Decem-
ber, and 351,000 units below the January figure.

There are other signs, too, of what is happening in the housing
market. It now takes longer to sell a house. According to the home-
building industry in March and April, it took 4.8 months compared
with 3.2 months in April. In other words, the length of time it is
taking to sell houses is changing and the price of housing is going
up in a situation that is tightening in the housing market, and this
is clear from the median sales prices.

That price for all the new homes sold jumped by 4.5 percent in
April over March, and that is up 22.8 percent higher than the me-
dian sale price in April of a year ago. The figures they quote are
$26,700 a year ago, and $32,800 this April.

Finally the median sales price of new homes sold climbed by 8
percent between 1971 and 1972. Now of course, we iLiaave heard, as
this committee has heard. that a large part of the reason for that is
the increased price of lumber and plywood and other wood products.

We really don’t thirk that is so. Some of the figures that we have
heard and that have been stet < in press releases and elsewhere we
think are exaggerated. There is no doubt that the cost to the builder
and ultimately to the consumer of the increased prices of lumber
and wood products have had to go into the sales prices of the house,
but the increases in housing sales prices we do not think can be laid
to the door of the lumber and plywood industry in the percentage
jumps that have been taken in the sales prices of the newly con-
structed homes.

In relation te the export control legislation and the sales prices of
houses and the suppiy of housing, I think it is important to pay
close attention to the mix of housing construction markets, because it
is largely in the construction of single family homes that the bulk of
the lumber and plywood are used.

Multifamily construction does use much less wood products. The
mix during the last couple of years has been strongly in the direc-
tion of single family homes. The production of single family homes
jumped measurably during the past 214 years, but now that trend is
changing and now the figures show that the multifamily housing
units are up, and single family housing units are down.

With your permission, I would like to submit the economic statis-
tics that T have been referring to, the Economic News Notes for the
record. I only have one copy, but if I could do that, I would appre-
clate 1t. '

Senator SteveExsoN. Without objection, the statistics will be en-
tered in the record.

[ The information follows:]
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Starts Rate Increases First Time
Since Januery

The sessonally acjusted annual rate of
housing starts increased 15.5% in May to
2,430,000 units from 2,104 000 units

in April. The May rate is 4.8% above the
2,318,000 units in the same month a year
#g0. The rate of single family starts in-
aeased 5.9% to 1,268,000 units from
1,197,000 units. The multifamily rate
jumped 28 1% to 1,162,000 units from
907,000 units.

Regionalty, the Northeast dropped
9.5% to 257,000 units from 284,000
units. The North Central led in region-
wl increases with a jump of 57.4% to
@03,000 units from 383,000 units. The
South rose 14.4% to 1,011,000 umts
from 884,000 units; and the West in-
creesed 1.1% to 559,000 units from
563,000 units.

Actual Starts Up
Actual starts increpsed 15.7% in May to
235,300 units from 203,400 uniis in
April. Both single and muttifamiiy
starts increased-single tamily starts
rising 9.5% 10 131,400 units, and muiti-
family starts showing ¢ 24.9% ju.np to
103,800 units from 83,100 units

In the regions the Northeast o Siined
10.3% to 27,900 units from 31,100
unns. This decline was offset bv & 37 5%
increase in the North Centrsli region to
56,500 units from 41,100 units. Starts
in the South rose 1< 8% to 67,900
units from 81,700 u:.:ts, and in the
West starts climbed 7.1% to 52,800
units from 49,300 units. May starts in-
clude 100 publicly owned dwellings.

Building Permits Up Slightly

The May seasonally adjusted annua!

rate of building permits issued increased
1.8% to 1,867,000 units from 1,834 0
units in April. The rate of single tamuy
permits fall 2.7% to 898,000 units from
923,000 units. The multitamily rate rose
by 6.4% to 989,000 units from 911.000
units,

Regionaily, the permit rate showed a
6.6% decrease in the Northeast 1o 251,
000 units from 266,000 units; the North
Centrat rose 9.2% t¢ 90,000 units from
357,000 units; the Souch fell siightly
with a 1.0% dscline to 767,000 units
from 775,000 units; and the West Re-
gion increased 5.3% to 458,000 units
trom 436,000 units.

VOLUME XiX, NUMBER 8
June 18, 1973

Actuaf building permits issued in-
cressed 7.5% in May to 188,900 units
from 175,700 units in Aprii. Single
family permits rose 4.4% to 94,700
units from 90,700 units, and multitam-
ily permits increased 10.7% to 94,200
uniis from 86,100 units.

Regionatly, permits followed the
same pattern as starts. The Northeast
region declined 3.4% to 25,200 units
trom 26,100 units; the North Central
shovsed an increass of 14.5% to 40,300
units from 35,200 units; the South
rose 10.7% to 78,400 units from
70,800 units; and the West had 2 3.2%
increase to 45,000 units trom 43,600
units.

Mobile Home Shipments Continue
Rycord Highs
April mobile home shipments reachsd
another all time monthly high with
61,560 units, 8.0% above the 57.000
units in March and 15.0% higher than
the 53,400 shipments in Apnl 1972,
The cumulstive total for the first

four months of 1973 was 202,210 units,

a 15% incrsase over the 176,270 units
in the January-Apnil period a year ago.

The April seasonally adjusted annual
rate of mobite hom» shipments was
680,000 units, 7.7% beiow the 737.000
unit rate in March ang 9.7% higher
then the rate in Apnil 1972,

In Sumrnary

The seasonally adjusted annual rate of
housing starts in May sets a record for
that month. The unadjusted actual
starts of 235,200 units was also an

all time monthly record. These his-
torically high numbers tend 1o obscure
weaknesses of most oth> husing i
indices.

For one thing, bu''. .-, serinits (an
indication of future »¢::-:ty} for April
and May are substantie!  maiow the
lgvels registered oartier tis yrar. The
May rate is vi;tually uvichanged frem
April but down over «r.»-half million
units from Decamber :.5 35 000
units below the Januar: . Gurs

In addition, the May rate of starts
increased 57.4% in the North Central
Region. The Nurth Central Region
happens to be the only region with
very peculiar seasonal adjustments for
May in buitdings with 5 units or more:

tha April adjustment is 130.8 but May
goes down to 87.2 and June is up again
to 115.7. This sharp drap in the sea-
sons! adjustment makes littie sense and
could well account for much of the
rate increasa. Most May figures show
that something is wrong with this
adjustment: in aimost every year for
the last ten years the May seasonally
adjusted annual rate has jumped over
Aprit.

The incraase in starts was largely con-
centrated in multifamily buildings of
5 units of more, with a 28.8% incresse
over Aprii. Thus, the start of seversl
large apartment projects in the North
Cantral Hegion could be responsihle
for much of the annual rate incresse.

Unused permits peaked cut in
Merch at 434,000 units. In April, for
the fisst time in many months, unused
permits dropped to 428,500 units.

Stil), they were exzctly 100,000 above
the April 1972 figure. The dacline in
unused permits is hard to interpret. The
downward trend follows seversl months
of decline in the issuance of building
permits. To what extent this drop
suggests 3 speed-up in the ute of comnit-
ments is not clear.

The April annual rate of homes sold
dropped below the rate a year ago for
the first time in the current housing
cycle. At 667,000 units the rate wes 7%
below the March figure and 5% below
the Amxil 1872 figure.

The ratio of homes for sale to homes
sold reached the highest levet ever: at
7.9 it was substantially ~bove the 5.7
ratio shown last April {the higher the
ratic the slower the sales}.

In addition, houses taok longer to
sell \n March and April than a year ago
{4.8 months compared to 3.2 months}.

The median sale price of all new homes
sold jumped 4.£% in April over March
and was 22.8% higher than the median
price in April 1972 ($26,700 compared
to $32,800}. No doubt some part of
this increase has bear due to the dras-
tic drop in Section 235 subsidized
housing. Other reasons for the rise are
sharp increases in the cost of land,

. and other materiais. In com-
[ the median price of new homes
sold chimbed by 8% between 1971 and
tg972.
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MONTHLY COMPARISON OF ACTUAL HOUSING STARTS, 19641973
New Housing Activity (Th ds of Units)

Sessonally
Tota! Private Private —Government Programs— Adjusted Annual Rate
Private Totat One Mutti- FHA FHA FmHA VA Public Total Total
My & Public  Privete Family Family Home Project Housing Howing Howing Private Building
1964— Housing Howsing Houwsing  Howsing  Units Units Units Units Units Howsing  Permits
1973 Starts Starts Starts Starts Started  Started?  Started®  Started  Started*  Starts Isusd
1973 235.3 235.2 131.4 1038 NA NA NA 104 24 2430 1867
1972 2219 225.8 135.2 90.7 18.8 136 8.6 9.4 36 2350 1955
L7 2035 198.56 156 829 245 16.2 6.5 83 8.2 2046 1871
1970 127.3 125.0 74.8 50.2 188 17.8 5.2 5.2 6.0 1280 1328
1969 157.7 156.6 91.3 64.3 13.4 13 40 43 33 1583 1328
1968 144.5 140.9 36.8 54.1 138 6.3 - 6.5 - 1408 1207
1967 134.2 132.0 87.3 447 14.3 33 - 4. - 1304 1076
1966 1339 130.0 B4.7 453 12.8 7.6 - 33 - 1265 1078
1965 157.7 153.3 98.4 54.9 4.7 4.2 - 43 - 1478 1207
1964 1569 152.8 98.2 54.6 15.9 7.4 - 5.2 - 1467 1299
NEW HOUSING ACTIVITY
{in Thousands of Units)
Total Private Private
Private & Total One Multi- Total FHA FHA
Public Private Family Family Buikding Home Project VA FmHA
Yousing Housing Housing Housing Permits Units Units Units Units
Yoor Starts Starts Starts Starts Issued Started Started Started Started
1972 23185 2356.6 1309.2 1047.3 19553 198.5 168.7 104.0 914
19N 2084.5 2052.2 1151.0 901.2 1888.7 300.9 2331 94.3 747
1970 1469.0 1433.6 812.9 620.7 13242 2335 182.0 61.0 57.7
1969 1499.6 1466.8 810.6 656.2 13223 153.6 79.7 52.2 436
1968 1545.5 1607.7 899.5 608.2 13534 147.8 79.4 56.1 430
1967 1321.9 1291.6 843.9 4417 11410 141.9 37.8 52.5 383
1966 1196.9 1165.0 7718.5 386.5 9719 1201 293 36.8 25.2
1965 1509.6 1472.9 953.8 509.1 1238.8 159.9 36.7 49.4 125
1964 1561.0 1528.8 970.5 558.3 1286.8 154.0 50.7 59.2 11.4
1963 1642.0 1610.3 1020.7 589.6 1334.7 166.2 54.9 71.0 15.8
1962 14924 1462.7 991.3 471.4 1186.6 197.3 62.2 77.8 9.0
1361 1365.0 1313.0 974.4 3386 1064.2 198.8 449 833 10
1960 1296.0 12521 994.7 257.4 998.0 226.7 352 746 42
‘(
MANUFACTURER’S SHIPMENT OF MOBILE HOMES
MONTHLY 1963-1973
(ACTUAL SHIPMENTS IN THOUSANDS OF UNITS)
Month 1963 1064 1966 1968 1967 1968 1969 1970 1971 1972 1973
Jn 8.5 10.9 12.8 116 12.2 19.0 271 239 24.7 335 40.7
Feb 10.2 128 14.2 143 14.4 0.2 29.4 241 28.7 40.0 42.9
Mar 1.7 16.1 18.7 20 184 240 375 295 36.0 49.1 §7.0
Apr 13.6 16.7 17.9 196 19.4 271 36.0 400 43.3 53.7 61.6
May 14.7 178 18.9 20.2 29 276 34.6 329 413 51.8
Jun 13.7 18.9 2o 217 26 26.5 36.4 35.7 47.8 66.0
Jut 131 16.9 17.7 180 195 27.2 36.2 3an 45.6 48.5
Aug 13.7 17.9 21 224 24.7 30.5 381 384 50.0 521
Sep 4.2 19.0 214 200 4.2 299 40.1 414 54.0 49.1
Oct 5.8 18.2 20.5 192 243 335 434 40.8 50.8 54.4
Nov 1.8 143 17.9 17.4 21.0 276 327 206 399 50.7
vhec 1.0 1.6 13.8 129 179 240 27.2 270 34.4 38.0

Toul: 150.8 191.3 216.5 2173 240.4 3180 4217 401.2 196.6 5759
Sowce. U. 5. Depariment of Commerce, B. O. C., Construction Review. Jan. 1972 Tabis 8-7. Bursau of Censut, C-20 Cons -uction Reports.

