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for Preservatlen Pll!fPOH& 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

Decembe·r 2:0, 1978 

THE PRESIDENT 

·STU EIZENSTAT ~ 
LYNN DAFT 

1979 Upland Cotton Program 

Secretary Bergland will soon have to announce further details 
of the 1979 upland cotton program, inc:luding whether o.r not 
a set-aside is to be required. The loan rate., as determined 
by the formula in the authorizing legislation, has alr,eady 
been announced. Fo·r the 1979 c·rop, it will be s.o. 23 cents 
per pound. The remainder of this memorandum assesses the 
need for a cotton se.t-asid!e and identifies the principal 
options for your consideration. 

The Upland ·Cotton Situation 

The accumulation of cotton stocks that res.ulted from the 
large 1977 crop are being drawn down this season, mainly due 
to abnormally low yields -- the lowest since 1957. Domesti.c 
use wi11 be a little lower this season but. more u.s. cotton 
will be exported, so . total u'se will be about the same. 
Stocks next August l are expected to be 4.0 million bales, 
as compared to the relatively high level of 5.3 million last. 
August .• 

Cotton prices have increa•sed substantially in recent months. 
Spot market prices are currently around 66 cents· per pound. 
Farm prices for the 1978 crop year are expected to average 
around 6·1 cents, up from 51. 4 cents last year. 

Cotton stocks of about. 4.5 billion bales are generally 
considered optimal. Stocks of 5. 0 million bales or mo·re 
would mean a farm price near the loan price, large deficiency 
payments and loan outlays, and low export earnings, but 
greater confidence in our competitive position with man-made 
fibers or other cotton exporters. Stocks of 4.9 million 
bales or les•s means a price that reduces the competitiveness 
of U.S. cotton at home and abEoad, but. favorable prices to 
producers, very low budge·t outlays and high export earnings. 
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The 1979-80 Outlook 

Unless weather patterns are adverse, the high prices of this 
year will cause world production in 1979 to exceed world 
consumption, and global stocks will rise, the inverse of 
this year. Gross u.s. domestic use and exports in combination 
in 1979-80 are expected to total 11.7 million bales. The 
major unknown factor in arriving at this estimate is the 
level. of foreign production and resulting U.S. exports. 

In contrast to the relatively stable demand for u.s. cotton, 
there is much more uncertainty on the production side, as 
weather variabilities and insect problems cause w.ide fluctu
ations in u.s. yields. After averaging a near record high 
of 519 pounds per harvested acre in 1977, yields dropped 102 
pounds in 1978, to the lowest level since 1957. The average 
for the last two years was 468 pounds, es'sentially the same 
as the 467 pound average for 1976 through 1978 or the 471 
pound average for 1959 through 1978. 

In the absence of a se.t-aside, planted acreage next year is 
expected to total 13.~ million acres, although private 
survey results indicate it could be more. With a 1.0 percent 
set-aside, we estimate 13.2 million acres would be planted -
up from 13.0 million this year -- as the price relationships 
between cotton and it·s major competing crops are expected to 
be more in favor of cotton than last year. Cotton prices 
were low relative to most competing crops in late 1977 and 
early 1978~ now, and during the 19·79 crop planting season, 
cotton prices will make cotton much more competitive. 

Assuming demand for U.S. cotton in 1979-80 is at the mid
point of the range of estimates, the USDA estimates that 
without a set-aside program the odds favor stocks on August 
1, 1980 of just over 5.1 million bales, while with a 10 
percent set-aside, the odds favor stocks on that date of 
just over 4.5 million bales. 

A 10 percent set-aside program, therefore, is more likely to 
prevent stocks from again becoming excessive. With a set
aside, the price received by farmers would be higher and, 
therefore, deficiency paymen.ts and price support loan outlays 
lower. Furthermore, export earnings would be higher. Even 
with a set-aside, the odds favor an increase in stocks, so 
cotton prices are expected to be slightly lower for the 1979 
crop than for the 1978 crop. 
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Budget exposure for deficiency and disaster payments is 
higher with no set-aside because all producers are eligible 
for both and because market prices are lower. With a set-
aside program, only participants are eligibleofor these benefits. 

Current conditions favor above average cotton yields next· 
year. Subsoil moisture supplies are ample in the Texas 
cotton growing region, the area with the greatest variability 
in yield. This is in marked contrast to last year when 
subsoil moisture supplies were inadequate. But wea.ther 
patterns next summer and fall will be the key to the final 
outcome. · 

To provide an indication of the likely range of outcomes, 
assuming alternative weather conditions, USDA compared the 
effects of a high yield (518 pounds per acre) scenario with 
a low yield (436 pounds) scenario. These yields were calculated 
by averaging the 7 highest yield years out of the past 21 
years and the 7 lowest yield years, respectively. The high 
yield as·sumption results in stocks of 6. 5 million bales 
without a set-aside and 5.9 million bales with a 10 percent 
set-aside. Either level of stocks would probably necessitate 
a large set-a·side program in 1980. Farm prices and export 
earnings would be low, budget outlays would be high. 

Conversely, the low yield assumption results in a stock of 
4. 3 million bales without a set-a·side and 3. 8 million bales 
if a 10 percent set-aside were in effec.t. The later stocks 
level, although lower than desired, would be only slightly 
lower than the level expected at the end of the 1978 crop 
year and well above the 2.9 million bales stock that existed 
at the end of the 1.976 season. Farm prices and export 
earnings would be high; government outlays would be low. 
Competition from lower priced synthetics would intensify. 

Analysis of the Options 

The Working Group on Food and Agricultural Policy narrowed 
the options to two: (1) no set-aside or (2) a 10 percent' 
set-aside. Any larger se.t-aside program was felt to be 
unnecessary. The major arguments for and against a set
aside are as follows: 

For Set-Aside: 

0 In the absence of a set-aside, stocks are likely to 
.become- excessive .. once_again, thereby~perpetuating. the 
boom-to-bust cycle that has characterized the cotton 
industry for the past several years. 
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o Even with a set-aside, cotton prices are expected to be 
lower in 1979 than in the current. crop year under all 
conditions except a very poor crop. 

o With a 10 percent set-aside, export earnings would be 
an estimated $50 million higher than with no set-aside. 

o Budget outlays would be $150 to $175 million less, 
about $70 million due to lower payments. In comparison, 
the potential price savings to consumers for no set-
aside is only $60 million~ OMB notes that adoption O.f the 
no set-aside option would require an increase of $75 
million in 1980 outlays above current CCC estimates. 

o Having a small set-aside program in 1979 reduces the 
chances that a larg.e set-aside or a diversion program 
will be needed in 1980. 

o In large measure, a set-aside program is self-adjusting. 
If conditions lessen the need to reduce production, the 
incentive to participate in the program will automatically 
diminish. 

o Cotton producer inter.ests feel that several major 
policy actions have gone against them over the past 
year -- the 1978 set-aside decision, cotton dust standards, 
and textile imports. Adoption of a 10 percent set-
as.ide would be interpre.ted by producers as evidence of 
Administration concern for the well-being of the industry 
and a willingness to head-off the recurring boom-to-
bust cotton cycle rather than waiting for the crisis to 
hit and reacting to it after the fact. 

Against Set-Aside: 

o Present conditions indicate no need for a set-aside. 
Prices are strong. Stocks remain below desired levels. 

o Although early indications favor high yields for the 
1979 crop, it is much too early to predict with any 
degree of confidence. A lot can happen between now and 
next year's harvest to alter that outcome. If, contrary 
to current expectations, yields are low in 1979 and 
prices remain high, cotton will come under increased 
competitive pressure from synthe.tics. 

o As normally occurs, the cotton industry is divided over 
this issue. The cotton shippers are gppos-ed- to ·a-set----~- -
aside of any magnitude. 
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o A 10 percent set-aside will increase the cost of cotton 
about $60 million.. Although this is less than the 
budgetary savings, as noted above, it is important to 
the overall anti-inflation program to take every opportunity 
to hold down consumer prices. Also, nearly $100 million 
of the estimated $166 million budget saving achieved by 
the set-aside is for loan outlays that are eventually 
repaid. 

o If stocks accumulate excessively in the absence of a 
set-aside, a cotton reserve program similar to the 
programs now underway for wheat, feed grains, and rice .. 
could be established later in the year. 

Interest Group Positions 

The Producer Steering Committee of the National Cotton 
Council strongly favors a combination 10 percent set-aside 
and 10 percent voluntary paid diversion program for 1979. 
However, if given a choice between a 10 percent set-aside 
or a 10 percent diversion program (as in 1.978), they prefer 
the set-aside. The National Cotton Council as a whole takes 
no position because the merchant segment opposes a set-aside. 
They, however, oppose a reserve program for cotton. So does 
the Producer Steering Committee. 

Agency Positions 

USDA and OMB recommend a 10 percent set-aside program for 
I"9"'7'9. The potential cotton acreage and production in the 
absence of a set-aside and the resulting lower cotton prices, 
excessive stocks and higher government outlays are of concern. 

Treasury, State, Commerce, COWPS, CEA, NSC, and Esther 
Peterson are opposed to a cotton set-aside, because of 
their concern about the uncertainty of U.S. and world produc
tion, and U.S. exports in 1979. Treasury.foresees the 
possibility of a tighter supply/demand balance in the world 
and in the u.s. They question the assumption made in the 
USDA analysis that there will be an additional 800,000 acres 
planted to cotton in 1979 if there is no set-aside. They 
argue that the relatively attractive prices of two competing 
crops, soybeans and sorghum, could limit the expansion to 
300,000 to 400,000 acres. Treasury also questions the 
assumption that exports will decline in 1979, given recent 
production trends in the USSR and PRC. Consequently, they 
feel the risk associated with higher prices is much greater 
with a se.t-aside than indicated. Commerce noted that a 
farmer-owned reserve program for cotton could be considered 
in 1979 in the event of an excess supply of cotton. 



DEPARTMENT OF AG'RICUL TURE 

OFFICE OF THE SECRETARY 

WASHINGTON, D.C. 20250 

DEC 1 5 1978 

MEM>RANDUM FOR THE PRESIDENT 

SUB.JEX:T: 1979 Upland Cotton Set-Aside 

The V«:>rking Group on Food and Agricultural POlicy has considered the 
pros and cons associated with an upland cotton set-aside proc;rram for 
1979, and has giver:1 me their recammendations. 

I announced that the 1979 upland cotton loan price would be 50. 23 cents 
a pound, as detennined by the formula in the statutes, on October 31. 
On Decanber 15 two additional provisions of the 1979 upland cotton 
program were announced-a National Program Acreage of ·10 ,·634, 181 acres, 
and a National Reduction Percentage of 15 percent. 

The National Program Acreage is the quantity of land estimated to be 
needed to produce the upland cotton required for danestic mill use and 
for export during the 1979-'80 marketing year, and to attain an up;:tand 
cotton stock of 4.5 million bales on August 1, 1980. 

The National Reduction Percentage tells the prOO.ucer that to qualify for 
target price (deficiency payment) protection· on all the acreage pil:.anted 
in 1979 he cannot plant more than an acreage equivalent to 85 percent of 
the acreage devoted to cotton in 1978 (including, acres diverted under 
the 10 percent diversion program). · 

Since these· provisions have already been announced, if there is to be a 
set-aside program in 1979· it should be crnnounced soon. This :memorandum, 
together with the attached report fran the Working Gtoup, provides 
info:rmation needed for a decision to have ·or not have a set-aside program 
.in 1979. 

The Uplarx:l COtton Situation 

The big buildup in cotton stocks that resulted fran the large 1977 crop 
are being drawn down this season, mainly due to abnormally low yield-
la;rest since 1957. Ik:lmestic use will be a little lower this season but 
nore U.S. cotton will be exported, so total use will be the same to up 
slightly. Stocks next August 1 are expected to be 4. 0 million bales, as· 
canpared to the relatively high level of 5.3 million last August. 
Taking into account the uncertainties over the final 1978 crop production 
and dtmestic use and exports for the balance of the current marketing 
year, stocks on August 1, 1979 could be as ·low as 3.5 million or as high 
as 4.5 million bales. 

Cotton prices have increased substantially in recent nonths. Spot 
market prices are currently around 66 cents per pound. Fann prices are 
~ted to average around 61 cents, up.fran 51.4 cents last year. 
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Under the statutory mandate, if we announce a no set-aside 
decision now it would rule out instituting a set-aside 
later in the year when more is known about the 1978 crop, 
1978-79 domestic and foreign demand, and when the first 
report on cotton planting intentions becomes available 
(late January). If it continues to appear that stocks 
next August will be around 4.0 million bales, and planting 
intentions and yield prospects continue to indicate a large 
cotton crop in 1979, pressure for a div~rsion progr<:tm will 
become intense. If a cotton set-aside is ruled out now, a 
diversion program is the only remaining option. A diversion 
program would make all cotton producers eligible for deficiency 
payments, disaster payments and the loan program and would 
therefore result in higher government outlays compared to a 
10 percent set-aside. A 10 percent paid diversion, with a 
3 cents per pound payment rate, would cost about $196 million 
more than a 10 percent set-aside and $30 million more than 
no set-aside. About $100 million of this would be for 
diversion payments. 

Although he does not recommend doing so, Secretary Bergland 
feels that the option of postponing the cotton set-aside 
decision should also be considered. He note~ that a post
ponement would be unpopular with cotton producers who are 
now beginning to make preparations for planting the 1979 
crop but would probably not be as unpopular as announcement 
of no set-aside. Delaying the announcement would keep our 
options open until further information on the crop situation 
is obtained. 

Recommendation 

This is a close call. The arguments do not lean strongly in 
one direction or another. All things considered, however, 
we concur with USDA and OMB in recommending a 10 percent 
set-as1de. From an 1nflationary point-of-view, prices are 
expected to fall regardless of whether there is a set-aside. 
Although they would fall slightly more with no set-aside, 
the aggregate price savings would be more than cancelled by 
the additional budget outlays involved. The dollar value of 
export earnings will be slightly higher with a set-aside. 
If the supply situation should tighten significantly over 
the next 3 or 4 months, participation in the set-aside 
program will be low. In that sense, a set-aside program is 
largely self-correcting. Politically, there is a strong 
advantage in having a se.t-aside. Cotton producers have 
argued strongly for it. 
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we do not recommend that you po·stpone making the decision. 
Producers are anxious to know the details of next year's 
program for planning purposes. The delay in announcing the. 
1979 feed grain program was severely criticized within the 
farm community, perhaps more than the terms themselves. 

DECISION 

Targ.et Price 

10 percent set-aside (USDA, OMB, DPS) 

No set-aside (Treasury; State, Commerce, 
CQWPS, CEA, Nsc·, Esther Peterson) 

Postpone decision 

If a set-aside program for 1979 is agreed to, a further 
decision is needed on the target price adj:ustment~ The !1978 
target price was 52.00 cents per pound. For 1979, with no 
set-a;s•ide, it will be 57.67 cents per pound. With a 10 
percent set-aside program, a target price of 59.64 cents per 
pounq: could be justified according to the Emergency Agricultural 
Act. of 1978 which includes an adjustment to fully compensate 
producers for participating in the se.t-aside program. 
However, the large adjustment from 1.978 to 1979 results from'.· 
the increas.ed cost of production, much of which was brought 
about by the abnormally low 1978 yields. With.more normal 
yields in 1979, per pound production costs should decline•. 
Thus,. your advisers bel.iev.e a smaller adjustment for set-
aside participation would be j·ustified. A target price of 
58.00 cents provides a· substanti.al increase from 19·78 and at 
the same time reduces expected government payments by around 
$JO million, compared to a target price of 59.64 cents. 
While net return:s to producers would be. reduced by the same 
amount as government payments, they would still be approximately 
$170 million above !t978. 

If a set~aside. is instituted, therefore, your advisers 
recommend a targe.t price of 58 cents per pound. 

DECIS.ION 

/ Agree 

Disagree 
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A1 terrtative, upland cotton Stock Targets 

Cotton stocks of about. 4 • .5 million bales are generally considered 
adequate. Stocks at this level shohld result in a 1979-80 season fann 
price around 56-58 cents a pound, slightly. below .the target price for 
1979. This price level seems reasonable in view of the .cost of production 
and potential government outlays,. but does ·raise· same concern over U.S. 
cotton's carpetitive :position with man-made fibers ·and foreign produced 
cotton. 

Stocks of 5.0 million bales. or more \\Ould mean a fann price near the 
loan price (50.23· for 1979), large deficiency paymeBts and. loan outlays, 
and low export earnings, but greater confidence· in our ccmpetitive 
position with man-made. fibers or other cotton· exporters. 

Stocks of 4. 0 million. bales· or less means a price· that raises serious 
concerns over the canpetitiveness· of u.s. cotton at heme and abroad, but 
favorable prices to producers, very low budget outlays and high export 
earnings. 

The l979;.;.80 Outlook 

Unless weather patterns are adverse, v.orld production in 1979 will 
exceed world consumption, and globa.l stocks will rise,. the inverse of 
this year. High prices this year will mean nore acres· used to grow 
cotton in 1979. (OUr cotton specialists believe 80 percent of the 
projected increase of 2. 4 million bales in foreign production will be 
due to an increase in area. The remaining '20 percent of the projected 
gain arises fran a slightly higher foreign yield forecast. ) An increase 
in foreign production .of· this magnitude· would mean an0ther year of 
"roller coaster" cotton prices--low in 1979-80, high· in 1978,... 79, low in 
1977-78, high in 1976-77. 

Gross ·H.S. danestic use and exports in 1979-80 are expected to total 
11. 5 to 12. 0 million bales (net disappearanCe of· 11. 3 to 11. 8 million 
bales), with the main uncertainty over foreign production and resulting 
u.s. exports. 

In contrast to the relatively stable demand for U.S. cotton, there is 
much more uncertainty on the production side, as weather variabilities 
and insect problems cause wide fluctuation in U.s. yields. For exarrple, 
after averaging a near record high of 519 pounds per harvested acre in 
1977, yields dropped 102 :pounds in 1978, to the lowest level since 1957. 
The average for the last two years was 4'68 pounds, essentially the same 
as the 467 pound average for 1976 through 1978 or·the 471·pound average 
for 1959 through 1978. 

In the absence of a set-aside, planted acreage next year is ·expected to 
total 13.5 to 14 .• 0 million acres, although private survey results indicate 
13.8 to 14.5 million acres. In our analysis we used 13.8 million acres 
planted in the absence of a set-aside program, and 13.2 million with a 
10 percent set,;;.aside program--up fran 13 .0 million:· this year--as the 
price relationships between cotton and its major competing crops are and 
will be more in favor of cotton t:ha:h· last year. Cotton prices ~re low 
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~elative to :roo~::~t canpeting crops in late 1977 and early 1978; nc:M, and 
during the 1979 crop planting season cotton prices will make ootton much 
more ccmpetitive. 

With 13. 8 or 13. 2 million planted acres and average grow±ng · oonditions, 
harvested acreage would be about 13. 0 or 12. 4 ·million. Using an average 
yield of 468 :Pounds .. per harvested acre, with no set-aside, about 12.67 
·million bales Wt:>l:lld be pl:Pduced.. And with a 10 percent set-aside 12. 09 
million bales would· be· produced. 

Given a carryover next August 1 of 4. 0 million bales and an expected net 
disappearance during 1979-80 of '11.3 to 11.8. millioo bales, u.s. prcxluction 
in 1979 would have ·to totalll.8 to 12.3 million in order to bring 
stocks at the end of the 1979-'80 season (August 1, 1980)' to 4.5 million 
bales. 