1-FTHA Home Starts include rehabilitated units,

- SRA Projact Starts axciude rahshilitated uniis after 1962,

3-Farmecs Home Administration Starts for the lsst mnnth reported have been revisad downward 25% by the NAHB Economics Derarimaent to adjust for rehab-
Witated units and existing unit purchases. All other figures raflect sctual sterts,

4..Public Housing as defined by the Depsriment of Housing and Urben Developrent inciudes conventional, public, lessed and turnkey. Effective Jenuary 1971,
uruts 8¢ shown by month reported, not month started.

Soutce —Burssu of the Census, U. S. Departrment of Commerce, Housimg Sterts 1959 to 1971, C-20 Suppiemeni. Cansus, Housing Starts, sénm C-20, November
1972; Consus C-20 monthly neva releme; Federal Housing Administration, Farmers Home Admunistration, Veterars Administration.
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NEW HOUSING ACTIVITY
{Thousands of Units)
AL START Sessonally
Total - Private Private Adjusted Annusl Hate
Privete Total One Multi- HA m A Publc  Total Tousl
& Public Private Family Family Home Project Howsing Howing Housing  Private Building
Houwing Housing  Houwsing Housing  Units Units Units Units Units Housing  Permits
Starts rts Starts Started’  Started Sterted  Started*  Starts Isuad
1874 1486 A ®ws ‘63 . 87 12 (X 24 nue? e
1308 1380 ne oé 12 a5 a7 .Y ] 0 458 Fal
»no 200.0 1061 “e - - - 83 -— 250 N
034 3.1 1200 0.1 [J ] "2 3 a0 - 204 14
238.3. 35.2 1314 103.8 NA MA'l NA 104 24 430 1987
< Rermeining space to be dewsloped in monthly progression.
150.9 149.1 67.2 729 241 1.5 6.1 7.5 25 2487 2204
163.6 162.2 76.3 759 18.5 8.3 5.8 8.0 28 2682 2056
205.8 203.9 1114 944 36 141 79 10.5 1.7 2369 2007
213.2 2116 1198 93.4 19.2 99 7.3 8.5 21 2109 1991
2279 225.8 1352 9.7 188 13.6 8.6 9.4 36 235 1955
226.3 2231 1319 91.2 171 148 1.9 9.6 109 2330 ralil
207.6 206.5 1191 86.3 14.5 1.7 6.2 9.4 05 2218 2108
30 228.6 1313 97.4 16.9 13.3 8.5 ng 33 2464 2237
204.4 203.0 1205 825 141 141 1.7 & 33 2399 2265
2155 213.8 1160 97.8 128 1.8 78 85 1.7 2462 26
187 185.7 974 88.4 103 10.9 8.0 8.0 14 2388 2139
16286 150.5 73.2 713 76 34.7 5.7 58 i4 2369 2377
114.8 110.8 54.9 55.7 237 9.1 4.1 4.6 109 1810 1668
104.6 102.2 £8.3 439 185 9.2 43 47 86 1794 "1872
169.3 167.9 916 76.3 239 10.3 6.0 69 £2 1838 1722
203.6 2011 1180 85.0 271 11.5 6.1 84 37 1951 1m™
203.5 198.5 1156 829 245 16.2 6.5 8.3 8.2 2046 197N
196.8 193.8 1169 16.9 280 18.2 133 9.0 10.0 2008 1913
197.0 194.3 107.7 88.6 254 175 'r‘ 1.6 9.2 28 2001 2079
2059 204.5 ms 928 23 18.5 7% 94 34 2219 2048
1756 173.8 102.1 na B 232 73 8.7 55 2029 1987
181.7 179.2 1028 76.9 248 139 6.6 8.1 24 2038 2027
176.4 173.7 229 80.9 241 23.2 70 91 68 2228 2092
165.3 1521 80.4 7.8 27.1 58.3 48 7.4 7.5 2457 2%
69.2 68.4 334 33.0 103 5.9 20 34 71 1108 1062
771.2 74.3 414 329 121 53 24 39 38 1322 A AAE:]
1178 1147 619 52.8 1658 9.4 a8 4.8 6.9 1364 1i32
120.8 128.4 73.8 54.6 20.2 11.7 49 54 8.0 1230 1224
1223 125.0 748 50.2 188 17.8 52 5.2 6.0 1280 1328
1419 135.2 83.0 52.2 2 18.9 5C 5.1 7.9 1396 1322
1435 140.8 758 65.3 226 2.1 31 52 5.7 1506 1324
1315 128.7 73 51.4 208 13.0 71 56 6.7 1401 1394
1338 130.9 760 54.9 212 13.2 58 53 86 1531 1426
1438 140.9 794 815 239 18.5 10 5.8 8.3 1589 1664
1283 126.9 674 535 2t.2 124 5.5 5.5 55 1621 1502
124 121 .4 68.0 52.4 253 378 6.0 5.7 5.6 1944 1767
105.8 101.5 51.3 50.2 8.8 4.4 43 38 3.8 1769 1459
4.6 801 479 421 9.2 3.5 25 35 33 1705 1485
135.6 131y ne 8.8 127 5.9 14 39 38 1561 1438
159.9 159.9 856.0 740 16.0 8.7 33 44 26 1524 144
167.7 156.5 9.3 64.3 134 7.3 40 43 31 1583 1328
150.5 147.3 82.7 64.6 139 7.2 16 48 58 1528 1349
1265 126.2 735 51.7 134 7.2 1.1 4.7 49 1368 1278
127.5 124.9 68.5 55.4 126 9.3 5.8 4.2 5.5 1358 1317
132.9 129.3 75 57.9 131 49 6.1 4.8 58 1507 1263
125.8 123.4 6.0 553 151 9.3 44 5.0 6.1 1381 1218
974 24.6 55.1 39.8 12.2 &, 31 3.9 -] 1229 1o
85.3 84.1 428 413 134 83 27 4.2 6.9 1327 11566

ECOMOMIC NEWS NOTES/JUNE 1973 3



89

HOUSING TRENDS

PRIVATE HOUS!
STARTS

12 MONTH
% MOVING TOTAL
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Senator STEVENSON. Senator Packwood ?

Senator Packwoop. Dr. Muench, let me ask you about your table
“Lumber Industry Capacity.” Your first column, what is that?
Where did you get those figures in that column ?

[The table is prmted at p. 82.]

Dr. Muve~xcit. Senator, the National Forest Products Association
publishes each month data on seasonally adjusted annual rates of
production, and in estimating capacity of the lumber industry T took
the three highest monthly ﬁfrmes for seasonally ad]usted annuval
rates of production for each of those regions shown in the chart on
the table.

I averaged those three and called that ficure 100 percent.

Senator Packwoop. That is your estimate of the most that lumber
milis in the country could produce?

Dr. Muoe~cH. Short of a better way of doing it, that was iy as-
sumption. This is not comparable to the kind of estimates or capac-
ity that we have with the steel industry or the paper industry,
where we have an engineered measure of capacity.

In the lumber industry we find that capacity is more related to
price than to anything else.

Senator Packwoon. To price?

Dr. MuoexcH. To price. that is right. For instance, we know that
there are always some mills which are submarginal, have recently
gone out of production when a sufficient spread develops between
the cost of production and market price, and if there is raw material
available, those submarginal mills become marginal and come back
into production. We know that there is great ﬂe\nblhty within the
industry to add ancther shift or another half snift per day, another
day per week, or to operate with high manpower input for relatively
short periods of time.

In 1972, we found a new phenomenon, new to me at least. Many
of the firms in the hardwood lumber industry found that they were
caught during phase IT with very low ceiling prices for hardwood
lumber items, but nnder the regulations if they produced something
else, they could call that a new product and go to the market price
reporters who established a ceiling price.

So they shifted production out of hardwood into softwood. So
again, a price relationship here bore on capacity. In making these
estimates, I assumed that taking an average of the three hlghest
monthly rates would give me a reasonable estimate of what 100 per-
cent capacity is by region.

Senator Packwoon. But vour figures don’t mean that there were
no mzills in Oregon or Washington that could not have produced
more?

Dr. MvexcH. No. my figures don’t mean that, but if you assume
that during those 3-month periods anybody who had a mill and
ovuld get some logs to jam through it would operate, then I think
you will have to agree that my estimate of capacity is probably not
too far off.

Also looking at the average production figures during the 5-year
period, you see that those operating rates were pretty closelv in line
with the normal operating rates for U.S. industry, which normally
operate in the range of 80 to 85 percent.

Senator Pacxwoon. Your assumption was that the mills could get
the loge co push through?
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Dr. Muexcu. During that 5-year period, I think there was suffi-
cient price inducement for almost any ccmpany.

Senst. =~ Packwoon. I am talking about the 1972.

Dr. m-exca. In 1972, yes.

Senator Pacgwoon. You assumed they could get the logs?

Dr. Muexch. Yes, and if you accept my estimate of capacity,
then you have to also reach a conclusion that during 1972 there were
few mills that had insurmountable difficulty getting logs. Probably
the price incentive was great enough that mills were able to take
some measure—to perhaps use up their timber inventory at faster
rates than they wouid have otherwise.

That meant in the short term they had no difficulty getting logs.

Senator Packwoon. Let me make sure I understand your last col-
umn, the 1972 utilization rate. Take your total of softwoods. You
have 34,319 million board feet peak production capacity, and you
show the 1972 production at 92 percent. That means by your figures
thsht goughly 8 percent or more could have been pushed through the
mills? '

Dr. Mue~cH. Throughout the entire United States, had the mills
been able to operate for the whole year at 100 percent, which is an
unlikely situation.

Senator ' .kwoob. You mean they could operate at what ycu call
capacity ?

Dr. MuexcH. Yes; 100 percent of capacity.

Senator Packwoop. Not 24 hours a day at 100 percent.

Dr. MuencH. Yes; this is not an engineering concept of capacity.
Hardly any mill can operate 24 hours a day. There has to be down
time for maintenance and so forth.

Senator Packwoop. You say the committee report on S. 1033 is in
error in its statement that the Secretary of Commerce still maintains
the power that he has under the Export Administration-fct of 1969,
to restrict the export of logs. You say that we have repealed that
provision.

Mr. McGraTti. Noj that is not so. That 1s incorreci—the Secretary
of Commerce has whatever authority he has now.

Senator Packwoop. You mean your statement is wrong?

Mr. McGrata. I think the coinmittee report is in error, Senator.
What the committee report says is that if S. 1033 passes, the Secre-
tary of Commerce is then given authority under a process which is
outlined in the bill to repeal, eliminate, for the fiscal year, the con-
trol on lumber or logs, or to raise it. :

The committee report then goes on to say that under existing law
the Commerce Secretary could do this without any review by the
Congress, which is also correct. ,

What I am saying is, once you pass that bill; you, I think have
~ usurped the existing law by writing in a sp2cial title on lumber and
logs in the Export Aoministration Act, so that from that point on
the authority of the Secretary of Commerce over logs and lumber is
embodied in your title.

Senator Packwoon. The bill limits his authority in terms of in-
creasing export limitations unless he will follow the provisions of
S. 1033. There is nothing in S. 1033, either a5 I introduced it or as Sen-
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ator Stevenson amended it, which precludes him from reducing the
export limitation.

Mr. McGrata. There is notning in there to authorize him, either.

Senator Packwoon. Existing law authorized him to do that.

Mr. McGrata. But you are amending existing law.

Senator Packwoon. Where, in S. 1033, have we repealed his au-
thority to lower the restrictions?

Mr. McGrati. I think you did it. There is no reference in the bill
to the existing authority. "There is only a reference in the committee
report to the Swretam to lower the ceilings. What I am saying is
that when that bill, if it passes, becomes law, you have written into
the Export Administration Act, title I1. and other exports, and any
judge, I think. would conclude that the Congress, knowing the exist-
Ing situation, would say, as a matter of ]e(ral cot stmctlon, that what
you have done is to authorize the Secretan to raise or repeal ceil-
ings, but the setting of the ceilings is done by the Congress.

Senator Packwoop. We told the legislative counsel what we
wanted, Mr. Chairman, and it was to restrict his power to Increase
export limitations.

Mr. McGraTir. As T point out here in the note. and T wrote. it. you
could easily do that by now including in S. 1033 the simple words,
to lower. Lower, Increase or repeal.

Senator Packwoob. I have no other questions.

Senator Stevexson. Isn’t it true that in 1972 mills were buying
logs and exporting them and were doing so because the export prices
of the logs were uncontrolled and the lumber prices were controlled
and they could inake more money by exporting logs than by selling
lumber?

Dr. MuencH. T think that is probably true. Senator. The quesiion
remains, though. were those logs surplus to their own needs or not?