Combining these: esti,ma.tes of requirenents with the above acreage. and 
yield estimates leads to the oonclusion that· m seb"'aside would be 
expected to result in stocks of 4.87 to 5.37 million bales on August 1, 
1980, and that. a 10 percent set-aside program \VOuld be expected to 
result in stocks of 4.29 to 4. 79 million bales. Alternatively stated, 
assuming demand for u.s.· ootton in 1979-80. is· at the mid-point of the 
range, without a set-aside program the OOds favor stocks on August 1, 
1980 of j;ust over 5.1 million bales-, while. with a 10 percent set-aside, 
the odds favor stocks on that date of just over 4. 5 million bales. 

A 10 percent set-aside program, therefore, is nore -likely to prevent 
stocks. fran again becaning excessive. With a· set-aside the price received 
by fanners would· be higher and, therefore-~ deficiency payments and price 
support loan outlays lower. Further, export earnings· YX:>uld be higher. 
Even· with a set-aside the odds favor an increase in stocks, so ootton 
prices are· expected to be lower far the 1979 crop than for the 1978 
crop. This would improve OUr' carq::etitive position relative to synthetic 
fibers and in world markets. OUr mills would ·pay less for ootton than 
in 1978. 

A1 though Ol.li:- canpetitive position would· be stronger without a set-aside, 
due to lower· cotton prices, budget outlays for loans and ·payments would 
be appreciably higher and export earnings . lower. B\:ldget outlays for 
deficiency and disaster payments are maximized with no set-aside because 
all producers are eligible for both and market prices for any weather 
scenario wi·ll.'be lower. With a set~aside program,. only participants are 
eligible. 

CUrrent conditions favor above average cotton yields next· year. Sub
soil noisture supplies· are· ample in the ·Texas ·cotton growing region, the 
area with ·the greatest variability in yield. This. is in,marked oontrast 
to last year when sub-soil· IIDisture supplies were inadequate. But 
weather patterns .next· sumner and fall will be the key to -·the final 
outcane. 

Seven times over the past 21 years the yield has been 507 -pounds per 
harvested acre or above. The average_ for these 7 years was. 518- pounds, 
the high 527 pounds. If 1979 were a 518 pcnmd yield year, ending stocks 
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'Would be near 6. 5 ( +, - 0. 5) million bales without a set-aside, and near 
5.9 (+, - 0.5) million bales with a 10 percent set.;...aside. Stocks would 
then clearly be excessive in the fall of 1980,, and a very large set
aside program for. 1980 would .be neces~. Fann prices woUld be low, 
budget outlays high and export. earnings low~ The ·price ·would be below 
the level needed to maintain c~titiveness with synthetics. 

Seven times over the past 21 years the· upland cotton yield has been 446 
pounds or below. · The average for these 7 years was 4'36 pounds, With the 
low being the 417 pounds for 1978. While current conditions favor an 
above average. yield in 1979 this could change.< If· the yiela were 436 
pounds per acre in 1979, ending stocks with.0ut a set~aside would be 
about 4.3 (+, - 0.5) million bales, still adequate. With a 10 percent 
set-aside stocks would be around 3.8 (+, -- 0.5)- million bciles •. Stocks 
would be relatively low, but still we.l:l above the 2.9 million at the end 
of .the .1976-77 season, and only slightly lower than expected at the end 
of the current year. During 1976..;.77 the fann price averaged 63.8 -cents 
a pound, with a within season range fran 59.7 cents in August to 70.1 

- cents in March. This year we expect the fann~ price . to average 61 cents 
a pound. -

A low yield <Xlllbined: with a 10 percent set~aside in 1979 woUld, according 
to these estimates' lead to an outcane close to the one for 1978. 
Stocks would ranain essentially unchanged, but the fann price would 
probably be up a little. There would be no deficiency payments ·but 
disaster payments woUld be made to .program participants. lDan outlays 
would be low and export earnings high. ,eotton prices woUld ranain above 
man-made fiber prices but the gap being observed this year ·may be narrowed 
due to the expected increase in synthetic fiber prices by late 1979 and 
1980. Domestic mills would pay slightly more· for cotton. 

The above canparisoBS lead to the conclusion ·that upland cotton -stocks 
are likely to be excessive by the fall of ·1980 if there is no set-aside 
in 1979. With a 10 percent set-aside, stocks' are most likely to be 
increased from 4.0 to 4.5 million bales· over the 1979-80 season, but 
they could be slightly below 4 million or -as IlUlch as 5. 9 million. The 
supply-demand estimates appear to make a persuasive case for a 10· percent 
set-aside program for 1979. Having a set-aside saves $150-$175 million 
in budget outlays, about $70 million due to· lower payments, reduces the 
chances of. a large set~aside or diversion program for 1980 and results 
in export earnings about $50 million more than no set-aside. And unless 
weather patterns are adverse, the price will be down about 4 cents a 
pound fran 1978-79, so mills will pay about $120 million less for cotton 
and our cotton will be more canpetitive with man-made fibers. 

Argurcents against a set-aside include: 

--The reduction in the size of the 1978 crop resulting fran adverse 
weather conditions, coupled with the strong export ·demand., is 
reducing U.S. cotton stocks during ·the 1978-79 :season from 5. 3 
million bales to 4.0 .million. As a result, cotton prices have 
increased substantially. The present condltions indicate no need 
for a set-aside. 
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. 
• '--No set-aside was invoked for 1978 when stocks were increasing and 

prices declining (but later a 10 percent voluntary paid diversion 
program was offered producers) • 

--If we were to have· both a set-aside and: bad weather, stocks oould 
be further reduced. The higher .prices could, in the long tenn, 
reduce both danestic use arid exports, ·result in higher consumer 
costs,. and contribute to further inflation. 

--Even if .stocks do increase, a· cotton.reserve· program could be 
ilrlF>ILemented to isolate the excess stocks fran the market. 

--cost of .cotton to mills \\OUld ·be. about $60 mi'il.lion higher with 
a set-aside (but they would be about $120 million below 1978.) . 

The Producer Steering CCmnittee of the National Cotton Council strongly 
favors· a canbi:nation 10 percent set-aside and. 10 percent veluntary paid 
diversion program for 1979. However, if they were: given a choice 
between a 10 percent set-aside or a 10 percent diversion. program (as in 
1978), they prefer the set-:-aside. The National· Cotton Council as a 
whole takes no position because the merchant .segment opposes a set
aside. They, however, oppose a· reserve program for cotton. So does 
the Producer Steering Canmittee. 

USDA and OMB recamnend that a 10 percent set-aside program. ·be instituted 
for 1979. The potential cotton· acreage and production in the absence of 
a set-.aside and the resulting lower cotton prices, excessive stocks .and 
higher government outlays ·are· of concern. 

Treasury, State, Canmerce, CWPS, CEA1 NSC, and Esther Peterson are 
opposed to a cotton set-aside, because of their· concern· about the uncertainty 
of u.s. and world production, and u.s. exports in 1979. · Treasury, in 
particular, foresees the 'lX>Ssibility of a tighter supply /demand balance 
in the \\lOrld and in the U.S. based on the data presented by USDA under 
all weather scenarios. Consequently, they· feel the risk associated with 
higher prices is much greater with a set-aside than indicated. ·Camnerce 

. also indicated that a fanner.-owned reserve program for cotton could be 
considered in 1979. in the: event of an excess suppiliy of cotton. 

Since there is no statutory date for announcing a cotton set-aside, 
aimounc.i:ng no set.;..aside now would rule out instituting a· set-aside later 
in the year when nore is known about the 1978 crop, 1978-79 danestic and 
foreign danand, and when the first· report on cotton planting intentions 
becanes available (late January) • If it continues to appear that stocks 
next August will be around 4. 0 million bales., and ·planting intentions 
and yield prospects continue tO indicate a large cotton crop in !1979, 
then pressure. for a diversion program will becane intense. If a cotton 
set-aside is ruled out now, a diversion program is the only remaining 
option. A diversion program 'WOUld make all cotton producers eligible 
for deficiency payments, disaster payments and the·loan program and· 
would therefore result in higher government outlays· carrpared to a 10 
percent set.:...aside. A 10 .percent paid diversion, with· a 3 ·cents per 
pound payment rate, woW.d cost aboUt $196 million m:>re ·than a 10. percent 
set-aside and $30 million more than no set-aside.· About $100· million of 
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for Preservatt•n Putrp088& . · --~ 
this would be dl~Aon payments. Therefore, although I do not r.eccmnend 
doing so, tM option of .postponing the cotton· set-aside decision should 
also be. considered. A postponenient would be unpopular with cotton 
producers who are now beginning to make preparations for planting the 
1979 crop but would probably not be as unpopular as announcement of no 
set-aside. Delaying the announcement would keep our options open until 
further information on the crop situation is obtained. 

Set-Aside DeCision 

--.,...,.~- 10 percent set-aside program · V No set-aside program · 
-----''--- Postpone set-aside decision 

If a set-aside program for 1979 is agreed to, a further decision is 
needed on the target price adjustment. The 1978 target price was 52.00 
cents per pound. · For 1979, with no set-aside, it will be 57.67 cents 
per pound. With a 10 percent set-aside program, a target price of 59.64 
cents per pound could be justified according to the Emergency Agricultural 
Act of 1978 which includes an adjust:rnent to fully oompensate producers 
for participating in the set-aside program. The large adjus:tment fran 
1978 to 1979 resultS fran the increased costs of production, much of 
which were brought about by the abnonnally low 1978 yields. With the 
expected more nonnal yields in 1979, per pound production costs should 
decline.. Therefore, a smaller adjus:tment for set-aside participation 
may be justified. A target price of 58.00 cents provides a substantial 
increase fran .1978 and at the same time reduces expected goverrunent 
payrrents by around $30 million carpared to a target price of 59. 64 
cents. While net returns to producers would be reduced by the same 
amount as gov'ernment payments, they would still be approximately $170 
.Itlii!.llion above 1978. 

If a set-aside is instituted, all your advisors join USDA and OMB in 
recarmending a target price of 58 cents per pound. 

I 

Target Price Decision 

Enclosure 
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THE WHITE HOUSE 

WASHINGTON 

December 18,1978 

NOTE FOR: RICK HUTCHESON 

FROM: LYNN 

I have shared copies of t e attachment,sd 
with OMB, CEA, COWPS, Kahn and Peterson. 
I am preparing summary memorandums to the 
President from Stu Eizenstat and myself now 
and intend to 1 have them ready sometime today 
or tomorrow. 

Attachments 
\. 



MEMORANDUM FOR: 

FROM: 

SUBJECT: 

EXECUTIVE OFFICE OF THE PRESIDENT_ 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

DEC 2 11919 

The President 

James T. Mcintyre, 

1979 Cotton Program 

You wi 11 soon be receiving from Secretary Bergland a decision memo 
on the 1979 crop cotton program. · 

The Office of Management and Budget recommends a 10% set-aside and 
a 58 cents per pound adjusted target price for 1979 crop cotton for 
the fo 11 owing reasons: · 

1. Even With a set-aside~ cotton prices will be loWer than in the 
current year under all- conditions except a very poor crop. 

2. l:lnder normal weather or good weather, prices can be reduced 
further without a set-aside, but the costs to the taxpayer are 

. much gr.eater than the savtngs to domestic cotton buyers. 

o Under normal yields, a 10% set-aside will cost cotton 
buyers $60M compared to no set-aside, but, through the 
budget, saves the taxpayer $l35-160M. Under exceptionally 
good weather~ a set-aside costs mills $65M but saves the 
Federa 1 budget $15'5M:. 

o Only under poor weather are budget savings from a set-aside 
less than the costs to mill s--and current moisture conditions 
in cotton areas indicate a higher likelihood of normal or 
good yields than ~f poor yields. 

3. Under all conditions, set-aside or not, gross income to farmers is 
projected as greater than thi-s yea.r because of. higher production. 



4. We recommend a 58 cents/pound target price because: 

o It will save $2:9M in 1980 budget costs without s.igni'ficant 
adverse fmpact on farm tncome. 

o It is based on "normal" yields· per acre whereas the 59.64 
cents/pound target calc.ulation is distorted by using the 
unusually 1 ow :1978 crop yie 1 ds 1 n the formula. · 

2 

Our current 1980. ·CommodHy Credit Corporation (CCC} estimates were made 
before the 1 atest crop report and contain $381M for cotton.· Thus, going 

· with: · · · 

o No set-aside requires an i~ncrease of $75M. 

o A 10%. set-aside and 59.6 target allows a reduction ·of $60M. 

o Our recommended lO% set-aside and 58 cents target allows a 
.reduction of $89M. 



DEPARTMENT OF AGRICULTURE 

OFFICE OF THE SECRETARY 

WASHINGTON, D.C. 20250 

TO: Secretary Bergland 

DEC 1 5 1978 

FROM: ~rking Group on Food and AgriCultural Policy 

SUB.JOCT: 1979 Upland Cotton Program 

The law requires that the, Secretary of Agriculture announce the ·national 
program acreage and national reduction pereentage for upland cotton for 
the 1979 crop by 'Elecarlber 15, 1978. The remaining provisions, namely 
the target price, set-aside, diversion, and planting limitations, are 
not required' to be announced by December 15 but it would be desirable tO 
do so in order for fanners to have adequate lead time for planting. The 
1979 loan rate was announced on October 31 at 50. 23 cents per pound. 

World Cotton Situation 

~rld ~tton production in 1978-79 is estimated at 59.6 million bales, 6 
percent below the 63. 5 million produced in 1977-78·. Ivbst of the decrease 
is due to the poor u.s. crop. Cotton area is estimated at 77.8 million 
acres, 3.4 percent less than last season's 80 .• 6 million, as sane producers· 
switched to other ·crops. In addition, weather conditions have not been 
as favorable this season as in 1977-78. This is especially true in the 
u.s. (Table l, 2, 3, 4). 

~rld consumption in 1978-79 is projected at 61..9 million bales, up 
about 2 percent fran the depressed level of 1977-78 but still well below 
trend. Relatively slow econanic growth in many countries and strong 
canpetition from synthetic fibers are limiting expansion in cotton 
consumption. Most of this increase in consumption is expected in Asian 
countries where production costs, especially labor, are low. Mill 
consumption of cotton in Europe will probably decline in spite of efforts 
to limit textile llnfx:>rts. 

G:I!obal stocks., estimated at 24. 2 million bales August 1, increased about 
3 million during 1977-78 after falling sharply the two previous years. 
The outlook for 1978-79 is for a reduction in stocks of around 2 million 
bales. 

Cotton prices have strengthened in recent rronths. The Northern Europe 
Index "A" was 80.15 cents per pound on December 6 as canpared to 59.05 
cents on December 6, 1977, and 75.76 cents on December 6, 1976. 

The world trade outlook in 1978-79 .is for larger import requirements, 
especially fran the PRC, Korea am Japan. Exports are forecast at 19.8 
million bales, up fran 18.9 million in 1977-78 and 17.5 million in 1976-
77. 



2 

.Domestic Cotton Situation 

The December crop report estimates the 1978 U.S. upland cotton crop at 
10.6 million bales, down 3. 7 million fran last year's exceptionally 
large crop. The decline is due to a 4 percent reduction in acreage and 
a 26 percent. reiuction in yields. Even so, total supplies are down only 
about 1 •. 3 million bales fran last year, as larger beginning stocks 
offset much of the production decline (Table 2) • 

U.S. mill use in 1978-79 is estimated at 6.2 million bales, down 0.2 
million fran 1977-78, reflecting continuing intense canpeti tion fran 
synthetics, textile imports., and the ·concern· over the OSHA c6tton dust 
standards. On the other hand, exports of U.S'. cotton are expected; to 
total around 5.8 million bales, up fran 5.5 million last year. So, 
total disappearance will be about the same as last season. 

U.S. stocks are expected· to be worked. down fran the relatively high 
beginning level of 5 .• 3 .million bales to about 4. 0 million by next August 
1. A U.S. stock level of about 4.5 .million bales is generally considered 
adequate. Taking into account the uncertainties over the final crop 
estimate, dcmestic~ use and exports for the balance of the marketing 
year., stocks on August 1, 1979 could be as low as 3·. 5 million or as high 
as 4 .• 5 million bales. · 

The smaller production and strong export danand have resulted in higher 
U.S. cotton prices. Spot market prices have risen about 18 cents a 
pound fran the low levels of a year ago· and are current! y around 66 
cents per pound. The season average fann price for 1978-79 is projected 
at 61 cents, up about 9.5 cents fran last season, but still about 3 
cents below 1976-77. Even with the higher prices, many cotton fanners 
are still caught in a cost·.,·:price squeeze, as· the abnonnally low 1978 
yields have sharply escalated the total per pound cost of producing the 
1978 crop. 

Cotton is produced in four major regions in the u~s.: (1) Delta-~ 
Mississippi, Arkansas, IDuisi.ana, Missouri,· and Tennessee; (2) Southwest-
Texas and Oklahoma; (3} Southeast--Alabama, Georgia, and. the Carolinas·; 
arrl (4) West--california, Arizona and New Mexico. Soybeans and rice 
canpete with cotton in the Delta, soybeans and corn carq::>ete in the 
Southeast, sorghum is the major carrq;>etitor in Texas and Oklahoma; and 
barley' to a limited· extent, is the c::anpetitor in the West. 

At the present time, the cotton-soybean c::anpetitive position is about 
balanced with soybeans at $6.75 and. cotton at 63 cents. The ccmparative 
prices of cotton and soybeans or grains have, however, shifted to favor 
cotton since last season. As a result, an increase of about 300,000 
cotton acres is projected for the Delta and Southeast canbined, if there 
is no cotton set-aside in 1979. About 400, 000 additional acrea are 
expected in the Southwest if there is· no cotton set-aside. A set-aside 
program for cotton would minimize the shift to cotton, particularity in 
the Southwest where many producers are expected to grow only cotton if 
there is no cobton set-aside {Table 5) • 
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Set-Aside Analysis 

1979-80 . 
Item • 1977-78 1978-79 No 10% 

: Set-Aside : Set-Aside 

Acreage (MiL Acres)· 
Planted 
Set-Aside/Diverted 

Supply-Use (Mil. Bales) 
Beginning Stocks· 
Production 

Total Supply 
•Donestic Use 
Exports 

Total Disappearance 
Ending Stocks 

Prices (¢/Lb. )· 
Target Price 
Loan Rate 
Fann Price 

Fann Receipts (Mil. $) 
Value of Production 
Government Payments 

Gross Incorce 
Net Returns Per Acre ($) 

Government Outlays (Mil. $) 
Payments 
Loan Outlays 

Total 

Value of E?q;>orts (Mil. $.) 

Cotton Cost to ~ti.lls (Mil. $) 

. . 

13.6 
0.0 

2.9 
14.3 
17 • .2 
6.4 
5.5 

11.'9 
5.3 

47.80 
·= 44·. 63 

51.40 

3,521 
70 

3,, 591 
96.87 

70 
201 
271 

: 1,357 . .. 
1,886 

13.0 
0.4 

5.3 
10.6 
15 .• 9 
6.2 
5.8 

12 .• 0 
4.0 

52 .• 00 
·48.00 
61.00 

3., 082 
158 

3.,240 
88.03 

158 
+234 

+76 

2,113 

13.8 
0.0 

4.0 
12.9 
16.9 

·6 .2 
s .. 5 

ll. 7 
5.4 

57.67 
50.23 
5'5. 00 

3,406 
141 

3,547 
76.37 

141 
315 
456 

1,452 

1,934 

13 • .2 
0.8 

4.0 
12.5 
16.5 
6.2 
5.5 

11.7 
5.0 

58.00 
50.23 
57.00 

3,420 
72 

3,492 
92.68 

72 
218 
290 

1,505 

J:,994 

o u.s. acreage in 1979 estimated at 13.8 million (-:r, - 0.5) with 
no set-aside. 

o With a 10 percent set-aside, acreage could total 13. 2 million 
(+, - 0.5). 

o With no set..,aside production would increase 2. 3 million bales 
(+, - 1.3). 

o A 10 percent set-aside would hold :the increase to about 1. 9 million 
bales (+,- 1.3). 

o With no set-aside, ending stocks would increase 1. 4 million 
bales to 5. 4 million (+, - 1. O) • 
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o A 10 percent set-aside would hold the increase to 1. 0 million 
bales (+, - 1.0). 

o With no set...,aside, fann prices would average around 55 cents, 6 
cents below 1978. 

o With a set-aside, farm priees shotlld average ab0ut 2 cents higher, 
and net returns $169 million :mere than with no set-aside. 

o With no set-aside, goverrment outlays woUld be $166 million higher 
than with· a ·set-aside. 

o _ With no set-aside, net returns per acre to fanners· would be 13 
percent belCM 1978 and 18 percent belCM retUrns with a set-aside. 

o With no set...,aside, value of exports wou1d be reduced $53 million 
belCM that with a' set-aside. 

o Cotton cost to mills would be $60 million nore with ·a set-aside 
than with no set-aside, but such costs· would still be $120 million 
less than in 1978. 

Weather ranains the major source of variabilitY in ooth u.s. and world 
cotton production. U.S. yields averaged 519 pourrls per harvested acre 
in 1977, near the record 527 pounds of 1965. The December estimate for 
1978 is 417 pounds, the lowest since 1957. Had 1978 yields equaled 
1977, production would have exceeded 13 million bales, instead of 10. 6 
million, and stocks would have climbed to nearly 6 • .5 million bales. 

High yields in 1979-80 would result in an additional buildup in stocks 
of about 700,.000 bales. Under such conditions, fann prices would drop 
to about 52 cents with no set-aside and 54 cents with a set-aside,, so 
deficiency payments would rise-, export earnings and costs to mills 
decline. Conditions this fall favor substantially higher yields in 
1979. The southwest currently has excellent subsoil noisb:lre as canpared 
to this time last year when subsoil noisture was very low. 

Even so, the possibility of another low yield year cannot be averlooked. 
In such event, with no set-aside, ending stocks are projected at 4.0 
million bales, the same as the beginning level. Prices should average 
around 62 cents per pound. With a set-aside, stocks could be reduced to 
alx>ut 3. 7 million bales, in which case prices might average arormd 66 
·cents per pound. 

Retail prices for the major fiber prcxlucts are primarily a fnnction of 
the wage rates in these industries. The impact of the increase in 
cotton prices resulting fran the set-aside anormts tc:> about $60 million 
in added costs to mills but such costs wou1d still be about $120 million 
below 1978. 

Per capita consumption of cotton primarily depends on the level of total 
fiber demand and· cotton prices relative to manmade fiber prices. In the 
short term, cotton mill use is highly insensitive tG changes in relative 
:f:.iber_ptices'--,a 10; percent increase in the cotton to polyester price 
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ratio could cause about a 2 percent reduction in cotton mill use over 
the course of a year. ·Mills are currently paying about 25 percent nore 
for cotton staple than they are for polyester. A year ago cotton was 
priced lower. The lower expected cotton prices next season should 
improve cotton's canpetitive position with synthetic fibers. 

The principal arguments for and. against· a ··set-aside are: 

PRO 

--current favorable cotton prices are expected to result in a 
substantial increase in u.S. cotton acreage · next year in the 
absence of a set-aside. Even with a 10 percent set.,-aside, acreage 
is likeilly to increase slightly. 

-"'"'l'he azmounced feed grain set-aside for 1979, in the absence of 
a cotton set.;..aside, oould result in a shift of sane acreage fran 
feed grain to cotton. 

· --current conditions would indicate nonnal or above no:rmal yields 
next year, especially in the Southwest where the largest· i!ncrease· 
in acreage is expected. This area is expected to account for about 
55 percent of the total B.S. acreage in 1979. 

":""-Foreign production is projected to inerease by al.nost 2. 5 million 
bales in !l979. This is expected to result in slightly smaller U.S. 
exports. 

-Larger acreage ~ smaller exports weuld result in a sharp 
buildu.p in u.s. stocks, with or without a set-aside, 1mless weather 
conditions are very ·unfavorable. The bu±ldu.p would be smaller with 
a set-aside in effect but stocks would still be above a desirable 
level· unless the weather is bad. 

--Why pennit a low price and excess st0ck · problan to· occur when means 
are ·available to prevent it? 

--A buildup in stocks would result in lower ootton· prices. A 
set-aside would help to limit the price decline. Fann prices would 
be about 2 cents per. pound higher with a set-aside but they would 
still be about 4 cents below 1978, assuming average yields. Once 
cotton prices reach a cx:::mpetitive level with synthetic fiber prices·, 
any gain in cotton demand due to further price declines would be 
small, if any. About all that happens when ootton prices drop 
below synthetics is ·an increase in deficiency payments· and a decrease 
in value of exports. Fach one cent decline ·in the · fann price 
increases deficiency payments $40-50 million and decreases export 
value by about $25 million. · 

--Many cotton producers and producer groups are pushing for not only 
a 10 percent set-aside but also for a 10 percent voluntacy paid 
diversion. The !>reducer Steering Committee of the National Cotton 
Council--canposed of cotton prOducers fran every area of the Cotton 
Belt.;..-voted unanimously for a 10-10 program. 
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--Returns per acre to fanners would be approximately 21 percent 
higher with a set-aside than withoilt. With a set-aside, such 
returns would be about 20 percent aOOv:e '1978' but with no set
aside,· they 'WOuld be about 13' .percent belOW' 1978. 

--A set-aside would reduce government outlays by. around $166 million 
under nonna.l weather conditions. About $97 million of this, 
however, is lower loan outlays which is not a long-tenn cost. 

--u.s. exports of cotton, measured in dollar value, wouJ;d be about 
$53 ·million higher under a set-aside. 

--No set-aside in 1979 could resUlt in' the necessity for a large 
acreage adjustment program ·in 1980. 

CON 

--The reduction in the size of the 1978 crop resulting fran adverse 
weather conditions, coupled with the strong· export danand, is 
reducing U.S. cotton stocks dui:'ing the 1978-79 season fran 5.3 
million bales to 4.0 million .. As a result, cotton prices have 
increased sl:lbstantially. The present conditions indicate no need 
for a set-aside. 

--No set-aside was invoked for 1978 when stocks were increasing and 
prices declining (but later a 10 percent voluntary paid diversion 
program was offered producers). 

--If we were to have both a set-aside and bad weather, stocks 'WOulid 
be further reduced. The higher prices could·,· in the long tenn, 
reduce both danestic use and exports, result in higher consumer 
costs, and contribute to further inflation. 

-Even in the absence of a set-aside, stocks would not be much 
above the 5. 3 million bales on August 1, 1978. 

--Even if stocks do increase, a cotton reserve program could be 
implanented to isolate the excess stocks from the market. 

--cost of cotton to mills· would be about $60 million higher with 
a set-aside, but they 'WOuld be about $120 million belOW' 1978. 

Target Price Analysis 

The 1978 target ·price was 52.00 cents per pound. For ·1979, with no set
aside, it will be 57.67 cents per pound. With a 10 percent set-aside, 
the target price could·. be set as high as 59. 64 cents ·per pound, which 
'WOuld full:y canpensate producers for participating in the set-aside 
program. In the above set-aside analysis, a target price of 58.00 cents 
per pound was used. · 

';['he large adjusbnent fran 1978 to 1979 results fran the ·increased costs 
of production, much of which were brought about by the 'abnonnally low 
1978 yields. With the expected xrore nonnal. yields in· 1979, per pound 
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production costs should decline. Therefore, a smaller adjustment for 
set-aside participation may be justified. ·A :targetprice,of 58.00 cer1ts 
would still provide. seme adjustment for participation and at the same 
time, would reduce expected government payments by around $30 million. 
While net returns to producers· would be reduced· by the same anount as 
government payments, they· would still be approxllna.tely ·$170 million 
above 1978. 

Public. Comme.rtts 

Sixty-one public· camnents . were received. regarding the 1979 upland 
cotton program during the ccmnent _period which ended October 20. Thirty
one ccxrnnented: on set-aside. Six recamnend.ed no set-aside. Of the 25 
reccmnending a set-aside, 8· reccmnend.ed a 10 percent requirement, 4 a 15 
percent requirement, 6 a 20 percent requirement, 5 a 25 percent requ:i!rement, 
and 2 did not specify a percentage. 

The National Fanners Union recxmnended a 2Q percent set-aside with 
payments. The American .Farm Bureau reccmnended · no set-aside unless 
subsequent developnents changed the ·situation. The 'American Cotton 
Shippers .Association opposes a set-aside. 

A number of reccmnendations have been received since the ccmnent period 
ended, including. the o:r:1e fran the Producer Steering Ccnmittee. A 
similar recanmendation was received fran the Delta_ Council. Others have 
reaffinned their original recamnendatio:t:l.S. 

Agency Positions 

Treasury, State, Coimnerce, CWPS, CEA, NSC., and Esther Peterson are 
opposed to a· cotton set-aside, because of their concern· about the tmeertainty 
of u.s. and world production, and u.s. exports in 1979. Treasury, in 
particular, foresees the possibility of a tighter supply/demand balance 
in the \\10rld and in the U.S. based on the data presented by USDA tmder 
all weather scenarios. Consequently, they feel the risk associated with 
higher prices is much greater with a set..,.aside than iRdicated. Ccmneroe 
also indicated that a· fanner-owned reserve program for cotton could be 
considered in. 1979 in the event of an excess supply of cotton. 

USDA representatives along· with OMB SUE'p0rt a 10 percent set-aside, with 
a target price- of 58 cents per pound.. The potential ootton acreage and 
production in the absence of a set-aside and the resulting lower ootton 
prices, excessive stocks and higher goverrnnent outlays are of concern. 
The tools are available to prevent this fran happening; and they believe 
they should be used. · 

HOWARD W. HJORI' 
Acting Chairman -
w:>rking Group on Food.- and 

Agricultural Policy 



~ Table 1 

, ~1 WORLD COTTON SUPPL V AND DISTRIBUTION lf 
J 1973/74 - 1980/81 :. -
1 (million bales 480 1~ net) 

·1-~--~· _-.-_-· ----..... 1.-;::9-;;-:73=-:,-=-74.-.l:-:914/75 1975/76 1976/771 .......,.,....,~ 

ndu.c.tion · or1d 
. s. 
SSR 

:' PRC 
Other 

lmpm·ts 
World 
u.s. 

· ~ USSR 
! PRC 
f Oth~r 

iExpurts 
1 ~1or1d 

1l. u.s. 
USSR 

:: PRC 
J Other 

:consumption 
~ ~Jorld 
~ u.s. 
I USSR 

l ~~~~~r . 

. r.di ng Stocks 

63.3 
13.0 
11.0 
11.7 
27.6 

20. 1 

.6 
1..8 

l7. 7 

19.6 
6.1 
3.4 

• 1 
10.0 

62.2 
7.5 
8.8 

12.0 
33.9 

64.4 
11.5 
12.2 
11.5 
:!9.2 

17.1 

.6 

.7 
15.8 

17.4 
3.9 
3.6 

.2 
9.7 

58.3 
5.9 
9.0 

11.8 
31.6 

54.0 
8.3 

11.6 
10.7. 
23.4 

19.5 

.6 

.9 
18.0 

19.1 
3.3 
4.0 

.2 .• 
11.6 

61.0 
7.3 
9.0 

10.7 
34.0 

57.4 
10.6 
12.0 
10.0 
24.8 

18.3 

.5 
.• 6 

17.2 

17.5 
4.3 
4.3 

.2 
8.2 

61.1 
6.7 
9.1 

11.4 
33.9 

63.5 
14.4 
12.7 
9.2 

27.2 

19.9 

.4 
1.8 

18.7 

18.9 
5.5 
4.1 

• 1 
9.2 

60.8 
6.5 
9.1 

12. 1 
33.1 

59 .• 6 
10.7 
12.5 
9.6 

26.8 

19.8 

.4 
2.1 

17.3 

19.8 
5.8 
3.8 

. 1 
10.1 

61.9 
6.3 
9.1 

12.2 
34.3 

64.3 
13.0 y 
12.8 
l o. 5 
28.0 

19.5 

.3 
1.8 

17.4 

19.5 
5.5 . 
3.8 

10.2 

63.0 
6.2 
9 ') .. ~ 

12.3 
35.3 

65.5 . 
ll.9 2/ 
13.1 -
11.0. 
29.5 

19.7 

.3 
1.8 

17.6 

19.7 
5.0 
4.1 

10.6 

64.2 
6.3 
9.3 

12.8 
35.8 

l liorid 25.8 31.3 24.2 21.0 24.2 22.1 23~3 24.4 
) u . s . 3 . 8 5 • 7 3 •. 7 2. 9 5 . 3 4 . 1 5 ~ 5 6 . 2 

,• 

( £~'.!'~J.9!1 . 22.0 25.6 2Q_~L._ 18.1 18. __ 9 18_.0 ___ 1?_:_!! ___ ~8..:_?. _________ -------------
f l/ IncludesQ extra long staple cotton:- y Assumes no set aside in 1979/80 and a 20 per.:. I cent set-asi<le requirement for 19~0/81. 
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VARIAB. WEATHER TABLE 2. UPLAND COTTON: S/U ESTIMATES 
UNDER ALTERNATIVE SETASIDES . 

-~-~-~~-~-~-~~-----~- 1979-80 ----~-~:-------~--~-----~--.-
LINE 1977-78 1978-79 NO S-A NO s.,..A NO S-A 10% s-A 10% s-A 10% S-A 

NO POOR NORMAL GOOD POOR NORMAL GOOD 
ama~a~aaaa•maaaamam~mmaaa ·····=·-·~·········=·=·=~-

5.0 REDUCTION PCT. 0 20 15 15 15 15 1.5 15 

10.0 ALLOC. FACT (%) 0 0 0 82 82 0 86 84 

13.0 
14.0 MILLION .ACRES 
15.0 ALLOTMENT/NPA 11.0 10.2 10.6 10.6 10.6 10.6 10.6 10.6 
20.0 SET-ASIDE o.o 0.4 o.o o.o o.o 0.8 0.8 0.8 

25.0 PLANTED AC 13.6 13.0 13.8 13.8 13.8 q.2 13.2 13.2 
30.0 HARVESTED AC 13.2 12.2 12.7 13.0 13.2 12.1 12.4 12.7 
31.0 
35.0 YIELD/RARV AC 519 417 435 475 515 445 485 525 
40.0 PROGRAM YIELD 510 579 550 550 550 550 550 550 
43.0 
44.0 SUPPLY(MIL BALE) 
45.0 BEGINNING STKS· 2.9 5.3 4.0 4.0 4.0 4.0 4.0 4.0 
50.0 PRODUCTION 14.3 10. 6, 11.5 12.9 14.2 11.2 12.5 13.9 
55.0 TOTAL SUPPLY 1/ 17.2 15.9 15.5 16.9 18.2 15.2 16.5 17.9 
58.0 
59.0 DIS APPEARANCE 
60.0 MILL USE 6.4 6.2 6.2 6.2 6.8 6.2 6.2 6.8 
65.0 EXPORTS 5.5 5.8 5.5 5.5 5.5 5.5 5.5 5.5 
70.0 TOTAL USE 11.9 12.0 11.7 11.7 12.3 11.7 11.7 12.3 
74.0 

/ 75.0 ENDING STKS 5.3 4.0 4.0 5.4 6.1 3.7 5.0 5.8 
80.0 CCC LOANS OUT 1 • 2 0.1 0.1 1.4 2.1 0.1 1.0 1.8 
81.0 CUM. RESERVE o.o o.o o.o o.o o.o o.o o.o o.o 
83.0 
84.0 CENTS PER LB 
85.o TARGET 47.80 52.00 57.67 57.67 57.67 58.00 58.00 58.00 
90.0 LOAN RATE 44.63 48.00 50.23 50.23 50.23 50.23 50.23 50.23 
9 5. 0 FARM PRICE 51.40 61.00 62.00 55.00 52.00 66.00 57.00 54.00 

100.0 CAL. YR. PRI. 56.20 55.19 61o38 57.42 55.33 63.84 58.72 56.69 
102.0 
103.0 MILLION DOLLARS 
104.0 GOVT OUTLAYS 
105.0 DEFICIENCY PYMNT 0 0 o. 14 132 0 0 44 
110.0 DIVERSION PYMNTS . ·o 35 0 0 0 0 0 0 
115.0 DISASTER PYMNTS. 70 123 139 127 115 78 72 66 
120.0 NET LN & INV 2/ 201 t234 1 315 483 1 218 411 
125.0 TOTAL OUTLAYS 2/ 271 +76 140 456 7 30 79 290 521 
127;0 
128.0 FARM RECEIPTS 
130.0 FARM VALUE 3521 3107 3422 3406 3544 3548 3420 3603 
133 •. o TOTAL PYMNTS 70 158 139 141 247 78 72 110 
135.0 GROSS INCOME 3591 3265 3561 3547 3791, 3626 3492 37.13 
136.0 
1.37.0 VALU OF· EXPORTS 1357 1698 .1637 1452 1373 1742 1505 U26 
138.0 COS.T TO MILLS 1886 2113 2143 1934 2024 2262 1994 2089 

~/Includes ~mports. 
!/Plus s~~n d~riotes net receipt. 



TABLE 3. COMPARISON OF OUTLAYS, costs AND 
RETURNS, ALTERNATIVE SETASIDES 

----~--~------------- 1979-80 ------~-----------------LINE 1977-78 . 1978-79 NO S-A NO s.,.A NO s-A 10%.S-A 10% S-A 10% S-A 
NO POOR NORMAL GOOD POOR NORMAL GOOD 

·=·=====·===~=~=-~=-·==== =·======·•================ 
210.0 FARM PRICE 51.40 61.00 . 62.00 55.00 52.00 66.00 57.00 54.00 
215.0 DEFICIENCY PAYMT 0 (j 0 14 132 0 0 44 

. 2 20.0 TOTAL OUTLAYS 1/ 271 t76 140 456 730 79 290 521 
2 21 •. 0 . 
225.0 TOTAL PYMNT 70 158 139 141 247 78 72 110 
230.0 FARM VALUE 3521 310.7 3422 3406 3544 3548 3420 3603 
235.0 GROSS INCOME 3591 3265 3561 3547 3791 3626 3492 3713 
237.0 VAR. COST 167.17 .163~12 180.63. 180.63 180.63 171.87 171.87" 171.87 
240.0 RETURN/AC 96.87 88.03 17.44 76.37 94.10 102.84 92.68 109.41 
241.0 
245.0 VALU OF EXPORTS 1357 1698 1637 1.452 1373 1742" 1505 1426 
246.0 COST TO MILLS 1886 2113 2143 1934 2024 2262 1994 2089 

l/Plus sign denotes net receipt. 