Senator §reEvENsoN. They were surplus to t' ‘r own needs because
they could make more money by sellm(r them sbroad.

Dr. MuexcH. Senator, cedar 1S a good example. If a mill buys a
timber sale that ha< a species it does not normally cut, it could look
around for the Lest market for those logs. the logs that it has sur-
plus to its ov n needs, that it didn’t desire to manufacture, and look-
ing to the I zhest buver. the most rational move for the company to
make woula be to sell in export if that is where the highest price
was.

Mr. Hobees. Senator, under the controls in 1972, there was quite
an incentive for operators to ship logs to Canada and sell them into
Canada. and cedar was an excellent example They could be manu-
factured into shingles, shakes, or other products and shipped back
into the United States, free of controls on the first instance at a con-
siderable incentive.

There was nothing illegal about it.

Senator STEvENsoN. Nothing what ¢

Mr. Hopars. There was nothing illegal about. it. ’

Senator Stzvensow. I did not mean to suggest there was anything
illegal. You have rightly pointed out that in S. 1033 we failed to ex-
empt. Alaskan Jumber from the export controls and T believe we will
have to do something about Alaska. If we were to exempt exports of
Alaskan lumber and then make corresponding reductions either on
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logs, or on the lumber ceilings, where would you like to see the re-
ductions made? Or where would you least, like to see them made ¢

Mr. Hopges. You would, I guess, if you were trying to adjust to
1972 leve's, you would anenl the bill to take off the 365 million that
was exported from Alaska, and leave the 1972 levels for the 48
States, 1.2 billion minus 365 million.

I presume that would be the idea if you were staying with your
original intent. There are all kinds of problems with that. You
would try to use export quotas based on an exporter’s past history
over some period, and I think that the difficulties are that the cur-
rent market is going up and down for diiterent products, and the
kind of products that were exported in 1972 in lumber fro . the 48
States were very unique.

You know we had peak prices in 1972, so the kinds of things that
were exported were not the normal homebuilding type of mat rials.
They were long lengths, and odd items.

Now supposing the market continues to go down, and we are
going to be looking for other markets for the kind of things tnat go
Into housing--lumber and plywood in order to keep our mills
healthy during the slump. The exports will come from different
areas of the country, possibly, and they should expaic.

This is our dificulty with S. 1033. It scares us. We see the market
in the world, in Europe, Australia, in Japan, possibly for lumber
and plywood increasing, and we think that in the ship periods it
will be to the benefit of the homebuilder, to the U.S. zonsumer, cer-
tainly, to tbe benefit of the timber g.ower, and it will help to keep
the mills in operation 1f we can enjoy that export market.

Senator StevensoN. Why do we bring in no logs or lumber from
Alaska? Is it because of the Jones act ?

Mr. Hovers. Yes. The Jones act requires that shipments between
U.S. ports be in U.S. bottoms and with U.S. crews and so forth.
That makes it uneconomic to use our own merchant marine fleet.
Secondly, over the time period now that, we have been operating in
Alaska, the Japanese have, I am sure, helped finance, and made ar-
rangements with the mills in Alaska so that there is a historic pat-
tern there. Regulations governing the operation of the National For-
st in Alaska require primary manufacture of Alaskan timber.

Senator STEVEN8ON. The purpose of the Jones Act is to encourage
transportation in U.S. bottoms. The effect, then, is to eliminate the
transportation of timber between Alsska and the lower 48 in any
bottoms. If the Jones act were not applicable, would timber come into
the lower 48 from Alaska? ,

Mr. Honees. I am sure it would. There might be disagreement
over this. It would take some while. Right now it is contracted to
Japan for some while, but it is going to go to ths most economic
market, and I would assume that, and I am sure, that it could come
into the United States, the lower 48.

Senator STEVENsoN. Are the Japanese now moving into the pro-
duction of timber in Alaska?

Mr. Hopges. Oh, they moved in from the very beginning. Now 1
don’t know the degree of the arrangement, whether the Japanese
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own the miils—they perhaps do—bhut T don’t know. But they do buy
the lumber products.

Senator JounsToN. How big is the potential market in Japan for
timber?

Mr. Honees. That question, T think. can be answered by our
supplying you with a fairly good answer for the record rather than
the horseback way I would go at it right now.

Senator JomunsToN. Is the potential market a multiple of what it
1s now, in general terms?

Mr. Hopges. Japan has started a homebuilding program, - 1prece-
dented, around 2 million starts. If you compare that with ours, you
know that J apan has half the population and cur starts are 2.4 mil-
lion for 1972.

Japan is in a period with some violent fluctuations, of course, but
in a period of peak demand. You can say that that is probably the
extent of the market, and go from there.

Senator Jomyston. That can be sustained over a long period of
time by Japan?

Mr. Hopges. They have a 10-year housing plan, and you have to
make your estimates of what they will do after that 10 years based
on their family formations and that sort of thing. They start from a
much lower ba~e of adequacy of housing than we do, and you have
to look at their growing standard of living.

Senator Jounstox. Where can they purchase their lumber, rather
than .ilaska, Canada, and the United States ?

Mr. Hobges. The potential sources of wood for Japan are the
United States, Canada, Alaska, and Russia, for softwood.

Dr. MuE~cH. Japan’s consumption of wood products is based ap-
proximately 50 percent on its own resources. About 25 percent 1s
from the Suuth Seas, that is, the Philippines, Indonesia, ¢t cetera.

Roughly 15 percent is from North America. and the remaining 10
percent from Siberia and a little bit from New Zealand.

Senator Jomxston. They have that much domestic timber in
Japan?

Dr. Mue~NcH. Yes, about 50 percent comes from their own forests,
which are managed on a pretty good order. They embarrass us with
their efficiency.

Senator STevENnsoN. Do the Japanese produce lumber from their
own national forests?

Dr. Moe~Ncu. About 50 percent, of their total wood stupply ~omes
from Japanese forests, forests on the islands of Japan.

Senator STEVENsoN. 1 mean national forests.

Dr. MuexcH. Yes, they do. They also have a situation very simi-
lar to our own problem of the small nonindustrial private woodland,
they have that problem, too.

Senator Stevenson. Well, it 13 a difficult problem. The next ac- -
tion on this problem may come in connection with S. 1033 and on
the markup of the export control legislation. Tt has been postponed.
I don’t know when S. 1033 will be brought up.

Thank you very much, gentlemen.

Senator STEVENSoy. We are ready to go with the pan-.. I think
the witnesses have been advised, Carl Coan, Jr.. Arnold Ewing and
Ron Ahern.

BEST COPY AVAILABLE
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STATEMERTS OF CARL A. & £CAY¥, JR., STAFF VICE PRESIDENT,
AND ITGISLATIVE COUNSEL, XNATIONAI ASSOCIATION OF
EOMEBUILDERS; ACCOMPANIED PY JOHN COUTURE, ASSO0CIATE
LEGISLATIVE COUNSEL, NAHB

Mr. Coan. Mr. Chairman, my name is Carl Coan, Jr. and I am
legislative counsel and a staff vice president of the National Associa-
tion of Home Builders. Qur association has more thar. 70,090 mem-
bers in 559 State and local associations.

I have with me Mr. John Couture, our associate legislative
counsel.

We welcome this opportunity to discuss once again with this
committee the extremely serious lumber and plywood nrice and sup-
ply problem. This problem has persisted for nearly » years and it
has been and continues to be, aggravated by an ever-increasing level
of softwood log and lumber exports.

We asked to appear here today becanse we understand that sericus
consideration is being given to attaching S. 1033, reported by this
committee list month, to S. 2053,

While we have no specific policy regarding the broad export con-
trols that would be authorized by S. 2053, we do support the imposi-
tion of controls on the export of softwood logs and Jumber until our
domestic supply situation can be brought into a condition that
would permit us to meet both our domestic needs and the needs of
foreign purchasers.

This, S. 1033 would do. Therefore, we would support such action
as the committee would take with respect to S. 2053, if S. 1033 is
aaded to i,

As we have stated to you bef re, it has been our firm belief that
-hie prescnt provisions of the E.  ort Administration Act are ade-
quate to permit the type of log and lumber export curtailment that
we have-heen urging for many months now. However, in view of the
continued refusal of the Secretary of Commerce to exercise this ex-
:sting authority, we believe S. 1033 is necessary.

Since it would amend the Export Administration Act, we believe
that amendments to the Kxport Administration Act as 3. 2053 pro-
poses, rather than as an amendment to the Economic Stabilization
Act of 1970, as 5. 2002 would have don- is the better approach.

We have spelled out in great detail for you in the past the prob-
lemas the home building indust:y has experienced as a result of the
skyrocketing price of Tumber and piywood. 1 don’t think it is neces-
sary to take uvp the committee’s time with a further detailing of the
particular= of this problem. Suffice it to say that the problem is still
with us and shows no real tendency to be corrected, without some
significant control on the export of softwood logs and lumber as
S. 1033 would provide,

While it is true that prices, at least at the mill level, have moder
ated somewhat in the last 2 monthz, they are still generally at his-
toric highs. We have no real anticipation that mill prices will come

gEST COPY AVAILABLE
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down significantly from their present levels, especially in view of
continued high stumpage prices.

Furthermore, at the retail ievel there has yet to have been felt any
real decrease in price levels commensurate with the slight modera-
tion in mill price levels.

During the past year and a half, there has been a significant in-
crease in the export of both softwood logs and lumber. This has par-
alleled the outrageous price increases in these products at ths
domestic level.

Until some control is placed c¢n these exports, we will be unable to
return to more reasonable prices for the softwood products which
are so essential to the construction of housing.

To give you some idea of why we are still so concerned about ex-
ports, I would like to call your attention to the continued escalation
of exports that has occurred during 1973.

During 1972, we exported approximately 3.05 billion board feet of
softwooél logs and approximately 1.2 billion board feet of softwood
lumber. These levels were both the highest in our history. Yet, we
find that these export levels are continuing to increase.

During the first 4 months of this year, softwood log exports have
increased 18 percent over the same period last year, and softwood
lumber exports during the first 4 months of this year have increased
57.6 percent over the same period last year.

Ironically, at the same time that our exports have increased, our
imports of softwood lumber during the first 4 months of this year
huve also increased 1< Hercent over the same period last year.
99Ex0}(1)i')bits A, B and C detail these continued increases (see pp. 98,

, 100).

The demand for softwood products for homebuilding and other
construction purposes shows no real sign of abating significantly in
the coming years. While there is some indication that the present
tight money and high interest rate situation will tend to slow hous-
ing construction in the next several months, it is our hope and ex-
pectatien that this slowdown, if it does occur, w*'l be of relatively
short duration. ,

As 1 am sure you are aware, housing starts had been on a down-
ward trend since January. However, starts for the month of May
bounced back up to 2.43 million unit annual level.

Senator Packwoop. [presiding]. Does that mean if we continue at
the May 1973 rate we will start 2.4 million houses?

Mr. Coan. If we continued at that rate of production with the
built-in factor that applies to each month, deper:ding on the time of
the year and so on, we would produce that number of units over the
next 12 months.

Whether this rate will continue is anybody’s guess at this time.
Nevertheless, there is a streng demand for housing. This iz evi-
denced by the fact that, even with the high levels of production dur-
ing the past 3 years, vacancy rates in both single-fainily and multi-
family .-ousing are still significantly below what is considered
normal.

We alsc have an extremely large amount of housing in construc-
tion right now. Even if starts were to drop drastically in the next
several months, the demand for lumber would not really be affected
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that much because what is in the pipeline and what has been started
is vory high.

Given this demard for sofiwood lumber &nd plywood for housing
construction, it is imperative that we not aliow export levels to con-
tinue to rise over the next several years, unless and until our own
ti;gdber resources are demonstrated as adequate to meet our domestic
needs

To allow exports to go on unhindered would only lead to serious
domestic supply shortages and continued high price levels bordering
on the unreasonable.

We, therefore, urge the committee to act promptly for the passage
of S. 1033, either separately or in conjunction with S. 2053. Thus ac-
tion is essential to assure that we have an adequate supply of soft-
wood lumber and plywood for our domestic housing and other con-
struction purposes at reasonable price levels.

This is especially true now that the President has impesed a
freoze on all prices. This freeze will keep the price of softwood lum-
ber and plywood from rising during the freeze period, but will not
affect the price paid for products to be exported. There is, therefore,
even a greater incentive for the producers of softwood lumber to
further escalate their cxports in order to avoid the price freeze.

Additionally, there is no freeze on the price of imported lumber.
Thus, there is no means of controlling the initial price paid for the
large amount of lumber which we import from Canada, which as I
pointed out earlier, has also been going up.

We are, therefore, liable to see an even further skewing of our do-
mespxu supply and price situation. The export controls which would
Ge imposed by S. 1033 would help to prevent this skewing. We urge
quick action on it.

Thank you for this opportunity to appear today.

[Exhibits A, B, and C follow :]y

§9-281 O - 73 -8
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EXIRIT A

1.5, EXPORTS OF SOFTWOOLD LOGS, 1962 - 72
{In Milliorn Board Feet, Log Scale)

YEAR TOT AL EXPORTS
1962 452.7
1963 879.6
1964 1022.6
1965 1111, 4
1966 1317.5
1267 1873.6
19638 2473. 2
1969 2316.8
1970 2684.1
1971 2233.4
1972 2048.0

.5, EXPORTS OF SOFTWOOD 1.OGS, 1972-73
{(in Thousand Board Feet, [.og Scale)

MONTH TOTAL EXPORTS 1972 TOTAL EXPORTS 1973
January 205, 929 260, 490
Fehruary 151, 239 . 276, 204
March 337,964 360, 931
April 265,914 236, 926
TOT AL 961, 1486 1,134,551

SOURCE: U.S. Forest Service, The Demand and Price Situation For
Forest Products, 1971-72, Table 13, 1972 Data: U.S. Bureau
of Census., 1973 Data: U.5S. Department of Commerce.



EXHIBIT B

U.S5. EXPORTS OF SOFTWOOD ILUMBER
(Billions of Board IMeet)
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Year

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972

e o e

’ e s
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. . .

U.S. EXPORTS OF SOFTWOOD LUMBER
{Thousands of Board Feet)

Month 1972 1913_
January 72854 113183
February 76710 114094
March 117514 161074
April 93823 180363
360901 568713

Source: U.S. Department of Agriculture Forest Service, The Demand
and Price Situation for Forest Products, 1971-72,
1973 Data: U.S, Department of Commerce.
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SXHIRBIT C

IMPORTS CU SORTWOOD LUMRBER

(Iiltions of Bowrd Feet)

YEAR IMPORTS

1960 3.6

1961 4.0

1962 4.6

1963 5.0

1964 4.9

1965 4,6

1966 4.8

1967 4.8

1968 5.8

1969 5.9

1070 5.8

1971 7.2

1972 8.9

INIPORTS OF SOFTWOOD LUMBER

(Thousands of $3oard Feet)

MONTH 1077 1973

January 711, 271 880, 058

February 663, a2 716,467

March 718, 165 824,970

Avril T07, 885 781,970

TOTAIL 2,801,613 2,204, 465

SOURCTE: .S, Department of Agriculture Forest Service, The
Demand and Price Situation for Forest Products, 1971-72.
1973 Data: U.S. Department of Commerce.
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Senator Pacewoop. Let me ask you a couple of questions, and
then we will go on to the other witnesses.

Mr. McGrath smphasized a shift from single-family unite to mul-
tiple-unit dwellings. Is that true in your experience?

Mr. Coan. That shift occurred in 1968 and 1969, and has remained
approximately 41 or 42 percent of the starts in multifamily. 1t goes
up and down in mon*hly figures, of course, buf; on an annual basis it
has ranged in the lower 40 percent of starts.

Senator Packwoon. When Dr. Dunlop testified here last March,
his projection for housing starts in the next 10 years ranged from a
low of 2 million to a high of 2.4 million units.

Would that correspond with your predictions {

Mr. Coan. Our projections are that we necd approximately 2.2
million starts a year in the next 10 years, and this 18 based on reha-
bilitating approximately 500,000 units in each of those years.

Fr.akly, I have doubts that we will be able to rehabilitate that
1 "ny houses, because of the difficulties in rehabilitation. That would
indicate we need 2 higher level than tha 2.2 millien annual level.

Senator Packwoop. How many are we rehabilitating today?

Mr. Coan. I can give that for the record, but I would say it bor-
ders around 100,000 or 150,000 units.

[The following was received for the record :]

INFORMATION SUPPLIED YOR THE RPOOR) BY THE NATIONAL ASSOCIATION O
Hour BuiLbras

There ar¢ no reliable data on the extent of residentizl rehabilitation that
takes place 1nnually. The Census Burean and HUD are now in the process of
exploring thi feasibility of surveying the number of rehabilitation starts in
conjunction with their survey of Lousing starts but no definite decision has
been made.

The only irm data available at this time is that kept by HUD on scbstan-
tial rehabilitations carried out under its various programs. In cslendar year
1672 there weve 39,8380 such starts. These involved various FHA programs, as
well as those carried out under public housing and the urban remewal pro-
grem. The total starts during the past five years under the HUD programs
were 147,120, In view of this HUD data which indicates an annual rehab
starts level of a little less than 30,000 units started & rear, and the known dif-
ficulty in conducting rehabilitation, it is unlikely that total rehabilitations
have e¢xceeded 100,000 a year in the recent past, which would be almost three
and one-half times the HUD ievel.

Senator Packwoob. I have no other questions.

Thank you.

STATEMENT GF ARNOLD EWING, EXECUTIVE VICE PRESIDERT,
RORTH WEST TIMBER ASSOCIATION

Mr. Ewine. I am Arnold Ewing, executive vice president of
North West Timber Association. Eugene, Oreg.

Our membership is composed of small and medium-sized inde-
pendent operators throughout western Oregon. We produce approxi-
mately 1.5 billion board feet of lumber and plywood annually. We
are I}early 100 percent dependent upon Federal timber for our log
supply.

? am not going to take up your valuable time reviewing volumes
of statistics on the continuing spiral of log exports, the unprece-
dented peak prices of lumber aiid plywood both in 1969, and i
this yeer, nor the demonstrated needs for lumber and plyw to
fulfill our domestic housing requirements. Every hearing held on
theae subjects in the past few years have these well documented.

There are & few points that need to be clarified or placed in their
proper perspeciive.
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The Metropolitan Homebuilders Association of Portland, Oreg.
wade a comprehensive survey of mills in Washington, Oregon, a.n&i
no-thern California. This survey showed that even during these un-
precedented lumber and plywood prices many mills were not operat-
mg =t their maximum productien. :

It further showed that the availability of a continuous supply of
logs was the key reason for not operating at maximum produection.

A survey of our membership in March of this year demonstrated
the saime results.

I want to expand on that for a moment. Qur membeorship did in-
crease production about 18 percent in the last year and a half. I
made a recent survey, and I will include it in the record, of my
membership.

I asked what they could do to increase production if they had
avaijable logs?

It was indicated they could increase production by another £.0
percent.

Senator Packwoon. They increased their production 18 percernt in
the past year, and could incresse it another %0 percent on top of
that. Is this from existing capacity?

Mr. Ewing. This is from existing capacity, adding more lonrs or
an additional day and in some cases, more men, but not a change in
our milling facilities.

Senator Packwoon. From your experience, could thess mills oper-
ate at a sustained length of time at that capacity$

Mr. Ewine. Only if they had additional logs available.

Let me clarify that.

The mill needs to have a year’s supply. Some of our mills are
down to 7 months. So when people say you have the logs, you have
them there, but you are not going to increase your production in
April of this year because prices are peaked and expect some shut-
down next Decemnber because you don’t have any logs.

We could have done it right here. Those prices are very eaticing,
'u}ut if you look at your total run and fixed costs, you wouldn’t do
that.

Senator Packwoon. I am assuming an adequate supply of logs,
snd vou are s&)ing tuv mitls could produce 38 percent more lumber
if they had the logs?

Mr. Ewing. That is right.

I think you will find the same results reflected in other studies,
and 1 think you will see the same thing from r.etropolitan home
builders.

Statistics from the Paecific Northwest Forest and Range Exvpez:-
ment Station. Portland, Oreg., show that there was a deficit balance
of trade of some $425 million for calendar year 1972.

This is derived by applying the rate of $135 per thousand log scale
for the 2.8 billion board feet of logs exported and coriparing to $185
per thousand lumber tally for lumber required to be imported to
replace the equivalent of logs exported.

Controls such as those proposed in S. 1033 are essentiar wo assure
that the raw material and finished products are f{irst uvailable for
our domestic housing needs and only export the surplus.

The elimination of all log exports from Federal lands and limit-
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ing log exports from other sources to 21 billion board feet are posi-
tive steps towards fulfilling our domestic needs.

Two other sections are equally important, but the necessity or sig-
nificance may not be well understood.

I refer to those sections pertaining to substitution regulations and
limitations on lumber exports.

Directing the respective Secretaries of Agriculture and Interior to
issue rules and regulations to prevent timber owners from exporting
their private timber and then replacing it with Federal timber to op-
erat., their mills is essential.

It is hard to understand any objections to this section by the tim-
berholders if they are practicing sustained yield as they claim they
are. If they are overcutting their lands because of the lucrative ex-
port market they should not be able to purchase Federal timber to
replace this deficit for their mills, a deficit caused by their own ac-
tions.

That section of S. 1033 limiting the export of lumber to 1.2 billion
board feet unless declared surplus is excellent legislation. It assures
that those logs will be manufactured for our domestic use yet pro-
vides for increased export diring times of low domestic demand.
Then it truly fits into the purpose of retaining lumber for domestic
consumption.

This provision also effectively prevents foreign countries from cir-
cumventing the intent of the law by captivating local milis with nc
timber of their own and requiring them to semi-manufacture lumber
fo]r export purpose from Fedcral timber pnrchased by foreign capi-
tal.

My information is that there is at least one mill in western Ore-
gon in this position at this time. Others are very susceptible to the
same pressure if log exports are curtailed with no limitations on
lumber.

Our segment of the forest industry supports export limitations on
logs and lumber uniess declared surplus.

Our association supports Senator Packwood’s bill.

I do have one other thing I would like to bring to your attention.
This was strictly by accident. They were in my briefcase. But we
began to talk about the price of stumpage, and they were in my
briefcase for another purpose.

I have the results of two timber sales from the Williamette Na-
tional Forest in Eugene, Oreg. One is April 6. 1973, and the other is
April 9, 1973,

The appraised price of the one sale was $91.77 and had five
bidtg:m. It was sold for $132.25 per thousand board feet, standing
timber.

The next one is $85.68 appraised price on the Douglas Fir. It
sold for $231.00 a thousand. There were nine bidders on that.

And you have to remember that we live and breathe on public
timber sup;ply. I cannot say that there were any exporters bidding
on these sales.

It is an indication of what the export market does to us.

Mr. CoaN. Senator, 1 happen to have some of these same figures,
and in my statement I refer to high stumpage prices.

In our testimony before the committee back in March, we submit-
ted a table on monthly stumpage prices, and the last figures we have
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available for April indicated that the advertised average price was
$56.30 per thousand board feet.

It sold for $116.35, or a $60.05 increass over what it was appraised
at. This was almost 300 million brard feet of stumpage.

Senator Packwoon. One thing we are talking about here is when
the National Forest Products Association testified, they talked about
logs being surplus to the exporters’ needs.

hat may be true of certain exporters, but they are not surplua to
our Na?t.ion’s needs, or to a number of mills that don’t have the logs.

Ron

STATEMENT OF RON AHERN, WESTERN FOREST INDUSTRIES
ASSOCIATIOR

Mr. AnernN. Thank you, Mr. Chairman.

I «m Ron Ahern, representing Western Forest Industries Associa-
tion, Portland, Oreg., a trade association of !umber and plywood
manufacturers.

I regret Joe McCracken was delayed, and I ask that his stetement
be made part of the record.

We feel the authority in S. 2053 now pendir.g before your commit-
tee, if granted, would not be used tu relieve the severe supply and
price problems that are disrupting the U.S. lumber and plywood
markets.

The history of this issue has led us to the conclusion that nothing
short of a specific directive by the Congress will give forest products
consumers a fair break in competing against demands of other na-
tions. Your approval of S. 1033 several weeks ago was a landmark,
because for the first time a congressional committee met the real
issve squarely, the question of private timber exports.

The executive branch has not met that issue squarely. It has had
ample authority under the Export Administration Act to take the
necessary action to control the outflow of forest products, but on
every occasion that export controls have been needed to prevent dis-
ruption of our industry, they have not been imposed, apparently for
foreign policy reasons.

It is puzziing to us that our foreign policy requires unrestricted
outflow of a commodity in short supply worldlv:veilhe when no other
nution'’s foreign policy does so.

We strongly urge that your committee take action to assure that
the provisions of S. 1033 are promptly considered and passed by the
Senate.