NORMAL WEATHER TABLE 4.UPLAND COTTON: S/U ESTI_MATES 
UNDER ALTERNATIVE SET ASIDES 

NO 10% 
LINE 1977-78 1978-79 SETASIDE (20%S-A} SETASIDE (20%8-A) 10+10 (20%S-A) 

NO 1979-80 1980-81 19 79-80 1980-81 1979-80 1980-81 

-----------------· ----------------- ----------------
s.o REDUCTION PCT. 0 20 15 25 15 25 15 2~ 

10.0 ALLOC. FACT (%) 0 0 82 86 86 85 88 85 

13.0 
14.0 MILLION ACRES 
15.0 ALLOTMENT/NPA 11.0 10.2 10.6 1ci.o 10.6 10.0 10.6 10.0 

20.0 SET-ASIDE o.o 0.4 o.o 1.7 0.8 1.7 .8+.4 1.7 

25.0 PLANTED AC 13.6 13.0 13.8 12.3 13.2 12.6 12.9 12.6 

30.0 HARVESTED AC 13.2 12.2 13.0 11.6 12.4 11.8 12. 1 i1.8 

31.0 
35.0 YIELD/HARV AC 519 417 475 490 485 490 485 490 
40.0 PROGRAM.YIELD 510 579 '550 535 550 535 550 535 
43.0 
44.0 SUPPLY(MIL BALE} 
45.0 BEGINNING STKS 2.9 5;.3 4.0 5.4 4.0 5.0 4.0 4.7 
50.0 PRODUCTION 14.3 10•6 12.9 11.8 12.5 12.0 12.2 12."0 
55.0 TOTAL SUPPLY 1/ 17.2 15.9 . 16.9 17.2 16.5 17.0 16.2 16.7 
58.0 
59.0 DISAPPEARANCE 
60.0 MILL USE 6.4 .6.2 6.2 6.3 . 6. 2 6.3 6.2 6.3 
65.0 EXPORTS 5.5 5.8 5.5 5.0 5.5 5.0 5.5 5.0 
70.0 TOTAL USE 11.9 12.0 11.7 11.3 11.7 11.3 11. 7 11.3 
74.0 
75.0 ENDING STKS 5.3 4.0 5.4 6.1 5.0 5.9 4.7 5.6 
80.0 CCC LOANS OUT 1.2 0.1 1.4 2.1 1.0 1.9 0.7 1.6 
83.0 
84.0 CENTS PER LB 
85.0 TARGET 47.80 52.00 57.67 67.81 ·53.00 67.20 58.00 67.45 
90.0 LOAN RATE 44.63 48.00 50.23 48.00 50.23 48.00 50.23 48.00 
95.0 FARM PRICE 51.40 61.00 55.00 51.00 57.00 52.00 58.00 55.00 

100.0 CAL. YR. PRI. 56.20 55.19 57.42 52.84 58.72 54.23 59.37 56.40 
102.0 
103.0 MILLION DOLLARS 
104.0 GOVT OUTLAYS 
105.0 DEFICIENCY PYMNT 0 0 14 610 0 .s 01 0 4 27 
110.0 DIVERSION PYMNTS 0 35 0 0 0 0 66 0 
115 .o DISASTER PYMNTS. 70 123 12-7 103 72 98 70 98 
120.0 NET LN & INV 2/ 201 . +234 315 146 218 197 146 200 
125.0 TOTAL OUTLAYS 2/ 271 1'76 456 859 290 796 282 725 
127.0 
1.28. 0 FARM RECEIPTS 
130.0. FARM VALUE 3521 3107 3406 2889 3420 2995 3396 3168 
133.0 TOTAL PYMNTS 70 158 141 713 72 599 136 

. 
525 

135.0 GROSS INCOME 3591 3265 3547 3602 3492 3594 3532 3693 
1.36. 0 
137.0 VALU. OF EXPORTS 1357 1698 145_2 1224 1505 1248 1531 1320 
138.0 COST TO MILLS 1886 2113 1934 1845 1994 1875 2024 1966 

1/Includes imports. 
ItPius sign denotes net receipt. 



Table 5 

Review of U.S. croplanq planted acreage, 7 crops 
(million .acres) 

·: ___ :.._ _____ . -------1979/80-------- ----------------
Cc:irltDdi ty :1976/77: 1977/78 =·· 1978/79 20% wheat & barley : 20% wheat & bailey 

10% cOrn & sorgbun : 1.0% corn & sorghum 
__ Q% c:ntton : 10% cotton _ · 

Com 84.4 / 82.7 

Sorghum . . 18.4 

Barley 9.2 

Oat~ 16.7 

Feed grains :128.7 

Wheat 80.2 

Soybeans 50. 2 

Upland ootton 11. 6 

Total, 7 crops :270.7 

Set-Aside : --

17.0 

10.6 

17.8 

128.1 

74.8 

58.8 

13.6 

275.3 

Total :270.7 .275. 3 

78.5 78.4 78.4 

i6.6 16.5 l6.7 

9.9 9.5 9.5 

16.4 16.0 16.0 

121.4 120.4 120.6 

66.3 68.5 68.5 

64.4 .67.0 66.8 

13.0 13.8 13.2 

265.1 269.7 269.1 

17.1 1/ 16.8 17.6 

262.2 28'6.5 286.7 

1/ Th~e was an additional 1. 4 mi11ioll acres in the special wheat gra~ing and hay program. 

.. 
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DEPARTMENT OF AGR'liCUL TUR:E 

OFFICE OF THE SECRETARY 

WASHINGTON, D.C; 20250 

TO: Secretary Bergland 

December 15, 1978 

FroM: Working Group on Focxi and AgriCUltural Policy 

SUBJ.EX:T: 1979 Meat Import Program 

The Meat Import Act of 1964 requires the Secretary of Agriculture to 
publish before January 1, 1979 the quantities of meat that may be 
penni tted to enter the country under the Act (the quota) , and that would 
enter the country in ·the absence of this Act. If estimated meat .imports 
exceed the quantity calculated for the quota by 110 percent or llDre, 
then the President is· required to restrict meat .imports to the quota 
level. Because we 'have now calculated that the 1979· trigger level will 
be about 1,245 million pounds, and that imports in the absence of restraints 
would total about 1 ,·640 million pounds, ·the President is required by law 
to impose.· the quota. 

The quota may be suspended if he detennines that (1) such action is 
required by overriding economic or national security interests of the 
United States, giving special weight to the importance to the nation of 
the econanic well-being of the danestic livestook industry, or (2) the 
supply of meat will be inadequate to meet danestic demand at reasonable 
prices. As noted earlier, the estimates of the trigger level and unrestrained 
inports are required to be published before January 1, 1979. It is not 
necessary to announce. suspension of the quota before. January 1, but 
unless the quota· is suspended, it must be procla.ilned .at the level provided 
by law. ' 

Based on several considerationS, including the stability of danestic 
livestock markets and maintenance of good trade relations with the meat 
exporting countries, we are reccmnending that you advise the President 
to suspend the quota simultaneous with the announcanent of the level. of 
the quota and the estimate of meat .imports. This should reduce the 
likelihood of having to nake a further increase in meat imports iater in 
the year, as was done last year. 

Program options for 1979 beef imports are examined for their potential 
i:rrq;>act on beef supplies and producer and consumer prices. 

Options Considered 

Options to be considered. include :the following: 

a. Option 1 - Impose .import quotas at the 1979 adjusted base quantity 
level of 1,132 million pounds. 
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b. Option 2 - Negotiate a program of voluntary restraint agreements 
at or near the 1979 trigger level.of 1,245· milli011 ·pounds. 

c. Option 3 - Negotiate a program· of voluntary. restraint· agreements 
at the revised 1978 restraint level of 1,500 million pounds. 

d. Option 4 - Negotiate a program of voluntary restraint agreements 
at 1,570 million pounds, an annual quantity eql:lal to the rate of 
imports in the last half· of 1978. 

e. Option 5 - Negotiate a program of voluntary restraint agreements 
at 1, 640 million pounds, near the estimate of· unrestrained i.np:>rts 
for 1979. 

Options 3, 4 and 5 would require the President to invoke and suspend 
import quotas. All options required that· voluntary· restraint agreanents 
be negotiated with the meat exporting CC>Untries. 

uSDA and other Federal costs 

There will be no budget outlays connected with any· of the options 
listed. Administrative costs such as salaries will· be··incurred, b1:1t 
these will not differ significantly no matter which alternative ·is 
selected. 

Expected :rrrpacts 

a. rmpact on main purpose and need to which ·action is addressed and 
duration 

Each of the options were analyzed assuming the nost likely supply and 
demand situation for 1979. Under the different options, the fann price 
of cattle in 1979 is projected to range between $58 and $50 per cwt. 
carpared with an expected price of $48 in 1978 and $51 in the last 6 
months of 1978. The Bureau of Labor Statistics retail beef and veal 
price index for 1979 is expected to range fran 226 to 211. In 1978, the 
BLS index is expected to average 200; 212 in the last half of the year. 
Under the most likely supply and demand situation for 1979 a 9 percent 
growth in disposable incx:me in current dollars was ·assumed. A one ~ 
J?&cent c~ge ·in disposable incane · ~ result .in a one perc~t change.-~ 
1.n beef pn.ces. · A one .percent change m per cap1ta beef suppl1es would ~-----
result in a 1-1.5 percent change in beef prices. 

b. Cost . .izrq?acts 
: .:t_:: ... _: 

Since imported beef is grass fattened, it is of a lean·· manufacturing 
quality and much of it is mixed with fat tr:imnings fran u.s. grain fed 
cattle to produce hamburgers, sausages, and luncheon meats. An increase 
in imports would have a greater il'tpact on prices for·· hamburger and 
manufactured beef and less impact on prices for beef . cuts such as steaks·. 
On the producer side, c::ow'-Calf operators would be nore affected by an 
increase in· beef inp:>rts t:hai1 feedlot operators because the. lean, imported 
beef is more directly ~titive with CCM. slaughter. than with fed 
cattle production. The principal product of cow-calf ·operators is 
calves which are largely sold to feedlot operators. 
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With the base supply and demand scenario, the fann price of cattle would 
be lower under options 2., 3, 4 and 5. t.ha.ri under option 1. With a fann 
price of cattle in 1979 of about. $57 per ·c.wt. {yearling, feeder cattle in 
the upper $60's and calves in the l<l:W to mid $70's), ·feeder cattle 
producers would be close to covering all of their non-larrl costs, which 
were $62 per cwt. in 1976 cmd probably close to the low $70's· in 1979. 
All of the .illlport options except option 1 would cause laver cattle 
prices whieh would result in reduced, or perhaps negative retums to 
feeder cattle producers. The loss in incane :t:o producers under options 
2, 3, 4 and 5 When CCI!tp3Xed with option 1 would l:e between $683 and 
$2,564 million. 

Consumer costs could fall by as rrru.ch as $853 million in 1979 .if the 
maximum level of .inp:>rts (option '5) 'Were selected when ccmpared with 
option 1. The effect upon the oonsumer price ·index would be to lower it 
by .14 percent. 

c. Other ·significant · econani.c · ilrq;?acts 

1. Domestic 

Without· any adverse psychological· reaction in 1979 to an 
announcanent. of imports above the trigger level, producers would be 
less willing to rebuild llerds if the farm price of cattle were in 
the $50-52. per cwt. range in 1979. Inventories \\Ould probably 
decline again in 1979 with the January 1, 1980, inventory dropping 
to 110 million· head or less·. In both 1980 and 1981 year-to-year 
declines in beef production would· be expected. 

If the fann price of cattle in 1979 were closer to $57 per 
cwt. , as in options 1 and. 2, producers would· be expected to begin 
herd rebuilding ill 1979.. Beef. production would still decline in 
1980 but production in 1981 would be expected to be ·about equal to 
1980. 

If an. adverse reaction to option 3, 4 or 5· were to occur in 
1979, cattle producers would likely send rrore cows to slaughter, 
more heifers would go into feedlots and· fewer into the breeding 
herd. Beef production would be higher and prices of both cattle 
and retail·. beef would be lower. The January 1, 1980', inventory 
would decline from January 1, 1979, and \\UUl.d ·be below 110 million 
head. Inventories in 1981 and 1982 would be lower than they wciuld 
be if no adverse reaction occurred. 

Beef production in 1980 and 1981 would. be lGWer than if no 
adverse reaction had occurrred and·· prices higher. Without a very 
high level of imports, per capita beef consumption would probably 
drop to near, or perhaps below, 100 pounds (carcass· weight basis). 

A higher level of beef produqtion with lower prices in 1979 
would probably slow the rate of· expansion·· in both·· pork and poultry 
production. If this continued into 19.80, . the probability of lower 

. total meat .supplies and higher retail mea.t prices \o.Uuld ·.increase .• 
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2. Foreign 

The level at which the United States ·liniits imports will also 
have an impact up:>n foreign cattle cycles1·· primarily the Australian 
cattle cycle, and their future abi·lity to supply meat to the u.s. 
and other markets. If the United States were to limit imports to 
the adjusted· base quantity or trigger level (options· 1 and 2), it 
would cause i.nq;lorts to decline. well below the 1978 level. This 
would likely cause ·lower cattle prices in. Australia than would the 
other optiOhs, as· the meat would either be allocated to other, 
lower priced markets or consumed danestically. · . The ·effect would 
probably be to discourage any significant herd expansion in 1979, 
and encourage producers to. continue ·liquidating. their herds below 
the 27 million· head projected for March 30;, · 1980. This would 
increase Australian prc:Xluction and. supplies· in 1979, but decrease 

·the production potential during. the early 1980's. Therefore., it 
would delay the rebuilding phase of the Australian cattle cycle 
while encouraging .a more rapid build~up in the U.S.· cattle cycle. 

Selection of the option which provides · the highest level of 
imports in 1979 would have a positive impact .upon Australian 
cattlemen. With the higher prices which w::>Uld result fran such an 
action, producers would likely have nore ·confidence .in the future 
profitability of cattle raising.. The overall effect upon the 
cattle cycle would likely be to cause a sharper rebuilding in 1979 
than might occur if ·imports were to remain at 1978 levels. This 
would, however, reduce cattle slaughter and export availabilities 
during the next few years, with the lowest available supplies 
probably occurring· in 1981. Therefore, it would accelerate the 
rebuilding phase of the Australian cattle cycle· and discourage the 
rebuilding of cattle numbers in the United States. 

In 1978 exports of beef frcm Australia are ·expected to. be 
about 755,000 tons (product weight). The United States will account 
for 46 percent of these exports and other traditional developed 
markets for about 16 percent. · The remaining exports are to developing 
areas including South Korea, Eastern Europe. and ·the Middle Eastern 
countries.. Cqnsequently, ·about 62 percent of Australian exports 
will be· to countries which offer maximum prices·· and nost of the 
rtema.:ining exports will be to c:ountries which pay lower prices. We 
eXpect Australian export. availabilities· in 1979 to decline by about 
17 percent to 630,000 tons with U.S. inp;>rts at 1,640 million 
pounds. The linpact. will be to reduce sales of· beef· to' developing 
countries by about 140; 000 tons or 49 percent below the 1978 level. 
The U.S. share .of the AUstralian exports would rise frc:m 46 percent 
in 1978 to 61 percent :in 1979. · 

The Options 

As noted, five options were co:nsidered. by the WJrking.Group, ranging 
fran holding imports at the adjusted base quota· level·' provided by the 
fonnula. in' the law (1,132 million pounds~ to a level near the estimate 
of unrestrained meat imports (1,640 million pounds). The ·option to 
rem:we all restraints was not considered. by the Working Group, owing to 
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camni.tments made by the President not to allow unrestrained. ·imports in 
1979, as well as ·concern that a decision to allow unrestrained imports 
at this time coul.d.result in an ·arotional decision·bycattlanen to 
restrain rebuilding of the cattllie herd. 

Near-tenn inflationary :impacts were also taken ·into consideration. Meat 
prices, both beef and other meats, will increaSe 'significantly more if 
meat imports are held at or near the trigger level. rather than the 
higher levels considered. Therefore, the options to hold imports at the 
quota level (1,132 million pounds) or the trigger level (1,245 million 
pounds) are not recamnended by any member of the Working Group. 

Set forth below are options .for setting the ·1979 meat import level: 

Option 1 - Negotiate a program of voluntary restraint agreements 
at the revised 1978 restraint level of 1, 500 million 
·pounds. 

Option 2 - Negotiate a program of voluntary restraint agreements 
at 1,570 million pounds, an annual quantity equal to the 
rate of imports in the last half of 1978. · 

Option 3_- Negotiate a program of voluntary restraint ·agreements 
at 1., 640 million pounds., near the estimate of unrestrained. 
imports for 1979. 

An analysis of these options by the Working Group indicates that the 
differences in the near-tenn price :impacts of these options is fairly 
small. The effects of these options on producti.0n, col1Sll['(ption, and 
prices is summarized in .Table 7, attached. All options would require 
the President to ·invoke and then suspend import quotas and to negotiate 
voluntary restraint agreements at the higher import level. 

AgenCy Positions 

Option (1), 1,500 million pounds, is recamnended by USDA members. This 
is the level of meat i.mports allowed in 1978. It is believed. that this 
would provide for a sufficient .level of imports to restrain adequately 
1979 meat prices, but that it \\Ould not provoke U.S. cattlemen to restrain 
rebuilding their herds. 

Option (2), 1,570. million pounds, is recamnended by State, Commerce, 
STR, and AID. This option would provide for an annual rate of meat 
imports in 1979 comparable to the rate for the last six months of 1978 ~ 
These members believe that some~·.;increase in 1979 meat ·imports in 1979 is 
important not only to restrain·meat· prices ·but to maintain the credibility 
of the Administration '.s anti-inflation program. -

Option (3), 1, 640 million pounds, is rec:::anrt'lEtrled by Treasury, the National 
Security Council, the Council on Wage and Price Stability, and Esther ·._ 
Peterson. These rnanbers believe that this :maxinnlrn level of meat imports 
is need.ed to retrains meat. prices to lowest levels in_ 1979, and to provide 
a clear indication of the serio\:lSness of the Administratiori'' s commitment 
to oontrolling inflation. 



6 

Enclosed is a. mem:>randum for you tq send. to the President, setting forth 
the options available to hiln and reccmnending that he choose fran arrong 
the three options. supported by various members of the Working Group. 

~~ 
HCMARD W. HJO~ 
Acting Cha:innan 
Working Group on Food and 

Agricultural Policy 

Enclosures 



TABLE 1 IMPORTS OF MEATS SUBJECT TD P~L. 
(Million pounds, product weight) 

Australia •••• . . . . . . . . . . . . . . . . 
N,ew Zealand. . .. . . . . . ~ . . . . . . . . . 
Mexico. . . . . . . . . . . . . . . . . .. . . . . . 

. . . . . . . . . . . . . . . . . . . . . . 
Ire,land •••••••• . . . . . . . . . . . . . . 
Un~ted Kingdoa ••••••••••••••• 

C.a rib bean Are a •••••••••.• ,, •••• 

Q.ther .............. . . . . . . . .. . . . . . 
To tal •••••••••• . . . . . . . . . . . . 

RestraiHt Restraint 
l.evels levels 

19.77 

653.0 

268.3 

62. 1 

75. 0 

0 

0 

213.5 

1,271.9 

.. . 

.. . 

. .. 

19 78. 

314.8 

72. 9 

88.0 

0 

0 

250.5 

1,492.3 

.. 
·• 

.. . 
. . . 
: 

88-482 

In Absence of 
R e s, t ra i n t s 

1979 

948.0 

309.0 

60.0 

50.0 

15. 0 

0 

258.0 

1,640.0 

NOVEMBER 1978 



TABLE 2--BEEF AND VEAL: I.MPORTS BY SELECTED COUNTRIES AND TOTA_L 
FOR ALL COlfNTRIE.S, 1975-79 (CARCAS$ WEIGHT E.QUIVALE"NT) 

(In thousands of metrric tons) 
: Esti.m·ated Forecast 

Coun,t ry . 1975 1976 1977 1978 1979 1/ .. 
:· . . . . . . 