One way to assure this would be to incorporate the provisions of
S. 1033 in the emergency legislation now being considered by your
commiitee,

As you know, the House Committee on Banking and Currency has
included log and lumber export language in H.R. 8547, the compan-
ion measure to S. 2053

Unfortunately, however, the House bill’s language on forest prod-
ucts export 1s not an effective solution, making it even more impor-
tant that the stronger provisions of S. 1033 be the basis for
conference action when the emergency export control measures pass
the respective houses.

Very briefly, Mr. Chairman, in response to a question that was
asked an earlier witness, I would like to comment that the Japanese
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have recently puklished a revised forecast of their timber import re-
quirements, and that forecrst anticipates » much higher dependence
upon foreign timber than their earlrer projections, and lmports are
not expected te peak uvatil the year 1991.

Our Forest Servier: recently made available the forecast for U.S.
domestic requirements to the year 2000. T4 shows that we also are

beccining increasingly dependent on foreign sources for wood and
fiber,

Fortunstely, your committee recognized this when it approved
S. 1033, and we strengly urge that you :nake its provisions a part of
S. 200a.

Thank you, Mr. Clairman.

{ Coraplete statements of Joseph W. McCrac»n and Arnold
wing follow ;]

STATEMENT oF JOBEPH W. Mc(RACKEN, BXECUTIVE VIcE PRESIDENT,
WESTERN FOREST INDUBTRIES ASSBOCIATION

M. Chairmsn, I am Joseph McCracken, Executive Vice Preszident of Weat-
ern Forest Industries Association, Portland, Oregon—a trade association of
lumber and p.ywood manufacturers with members in eleven western States.

We appreciate the opportunity to express our views on 8. 2058 suth.rizing
the Presideat to curtail or prohibit the export of ~ommodities in short supply
for the purpose of stabilizing domestic prices,

To summarize our position briefly, we feel that the authority requested by
the President, if granted, would likely not be used to relieve the severe supply
and price problems that have disrupted the U.S. lumber and plywood markets.
The history of this issue has led us to the conclusion that nothing short of a
specific directive by the Congress will give domestic forest products consumers
a fair break in competing against the demands of other timber deficlent
natjons.

Several weeks ago your Committee wisely took independent action to control
the unrestricted exports of logs and lumber from this country. Your approval
of 8. 1038 was a landmark, because for the first time a Congressional Commit-
tee met the real issue squarely-—the question of private timber exports.

I can assure you that the Executive Branch has not met that issue squarely,
because it has had ample authority under the Export Administration Act to
take the necessary action to controi the outflow of forest raw materials and
finished products needed to meet our own homebuilding and construction
requirements. On every occasion that export controls have been needed to pre-
vent disruption of our industry, they have not been imposed, apparently for
“foreign policy” reasons. It is puzzling to us that our foreign policy requires
the unrestricted outflow of a commodcity that is in short supplv worldwide
when no other nation’s foreign policy does so.

Because we have no reason to belleve that the autherity you are now consid-
ering would be used by the Executive Branch to relieve supply pressures on
forest products, we strongly urge that the Committee take action to assure
that the provisions of 8. 1033 are promptly considered and passed bLr the
Senate.

One way to assure this would be to incorporate the provisions of &, 1084 in
the emergency legislation now being considered by your Committee.

As ou know, the House Committee on Banking and Currency has incloded
log and lumber export language in H.R. 8547, the companion measure to 8.
2053.

Unfortunately, the House bill’s language on forest products exports is not an
effective sclution. That makes it even more important that the stronger provi-
sions of 8. 1043 be the basis for conference action when the emergency export
control measures pass the respective Houses.

It is not necessary that I repeat to your Committee the loag history of this
issue and of the failure of geaeral export contool provisions t. alleviate the
extraordinary impact of forest raw material exports on timber prices in the
Pacific Northwest and on lumber and plywood prices nstionwide. But asome of
the most recent history bears strongly on our ressons for urging that you
incorporate specific controls in 8. 2053.

Last year, when prices were reaching record levels because of the combined
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jrapact of accelerated exports and increased honebuilding starts, spokesmen
{or the Japanese reassured us that their purchases would level off or decline.
This is s standard operating procedure to avert Congressional action on the
iog export i3sue. however, at the same time, President Nixou was ) eting
with Premier Tanaka in Honolulu, and part of the executive agreement
coming out of that meeting called for substantiasl increases in exports of agri-
caltural and forest products. In the first quarter of this year, log exports from
the four Pacific Coast States reached an all-time high of 771.5 miilion beard
feet, a 38 percent increase over the same period a8 yesr age. But agaln, when
this Committee was recently considering legislation to restrict log exports.
Joint action by our o'wn government and the Japanese was taken to try to
assure us that exports were really going to decline. At the same time back in
Japan a revised forecast of timber import requirements was published. The
new forecast anticipates a much higher dependence upon foreign timber than
their esarlier projections, and imports are not expected t, peak untl 1901.
‘When our Forest Service recently made available its forecast “o1 U.S. domestic
requirements, it shows that we, also, are becoming increasingly dependent upon
foreign sources for wood and fiber. :

What more evidence is needed to demonstrate that we can no longer affurd
to sacrifice v%is nation’s interest in maintaining an adequate supply of forest
raw materiaia?

Fortunately, your Committee recognized this when it approved 8. 1038, and
we strongly urge that you raake its provisions a part of S. 2053.

STATEMENT OF ARNOLD EWING, EXECUTIVE VICE PRESIDENT, NORTH WEST
TIMBER ASSOCIATION

I am Arnold Fiwing, Executive Vice President of North West Timber Asg0-
clation, Eugene, Oregon.

Our membership is composed of small and medium sized independert opera-
tors throughont Western Oregon. We produce approximately 134 biliion board
feet of lumber and plywood annually. We are nearly 100% dependent upon
¥Federal timber for our log snpply.

I am not going to take up your valuable time reviewing volumes of statistics
on the continuing spiral of log exports, the unprecedented peak prices of
lumber and plywood both in 1862 and again this year, nor the demoustrated
needs for lumber and plywoosd to fulfill our domestic housing requirements.
Every hearing held on these subjects the past few years have these well docu-
mented.

There are & few points that need to be clarified or placed in their preper
perspective.

The Metropolitan Fomebuilders Association of Portland, Oregon, mad: &
conprehensive survey of mills in Washington, Oregon and Northern Callfornia.
This survey showed thuat even during these unprecedented lumber and plywcod
prices many mil's were not cperating at their maximum production.

It further showed that the availability of a continuous suppiy of logs was
the key reason for not operating at maximum produaction.

A survey of our membership in March of this year demoustrated the same
results.

Statistics froin the North West Range and Experiment Station, Portland,
Oregon, show that there was a deficit balance of trade of some $425,000.000 for
CY 1972

This is derived by applying the rate of $135/M log scale for the 2.8 billion
board feet of logs exported and comparing to $185/M lumber tally for lmmber
required to be imported to replace the equivalent of logs exported.

Controls such as those proposed in S1033 are essential to assure that the
raw material and finished producits are first available for our domestic housing
needs and only export the surplua.

The elimination of all log exports from Federal lands and limiting log
exports from other sources to 2% biillon board feet are positive steps towards
fulfilling our domestic needs.

Two other sections are equally important but the necessity or significance
may not be well understood.

1 refer to those sections pertaining to substitution regulations and limita-
tions on lumber exports.
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Directing the respective Seccretaries of Agriculture and Interior to issue
rules and regulations to preveut timber owmers from exporting their private
timber and then replacing it with Federal timber to operate their mille is
essential. It {8 hard to understand any objections to this section by the timber
holders if they are practicing sustained rieid as they claim they are. If they
are overcutting their lands because of the lucrative export market they shonld
not be able to purchase Federal timber to replace this deficit for their mills. A
deficit caused by their own actions.

That section of 8. 1033 limiting the export of lumber to 1.2 billion board feet
unless declared surpius is excellent legiglation. It assures these logs will be
manufactured for ocur domestic use yet provideg for increased export during
times of low domestic demand. Then it truly fits into the purpose of retaining
lumber for domestic consumption.

This provision also effectively prevents foreign countries from circumventing
the intent of the law by captivating local mills with no timber of their own
and requiving them to semimsanufacture lumber for export purpose from Fed-
eral timber purchased by foreign capital.

My information is that there is at least one mill in Western Oregon in this
position at this time. Others are very sascentible to the pressure. If log
exports are curtailed with no limitations on lumber.

I trust the above points added to the mass of input already available wili
result in a better understanding for che needs for export controls for a coatinu-
ation of a healthy and thriving home building program.

NorTH WEST TImMBER ASSCCIATION

SURVEY OF MEMBERSHTIP
MILLING CAPACITY—I10G UBSAGE

On March 22, 1973, North West Timber Association polled its 36 member
mills to determine if they were operating st capecity. If not, how much they
could increase capacity and the sources of raw material. A total of 20 of the
36 mills responded. A recap of those responses is summarized below :

1. Production Capacity—I1f you were assured of a continued long-term
increase in raw material supply could you increase your annual production?

a. Under current mode of operation (with only an i{ncrcase in hours or
days), the survey indicated a possible increase of 4.89; (48 MMBF lumber
tally).

b. By adding one shift, a possible increase of 16.8% (168 MMBF lumber
tally).

¢. By creating an additional facility, a possible increase of 10.89; (108
MMBF lumber tally).

Note.—The sum of {a) and (b) above corroborates earlier estimates of West
Coast Lumber Inspection Bureau, Western Timber Assoclation and Home
Builders Association of Metropolitan Portland.

2. Sovrece of row material-—Considering buying patterns over the last few
years, the following is an estimate of the average annual volume used from
each soupce:

MM BF volume

Source (o scale) Percent
Private-Industrial __ .l 1121, 4 18.3
Private-Nonindustrial 22.2 3.3
Stele .l A 1.8 0.3
BLM 140.5 21.2
USFS 378.0 S6.9
Other (COuntY, CIY ). e emmieeeeinn e

1+ - 1663.9 i090.9

1 0f purchases in this class, some logs were initially genarated from public lands.
1663.8 million board feet Log Scale converted to Lumber Tally using a 1.5 conversion factor squals 996 million board feet.
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SURVEY oF OPERATING CaracITY AT WEST CoAst LUMBER AND PLYWO0OD PLANTH
BUMMARY

A gurvey of lumher and plywood plants i Oregon, Washington and Califor-
nia in late February and early March 1973 revealed that production could he
increased by a substantial margin if sufficient logs were available.

Returns from 102 sawmills had teen received by March 18 out of a total of
347 mills surveyed. Gu:* of this iotal, 54 plants indicated that they were run-
ning one shift >r not operating at all. Close to 75 percent of the mills sur-
veyed indicated that they could increase production by means of 9-hour shifts
of 6-day weeks if logs were available. The 54 pilants runnic g at less than two
shifts indicated that sufficient laboer was availabie in their a.eas to add shifts
if raw materials were available.

The sawmills replying to the survey indicated they could increase their pro-
duction ¥, about 40 percent, or close to 148 million board feet per month, with
an adequate log supply. The mills reporting had a current production of
slightly over 367 million board feet per month. By combinations of extra shifts
and lenger work days and work weeks, the mills indicated they could produce
515 million board feet per month.

Translated to a yearly basis, the reporting milis wer» producing at a yearly
rate of 4.39 billion board feet. With an adequate supply of logs they could
increase this total to approximately 6.18 biliion board feet per year. The gain
of an estimated 1.7 billion board feet per year would significantly relieve short-
ages of lumber in the area.

Plywood mills reporting to the survey were operating at closer to rated
capacity, or a three ghift-five day basis. The 30 mills replying, however, indi-
cated that they could increase production by about 15 percent by combinations
of 6-day weeks, 9-hour days and additional shifts. The reporting mills had
monthly production nf close to 288 million square feet, 34-inch basis. With an
adequate log supply they could incresse production by 45 million square feet,
bringing total monthly production to 333 million sruare feet per month.

On a yearly bssis, the reporticg plywood mills could add productivn of
approximately 535 million square feet, 3-inch basis’ if sumficient logs were
available.

PURPOSE

The survey was conducted to determine whether log exports from the West
Coast were causing domestic miiis to operate at less than peak eapacity. An
estimated 2.78 billion board feet of logs were exported from the Pacific Coast
i.. .72, mostly to Japan. These exports originated largely in Washington,
Oregon and California. Existing state laws in Alaska prohibit log exports
except for minor species such as Alaska Cedar.

There are no industry statistics available to our knowledge to indicate the
operating capacity of West Coasl sawmills on a weekly, monthly or even a
vearly basis. In the case of plywood, however, the American Plywood Associa-
tion publishes weekly statistics indicating the operating capacity of the ply-
wood industry, and the ratio of production. The American Plywood Association
defines capacity as three shifts, five days per week.

The purpose o: the survey, then, was to determine facts on lumber opera-
tions not available from any source, and to determine whether plywood
production could be increased beyond the capacity figures reported by Ameri-
can Plywood Association.

SCOPE OF 8URVEY

The mill capacity survey was mailed to 247 lumber operations and 107 ply-
wood op rations in the three-state area., using as a source the directory
“Crow's Buyers and Sellers Guide”. This publication has been in existence for
close to 50 years and is regarded as a reliable directory in its field.

The questionnaires were malled to operations in the area most likely to be
affected by the sales of export logs. Thig included the manufacturers nf lumber
and plywood in the areas West of the Cascades, and to certain areas on the
east slope of the Cascades where there was a proximity to poris where logs
were being exported. The questionnaires were not sent to manufacturers of
Cedar shingles and shakes, or to veneer manufacturers.

The first cuestionnaie was mai' . to mills on February 12, and a follow-op
was mailed on March 6th.
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QUESTIONNAIRE

The questionnaire was worded to determine present production rate in terms
of operating days. weeks and shifts; to determine actnal monthly production
at this thoe; and to determine what could be produced if an adequate supply
of logs wee available at prices compatible with the domestic mafket.

The mills were also asked whether they could continte to operate under
present log supply conditions.

The auestionnaire was worded to determine if production could be increased
with the present work force by additional hours of preduction, or additienal
work days. The question was also asked whether there was sufficient labor
avalluble to add production shifts where mills were not operating at full
capuuiny.

It was recognized that the price of logs was as much a determining factor
as ' ir availability in some areas. Prices paid by log exporters in recent
months have in many areas been well above the levels which domestic saw-
mills and plywood plants eould pay and still operate at a profit. Hence the
questionnaire was worded to determine what the operations ~ould produce if
logs were available at prices compatible with the domestic market for their
finished products.

TYPE OF REBPONSE

Repiies from lumber operations were received from companies with monthly
production ranging from 400,000 board feet to 12.6 million board feet. Plywood
plants replying to the survey had production from two million feet per month
to 17 million feet, and included some of the largest integrated operations.

RESULTS | LUMBER

Replies from lumber operations indicated that production could be increased
substantiellr by additional shifts as well as added work days and hours. Less
than half of the respondents were operating at capacity, which is generally
regarded as two shifts, five days per week, in the Inmber segment.

Working shifts.~—0ut of the 102 replies in the lumber category, 54 plants
were running one shift or less. All 54 of these companies said they could add
production by additional shifts if logs were available. The balance of the
respondents were running mostly on a two-shift, five day basis.

Additional daypg and hours.—QOn the subject of additional prod: -tion by 9-

our days and 6-day work weeks, about three-fourths of the companies replied

that production could be increased in this manner. Our of the 102 returns, 73
said they could increase production by a 6-day week, and 74 indicated they
cvuld operate on a 9-hour work day if logs were available. The gain in produc-
tion by added days and work hours was noat as pronounced as the gain from
additional shifts. but a gain of about 15 percent was attainable in this
me nner.

Fr tage—The 102 milis replying had monthly production of 386.5 million
boar Jeet at the present time. By all methods of increased production, includ-
ing . iditional shifts and work schedules, the mills indicated they conid pro-
duce ¢n additional 147.4 million beard feet per month. This amounts tv a net
gain ¥ 40.2 percent for the mills replying to the survey.

It is recognized that this 40.2 perr:znt gain could not be applied to mills not
replying to the survey, hence no effcrt has wen made to expand these results
to an industry-wide basis. The footaze gain from the 102 mills rveplying is sub-
stantial. however. and i.dicates a substantial degree of unused capacity. Out
of tte 54 plants not running two shifts, 30 were in Oregon, 15 in Washington
and 9 in California. One of the plants, 3eattle Cedar Lumber Manufacturing
Co., revealed through the survey that it was closing indefinitely for lack of
logs.

RESULTS | PLYWOOD

Plywood plants replying to the survey were runnire st cloge to capacity, but
thiough a combination of methods the 30 iills could iner-sse production by
15.5 percent if sufficient logs were available.

Added shifts—Because some departments in any given plywoeod operation
may be operating two shifts while others operate three shifts, the results of
this part of the survey sre not as easily defined. Most of the 80 plants wern
running three shifts in ac least a part of their operations, but a totai of 6
shifis could be added witih available logs. A gain in production of 5 percent
could be achizved in this method.
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Additional days and hours.—On the question of the six-day work week, 17 of
the 30 plywood plants said they could 2dd production in this method if logs
vere available. Only 4 indicated that they could add production by a $-hour
day.

The survey, as it applies to plywood, appears to substantiate the American

iywood Association statistics which show production at close to 100 percent
of the rated capacity on a three-shift, five-day basis. If production i to be
substantially increased, the six-day work week would be required, and at least
17 plants indicate that this could be done.

CONCLUBION

The survey indicates that +“ere is a substantial amount of capacity in the
lumber industry on the West Coast not being utilized because of log shortages.
In plywood, the survey shows that a substantial gain in production could be
achieved only through the six-dav work week.

The respondents have indicated that they could produce an additionsl 147
million beard feet of lumber and 44 million square feet of plywood on a
monthly basis if the logs were available, Expanded to a yearly basis, this
amounts to some 1.7 billion board feet of iumber and 535 million square feet
of plywood.

The (otal volume of loge being exported, or approximately 2.78 billion board
feet per year, could not immediaiely be utilized by the lumber and plywood
plants replying to this survey. Allowing for conversion of log scale to lnmber
and plywood footage, it appears that approximately one-half of the total
exports could be utilized by existing operations. Assuming that mills noi reply-
ing to the survey are operating at close to rated capacity, some additional
capacity would need to be built to completely utilize logs not being exported.

The approximate total of 1.7 billioiv board feet of lumber which could be
processed by the mills replying to this survey is substantial. however, in terms
of production in the area. Western Wood Products Association has estimated
1973 production for the Coast region as R.6 biliion board fe<t. A gain of 1.7 bil-
lion board feet, if it could be achieved by increased log supply, would repre-
sent better than a 20 percent increase in the supply from this area.

MILL CAPACITY SURVEY: LUMBER

Washington QOregon  California Totsi
Millsreporting... ... .. .. . . 28 45 25 102
Mills operating one shiftoriess ... . .. . ... ... ... . ... 15 30 ] 54
Current monthly production {miition board feet) ... . . .. . 75. 0 161.2 129.5 366.5
Could work 6-day week________ . .. ... .. .. oo 20 32 2t 3
Could work S-hour shifts_._ .. ... ... . .. .. . ... ) 19 31 24 74
Monthly production which could be added by above means (miilion
boardfeet). . . ... 10.4 4.5 2.8 56.7
Percentincrease . ... e 13.7 15.2 1.8 15.4
Could add another shift__ .. _._.. .. . ... . . 14 28 12 4
Production which could be added by additional shifts (million
boardfeet). .. ... ... . . ... ... 16.9 52.6 26.6 96.1
Percentincrease .. ... ... . ... ... ... .. .. 2.3 32.6 20.% 26.2
Production which could be added by all avaiiable methods (m;llnon
board feet).. . .. . . ... .. ... ... ... .. 27.0 73.4 7.0 147.4
Percent increase. ... ... . ... .. .. 35.6 45.5 3.3 40.2

Apyfoximate gain nossible per year: 147.4 X 12—1,769,000,000.

MILL CAPACITY SURVEY: PLYWOCD

Washington Oregon  Califcrnia Totel
No.of millsreporting... ... ... . ... ... ... 8 17 5 30
Cutrent monthly production (million board feet) ____...... . . 1.0 181.2 25.3 287.5
Could work 6-day weeh.. ... ... ... ... ... . ....... ) 1 [} 17
Could work 9-hourday. ... . ... . .. U 2 2 0 4
Monthiy production which cou'd be added by akove means (milfion
poardfeet). . __ . ... e 10.9 18.0 31 2.0
Percent increase. ... ... ... ...l i 15. 4 9.4 12.3 111
Monthly roduction which could be added by extra shifts (million
f .............................................. 3.5 1.3 8.8 15.6
Perce.u increase. .. 4.9 1.7 3.5 5.4
Production which could be sdded by all abailabie methods (mitlion
rdfeet). ...l 11.4 21.3 11.9 +4.8
Percontincrease. .. ... ... ... ......... 16.1 1.1 47.0 15.5

Approximate yeurly gain possibie; 44 6MM >(12--535,200,000 square feet.
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Senator Pacxwoon. Thank you.

I have no questions,

This completes the hearings.

[ Whereupon, at 12 noon, the committee was adjourned, subject to
call of the Chair.]



APPENDIX
Additional Statements and Data

AMERICAN FArM BUREAU FEDERATION,
Washington, D.O.. June 28. 1978.
Hon. JoEN SPARKMAN,
Chairman,
Commitiee on Banking, Housing and Urban Affairs,
U.8. Senate,
Washington, D.C.

Dear MB. CHAmMAN: The Senate Committee on Banking, Housing and
Urban Affairs has undevr consideration 8. 2053 introduced by Senator Tower,
and other bills and proposals which would grant the President authority to
curtail or embargo exports of agricultural commodities.

An expanding export program is essential to a dynamic and prosperous agri-
culture. Any attempt to limit our agricultural! exports would not be in the
interest of American agriculture. It also would greatly intensify our serious
balance of rnayments problem. Therefore, we oppose any proposal that would
give the "resident additional authori.y to restrain our agricultural exports.

We . pectfully request that this letter be n.ade a part of the hearing
record on this legislation.

Sincerely yours,
CLisroRD G. MCINTYRE,
Legislative Direotor.

STATEMENT OF JoHN KENNETH GALBBAITH, PAUL W. WARBERG
PEOFESS8OR OF EconomMics, HARVARD UNIVERSITY

There is an Alice-in-Wonderland aspect about a liberal feeling callad upon to
oppose this legislation. It should be uvpposed by every principled conservative
in the country. And it should never have been proposed by a conservative
Administration. It involves an interference with market forces at one of the
precise points where these work to the advantage of the United States in par-
ticuiar and people in general.

The request for this authority also reﬂecta a grievous misapprehension of
the reasons fur the present high level of living costs. These are not the resu.t
of high exports. These are caused by the past and continuing failure of the
Administration to control domestic inflation. In abandoning the Phase II con-
trols the Administration showed itself unwiiling to use regulations where it is
indispensable. This shook public confidence ar.d unleased a wave of consuwmer
and business spending. This was followed b) continued rejection of sensiple
fiscal action—rhe greatest need being for increases in personal and corporfte
income taxes. As a result, an excess of demand has put continued pressure on
markets. This is the reuson for high living costs. The solution it follows lies
with a firm and sensible domestic policy not evasive action that seeks however
to place the blame on foreigners.

Emergency power now exists for the control of exports. Whete there ig a
great danger of domestic deprivation these powers could be used. The addi-
tional grant ¢f power here requested will serve only as another dangerous
impediment in the international trade system where it i8 peculiarly in our
interest to protect. And it will put other countries cn notice that we are an
unreiiable source of essential supplles. And in consequence it will be a power-
ful argument in importing countries for those who urge policies designed to
reduce dependence on all American farm products. It {8 an argument that
farm groups in Europe will certainly use. And control will worsen our balance
of payments in precisely the area, agriculture, where our position is strongest.

Finally, the action shows an unpleasant willingness to solve our domestic
problems—more persuasively to make gesturee toward a solution—by exporting

(113)
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our probiems to other cvuntries. For us it is inflation. For others it may be
starvation.

Our agricultural exports have been strong in recent years. But at least unill
recent months they have not depsrted radically from trend. L he Administra-
tion was slow in recognizing the recent increase in world demand for bread
and feed grain. This justifies the most energetic efforts to encourage expan-
sion. It does not justity ill-considered action to limit cutflow.

This Administration hag built up a remarkable record of error in economic
policy as its own economists now partially concefe. Accordingly, the Congress
should have no hesitation in acting to prevent further error of which this leg-
islation is a prime examplc.

GROCERY MANUFACTURERS OF AMERICA, INC.,
Washington, D.C., August 14, 1973.
Senator ALpal E. STevENsox 111,
Chuirman, Subcommittee on International Finance,
Committee on Banking, Housing and Urban Affairs,
Washington, D.C.

Dear MR, CHAIRMAN : Please be advised that the Executive Committee of the
Grocery Manufacturers of America has approved the following position on export
controls.,

The President should be given temporary statutory authority to impose selec-
tive export controls on an emergency basis so that basic commodities, controlled
at lower domestic prices, will not be diverted to foreign buyers willing to pay
higher prices at uncontrolied world marvket levels,

Such authority must terminate with the expiration of the Economic Stabiliza-
tion Act on April 30, 1974.