Un·i ted States 808 953 . 890 1,050 1 ' 16·0 1.1 . 
EC 2/ 286 : 458 431 417 . 4.1 5 .. 
Canada 87 14 3 89 85 85 
Japan . 64 130 121 140 170 .. 
Spain. :· 27 44 50 45 -60 
Greece :: 37 . 79 90 90 100 ' . 
Switzerland . H 15 :t5 17 18 .. 
German De:moc ra tic Rep.: 9 .. 9 9 10 12 
USSR 372 . 275 350 100 100 . 
Brazil .. 29 27 35 12 5 . . 100 . 
-Portugal 24 36 53 17 23 
Korea:, Republic of . 1 8 67 63 .. 
Other countries . 626 : 777 817 850 700 

Total 2!380 2 z 9 4 5 2 , 95 8 . 3 '0 13 3 z 0·0 6 
l.l FAS forecasts. 2/ Excludes intra-trade. 3/ Assu.m.es the maximum level - -
of un re st.r·a i nt ed i.mp·or t s of 744,000 metric tons {product weight). 

TAB.LE 3--BE.EF AND VEAL: EXPORTS BY SELECTED COUNTRIES AND TOTAL 
FOR ALL COUNTRIES, 1975-79 (CARCASS WEIGHT EQUIVALENT) 

(In ~housands of metric tons) 
Estimated Forecast 

Country 1975 1976 1977: 1978 1979 1/ 
. 

p • L·. 88-482: 2/ •. 
Australia 744 860 1,061: 1,100 . 957 .. 
New Zealand ]_/ 305 373 392: 362 329 
C-anada . 21 59 5 1 : 37 35 . 
Mexico . 1·4 23 26: 27 28 .. 
Central America i/ 124 145 126: 147 153 

Su.btotal .. 1 z 208 1 '4.6 0 1 '65 6: 1 , 6 7 3 1 2 502 

. 
EC E._ I 234 19 5·. .. 142: 127 125. . 
Argentina 266 534 6~0 5: 750 700 
Uruguay . 113 195 129: '134 135 .. 
Other countries 525 560 560: 495 500 

Subtotal 1 , 13 8 1 '4 84 1,436: 1 , 50 6 1 , 4 60 
Grand Total 2 z 34 6 2 2 944 3,092: 3,f79 2 '9 6'2 

1/ FAS forecasts. 2/ E.xc 1 ude.s Ireland. l./ ·Ye-ar endin,g September. 
4/ Includes Dominican Republic and Haiti. 5/ Ex.c 1 ude s intra-trade. 

SOURCE: Reports of U.S. Agricultural Attaches and r~lated information 

NOVEMBER 1978 Commodity Programs, FAS, USDA 



TABLE 4--MEAT PRODUCTION IN HAJOR IM.PORT I NG AREAS, 1975-79 
CARCASS WEIGHT EQUIVALENT 

(In thousands of metric to n·s) 
C:ommodity Estimated Forecast 

and country 0 1975 1.9 7 6 1977 ·19 7 8 1979 1 I .o 

Beef and Veal: 
United St ate·s 11,271 12, 166 11,845 11,325 10,620 

·Canada 1,050 0 1, 13 9 1, 14 3 1,040 97 5 .. 
EC 6 ., 6 0 2 ·6 1 52 8 6,377 6,490 6;500 
Jap.an 2/ 353 0 298 361 418 400 

Total 19' J 2 7 6 • 20,131 19,726 0 '19,273 18,495 o· .0 .. . 
Pork: 

United States 5,343 .. 5,753 6,009 6, 06.0 6,350 . 
Canada 521 512 539 615 640 
.EC 7,750 : 7,854 8,158 8,253 8,665 
Jap-an 'l:_/ 1 '0 3 9 1 , OS 6 1,169 1 '27 5 1 '3 3 0 

Total 14,653 15,175 15,.S75 . 16 '20:3 16,985 .. .. 
Mutton and L.amb: 

United States 186 168 159 .. 138 140 
Canada 8 8 5 5 5 
E.C 529 539 516 ·o 5'15 520 
Japan 'l:_l 3/: 3/: 3/: 3/ 3/ 

Total 723 715 . 680 65.8 665 . 
. o 

Poultry: !!_I 
United S t a te.s 4,825' 5,379 5,537 5,870 6,400. 
Canada 399 .. 448 461 480 503 
EC 3,101 . 3' 3.41 3.,461 3, 550 3, 634 .. 
Japan 756 : 839 922 1 025 1 095 

Total 9,081 10,007 10,381 . 10,925 . . 11,632 . 0 

.o . 
Total meat: : 

United States 21,625 23,466 23,550 : 2 3, 3.7 0 23,510 
Canada 1,978 2 ' 10 7 .. 2,148 2' 13 2 2, 1 23 0 

EC 17,982 18' '2 6 2 118 512 18, 8 27 19, 319 I, 

Japan 2 2 14.8 :: 2! 19 3 : 2 J. 45 2 2' 2 58 0 2 2825 
Total 432733 46,028 462662 0. 46,909 47 2 777 

o· 

J:../ FAS fore.c.a.st •. 2/ Prior to 1976 Japanese Ministry o.f Health and Welfa.re, 
1976 forward Japanese Ministry of Agriculture and Forestry. 3/ Less 
than 500 tons. !!._/ Product weight basis. 

SOURCE: Reports of U.S. Agricultural Attaches and related information. 

N-OVEHBER 1978 Commodity Progtams, FAS, USDA 
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TABLE 5.--NE.T MEAT HlPORTS IN· MAJOR IMPORTING AREAS--197 5-79 

(CARCASS WEIGHT EQUIVALENT) 

c.o.mmod it y 
and Country 

(In thousands oi metric tons) 

1975 

. .. 
.. . 1976 

. . . 

.. . 
1977• 

'Ee;t imated 
1978 .. . 

Fore·ca s t 
197 9 1 I 

Beef and veal: . .. . .. 
United States ••••.••• 
Cain a-d:a ••• ,. • • • • • • .• • • • 

EC l/•~••••-••••••••• 
J a p aJ~ • ••••••••••.••.•• 

Total 

Pork: 
U n i t e d S t a t,e s • • • • • • · • 

784 
66 
52 
64 

966. 
•· . 

912 
84 

263 
130 

l' 38 9 

'844 
38 

289 
121 

. 1,292 

985 
48 

290 
140 

1,463 
. . . 

1,095 
50 

290 
170 

1,605 

101 69 66 120 125 
Canada ••••••••••••.•• : 4 50 46 6 ... 5 

1: . E c l:.. I . . . . • • . . . • . . . • . 0 - 3 3 - 8 2 - 9 0 - 9 0 
Japan ••••••• ~ •••••• ~ :_~1~7~8~~~~2~0~4~~=~~1~5~2~~~~~1~3~5~·~~~~~1~2~0~~-

Total 283 290 182 171 160 

Mutton an.d la.uib:; 
United Stat e·S ••••••• 
Cana.da. ·~· •••••••••.• 
E c· ll •.•....••..•••...• 
J a·pan-• •••••••••••••• 

Total 

Poultry: ]_/ 
United States.~····· 
Canada.~~ ••••••••••• 
E· C l/ • .... • ...... · ... . 
J a .p a n • • • •. • • • • • :• • • • • • 

Toiai •• ~ •••••••••• 

Total meat: 

10 
20 

270 
262 
546 

-95 
10 

-·6 5 
19 

-131 

. .. 

15 
17 

254 
272 
558 

-183 
32· 

-99 
3·6 

-214 

.. . 

. . . 

8 
14 

254 
296 
572 

-189 
24 

-184 
45 

-304 

15 
15 

240 
2 TS 
545 

-195 
21 

-152 
49 

-277 

15' 
15 

240 
255· 
525 

-200 
21 

-160 
53 

-286 

United States •••••••• : 800 813 729 925 1,035 
Canada •••••••••••• ~ •• : 100 183 122 90 91 
E C l/ . . . . . . . . . . . . . . . . : 2 4 1 :. 3 8 5 : 2 7 7 2 8 8 . 2 8 0 
Japan •••••••••••••••• :~~5~2~3~~=~~6~4~2~~~~6~1~4~~~~~5~9~9~~~~~~5~9~8~~ 

To t.a 1 __;L;._j' ,~6'--6'--4_. ~...;_..;;2...~.,-=0-=2;;..;3~~__;;,1~,-7_4__;2~~-'--_..;;1...~.r-=9'--0~2:___~--=-~-=2;,J,~0:...;0;;..4,;__~-

1/ FAS forecasts. ll Excludes intra-tra·d-e. · ]_I Product weight basis. 

SOURCE: Reports of U.S. Agricultural Attaches and Rel.ated lnf~rmati6n 

NOVEMBER 1978 Commodity Programs, FAS~ USDA 



TABLE 6--PROBUCTIO-N AND EXPORTS OF BEEF AND VEAL BY MAJ-O'R 
EXPORTING COUN-TRIES--1975-79 (CARCASS WEIGHT EQUIVALENT) 

{In thousands ~f metric tons) 

Production: 
P.L. 88-482 countries}!/ 

Australia •• ~·····~~·~· 
New Zealand 3/ •••••••• 
c~ntral America!/ •••• 
~Me-xico • •••••• · •.•••••••• 

S u -b·t o t a 1 ••••••• ~ •••• 

Other: 
~rgentina ••••••••• ~ ••• 
.U .r u g u a y ·• •.•• , • • • • • • • • ••• 

Sub to tal •••••••••••• 
Tot a.l .• •.••...•.••.•..• 

Exports: 
P.L. 88-482 countries:!/ 

Australia ••••••••••••• 
New Zealand 3/ •••••••• 
Central America 4./ •••• 
.M. e X i. C 0 • • • • • • • •. •· • • .• :e ·• • • 

Subtotal •••••••••••• 

Other: 
Argentina •• ~ •••••••••• 
U;r u·g u a· y • • • • • • • • . • • . • . • 

Su·b'to tal •••••••••••• 
Tota·l •.• ...•....•.•.. 

,, . 

1975 

1,699 
508 
340 
889 

3,436 

.. . .. . 
1976 

: 1,870 
628 
371 
986 

3 '85'5 
. : ' 

1977 

'2,125 
558 
3 7 9 ;: 

1',040 
·: . 4 J 10 2 
: 

Est ima t e.d 
1978 

2,020 
542 
420 

1,040 
4,022 

. ,, 

Forecast 
1979 1/ 

1,712 
464 
430 

1, 020 
. 3.,·62 6 

: 2,439 2,811 ~ 2,900 3~014 2,860 
: ~---=='3~4~5_..;...• ---:o-~4 ..;_0 .;:-5 _..;._:'·~--3~6.;,-3 ----'~: -~.;,-3.,...7 ;;;;...5 __ .;.__-:-·.....;3;._7_8;,-' -

2, 78.4 3 '216 3 '2 63 3, 3 8 9 3 '2 3 8 

. ,, 

6,220 ~. 7,071 : 7,365 . 7,411 6,864 

744 
305 
124 

14 
1,187 

266 
113 
379 

1,567 

. . . 

860 
373 
145 

23 
.. 1 '40 1 

534 
195 
729 

2,130 

1' 0·6 1 
392 
126 

26 
1,605 

605 
12 9 

: 734 
2,339 

. •. 

1' 100 
36 2 
14 7 

2} 

1 , 6 3 6 

750 
134 
884 

2,520 

957 
329 
15.4 

28 
1 , 4 6 8 

700 
135 
835 

2,303 

1/ FAS forecasts~ 
September. !!_/ 

!/ Excl~des Canada and Ireland. 3/ Y~ar •nding 
Includes Haiti and D~minican Republic~ 

SOURCE: Reports of U.S. Agricultural Atta:ches and Related Information 

NOVEMBER 1978 Commodity Pro•grams, FAS, USDA 
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_ Meat rrn:eort OJ2tions ~ith -· Alternative Demand ~nd SUJ2RkX_ Condi.tions 
: 1978 1979 - -· -· 

-· 
: Last 6 

Item Unit Anpu~ _ _l . ; ~font hs Op;;iort l -O __ p 1: :i, O_Jl 2 Option 3 Option 4 . Qptio:< 5 

ef Production Hil lb. 24,337 12,147 22,975 23,075 23,525 : 23,575 23,625 
: . : 

r Capita .. . 
:Jnsunption: : 

/ 

Total beef lb. 120.5 60.2 112.1 113 •. 2 116. 9 117.2 11 8. 2 
.. 

Imported beef lb. 10.3 5.1 8.0 8.7 10.3 10.7 11.2 

-:-otal =- e J. :1eat : : 
"- nd ~oultty lb. 243.5 123. 7 239. 7 240.8 243.1 243.1 243.9 

: 
:m price ca.t t 1 e $/cwt 48.00 51.00 58.00 56.00 52.00 51.00 50.00 

J beef and veal .. 
::ail price index: 1 9 6 7 = 1 0.0 200 212 226 223 .. 215 213 211 . 

: 
·1 act on l/ 
:.>ducer incorne Hi1. $ -683 ..,1851 : -2206 -2564 

1 s ·..:.::1 e r e ::~pen- : 
i. t.u re ior jeef Hil. ~ -169 -503 -677 -E· 53 .,. 

. 1s :lne r ?rice .. . : 
:<.i c: x 1979 Percent : -.029 -.1 0_5 -.124 - • .i,43 

Jta 11eat iDports: 
~-o~uc~ weight Hil lb. 1,500 790 1,132 1,,245 . 1,500 . 1,570 1,640 

• - . .. 
:-cass weight Hil lb. 2,025 : 1,067 1,528 1,680 2,025 2,120 2' 21 5 

~r.:pact 'Qn procfucers inG.orne, consumer expenCfiture for beef and cons--u:ier price index -of imports uncer 
options 2, 3, 4, and 5 compared to option 1. 
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• 

Me.at __ ;gnport_ Optj._on~ :With !Utern£t.tiye Dernanq ang~pply Cop,4i ti,ons 
. . .. - . - . ... ·--- '1978 . 1979 . 

: . La._st 6 . . . . 
Item Unit : Annt¥il Moil~ A Option 1 . : Option 2 . gption· 3 . .. . . . 

~f Prociuction Mil. :Ill. 24,337 l2,l47 23,525 23,575 23,625 . :. . . : . . . . 
Per capita . . . .. 
Cons'llmption: . . 

TOtal beef lb. 120.5 60.2 116.9 117.2 . 118.2 . 
Imported beef U:>. 10.3 5.1 10.3 . 10.7 11.2 . 

: 
Total red meat . . 

and poultry lb. 243.5 123.7 243.1 : 243.1 . 243.9 . 
Farm priG:e cattle $/ cwt 48.00 51.00 52.00 51.00 50.00 . . 
BLS beef and veal 
retail price indeX· l-967=:1,00 200 212 215 213 211 . .. 
Itnpact on producer .. 
in cane Mil. $ 20,734 20,379 20,021 .• : . 

Co!15UITer expehdi ture : 
for beef Mil. $ 36,230 36,056 35,880 .. . : . . 

Consurnei:" price 
index - 1979 = 211 Percent -.lOS -.124 -.143 

1967 = 100 Change 1/ . . 
Quota rreat imports 

product weight Mil lb. 1,500 790 1,500 1,570 1,640 
: 

Carcass weight Mil ·lb. 2,025 1,067 2,025 . 2,120 2,215 

1/ CPI change relative to import at the 1,132 million pound quota level. 
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THE WHITE HO,USE 

WASHINGTON 

December 19; 1978 

MEMORANDUM FOR: THE PRESIDENT 

FROM: STU EIZENS 
LYNN DAFT 

SUBJECT: Sugar Proclamation 

On January 2'0, 1978, you issued an emergency proclamation 
under your Section 22 authority establishing an import fee 
on raw sugar of 2.7 cents per pound and on refined sugar of 
3. 22 cents per pound. This was nece.s·sary to equalize the 
price of foreign .sugar entering this country with the.domestic 
price set by the de la Gar.za loan program. Without these 
fees, much of the domestic sugar would have been placed 
under loan to the CCC and never redeemed. At the time of 
this proclamation, 1977 crop sugar was being supported at 
13.5 cents per pound, raw basis. Given the price level then 
prevailing in world markets, the 2.7 cent fee was designed 
to protect this 13.5 cent support price plus the 6 percent 
interest charge on CCC loans. 

It was·recognized at the time this proclamation. was issued 
that it would eventually have to be changed, either to 
accomodate changes in the level of world prices or to protect 
the higher support price that the law required be set for 
1978 crop sugar, or both. The support level for 1978 crop 
sugar has since been set at 14.73 cents.per pound. Also, we 
delayed making changes in the level of import fees while the 
Congress was deliberating.· over new sug(ir legislation this 
past session. 

As you recall, the Congress failed 'to agree on a new sugar 
program. At the request· of Senators Long and Stone,·. among 
others, you agreed to: 

(a) Try again early in the next session of Congress to 
reach agreement on an acceptable sugar program for 
the 1979 crop and beyond; 

·(b) Continue to use existing tariff and fee. authority 
to protect a domestic price of 15 cents per pound· 
(rather than 14.73 cents, the minimum required by 
law); and 
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(c) Instruct Customs to monitor U.S. imports from 
countries not party to the Internat.ilohal Sugar 
.Agreement (ISA.) and, if necessary, to limit imports 
under existing authority to ass:ist in maintaining 
the 15 cent price objective. 

In return, the Senators were ask.ed to help achieve early 
ratification of the ISA .. 

It is .necessa:r-y to issue a new proclamation now to implement 
your decision to protect a 15 cent price. In addition, we 
need to adopt a procedure that will automatically adjust the 
import fee. in response to changes in world prices. Once 
this system is adopted, new proclamations will be required 
only when there are changes in the price obj.ective. 

There is general agreement among your advisers on the. technical 
d'etails.of the proposed proclamation on sugar import fees. 
As drafted, the proclaiT\ation provides for the foliowing: 

(a) Continua.tion of the existing import. fees of 2. 7 0 
cents per pound for raw sugar .and 3.22 cents per 
pound for refined sugar and certain sugar sirups, 
through December ·31, 1978. 

(b) Provision. f·or adjustme:nt ·Of these import fees at 
quarterly intervals beginning J:anuary 1, 1979. 
Such adjustments would be based on cha:nges in 
world spot prices as reported by the New York 
Coffee and Sugar Exchange or, in the absence of 
such quotations, by the· International Suga,r Organi
zation. For each calendar quarter, the reference. 
period would be the 20 :market days preceeding the 
20th day of the· month prior to the beginning, of 
the quarter. The .fee would reflect the difference 
between world prices, adjusted to a U.S. delivered 
basis, and the price objective for imported sugar, 
expressed in ·c·ents per pound, raw value. - The fee 
for refined sugars and certain suga:r sirups would 
be .52 cents higher·than the raw sugar fee, which 
is the existing differential. 

(c) Provision for a one· c.ent per pound further increase 
or decrease of the fees should the average world 
p~ice £or 10 consecutive market days, adjusted to 
a U.S. delivered basis, plus the fee then in 
effect, deviate from the price objective for 
imported sugar by more than one cent per pound, 
raw value. 
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(d) Applfcability of the quarterly fees to all sugars 
and sirups entered or withdrawn from customs ware
house beginning the first day of the calendar 
quarter. Fees adjusted within a quarter, as 
described in paragraph (c), would be applicable to 
sugars and sirups entered the day foLlowing the 
filing of notice with the Federal Regis.ter, unless 
su.ch sugars and sirups had been exported on a 
through bill of lading to the United States prior 
to such date. 

(e) All fees would be subject to the statutory limitation 
that they not exceed 50 percent ad valorem. 

This approach has several advantag·es over the current system. 
It lessens the degree of uncertainty over when import fees 
will be changed and by how much they will be changed. The 
level of the import fee is determined by market price. 
Furthermore, should there be abrupt changes in market price, 
there is provision for compensating changes in the level of 
import fees. 