We respectfully request that this letter be included in the recoid of the hear-
ingson 8. 2053 held by your Subcommittee.

Thank you for your consideration of this matter.

Sincerely,
GrorcE W. Koo,
President/(Chicf Erecutive Oflcer.

STATEMENT BY CLARENCE G. ADAMY, PRESIDENT, NATIONAL ASBOCIATION OF
Foop CHAINS

We appreciate the opportunity to make this statement in support of the
President’s request for new authority in the export area.

I am President of the National Association of Food Chains, which represents
the corporate food chains in the United States. NAFC has approximatiely 200
member companies, which operate more than 20,000 superinarkets with a com-
bined annual volume of about $35 billion—about one-third of the nation’s food
store business.

Sconimic control programs will and must distort the market. Separate com-
munications to every memoer of Congress will provide a countinuing report on
their distortion during the control period. An example is that one midwest
company this week was forced to discontinue buying (and therefore having for
te ~onsumer) turkey and 39 produce items.

As our communications to members of Congress will show, this is general
throughout the country. Coutrol programs may have some shock value—but
little else. In the current inflationary food price crisis, there is no way to
ignore that lack of supply is the major causative factor. Supply is particularly
critical between now and the fall harvest.

Today we ask you to review our nation's food needs fo be very alert ar to
how we allocate a very short supply between foreign and domestic needs.

The Department of Agriculture on June 20 reported that sorbean stocks in
the United States would decline to 40 million bushels (a two-week supply) by
September 1 (this obviously includes normal exports—25% of our production
is exported annually).

Nothing could so drastically underline the need and the wisdom of granting
the President completely fSexibie authority to control agricultural exports
during this critical period before the fall.

Our current available supplies of feed grains are all in tight supply, and the
long term answer to this problem is the fall harvest. Obviously, conservation
of these short supplies is essential.
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Curront prices of feed grains place producers—beef, hoa ‘and ponltry-—in

the undestrable position of costing more to raise than can be recelved for them
on the market. If one buys grain at today's prices, tke cost of the mariet-
ready animal is in excess of the ceilings permitted by the freese on mest

establ'<hed in March of this year.

At the same time, one must hasten to note that exports, - rticularly agricsal-
ture exports, are vital to stabilizing the American economy The unfavorabie
balance of payments of the past several years has had a dire~t and positive
input into the inflationary drive in our domestic economy. Exj»'vt8 are esssn-
tial, and agricultural exports are one of the possible and desiiable areas to
meet this need.

Also, we care about farm income: Only more production will provide us
with adequate supplies for domestic use at rational prices while also providing
a constantly increasing supply to export. Production will coe if the fermer is
rationally rewarded by adequate prices.

However, using soybeans as an example, we find that the price a yecar ago
was $3.45 a bushel, and current prices are between $10 and $12 a bushel. We
all recognize that production costs have increased during this year—fuel, ferti-
lizer, equipment, and labor are esasily recognized factores in the increased cost
of production. So, obviously if we are to have more meat at lower prices on
the American table, and provide a competitive posture on world markets, we
muast pay more than last year. However, current feed grain prices are self
defeating. Thus, the goal we should =eek is prices low enough to insure mest
production, but high enough to induce grain production.

We need inducement to increase production by giant steps—ability to exert
downward pressure on current prices without getting so low as to provide a
deterrent to production—and at the same time continue our efforts to build an
expanding foreign market.

The fall harvest shows every promise of bumper dimensions. However, cur-
rent supplies are frightening in their low levels. Foreign purchases show some
evidence of hysterics: buying for storage (hoarding) in response to irresponsi-
ble talk of long term shortages.

The situation as we see it is—hopeful in the long run—dilstressing in the
short run—and needing some very careful handlirg to be sure current stocks
1ast until new stocks arrive, .» be sure that users of graln increase the setting
of eggs, feeding of cattle, and farrowing of pigs at the earliest economically
justified date, and finally to be sure that short term diversion of feed grains
from international markets is not misinterpreted in a long term sense.

We sincerely believe that control of agrieultural exports for the next few
months is essential; that Zailure to provide intelligent control policy at this
time will attack the American consumer (higher prices for s longer period),
harm the American farmer by providing disastrously low prices as a sequel to
these irrationaly high prices and finally, will jeopnrdize our foreign markets
with great peril to our future,

So, a flexible program—one that can give a l.ttle here, take a little there—is
the only o ,wer that promises viability. progress, and in the end, success.

We sympathize with the Congress’ reluctance to grant arbitrary power to
any executive—in fact, in normal circumstances—in fact, almost always we
support. that attitude. but unusual times; unusual problems; require unususai
answers. At this time, we petition the Congress to grant such unusual author-
ity to the President to control exports as proposed in his message, with the
caveat that such authority be granted for a fixed term, long enough to assure
that the harvest is in the market and being utilized by our animal agricultural
enterprises, but short enough to assure that such authority is granted only for
specific purpose for a specific time.

Your favorable consideration of this request wiil be deeply appreciated by
the American consumer who will as a result receive more, better and lower
roiting food at a much earlier date.

STATEMENT OF NATIONAL BrROILER CoUNCIL

The National Broiler Council represents producers and processors of chicken
throughout the nation who make potltry production the nation’s most efficient
sournce of meat protein. This efficiency of the broiler industry is being threat-
ened teday by the unprecedented cost of poultry feed and feed ingredients. It
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is tmpossible for many producers to sell troilers at prices mmm
their costs of production. The price of broller chickens is restrained beeause
retail store and distributor prices are frozen at their June 1-8 levels Broiler
producers are caught in a squeeze between the high feed costs and low retufl
store ceiling prices. The result is that growers are cutting back their flocks
because it is unprofitable to continue to operate.

Export controls can help to lower the cost of feed and feed ingredients. The
broiler industry needs lower cost feed; the American consumer needs lvower
cost feed. To achieve this objective the National Broiler Council favors legisla-
tion, such as 8. 2053 introduced by 8en. Tower and Sen. Sparkmean, which will
provide flexible authority for the imposition of export controle. We think this
can be Jone without compromising the long-term national goal of increased
agricultiiral exports.

At the present time this nation's meat supply is threatened by immediate
and unprecedented shortages of feed. The price behavior of important feed-
stuffs has anticipated these shortages. For example the price of corn bas been
a8 much as 929, over year earlier levels and the price of soybean meal has
risen as much as 350% during the same period. These are the two most impor-
tant ingredients in poultry feed.

USDA estimates, released on June 19, confirm what the market was already
anticipating, that carryover soybean stocks on September 1 may amount to as
little as 40 miilion bushels. And these could well be exhausted entirely, if the
new crop harvest is delayed.

Since the current price freeze began on June 13, the Commerce Department
hes collected new reports which show export commitments substantially
exceeding what had previously been estimated. These reports show the protein
feed situation is so precarious that the Commerce Department has already
imposed restraints on the export of soybeans, soybean meal, cottonseed and
cottonseed meal. This was done under the present law which requires that
such action may only be taken “to the extent necessary to protect the domestic
economy from the excessive drain of scarce materials and to reduce the seri-
ous inflationary impact of ahnormal foreign demand.” The National Broiler
Council supports both the restraints that have been imposed and the more flexi-
ble authority for this type of restraint which is contained in 8. 2053.

Unless there is action to assure adequate domestic supplies of feed, there
will be further cutbacks in the production of poultry, red meats. milk and
eggs. This can only have an inflationary effect.

Export controls can help to protect the nation’s food supply until we can be
sure that the new crops of graing and soybeans are adequate to meet both
domestic and foreign needs. Export controls should not be used on a long-term
basis. Coptrols are appropriate now when inflation and speculation have
increased old crop prices of corn and soybeans by as much as 92% and 350%
respectively. But such controis are not appropriate when full crop supplies are
adequate to supply both domestic and foreign demand, and they should not be
used to create long-term artificial domestic prices.

It is the view of the National Broiler Council that export controls are
needed now and in the critical months just ahead and the Broiler Council
therefore supports 8. 2053 which will provide flexible authority to implement
such controls. In the long-run we look to adequate supplies of teed and pouitry
and fair producer returng o provide an end to both export restraints and
domestic controls.

STATEMENT OF JAMES F. FLEMING. DDIRECTOR OF GOVERNMENTAL RELATIONS,
UxiTeEd Eoa¢ PRODUCERS

Mr. Chairman ; members of the Committee,. My name is James F. Fleming. I
am Director of Governmental Relations for United Egg Producers, a national
federation of egg marketing cooperatives which represent commercial, table
egg producers in every state of the United Btates except Alaska and Hawall.
There are five regional egg marketing cooperatives affiiiated with United Egx
Producers, whose members are grass-root egg producers. Our purpose, since we
were organized in J98, has been to work on problems of the table egg pro-
ducer as they relate to production, pricing. and marketing of table eggs in
every state in the United States. except Alaska and Hawaii. Our heaGquarters
offices are located in Atlanta, Georyia. and we maintain & governmental liaison
office here in Washington, D.C. Gur member cooperative offices are lomted in
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Norcross, Georgia; Durham, New Hampshire; Davenport, lowa; Bellevue,
Washington ; and Sacramento, California,

On behalf of our members, we would iike to express support for the Presi-
dent’s request for special authority to deal with problems which arise from the
export of certain articies, commodities or products from the United States. We
also wish to emphasize th> urgency with which the Congress needs to act or
thig request. The probiems ~urrently being created by world demand for emsen-
tial feed grains and protein feed ingredients produced in the Unlted States are
forcing many domestic egg producers to cut-back production, restrict replace-
ment fiocks, or cease operations entirely. Ultimately, the American consumer
will bear the brunt, through higher prices, of decreased market supplies which
will be created by production decisions now being made throughout the nation.

As related above, one of the primary purposes of United Egg Producers is to
assist the individual egg producer located in every section of the Uxited States
with the problems of marketing his eggs in the nation’s complex economic
marketplaces. The announcement by President Nixon on June 13 bhas created
even greater complex economic prob'ems for the individual egg producer,

On one hand the egg preducers of the United States have seen retall prices
frozen which, in turn, places a ‘“freeze” on their raw agricultural product,
even though it is unfrozen by the stabilization program. On the other hand,
egg producers see feed prices remaining unchecked. Thus egg production costs
can still rise but the individual producer has no hope of regaining any of this
added cost from the traditional marketplace. One midwestern eggman ably
described the situation as: “The President locked the chicken-house with the
fox inside.”

The world demand for livestock feed, particularly soybeans and soybean
meal, has skyrocketed feed prices during the past year. Because processed
feeds are frozen by the stabilization progrum while whole grains are not,
many feed processors are currently putting livestock producers on notice that
tiiey will cease operations rather than continue to produce feeds below their
costs. Therefore, nct only is high feed prices a big problem today, but the
actual availability of feed is threatened by both the Economic Stabilization
program and the export of essential feeds, particularly soybeans.

The A nerican egg producer—and any other user of soybean mesal—is placed
at other, equaliy distressing, disadvantages resulting from our government’s
policies toward exports. While we are forced to pay more than 300 percent
more this year for soybean meal than last, livestock producers in some Euro-
pean countries are getting Americin soybeans and meal at one-third our price.
Some countries, such as Spain, subsidize the purchase of feed for their domes-
tic livesteck industries. The subsidy price drives up the world market which,
in turn, affects the domestic market prices paid by livestock feeders in the
United States. An example of the adverse effect can be easily seen by viewing
market prices. Spain is reported to have recently increased the subsidy on soy-
bean meal some $63 per ton, to a total of $234 per ton on the world market.
At the time the increase was made, the world average price for soybean mesnl
wag $359 per ton., In practice, therefore, livestock producers in Spain are get-
ting their soybean meual for only $125 per ton.

In the United States, we have witnessed a continuing spiral in soybean
prices since last year and most particularly since April 1978. I call your atten-
tion to “Attachment A" which graphically portrays domestic soybean meal
prices for the past three years, It is unbelievable!

It is grossly unfair to the egg producers in this country to permit the price
of our supply of essentia! feeds to be influenced so drastically by foreign, sub-
sidized purchases to the point that there is a question of whether our supply
is now sufficient to meet domestic needs. Even with this apparent disregard for
the weifure of American livestock producers, our government has frozen, ai
retail, the prices of our food products 80 that there i8 no possibility of cavtur-
ing some of the ndded cost from the domestic market.