There are two.questions concerning the proclamation for 
which Presidential decision~ are sought: 

(1) The level at which the market price objective 
should be established for the remainder of the 
19T8 crop year. 

(2) The need for action to resolve problems caused by 
imports of refined sug.ar from Canada. 

Market Price Objective 

As noted above, you notified Senator Long and others in late 
October that you would use existing tariff and fee authority 
to protect a domestic price of 15 cent·s per pound. With 
world prices now running around 8.0 cents, the proclamation 
formula Will result in an. increase in the import fee ·Of 
about &~6 cents per pound on Janaury· 1, 1979. to maintain a 
domestic ma~ket price of 15 cehts. · 

Secr·etary Bergland understood that the 15 cent price objective 
you announced in October would apply for the entire 1978 
crop year-- i.e., that you intehd to protect the price 
support program by achieving a domestic market price of 15 
cents per pound o.f raw sugar for the October...;September 
marketing year, as specified in the bill under consideration 
in the la,st session of Congress. To do this, the market 
price objective for the remainder of the 1978-79 marketing 
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year should. be 15.2 cents, to bring the full year .average 
to 15 cents a pound. 

Your other advisers interpreted your commitment to be prospective 
and not retroactive to October 1, 1978. It was our understanding 
that you simply agreed to establish the import fee at such a 
level as would yield a domestic market price of 1'5 cents per 
pound for the remainder of the 1978 crop, with no particular 
commitment as to timing.. Beyond the fact that this is our 
understanding of what you agreed to do, to adopt a 15.2 cent 
price objective would also have adverse inflationary .effects 
that we feel should be avoided~ 

DECISION 

Refined Sugar 

15.0 cent market price objective for the 
remainder of the 1978 crop year -- thrpugh 
September 30, 1.979 (State, Treasuryl Commerce, 
COWPS, CEA, NSC, DPS) . 

15.2 cent market price objective for the 
remainder o.f the 1978 crop year -- through 

·.September 30, 1979 (USDA) 

u.s. refiners charge that refined sugar is being. marketed in 
this country at prices with which they cannot compe.te. ·They 
believe that the current differential of 0.52 cent between 
the import fee on refined·sugar and that on raw sugar is 
insufficient. A review .of the record shows that since 
March, 1978, the only country fromwhich we have imported 

.refined sugar in substantial quantities is Canada. Our 
analysj:.s does not indicate that a higher differential is 
necessary to protect the price support program,. and the 
proposed proclamation reflects thi~ conclusion. 

Imports of Canadian refined sugar will continue to be a 
problem., however, . in Northeastern and North Central States. 
Canadian re:fined sugar is underselling U.S. refined sugar in 
some border areas. . The .Canadian system o·f duty drawbacks on 
sugar exports appears to be exacerbating the problem, since 
the way ,in which this system is operated may involve a 
degree of export subsidization. 
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This problem should be acted upon as soon as possible in 
order to avoid the posSibility of more severe action through 
new legislation. Your advisers recommend that the Departments 
of State and Agriculture begin consultations with the Canadian 
Government in an .effort to halt any subsidization of Canadian 
sugar exports to the U.S. market. 

DECISION 

Agree 

Disagree 



EXECUTI E OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

December 22, 1978 

MH10RANDUM FOR: THE PRESIDENT 

FROM: J'ames T. Mclotyre, Jr~ 
SUBJECT: Ta 1 king Points for Call to Secreta·ry Brown 

1 . 1980 Defense Tota 1 : 135. 6B TOA \ ( 1 . 3% real g.rowth) 

1. 
2. 
3. 
4. 

122.8B Outlays (3% real growth over 1979 
base of $ll2.0B) 

($2.1B supplement~l T0A for FY 79} 

($ in bill ;.ons) 

'(Real {Rearl 
TOA Growth) Outlays* Growth) 

134.0 ( .1%) 122.9 (2.6%) 
135.6 (1.3%) 122.2 (2. 6% )) 
136.4 ( 1. 9%) 122.8 p.o%} 
137.7 (3.0%) 123.2 . 3.3%) 

*Option 1 uses OMB outlay rates; all other options use DOD outlay 
rate assumptions. 

II. Civilian Personnel: 

(DOD request was 

1979 = 995 (thousand) 
].980 : 986 II 

1981 = 979 
997, 991, 991) 

II 

IlL Efficiencies: I want to be a·ble to demonstrate these publically. 
Had it not been for the 3% commi'tment, I wou'ld' have taken the $1 B in 
efficienci~s out of your total. 

As it is, I am essentially giving you more program for the· 
chosen budget level~ 

I • d 1 ike you to report to me and J.; m frequently as to how 
a Tl of your efficiency efforts are proceeding, es pee i a Hy 
base realignments. 

··,, ·-

. >. "'Electrostatic Copy Maclo 
.. ··.. OEclASSIFIHl ·. .. . . 

..... ·. for Preservation Purpose:) ~IAL.'(i;;~J!2~ij~;f=:~t;;,-.~-s· 
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IV. Program Decisions: (Here are two alternative- ways to proceed-
we recommend A) 

A. I have made decisions on each of the specific- prog.ram issues, 
and have aske~ Jim and John to pass those back. to yau. (OR) 

B. 1 have made the following decisions on the speCific program 
issues still outstanding: · 

MX. Per your recommendation, P·roceed with full scale development 
in 1979 (supp.,), and plan to' ma;ke final basing choice in time to fund 
actual development of basing mode in 1980. 

-- Army 11 heavying~_lip 11 , Plan for continued modernization of Army units · 
as presently configured. Consider addi.tional support for existing units. 
Defer p 1 ans to create :new heavy batta 1 i·ons and convert two infantry 
divisions. 

-- · ATCA. Purchase fol'.lr (4) afrcraft in: FY '80. --, 

-- Frigate. Add a sixth Perry-cla-ss FFG-7 ($190M) in FY .SO, as you 
have agreed. 

-- EF·~lll. Proceed with program if you believe electronics dffficulties 
are solved (Do not stretch out extensively, though). 

-- R&D.. ·$13. 58 tota 1 , wi:th program content as per your rankfngs. 

-- ':O&M:. $40.08 total (1.:5% real growth, _reflects $200M' in supply 
and manpower efficiencies-, so actual 11 p.rogram conte.nt11 is worth $40~28). 

Military Construction (Includes family housing.). $3.58. 

V. Outyear Numbers: :(We must print 1981 and 1982 numbers, these reflect 
about 3% ( 2. 7%, to be·· exact) rea 1 growth in out lays) 

($ in Billions). 

1980 1981 1982· 

TOA 135.6 . 145.8 1'55.8 
Outlays 122.8 133,8 145.0 
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VI. Defe~se Budget/Planning Process 

-- As. I have said before, I am dfsappoi:nt~d Jr:t the way in which 

I wa.s present.ed with your program and budget. · EssenUa lly,,._yours is a 

di'ffe~rent (and less satisfactory} approach, and l would like you to 

work with OMB and NSC to change that, . . . 

-- There are at lea·st three major aspects of. the process which 

concern me·: 

A. Calendar -- We si.mply ;r~ceive thingstoo lat~- Defense is too 

important for me to consider your actual' recommendations only in~ the 

closing hours and days of the process. 

B. Ra·nkings -- I found your arguments abou.t "bands .. and 11 balance 11 

.. 
quite confusing, .. I want you to ta·ke my gui'dar:tce·, buHd .a request around 

it, a.nd rank (using ZBB) items ab,ove and below,··that le-vel. Your approach .. ; '·•, 

of 11WOrking down 11 from $140-pl us bHlion was not. us·ef;'uJ. 
. . . ~ ·... :: . ·~.; 

C. Guidance .. - I would like you~r: planning gu'itdance and scheduling 

to be consistent with mine. Your fis.cal gu.idance should center on mine, 
.·"::" .. : ·.·.-· ·· .. · . .' 

not use it as a low mi·nimum. Your>planning calenci~r should allow you 

to make full recommendations in the spri'ng and fall process well erlough· 

in advance to allow me (plus OMB am:t White House ~taff) time to consider 

them carefully. 

' VII. 3% Commitment. I am persuaded tha(the 3% commtt,in~nt has become ·a 

real long term li.ability to ·me, .. The tho~ght:.of its conttnued budget 

impact in next year's planni.ng is not a pleasant one .. 

-- I want you to help me formulate .. wa,ys in ~~i.ch,we ~ight gracefully 

extract ourselves from the "'tig.htness :· o~ t~at ~~~~~rnep.}· .• ~ . 
~·:_ 4-<- ~ ~~ ~·· ·~-. ll(ATD) . 

. Eiectros1atic Copy Maclo 
for Preservation Purposes 
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--I consider this an urgent priority,·and see my meetings at 

Guadeloupe as an appropriate forum. to begin tentative talks on the 

subject. 

·(One a·venue to pursue would . be to begiq immedi at~ly to empha:si ze 

specific ·!Tli li'tary. if!!P·rovements (gr.ound, ai'r, and sea capabil Hies) 

and shtft slowi.Y off of the dol'lar totals. The NATO Long· Term Defense 

Plan -- LTDP _,.: was such as effort,. and the r.ecent NATO AWACS success 

was an explicit example of this .ki net of spec:ifi~ program.· . As you know, 

our budget has maj:or (5-:1 0-15% real .growth.) ·commitments in thi:ngs 1 ike · 

Army an_u~tank systems, Air Force tactical fighters, and othe;. 
. ' . . . 

11 NATO-related 11 items. We could of course continue s1:1ch ·healthy 
. . . 

comm·itments even within significantly reduced -defense totals.)_ 

·CONFIOENflAL--



THE WHITE HOUSE- -

WASHINGTON 

12/22/7·8 

Stu Eizenstat 

The attached was returned 
in the President's outbox 
today and is forwarded 
to you for appropriate 
handling. 

Please notify other parties 
of the President's decision. 

Rick Hutcheson 
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Memos from Bergland, Kahn 
and Peterson are attached, 
but are summarized in 
Stu's cover memo. 

Rick 
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MEMORANDUM FOR: 

FROM: 

SUBJECT: 

ACTION REQUESTED BEFORE JANUARY 1 

THE WHITE HOUS:£ 

WAS HI NGTO;N 

December 19 , 19 7!8 

THE PRESIDENT 

STU "EIZENS!T ~ 
LYNN D:AFT' 

1979 Meat I port Program 

The Meat Import Act of 1964 requires the Secretary of 
Agriculture to announce befor~ January 1, 1~79 the level of 
meat imports for 1979 prescribed under the law and an estimate 
of the quantity of meat that would enter the country in the 
absence of the limitations imposed by this Act. If the 
ql:lantity that would enter the country in the absence of the 
limitations e-xceeds the quantity prescribed under the Act by 
111:0 pe·rcent or more, you are required to restrict meat 
imports to the level indicated in the law. 

The USDA reports that the 1979 trigger level (110 percent of 
the prescribed quantity) will be about 1, 2.45 million pounds, 
and that imports in the absence of restraints would total 
about 1,640 million pounds. Given these. estimates, you will 
be required to set a meat .j/hlport quota of 1,132 million 
pounds in 1979 (compared to the 1,492 million pound's established 
this year)·, unless. steps are taken to suspend the q\:lota. 

The quota may be suspended if you determine that either: 
(1) such action is required by o:verriding economic or national 
security interests of the United States, giving special 
weight to the importance to .the nation of the economic well
being of the domestic livestock industry, or (2) the supply 
of meat will be inadequate to meet domestic demand at reasonable 

. prices. This i:s what we -did la•st year and what other Presidents 
have done a numbe-r of times in recent years. 

The Food and Agricultural Policy Working G·roup has· examined 
several options, ranging from the quantity prescribed by the 
Meat Import Act of 1964 (1,132 million pounds) to the maximum 
quantity that could be ·expected in the absence of any import 
restraints (1,640 million pounds). This memorandum provides 
a brie.f description of the situation and outlook for meat 
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and livestock, followed by an evaluation of the major options. 
A decision is needed soon so the State Department can proceed 
to nego.tiate the voluntary restraint agreements (VRA' s), 
assuming we chose to set imports above the minimum. l.evel. 
It is also important that we establish our imports·at a 
level that does not have ·to be adjusted again during the 
year, as was required this past year. 

Meat and Livestock Situation and Outlook 

This year marked the third consecutive year of u.s. cattle 
herd liquidation. Cattle and calf slaughter exceeded the 
calf crop in 1976 for the first time since 1947. The same 
phenomenon has occurred in 1977 and 1978. In 1979 it is 
expected that this trend will reverse and that rebuilding of 
the U.S. cattle herd will finally begin. 

The level of production of beef and veal peaked in 1976 and has 
declined sharply since then. The production of both pork and 
poultry has increased over this period, off-setting much of the 
drop in beef supplies. Retail prices have risen substantially, 
nonetheless. The retail price of beef in the second half of 
1978 was nearly 30 percent above the 1976 average price and the 
price of pork was up 8 percent. As a result of the changed 
price relationships, the consumption of meat has shifted 
perceptibly away from beef and toward pork and poultry. 
Since 1976, the per capita consumption of beef has fallen 
by about 7 percent and is expected to fall another 12 to 14 
percent by 1980. · 

As you know, cattle prices have materially strengthened this 
year. For the year, cattle prices at the farm~will average 
about 40 percent above the 1977 average ($34.48 in 1977 versus 
$48.04 in 1978). Although the rise in farm price has been 
uneven throughout the year, the trend continues upward. Our 
analysis indicates that this trend will continue at least 
through mid-1980, when prices could go above $55. 

The Options 

Several options were considered by the Working Group, ranging 
from a low of 1,132 million pounds to a high of 1,640 million 
pounds. Options at the low end of the scale were rejected 
by the Working Group due to their inflationary effects over 
the coming year. Three options were suggested for your 
consideration: 

(1) 1,500 million pounds -- essentially a continuation 
of the 1978 level of 1,492 million pounds. 
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(2) 1,570 million pounds -- an annual quantity equal 
to the rate of l.mports in the last half of 1978 • .. 

(3) 1,640 million pounds -- an estimate of the maximum 
quantity that would be imported in the absence of 
import restraints. 

Analysis of the Options 

The USDA has prepared two sets of anaylses. In one analysis, 
they evaluate the implications of the above three options in 
1979. A summary table (Table 1) is attached. In the other 
analysis, they compare the e-ffects of very low imports 
(1,245 million pounds, which is lower than any of the options 
noted above) and -the highest possible level of imports 
(1,640 million pounds, the same as option (3)) for both 1979_ 
and 1980. These results are summarized in Table 2 and 
production levels are graphically displayed in Chart 1. 

The de¢ision on meat imports has significance be¥ond 1979 
alone. At low import levels, beef producers will have maximum 
incentive to retain heifers in the herd rather than sending 
them to slaughter, and beef production will be reduced in 1979 
as the herd is rebuilt. ;'However, beef supplies beyond 1979, 
particularly from 1981 on, will be higher than otherwise 
because of the accelerated herd rebuilding. 

Higher cattle and beef prices resulting from low import levels 
would also stimulate additional pork and poultryproduction. 
The increased production of these meats would continue to 
partially offset reduced beef production. Per capita meat 
supplies, under the low import option, would essentially 
remain constant. 

At high import levels, beef supplies would be increased not 
only by additional imports, but also by higher domestic 
production, as the incentive for domestic producers to rebuild 
herds would be d':iminished. Both farm and retail beef prices 
would be les-s, and a-s a consequence, production of pork and 
poultry would increa·se less. · 

Higher imports in 1979 wi.ll also lead to reduced foreign 
supplies b~yorid~l979. Besides dela~ing rebuilding of the 
U.S. herd, higher 1979 u.s. imports will result in higher 
cattle and meat prices in the meat exporting countries, 
providing them with an incentive to withhold cattle in 1980 
to rebuild their own herds, thus reducing export availability 
in 1980 and 1981. 



.. , 

-4-

In summary, the analysis revealed that: 

o Cattle prices are strong and will remain strong in 
1979, regardless o.f which option is chosen. In 1980, 
cattle prices will go even higher, again, regardless of 
the level of imports in 1979. 

o Higher imports of beef in 1979 will moderate the rise 
of beef prices in 1979, holding the increase to about 
5.1 percent versus 7.1 percent under the low import 
option (Option 1 )'. In dollar terms, this represents a 
consumer saving of about $350 million. 

o The implications for 1980 and beyond are the reverse, 
however. Higher imports in 1979 would dampen increases 
in the production of pork and poultry and would forestall 
the rebuilding of beef herds. As a result, the consumer 
savings made possible by higher imports in 1979 would 
be more than' cancelled by an estimated 16 percent 
increase in beef prices in 1980. 

o Producer income would be about $713 million higher in 
1979 with option (1) than with option (3). 

Agency Positions 

The USDA recommends option (1). They note that any lower 
level of imports would almost certainly produce misunderstanding 
about the seriousness of the Administration's commitment to 
reduce inflation. Any higher level of imports, however, 
would only prolong the inflationary problems associated with 
the rebuilding of beef herds and would be even more pronounced 
in 1980. 

A 1979 meat import level of 1,570 million pounds (Option 2) is 
recommended by the Departments of State and Commerce, the 
Special Trade Representative, and the Agency for International 
Devel.opment. They believe that a high level of meat imports is 
desirable to re<strain meat priceLincreases, and that by maintain.;.;; 
ing in 1979 the rat'e of meat imports for the second half of 1978 
and not setting imports at the maximum level, the Administration 
can lessen criticism from producer interests. 
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A 1979 meat import level of 1, 640 million pounds (Option 3)· 
is recommended by the Department of the Treasury, the National 
Security Council, the Council on Wage and Price Stability, 
and Esther Peterson. They regard meat prices as a continuing, 
highly visible problem, and believe that an increase in meat 
imports is necessary in 1979 not only to restrain meat prices 
but to give credibility to the Administration's anti-inflation 
program. 

Recommendation 

We find the USDA analysis of the longer-·term consequences 
persuasive. The year o.f lowest beef suppl.ies is going to be 
1980. It is important,, therefore, that cattle herds be9in 
to be rebui 1 t · in 19 7'9 and that hog and paul try producers 
·continue to expand and take up the slack in 19'8'0. A high leve1 
of imports now would be short-sighted and self-defeating in 
the long run -- accentuating the cycle of the last few years 
and postponing the rebuilding of the he·:tds which will moderate 
prices. We inet with representatives of the cattle industry 
earlier this week. They indicated that an import level of 1.4 
to 1.45 billion pounds would be acceptable, and that they could 
probably live w-ith 1 .. 5 bil.lion pounds, although the lower 
figures would he.lp rebuild confidence among their constituency. 
Given this, we believe it would be to our immediate political 
advantage and to our longer-term economic advantage to set 
1979 imports at the low end of the range of options noted 
above. 

In short, it comes down to a choice between encouraging herd 
rebuilding in Australia and restraining domestic meat price's 
in 1979 (high imports) versus encouraging herd rebuilding in 
the U.S. and restraining domestic mea·t prices in 19180 and 
beyond (low imports). For both political and economic reas·ons, 
we recommend the }a.tter. 

DECISION 

1,500 million pounds (USDA, DPS) 
/ 

v' 1,570 million pounds (State, Commerce, STR, ---
AID, CEA) 

1,640 million pounds (Treasury, Cm'JPS, NSC, 
Esther Peterson) 



Item 

Beef Production 

Per capita 
Conswoption: 
Total beef 

Imported beef . 