Gentlemen, it is obvious that the American egg producer—ia fact, the Ameri-
can livestock producer--can not survive under the current circumstances. The
President needs authority, if he doee not aiready have if, to deal with this
crisis and the time is long overdue for action. Let me point out some of the
actions the egg industry had already taken because of high grain prices prior
to the announced freeze. According to figures released by the U.S. Department
of Agriculture, June 19, the number of layers on farms June 1, 1973 were
reported to be 2875 million—-the lowest number since 1963. The Department



118

also reported that the total shell eggs produced during May 1978 wan
5,768,000,000—some three percent lower than the number of egge produced in
May, 1972, and the lowest production since 1983. The USDA fowl slaughter
report for the week ending June 6, 1973, revealed that fowl slaughter for the
week, which totaled 8,006,000 hens, was 13.6 percent greater than for the aame
week in 1972. For the week ending June 13, slaughter totalled 3,076,000-—four
percent higher than the same week in 1972. For the year of 1078 through the
week of June 13, according to USDA, the slaughter of light fowl totaled 81.8
million-—an increase of 5.3 percent cver last year, or 4,507,000 more birds than
last year. Other statistics show substantial increases in population and demand
for food. Therefore, our industry should be increasing, not decreasing, food
production.

It is quite evident from statistics issued by the U.8. Department of Agricul-
ture that the egg industry had taken drastic action to reduce the production of
shell eggw in the months ahead, even prior to the freeze being announced. We
project that the ‘“freeze” will escalste the exodus of small and marginal egg
producers from the industry, and will severely afe«* the already strained
financial position of those remaining. Many are cutting production in order to
reduce losses. Unless some immediate action is taken to correct the situation,
the supply of eggs to consumers will be drastically reduced in the months
ahead. It must be understood that it takes at least six months to raise a baby
chick into a laying hen. Therefore, when a hen goes to slaughter, it will take
at least six months to replace that production.

The egg industry is not alone in itg sufferings fromx high grain prices. All
livestock feeding industries are hit by the high prices, though some feel the
effect less by their lesser dependence upon soybean meal as a feed ingredient.
Attachment B illustrates reported production indications for broflers, layers,
turkeys, swine, and livestock industries. Indications are that during the third
quarter of 1973, cattle numbers will only be up three percent over the gerious
low of last year and swine production may only reach a plus five percent. Con-
ridering the cries of the American censumer, over Ligh meat prices last year,
and even greater early this year, these antlcipated production figures are not
encouraging. Even less encouraging are recent reports that even these figures
are high and producers are sending breeder sbock to slaughter.

According to UEDA, there is enough grain for domestic use with an antici-
pated carry-over when new-crop feeds are harvested, but the figures are run-
ning critically close. The Department estimnates a carry-over on August 31,
1973, of 40 million bushels of soybeans and 850 million bushels of corn.
Department economists, however, privately report that actual flgures are
unknown., Even with reported figures, the carry-over stocks are considerably
less than last year {(minus 32 million bushels of soybeans and minus 326 mil-
lion bushels of corn). Some indusiry economists have predicted the suppiy of
soybean meal will be exhausted before the new crop is harvested. All of theee
uncertainties add fuel to the already overheated Inflationary prices of feed
grains.

In the past year., soybean meal prices have increased over 300 percent. Soy-
bean meal could be purchased by livestock producers during the first week of
May, 1972, for $84 per ton (F.0.B. Decatur, Iil.). On May 3, 1973, the price
was $305 per ton. On Wednesday, May 30. soybean meal prices were quoted at
$390 per ton * * * an increase of over 300 percent. Attached Exhibit A, illus-
tra s the historical price patterns of soybean meal. It i8 quite evident that
this year's price patterns are unlike any in recent history.

As pointed out on the attached charts, other feeds have escalated in price in
what appears to be a rcaction to soybean ineal prices, For instance, corn war
quoted at $2.32 per bushel on May 30 (F.O.B. Chicago, #2 Corn), compared to
$1.28 on the same day of 1972. Because of marketing practices of the gra’n
Industry, the avallable supply of eritical products is controlled by a relatively
few major grain companies. We belleve these companies have taken advantaze
of the artificial fear in the grain market which has heen created by a comti-
nation of world protein demand, shortage of substitute products, the devalued
1".8. dollar, bad weather in the feedgrain area of the United States, and the
desire of the U.8. government to use agricultural exports help reduce our for-
eign trade deficits. The concentration of available supply in such few hands
obviously raises serious question as to the validity of the unreasonable prices
experienced by livestock feeders during the pest vear and more particularly in
the past six months, The enormous price increases have not benefited the grain
farmer since the largest portion of the inflated price has come after most
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farmers Lad sold their production. Instead of an increare in farm incomes,
current feed prices in the United States represents inflationary profiteering
made possible by the shortage of critical crops and by the subsidized foreign
purchases.

An examination of what the high feed prices are doing to the cost of pro-
ducing a dozen eggs will reveal why the egg industry is so concerned over the
current feed price situation. Our industry, like other food producing industries,
has been under increasing criticism from consumer groups and others because
of high egg prices last year and, more particularly, since January of 1078.
Exhibit C graphically portrays a comparison of egg production cost for the
first three months of each year since 1970. It is easy to see that higher whole-
sale egg prices for the January-March 1973 period d.d not match the rise in
production cost during the period and the egg industry suffered a net loss of
approximately 0.7¢ per dozen eggs produced. There may be consolation in the
fact that the loés was not as great as in the same time period of 1971 and
1972, but a loss is unheard of on a 50¢ average New York wholesale egg
market.

Our statistical department estimated the egg industry needed a 60.8¢ New
York, wholesale, large egg market in the April-June quarter just to break
even. The highest price realized in the wholesale market, prior to the freeze,
however, was 60¢ on June 13. Because of industry pricing practices, the high-
est wholesale market during the June 1-8 base period of 59¢ can not be used
for pricing eggs during the freeze, because most producers price current week
deliveries on the previous week's quotation. This is done because major food
stores need at least a week to plan their specials, etc, and must know what
their costs will be prior to planning sales. Therefore, in reality the freeze base
price for many egg producers is the highest price of the week prior to the
June 1-8 base period. The highest price that week was 55¢ (New York).

No matter what combination of wholesale prices one might use, it is obvious
that the producer’'s cost of making eggs available for the consumer market
presently exceeds the frozen market price. And, even though shell egg prices
are not frozen until after the first sale, everyone knows there is a technical
“frozen price” somewhat back of the “real” frozen price at retail levels.

Looking into the July-September quarter, we project the egg producer must
realize a 66.8¢ wholesale market in order to meet his cost of production.
Again. It is obvigus that such a market can not be reached since the freeze
affects the market price for shell eggs, but allows feed grain prices to continue
their climb to new highs. Under such a set of circuwstances, it is easy to
understand why many producers are cutting back or ceasing producticn
entirely. It is questionable whether a producer who quits will ever return to
such a highly marginal economic risk as the egg industry has proven to be for
the pust three years.

Exhibit C, referred to previously, indirates the average cost of producing a
dozen eggs during the January-Mareh period of 1973 rose 10.6¢ per dozen in
feed costs alone over the previous year, If projections are accurate, feed costs
will add 26.6¢ per dozen over last year to the cost of egs; production in the
July—September quarter. It is Interesting to note that the tota) costs of pro-
ducing eggs during the January-March period of 1872 was only 26.8¢ per
dozer.

Feed costs in previous years represented 60 percent of the total cost of pro-
ducing a dozen eggs. Since December 1972, the proportion of production costs
due to feed has risen steadily to about 73 percent today, and that percentage
iy increasing every day the grain commodity market is allowed to stampede to
new heights.

Exhibit D illustrates the tremendous rise in 1973 in prices of soybean meal,
fish meal. corn, and milo during the Janugry-March quarters of 1970, 1971,
and 1972. Except for the corn blight scare of 1971, none of these products have
reached such high prices in recent years. The escalation of these prices has
continued since March.

We are aware that the United States must take major steps to reduce our
trade deficit, but the exportation ¢f seybeans, soybean meal, and other grains,
is having a disastrous affect on the American Economy. We believe the effect
is more critical than the problem—to re-coin an old phrase—'The cure is
worse than the illness.” The American consumer wili soon be faced with a new
problem, unless something ts done very soon—the problem of a new luxury—
that of putting food on their tables.
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The information contained herein, all of which is based upon U.B. govern-
ment, or other highly reputable sources, indicate that not only is foreign ssles
of feed grains accelerating the price of feedgrains in America to the point that
eggs and other livestock products are being priced higher, but raises a more
serious questioii: How long will there be a supply? Only the current freeze
program is keeping eggs on the American table at reasonable prices. Without
the freeze, eggs today could be 10¢ to 20¢ higher in the supermarkets. Fowl
slanghter statistics vividly point te shorter egg supplies in the future.

There is but a single factor that will cause egg producere to produce eggy in
the future—economic incentive. The lack of rvntrol <. exports of vital supplies
of feed grains, the fallure of the current economic stabilization program to
deal with the disastrous feed grain prices, nnd the freeze of retail egg prices
so there is no hope of recovering any additional costs from the marketplace
have all combined to virtually destroy the economic incentive egg producers
look for in their marketplaces.
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ATTACHMENT B
FEED CONSUMING ANIMAL UNITS

1971-72, 1972-73

Oct-Dec Jan-Mar April-dune  July-Sept

------------ $ 04 The Previous Year------------

Cattle

1971-72 -2 +1 +3 -0-

1972-73 +4 +3 +1 +3
Hogs

1971-72 -6 -8 -10 -12

1972-73 -6 -1 +3 45
Broilers

1971-72 +5 +3 +7 +3

1972-73 2 -2 -5 -2
Turkeys

1971-72 -£ +10 -0~ +9

1972-73 +8 +13 +20 -4
Layers

1971-72 -1 -1 -2 -3

1972-73 -5 -6 -4 -3
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SHELL EGG‘; M?R()DUCTION
MARKETING COSTS

¥ Loss
M Profit
g Msrketing
Costs
B Other Pro-
M duction Zosts
Feed Costs
1970 1971 1873
Production Costs For Marketing Cost USDA wWholesaie Producer
A1l Eggs Sold From Farm From Farm To Lar je Shell Egy Profit Or
Feed Costs Other Costs Tota! Wholesale Mkt. “rices - N.Y. . _Loss
------------------------------ Cents Per Dozgn---ovv--=rmomo e e cr e
1970 16.3 10.9 27.2 11.0 54,1 +18.1
1971 17.5 11.1 28.6 12.0 3.1 - 4.5
1972 15.4 11.4 26.8 12.5 3.9 -7.4
1973 26.0 11.8 37.8 13.0 5¢.1 - 0.7
Estimated:
Apr./June  36.0 11.8 47.8 12.0 60.8 - 0.0
July/Sep.  42.0 11.8 53.8 13.0 66.8 -0.¢C
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ATTACHMENT D
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STATEMENT OF NATIONAL COUNCIL OF FAkMER COOPERATIVES

I am Robert N. Hampton, Director of Marketing and International Trade of
the National Council of Farmer Cooperatives. The National Council is a
nationwide federation of farmer-owned businesses engaged in the marketing of
agricultural commodities or the purchasing of farm production supplies, and of
32 state cooperative councils. The cooperatives meaking up the Council are
owned and controlled by farmers as their off-farm business operations.

We want to express our special concern over the potentially serfous damage
to our opportunity for successful trade negotiations leading to expanded
market opportunities for many U.8. farm products if export control measures
are interpreted abroad as an indication the U.8. is no longer the reliable sup-
plier that we traditionally have been. And, we should give primary considera-
tion to the impact of our actions on long-standing, dependable foreign customers.

We are also quite concerned that no steps be taken which reduce in any way
the important role of the Secretary of Agricuiture in gny export control
measures affecting agricultural products—repo-‘ing, control, licensing, or other.
Public Law 92-412, the Equal Export Opporturity Act of 1972 (amending the
Export Administration Act of 1969) says that authority with respect to export
controls over agriculturdal commodities “‘shall not be exerciged . . . without the
approval of the Secretary of Agriculture.” We vigorously oppose any reinction
of the Secretary’s responsibilities and discretions in this regard.

Although we upderstand the need for appropriate remedies in situations of
national emergency, we believe that sufficient authority already exists to deal
with such situations. Refinements in export control measures dealing with
reporting, licensing, and such matters may be handled without severe damsge
to our foreign trade stance. But, in view of the unnecessary disruption to
upcoming trade negotiations, we oppese extension of the existing Presidential
authority to impose embargoes or other export control measures on farm prod-
ucts. Such action would give our long-standing trading partners cause for
undue apprehension over our capacity to supply them or damage our efforts to
open up other new and dependable markets.

O