Total red rreat 
and p0ultcy ·· 

Farm price cattle 

BLS beef and veal 
retail price ind$x 

Impact on producer 
in cane 

Conslli'I'er expemiiture 
for beef 

Constli'I'er price 
index -· 1979 = 211 

1967 = 100 

Quota rreat imports 
product weight 

carcass weight 

' ·-· . , .. 
TABLE 1 

Meat Import Options With Altern.:ttive Demand ~pply Co-.;.;n;.;:.;di;;;:.' t;:;;i;.::o~.ns;;;;_· ·.....,..,,...,..,-------------
1978 1979 

: . . . 

: 

. . 

: 

. . 

Unit. 

Mil. lb. 

lb. 

lb. 

lb. 

$/ cwt. 

• . 

. . 

. . . •· 

: 

. . 
. .. 1967=100 : . . . . 
: Mil. ~ . . . 
: 
: M.i.l. ~ 

. .. .. . 
.. . 

Percent 
Change i/ 

Mil. lb. 

Mil lb. 

. . . . 

. . 

Annual 

24,337 

120.5 

10.3 

243.5 

48.00 

200 

1,500 

2,025 

. . . . Iast 6· 
Months . . . . . . . 

: 12,147 
: 

. : 

. . 

. . 

. : 

. . . 

60.2 

5.1 

123.7 

51.00 

212 

1,067 

.. . 

. . 

. . 

. . . 
. : 

;, . . 

. . . 

Option 1 : Option· 2 . 
.... .. . . 

23,525 231515 

116.9 

10.3 

243.1 

52.00 

21-5 

20,734 

. . 
: 

. . .. . 

'· 36,230 . : 

-.105 

1~500 

2,025 

. 
•. ·,_. . 

: . 

. . . 
.. . 

117.2 

10. 7' 

243.1 

51.00 

. 213 

20;379 

36,056 

-.124 

1,570 

2,120 . 

. . 
: 

: . . 

. . 

. . . 

QPticm ·3 

23,625 

. . .h8.2 

11.2 

243.9 

50.00 

211 

20,021 

. .35 ,88.() 

-.143 

1,640 

2,215 

1/ CPI change relative to import at: the 1,132 million pound quota level. 

. '; .... ::· 

.... · ... 
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Meat Supply & Use: Base. Imports Option 
·l .. 

1979· 1980 
1978 I .. II III IV Year I II III IV Year . 

Production I ~o"'" 
Beef . 24,3'77 6,:005 5,745 5,695 5,630 . .23.,075 r,;~:JAc 5 t 7.00 5,490 5., 380 5,430 22,000 ·' 
Pork 13,359 3,330 3,415 3,415 3,830 13,990 3,850 3,825 l,B25 4,200 15,700. 
Poultry 12,880 3,065 ·. 3,'530 3,820 3,630 14,045 3,140 3,665 3,910 3,745 14,460 
Other 943 . 186 146· 160 164. 565 175 154 154 167 650 

. Total 51.,519 12,586 .12,836 13,:090 13,254 51,766 12,865 13,134 1:3,269 13.,542 52,810 

Su~~li . . 
Imports 2, 778 615 647 613 559 2,434 567 563 562 568 2,260 

Consum~tion 
Beef 120.5 29.4 28.3 27.9 27.6 113.2 27.1 26.2 . 25.7 25.7 104.7 
Pork . 61.4 15.1 15.4 15.6 17.1 63.2 17.2 17.2 17.1 18.1: 69.9 . 
Poultry ·· 57.0 13.5 15.1 15.6 17 .o 61.2 13.7 15.6 15.8 17 .!: 62.·6 
Other 4.6 .9 .7 .7 .8 3.1 .8 :. 7 .7 .8 3.0 
Total 243.5 5'8.9 59.5 59.8 62.5 240.7 58.8 59.7 59.3 62. 240.2 

Prices 
!!!!!!. 

Cattle 48.06 53 55 58 57 5'5. 75 58 60 63 63 61 
Hogs 47.19 50 49 4.9 4.6 48.50 48 46 45 43 45.50 
Broilers 26.6 26.0 27.0 28 •. 0 22.0 25.8 Z5.0 26.0 25.0 20.0 24.0 

Retail Indexes 
Beef . 200.8 212 222 230 228 223 229 235 . 248 249 240 . . 

%Change (22. 7) (1.4) (4. 7) (3.6) {-0.9) (11.1) (2. 7) . (2. 6) (5 .5) . {0. 4) (7 .6) 
Pork : 212 .• 2 218.0· 218.0 221.0 217.0 218.5 21.7.0 211 210 208 211.5 

%Change· . (12. 3) (2..3) (0.0) (1.4) (-1.8) (3.0) ( -0. 7) (-2. B) c-o .. s) {-0.5) (-3.2) 
Poultry 173.6 17-8.0 178.0 175.0· 165.0 174.0 178.0 175.0 : 179.8 162.0 171.2 

%Change (-l.i) (0.0) (-1. 7) (-5. 7) (0. 2) (2 .• 3) (-1. 7) (-2.4) (-5.1, ·(-1.6) 
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DEPARTMENT OF AGR!ICUL TURE 
OFFICE OF THE SECRETARY 

WASHINGTON~ D .. C. 20250 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: 1979 Meat Import Program 

.December 15, 1978 

This :mem:>ra.rufum seeks your guidance. on the quantity of :rreat which 
should be penni tted tO be entered intO the United States during calendar 
year 1979, subject tO the. Meat Import Act of 1964 {P .L. 88-482) • The 
options· range from the adjl:lSterl base quota of 1,132 million pbUnds tO a 
level estimated tO be the quantity of meat that 'WOl:lld enter the country 
in the absence of .restraints, 1,,640· million pounds. 

Key factOrs; to be ·considelJed ii1 reaching a decisillon are:. 

o the law that requires irrposition of quotas on importation of 
certain meat products. 

o the willingness of meat. exporting countries to enter· into 
voluntary restraint agreements. 

o the impact in 1979 and beyond on: danestic beef producers, domestic 
pork and poultry producers, American consumers of rreat, rreat exporting. 
nations, and other meat importing nations. 

These factOrs are discussed below. 

The Meat Import Act .of 1964 

The. Meat Import Act of 1964 requires the Secretary of Agricul!ture tQ, 
publish ·before January 1, 1979 the level of meat imports for 1979 prescribed 
under .the law (the adjusted base quota) and. an estimate of the quantity 
of meat that would enter the country fu the absence of the Itimitations 
imposed by this Act. If the quantity that would enter the country in 
the absence of the limitations in the Act exceeds the adjusted base 
quota level prescribed under the Act by 110 percent or rrore, you are 
then required to restrict meat imports· tO the adjusted base quota level. 

We ,have now calculated that the 1979 trigger level (110 pe17cent of the 
adjusted base quota) will be about lh,245 mi.1lion pounds, and' that 
imports in the absence of restraints would tOtal about 1 1640 ·millio:a 
pounds. Upon publication of these estimates·, the law :requkes you tO 
issue a proclama.:tion impos:ifng limits on meat imports at the 1979 adjusted 
base quota level. · 

However, the quota may be· suspended if you detenn::i:ne t:hc;tt (1.) such 
action is required by overriding econanic or national security interests 
of the United States, giving special weight tO the importance to th.e 

• nation of the econanic well...;.being of the domestic livestock industry, or 
(2) the supply of meat will be inadequate to meet .danestic demand at 
reasonable prices. 
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·The estimates of the adjusted base quota and unrestrained imports are 
required. to be published before January 1, 1979. We are reccmnending 
that you announce your decision on the 1979 neat .import program concurrently 
with the announcement of the level of the quota and the estimate of 
unrestrained meat iroports. U.S. cattle producers and representatives of 
meat exporting cmmtries have expressed strong· interest in having the 
1979 meat :i:rrq:lort level established at the beginning of the year and not 
altered during the course of the year, so as to avoid market disruptions. 

· Meat and Livestock Situation and Outlook 

This year (1978) marked the fourth consecutive year of u.s. cattle herd 
liquidation. Cattle and calf s!laughter exceeded the calf crop in 1976 
for the first t:ilre since 1947. The same phenc:::mmon has occurred in 1977 
and 1978. In 1979 it is expected 1:.hat this trend will reverse and that 
rebuilding of the U.S. cattle herd will begin. 

The decision on meat imports has significance for meat supplies and 
prices beyond the mere level of meat imports allowed in 1979. It will 
affect the rate at which rebuilding of the U.S. cattle herd gets underway 
in 1979, and the rate at which pork and poultry production are expanded. 
It will thus have :i.rcpa.cts on meat supplies beyond '1979 alone. At low 
import levels, prices will 'be highest at both the retail and fann levels 
for all meats. Beef producers will have maxinrum incentive to retain 
heifers in the herd ·rather than sending them to slaughter, and beef 
production will be reduced in 1979 as the herd is rebuilt. However, 
beef supplies beyond 1979, particularly fran 1981 on, will be higher 
than they otherwise would be ·because of the accelerated herd .rebuilding 
effort. 

Higher cattle and beef prices resulting fran low llnp:?rt levels will also 
stimulate pork and poultry production, and' increased. production of these 
meats would to sane extent offset reduced beef production. 'lbtal meat 
production in 1979 -would be higher than in 1978 but lCMer than would be 
the case if imports are set at higher levels .• 

At higher irrport levels ·beef supplies -would· be increased not only by 
additional .inp:>rts, but also by higher danestic production, as the 
incentive for darestic producers to rebuild herds would be diminished. 
Both fann and retail beef prices woul:d be less than under low iroport 
options, and as a consequence, production of pork and: poultry would 
increase less as prices for these meat products would be somewhat dampened. 

Higher imports and higher supplies in 1979 wil:l also lead to reduced 
suppllies beyond 1979. Besides delaying rebuilding of the u . .s. herd, 
higher 1979 U.S. imports will result in higher cattle and neat prices in 
the meat exporting countries, providing foreign producers with the 
greatest incentive to withhold cattle in 1980 in order to rebuild their 
own herds,- _thus reducing export availability in 1980 and: 1981. Consequently, 

_meat supplies beyond 1979 would be sanewhat tighter than would likely be 
the case with a lower inp:>rt level in 1979. Meat prices in 1979, in 
roth the meat exporting countries and other neat importing countries, 
will increase as higher U.S. prices bid neat away fran those markets. 
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The table below corrpares pertinent figures for 1976-1978 with high and 
low import options for 1979: 

Item 

Production 
Beef 
Pork 

. PoultJ:y 
Other 

Total Production 

Beginning Stocks 
In{x>rts 3/ 

Total Supply 

Civilian Consumption 
Beef 
Pork 
PoultJ:y 
Other 

Total Civilian 
Consurrption 

Prices 
Farm Price cattle 
Farm Price Hogs 
Beef and Veal 
Retail Price Index 
(1967=100) 

Pork Retail Price 
Index (1967=100) 

1976 

26.0 
12.7 
11.8· 
J:.2 

51.7 

0.8 
2.6 

55.1 

1976 

129.3 
59.5 
'52.5 

5.9 

247.2 

: 1976 

33.70 
42.95 

164.5 

199.5 

1977 

25.3 
13.2 
.12.1 

1.2 
51.8 

0.9 
2 .• 4 

55.1 

1977 

125.9 
61.5 
54.1 
5.6 

247.1 

1977 

. . . . 
1978 1979 1/ : 1979 2/ : 1980 y : 1980 2/ 

Billion Pound Carcass Weight 

24.4 
13.4 
12.9 

0 .• 9 
51.6 

0.7 
2.8 

55.1 

23.1 
14.0 
14.10 
0.7 

51.8 

0.8 
2 •. 3 

54.9 

23.6 
13~9 
13.6 
0.8 

51.9 

0.8 
3.0 

55.7 

22.0 
15.7 
14.5 
0.6 

·52.8 

0.8 
2.3 

55.9 

21.3 
15.2 
14.5 
0.6 

51.6 

0.8 
2.8 

55.2 

1978 1979 1/ : 1979 2/: 1980 y: 1980 y 

Carcass Weight Pounds Per Gapi ta 

120.5 
61.4 
57.0 
4.6 

243.5 

113.2. 
63.2 
61.2 
3.1 

240.7 

118.2 
62.7 
59 .• 5 
3.5 

243.9 

Dollar Per Hrmdredweight 

104.7 
69.9 
62.6 

3.0 

240.2 

103.4 
67.3 
63.0 

3.0 

236.7 

34.40 48.06 51.00 
40.04 47.19 47.89 

55.75 50.00 61.00 62.00 
48.50 . 47.00 45.'50 49.00 

163.6 200~8 211.7 223.0 211~0 240.0 245.0 

188~8 212.2 215.7 218.5 216.0 211.5 219.0 

1/ In{x>rts at the trigger level of 1,245 million pounds. 
2/ Imports at the estimated unrestrained level: 1,640 million pounds. 
3/ Includes imports of rreat i terns not sllbject to the Act. 
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Ins~, the lower options for _1979 meat imports would result in 
lOwest meat supplies in 1979, and would be most inflationary in that 
year, but would also lead to the greatest expansion in production in 
1980 and beyond:, and would· therefore be least inflationary over that 
time period. The higher options for meat imports would result in highest 
meat supplies in 1979 and would be least inflationary that year, but 
would also provide least incentive for meat producers to expand production. 
Consequently, these· options would be sanewha.t nore inflatioriary in the 
period beyond 1979. 

. The Options 

Fiv~ options were considered ·by the. Working Group on Food: and.·Agricultural 
Policy. As noted earlier, a decision to set meat :import limits at a 
level higher than the 1,245 million pounds suggested in Option (2), the 
trigger level: provided by the fonnula in the 1964 Meat Import Act, must 
be based on your detenni.na.tion that (1) such action is required by 
overriding econanic or national security interests of the United States, 
giving special weight to the importance to the nation of ·the econanic 
well~being· of the danestic livestock industry, or (2) the supply of meat 
will be inadequate to meet danestic demand at reasonable prices. 

For each option, it will be necessary to negotiate voluntary restraint 
agreenents with meat exporting conntries·.: 

(1) Set meat llnport limits at 1,132 million poonds, the adjusted base 
quota level provided by the· fonnula in the 1964 Meat Import Act. 

(2) Set meat import limits at 1,245 million pounds, ll(:) percent of the 
base quota and the trigger level provided by the Act. 

(3) Set meat impol:t. limits at 1,500 million pounds,, oontinuing the 
revised 1978 level. 

(4) Set meat import limits at 1,570 million pounds, an annual quantity 
equal to the rate of imports in the last half of 1978. 

(5) Set meat in:lport limits at 1, 640 million pounds, near the estimate 
of unrestrained :inp:>rts for 1979. · 

Based on concerns with near-term inflation in food prices, members of the 
Working Group have not ·recanmended the lower two options. However, the 
analyses of meat supply and prices do indicate that while these lower 
options would be· rror:e inflationary in 1979, they would sufficiently 
stimulate domestic production to result in· lower meat prices in 1980 
than would be the case with higher import options, and they v.ould result 
in substantially less increases in meat prices in 1980 over 1979. 

Agency Posi lions 

Notwithstanding the longer-term benefits of lower· meat import options, 
I must recamnend that meat imports for 1979 be set at the 1978 revised 
level, 1,500 million pounds. 'lb set a lower level would alnost certainly 
produce misunderstanding about the seriousness of . the Administration's 
a:mnitment to reduce inflation, especially as we are not likely to have 
an opportunity to explain the longer-tenn benefits. 
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A 1979 meat ~rt level of 1, 570 million pounds (Option 4) is recamnended 
by the Departments of State and Commerce, the Special Trade Representative, 
and the Agency for International Developne:nt. These members believe 
that a high level of meat imports is desirable to restrain meat price 
increases, and that by maintaining in 1979 the rate of meat imports for 
the second half of 1978, an adverse reaction on the part of u.S. cattle 
producers can be avoided. 

A 1979 meat import level of 1,640 million pounds (Option 5) is recamnended 
by the Department of the Treasury, the National Security Council, the 
Council on Wage and Price Stability, and Esther. Peterson. These members 
regard meat prices' as a continuing, highly visible problem, and believe 
that an increase in meat imports is necessary in 1979 not only to restrain 
meat prices but to give credibility to the Admi.n.istration's anti-inflation 
program. 

Attached is the manorandum to me fran the t-orking Group transmitting 
their recx:mnendations. 

Decision 

Option 1, set limit at 1,132 million pounds, the adjusted 
base quota established by law. 

Option 2, set limit at 1,24'5, 110 percent of the base quota, 
and the level at which the quota .nrust be invoked. 

Option 3, set limit at 1,500 million pounds, the 1978 level. 

Option 4, set limit at 1,570 million .pounds, annualizing 
the rate of meat ~rts during the last h.llf of 11:978. 

ille'=!llllzQ!:l0 million pounds, the quantity of 
be in the absence of any 

Attachment 

/ 
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THE WHITE HOUSE 

WASH I NGTO·N 

December 21, 1978 

MEMORANDUM TO THE PRESIDENY~ 

FROM: A. E. Kahn rru '--
SUBJECT: 1979 Meat· Import Program 

I would like to explain more fully my reasons for strongly 
supp·orting the high import option of 1,640 million pounds. 

1.. The memo you have received purports to present 
you with a choice between restraining meat prices in 1979 
and restraining them in 1980. Essentially, the argument 
is that because high imports in 1979 will reduce prices, 
they will diminish the incentive to rebuild our herds; and 
this will in the future result in supplies smaller,and 
prices higher, than they would otherwise be. ~ 

But no basis is offered for these confident pre
dictions. The decision to build herds or deplete them 
is surely dependent on the relation be.tween present and 
anticipated prices. The material we have examined offers 
no reason for anticipating that lower current prices 
(caused by high imports} will cause farmers to expect 
prices to be even Tower in the future, and therefore to 
deplete their herds. 

It is equally plausible that high imports and 
lower prices in 1979 would create the opposite expectation-
that prices will be relatively higher in the future than 
now, and therefore induce the withholding of animals from 
the market for herd rebuilding.. While this would mean 
lesser consumer bene.fits from the higher level of imports 
in 1979, it would also mean larger supplies and lower 
prices in subsequent years. At the very least, it does 
not necessarily mean diminished supplies and inflationary 
price increases in the intermediate years beyond 1979. 

In short, ·r find unconvincing the suggestion that 
the benefits from a freer flow of international trade, 
g.i ving American consumers access to wider sources of supply, 
are necessarily temporary, and that the lower pr.ices it 
brings today can be obtained only at the expense of higher 
prices tomorrow. · 
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I sugg.est you should in any event take all of 
these predictions with a grain of salt. Forecasts of 
this kind have not been very accura·te. Predicting pro
ducers' decisions involves a lot of guesswork. 

2. During the past year, meat prices have been per
haps the most highly visible component in the CPI. Food 
price inflation has outpaced overall inflation, largely 
because of rapid price increases for meats. Retail beef 
and veal prices have gone up by 29 percent during the last 
12 months. 

3. Imported beef, which is used to produce hamburger 
and manufactured produc.t:s, supplies only seven percent of 
domestic consumption and does not compete directly with 
the better quality fed beef produced in the u.s. A lower 
level of imports has a disproportionately harmful effect 
on lower income consumers, who purchase these less expensive 
products. Retail ground beef prices .have increased by 35· 
percent during the last 12 months. 

4. Under the high import option, according to the 
Department of Agriculture analysis, the 1979 farm price 
of cattle would still be 4 percent above the 19·78 level, 
and retail beef and veal prices would still be 5.5 percent 
higher. 

5. Finally, selection of the high import option would 
be seen as clear evidence of the Administration's commit
ment to fight inflation. I fear that any other decision 
would be viewed as business as usual. 
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THE WHITE HOUSE 

WASHINGTON 

December 21, 1978 

MEMORANDUM FOR THE PRESIDENT 

Secretary Bergland's memos on sugar and cotton reflect most 
of our concerns, though we would like to expand on a few 
points. Our comments on the meat import program are rather 
more extensive. 

SUGAR 

We support the 15.0 cent price objective for the year beginning 
January 1, 1979. The establishment of a 15.2 cent price 
objective from January through September is undesirable for 
several reasons. Consumers and many skeptical "inflation 
watchers" would view the setting ·Of a 15.2 cent price 
objective as another government mandated price increase 
which the President could have avoided. Setting a 15.2 cent 
price could even backfire with producers. Since we are 
limited to a fee of no more than 50 percent ad valorem, the 
higher the price objective the greater the liklihood we will 
fail to achieve the objective. Failure to achieve the 
objective would be viewed by producers as incompetence 
and/or an unwillingness to make good our commitment. 

COTTON 

We believe present ~conomic conditions in the cotton industry 
do not indicate a need for a set aside. Favorable weather 
this year could result in large carry-over stocks and the 
need for a s~t aside in 1980. However, it would be politically 
difficult, a year from now, to justify a reasonable set 
aside in the face of high stocks, if the year be£ore we had 
a lOt set aside with only a four million bale carry in. 

MEAT IMPORTS 

We recommend a 1979 meat import quota of 1,640 million 
pounds. We realize that this will be near the level of meat 
available and will be unpopular with cattlemen. The estimated 

0 
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THE PRESIBENT 

. impacts of' var.ious options contained in Secretary Berglia:nd' s 
memo are necessarily based on judgments. In this cas,e, they 
are judgments of the likely psycholo-gical re·actions of 
Ame·rican and Australian' cattlemen and_ the resultant im}!>aCt 
on herd, rebuilding intenti;ons. We do not disagre.e, wit'h the 
assumed direction, of effect.s, only the magnitude. , The USDA 
attributes last year 1 s cont-inued herd liquidation in the 
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face of high prices to the cattl.emen 1 s adverse reac.tien to 
the gover:A.ment 1 s import decision, and argues that a large 
import quota this year will result in further delay, of herd, 
rebuilding. A fact often ,OVe"Flooked. in this analysis is t!he 
Cattlem·en IS nee<it laS:t year tO pa:y Off the large d:ebt they 
accumulated from 1975 ·t·o 1978. The pressure from bankers to 
liquida.te herds at favorable prices, was equall:y as important 
as ps,ycholo•gy. Now that the debt, levels are more manageahle, 
and prices have remained. high for an e11tire ye:ar, ;bankers 
should c,ease to be a strong dete,rrent to. herd_ rebuildii1g. 

Whatever op.t,ion is chosen,- we would -strongly recommend that 
the announcement. iJDe. made in, a, po:s.itiy.e tone. By a1lowin.g an 
increase in meat imports .we are not askin.g cattlemen t·o 
sacrifice and stich a ·statement, W{mld Qnly open. the Adminis-
tration up to a:ttack. · · .. 
We .are implementing a ~pdli(:y wh:LC:·h t~ill ho.ld. the increase in 
meat prices--from toda.y-1 s: ve-r:Y high leyels--"to be'tween 5% 
and 12% depending on the option chos·en.. P:ointin:g out that 
this action will sn.ly slow thi rate~£ meat pri~e in.creases 
should se·rve t0 blun,t any complaints the cattlemen. might see 
fit to make. · 

tP 
Esther Peters,on 

Special Assistant to the President 
, for Consumer. Affairs 



THE WHITE HOUSE 

WASHINGTON 

12/22/78 

Secretary Blumenthal 
Alfred Kahn 
Jim Mcintyre 
Charlie Schultze 

The attached was returned in 
the President's outbox today 
and is forwarded to you for 
appropriate handling. 

Rick Hutcheson 

cc: Stu Eizenstat 
Frank Moore 

.Jack Watson 
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THE WHITE HOUSE 

WASHIN.GTON 

12/20/78 

Mr. President: 

The ·attached memo was received 
late tonight. Neither DPS or 
CL have had an opportunity to 
review the recommendations. 
Stu recommends that you treat 
this memo as information only 
and delay your decision until 
all relevant staff have had a 
chance to review it. 

Rick/Bill 

.. 
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Electroetatlc .eopy Made 
for Preservatlen Pull'pOM& 
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"/ THE CHAIRMAN OF THE 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON 

necember 20, 1978' 

MEMORANDUM FOR THE PRESIDENT 

From: 

Sub-ject: 

W. Michael Blumenthal 
Alfred Kahn 
James T. Mcintyre ~15( 
Charlie Schul tzec.-L-5 

The Real Wage Insurance· Program 

This memorandum seeks your guidance on the real wage 
insurance (RWI) program. 

Chairman Ullman plans hearings on the proposal for 
,January 22 and would like Treasury to submit its final 
proposal to the Commi t.tee on January 5. 

We continue to believe that real wage insurance, if 
swiftly enacted, or seen to be on the way to .enactment, 
would be an important indacement to hold wage increases 
within the pay standards. But you should be aware of a 
number of important difficulties. 

In developing the program we have run into several 
budgetary, technical, and political problems. The. Congres·s 
may well kill the proposal or modify·it with various amendments 
that change its natl:lre or enlarge its scope. Chances for 
swift and uncluttered enactment are low, and the debate may 
prove controversial and prolonged. 

In particular, there may be attempts to convert a 
program which rewards people for acting against inflation 
into a proposal that ,:simply indexes various groups against 
inflation -- e.g. by making the insurance available to low 
wage worke·rs even if their pay increases exceed 7 percent. 
Such changes would set an extremely dangerous precedent, as 
well as add sharply to potential budgetary exposure. 

:•., 
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For all of these reasons we recommend that: 

1. We mak:e it clear at the outset that we could not 
accept.a program whose scope and nature were 
substantially changed from the one submitted; 

2. We need expeditious enactment of RWI; and 

3. While you should strongly endorse the prog.ram, 
you should leave the da:y-to-d'ay selling effort 
largely to the Treasury and your economic 
advisers. You need not invest your prestige 
too .heavily in the proposal's success through 
close personal involvement in the day-to-day 
efforts to enact the program. 

With one exception, we have worked' out all of the 
major is·sues of program design. That exception involves 
the range of inflation. against which we would protect those 
workers who comply with the pay standards -- e.9. from 
7 percent to 10 percent; from 7 percent to 9 percent, etc. 
The wider the range, the more e.ffective the prog;ram in 
inducing compliance with the pay standards, but the larger 

'the budget exposure. On this issue we need your guidance. 

All employees, public and private, would be eligible 
f.or the program so long as they met the 7 percent pay 
standards. In no event would the insurance cover wag.es 
above $20,000. Some groups are exempted from the CWPS 
voluntary standards (e.g. unions under pre-existing 
contracts and low wage workers}, but they would not 
be eligible f.or the real wage insurance unless they met 
the 7 percent guideline. Principally bec.ause of the 1979-
increase in the minimum wage, the vast majority of low 
paid employees will have wage increases in excess of 
7 percent, and so will not be eligible. The same situation 
will face most employees under existing union contracts. 
with reasonably high (two-thirds} participation of all 
other workers, each point of inflation above the threshold 
will cost $5 billion. With maximum participation of 
these workers (100 percent} each point will cost $6.5 
billion. Higher inflation would, o.f course, be accompanied 
by higher income tax revenues. 
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Alternatives 

A. The program would insure a worker against 
3 points of infiation -- from 7 percent to 
10 percent. Thi,s variant, on which we have 
premised our consultations, has the advantage 
of fully insuring-real wages up to quite a high 
inflation rate, and therefore is a good inducement 
for workers to comply with the standard. But 
it would entail a budget cost of $2 •. 5 billion 
in 1979 if we hit our projected inflation rate of 
7-1/2 percent and higher i.f we exceed it. At 
8 percent, e.g., the cost would be $5 billion, 
and it has a potential budget exposure of $15 
to $19-1/2 billion at 10 percent inflation. 

B. The program would insure a complying worker 
against 2 points of inflation -- from 7 percent 
to 9 percent~ The narrower range of protection 
significantly reduces the attractiveness of 
the program. But it also significantly reduces 
potential costs. The actual cost with 7-l/2 
percent inflation would still be $2.5 billion, 
but the outside potential budget exposure would 
be reduced to $10 to $13 billion. 

Problem Areas 

You should know that, as debate begins on RWI, several 
serious problems will quickly emerge. 

a. Budget costs.: Critics will say that the program 
risks creating more inflation through an increased FY 1980 
budget deficit. '!'here are many who will believe that our 
inflation forecast is too low and will say that, on "realistic" 
inflation projections, the proposal b:reaches your $30 billion 
deficit goal by a wide margin. (The critics would be wrong, 
of course. Higher inflation would generate ne,t additional 
Federal revenues equal to about four-fifths of the 
additional cost of RWI -- it would not add substantially 
to the deficit.) 
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b. Technical problems: Critics will focus immediately 
on the inevitable complexity and paperwork burdens of 
complying, particularly for small business. 

c. Equity problems: As an incentive scheme, rather 
than a broad-based tax cut, RWI will draw f·ire for many 
perceived inequities in its coverage and the distribution of 
its payout. There may be efforts to convert the proposal 
into a straightforward scheme to index the income tax. 

d. Timin_g problems: It is unlikely that we can push 
the proposal through Cong.ress before the major 1979 
collective bargaining negotiations. RWI may well "die 
on the vine," and in so doing damage the credibility 
of the voluntary wage-price standards. In pressing for 
RWI we cannot get in the position of arguing that your 
anti-inflation program stands or falls on its enactment. 

Personal Views 

Secretary Blumenthal feels strong.ly that the range should 
be 7 to 9 percent, to limit the potential budget exposure and 
to blunt the charge that RWI risks an enormous payout during 
a period of high inflation. Blumenthal feels that it would 
damage the credibility of the entire budget to have bandied 
about potential costs in the $15 to $19.5 billion range, 
as would be the case with the 7 to 10 percent program. He 
further believes we could justify a 7 to 9 percent range as 
realistic and adequate and explain that, with a higher 
inflation rate, all bets would be off with respec-t to all 
our economic policies. Finally, Blumenthal believes that 
the 1979 inflation rate, barring a recession, will almost 
certainly exceed 7.5 percent, and thus that RWI costs will 
in fact exceed $2.5 .billion. 

Charlie Schultze believes we should stick with the 
7 to 10 percent. Shaving a point off the pro·tection 
afforded by RWI will significantly reduce its attractiveness 
as an incentive for compliance without reducing budget 
exposure in the most likely range of price increases {7 to 
9 percent). Lowering the range of protection would 
particularly hinder the attractiveness of the program to 
those workers whose compliance with the standards requires 
them to sacrifice relatively large wage increases. If 
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there should be very high compliance with the pay standards 
and, nevertheless, a 10 percent price increase, real wages 
and purchasing power would be very severely reduced. Under 
those unlikely circumstances, a large RWI payou·t in the spring 
of 19.8'0 wouil:d be a desirable outcome. Moreover, as noted 
earlier, a high inflation rate would increase net budget 
revenues by approxima,tely four-fifths of the increased 
cost of re.al wage insurance. Bad performance on food 
and energy prices could give us high inflation. But to 
the extent a reasonably generous RWI program secures widespread 
compliance with the pay standards, it will keep that source 
of inflation from spreading to wages, and thus help prevent 
a much worse inflationary problem in 198<0·. 

Fred Kahn agrees with Charlie, if it is the case that 
higher net revenues would under rates of inflation in 
excess of 7 percent off.set four-fifths of the impact of 
increased RWI payments on the deficit. · 

Jim Mcintyre also believes that we shoUld hold to the 
7 to 10 percent option. The entire rationale for RWI is 
to enhance the acceptability of the wage-price standards 
and thereby reduce inflation. Lowering. the cap to 9 percent 
is likely to significantly reduce the effectiveness of the 
program by reducing compliance; inflation would then turn 
out to be higher within the 7-1/2 to 9 percent range. If 
we are going to go forward with RWI, we should propose the 
most effective anti-inflationary option. In the unlikely 
event that inflation exceeds 9 percent, the resulting higher 
receipts will provide protection against a large increase 
in the deficit unless real growth slows sharply. If that 
should happen, the larger RWI payout would be desirable 
to help prevent a serious recession. 

Recommendations and Decisions 

Despite the problems, we believe on balance that the 
program should go forward. It is our only innovative 
legislative response to the infiliation problem. Without RWI, 
a 7 percent pay standard will be very difficult to defend 
in the face of an official inflation forecast in excess of 
7 percent. Abandoning it would leave us vulnerabll.e to 
those desiring outright controls. Accordingly, we seek 
your app1::oval on three issues: 
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1. That we go forward with RWI 

approve disapprove 

2. That the insured inflation range be 

A. 7 to 10 percent 

B~ 7 to 9 percent 

3. That you endorse the program strongly but leave 
the initial presentation and selling efforts to Treasury 
and your economic advisers, rather than making this a 
top .Presidential priority witll a White House lead. 



THE WHITE HOUSE 

WASHINGTON 

Date: December 26, 19 78 

FOR ACTION: FOR INFORMATION: 
Stu Eizenstat 
Jim Mcintyre n.c.. ~ MbiY)-
Charlie Schultze r;.. 4t. ..- "Vl ~~ 
Alfred Kahn 

FROM: Rick Hutcheson, Staff Secretary 

Vice President 
Frank Moore (Les Francis) 
Jack Watson 
Anne Wexler 
Landon Butler 

SUBJECT: Secretary Mar;shall memo re Real Wage Insurance 
( RWI) Program 

YOUR RESPONSE MUST BE DELIVERED 
TO THE STAFF SECRETARY BY: 

TIME: 12 noon 

DAY: Thursday 

DATE: Dec 28 

ACTION REQUESTED: 
~ Your comments 

Other: 

STAFF RESPONSE: 
__ I concur. __ No comment. 

Please note other comments below~ 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

l·f you have any questions or if yo~:~ anticipate a delay in submi.tting the required 
material, please telephone the Staff Secretary immediately. (Telephone, 7052) 



U.S. DEPARTMENT OF LABOR 
OFFICE OF THE SECRETARY 

WASHINGTON 

OEC 2 2 \9f8 

MEMORANDUM FOR: THE PRESIDENT 

FROM: SECRETARY OF LABOR 

SUBJECT: REAL WAGE INSURANCE ( RWI) PROGRAM 

I have now received a copy of the Blumenthal/ 
Kahn/Mcintyre/Schultze memo of December 20 to you 
on Real Wage Insurance (RWT) • · Let me add my views 
on this difficult issue since the RWI program is 
of critical importance to achieving our anti
inflation goals, especially adherence to the wage 
standards in newly negotiated collective bargaining 
agreements. 

I recog.nize that RWI presents ma11y difficult 
technical and administrative problems as well as 
raising complicated considerations of equity all 
of which will undoubtedly be highlighted in hearings 
on the Hill. · · 

Yet the program is perceived as central to .our 
anti-inflation effort and at this· point deserves 
your strongest support. A number of unions who 
support the inflation program--including the UAW-
feel strongly about RWI. ,For this reason, my 
recommendations would be: 

1. The program should receive high Presidential 
priority in an effort to ohtain pas·sage 
early enough to help influence the size of 
the settlement in the Teams.ters/Truckers 
dispute. This contract expires at the end 
of March. The negotiations might be 
adversely affected if RWI were dropped 
as a Presidential priority. 

2. You have a strong personal identificat~on 
with RWI because the concept was initially 
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unveiled in your infiation,s:peech~ Any 
lessening of its priority will s·ignal a 
les,sening in your commitment to the anti
inflation. prog-ram .. ·. 

-·. 

3. The pr.ogram should ins:ure· ·a worker ag.ainst
three perc·en-tage points of inflation--from 
7 percent to 10· percen-t. In view -of. the· 
currently high-monthly .increases in the 
Consumer Price Index (CPI), a progr:am that 
insures up to 9 percen:t:·will be viewed as 
only a . half-way mea'S:Ure. 

.c 
·'. ~ ' 

I .~ • 
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'T'HE CHAIRMAN OF THE 

COUNCI·L OF ECONOMIC ADVISERS 

WASHINGTON 

D.ecember 22, 1978 

MEMORANDUM FOR THE PRESIDENT 

.From: 

SubJect: 

c_t.,S 
Charlie Schultze 

Pork Production 

Good news. USDA's survey of farmers' intentions on hog 
production was released yesterday. Farmers intend to keep 
15 percent more animals for breeding be,tween now and May 
than during the comparable period a year ago. Based on·· 
these intentions analysts n6w forecast a 17 percent increase 
in the baby pig crop. ·Market traders had been expecting 
substantially lower increases. 

As you know, earlier failure of hog production to 
expaad in the face of lower grain prices has been one of the 
major causes of meat price increases. Higher pork prices 
made it easier for beef prices to rise. While meat prices 
will continue to rise next year, the new pork production 
estimates -- if borne out -- should moderate the price 
increase, especially in the latter part of the year. 

CEA staff is now working with USDA to assess the impact 
of the new report on our 1979 meat price forecast. 



TH!i: WHITE HOUSE 

WASHINGTON 

12/22/78 

Stu F;izenstat 

.The attached was :r;eturned in 
the·President's outbox today 
and is forward~d to you for 

,your·:i.nformation. The signed 
original has been given to 

. Bob ·Linder for appropriate 
.··handling. 

Rick Hu.tc}leson 

.cc: Bob 'Linder 
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</' THE WH.ITE HO'USE 

WA.S HI NGTON 

December 19, 1978 

MEMORANDUM FOR: THE PRESIDENT 

STU EI•ZEN~::: ~A FROM: 
LYNN DAFT~'"" 

SUBJECT: Sugar Proclamation 

On January 2B, 1978, you issued an emergency proclamation 
under your Section 22 authori·tY establishing an import fee 
on raw sugar of 2. 7 cents per pound and on refined sug·ar of 
3. 22 cents per pound. This was Beces'sary to equalize the 
price of foreign sugar entering this country with the domestic 
price set by the de la Garza loan program. Without these 
fees, much of the domestic sugar would have been placed 
under loan to the CCC and never redeemed. At the time of 
this proclamation, 1977 crop sugar was being supported at 
13.5 cents per pound, raw basis. Given the price level then 
prevai·ling in world mark:ets, the 2. 7 cent fee. wa·s desig11ed 
to protect this 13.5 cent support price plus the 6 percent 
interes·t charge on CCC loans. 

It was recognized a·t the time this proclamation was issued 
that it would eventually have to be changed, either to 
accomodate changes in the level of world prices or to protect 
the higher support price that.the law required be set for 
1978 crop sugar, or both. The support level for !1:.978 crop 
sugar has si11ce been set at 14.73 cents per pound. Also, we 
delayed making changes in the level of import fees while the 
Cong.ress was deliberating, over r1ew sugar legislation this 
past session. 

As you recall, the Congress failed to agree on a new sugar 
program. At the request of Senators Long and Stone, among 
others, you agreed to: 

(a) Try again early in the next session of Cong,ress to 
reach agreement on an acceptable sugar program for 
the 1979 crop and beyond; 

) 

(b) Continue to use exis·tiBg tariff and fee au.thority 
to protect a domestic price of 15 cents per pound 
(rather than 14.73 cents, the minimum required by 
law) ; and 

--...... 
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(c) Instruct Customs to monitor u.s. imports from 
countries not party to the International Sugar 
Agreement (IS:A) and, if neces:sary, to limit imports 
under existing authority to assist in maintaining 
the 15 cent price objective. 

In return, the Senators were asked to help achie~e early 
ratification of the ISA. 

It is necessary to issue a new proclamation now to implement 
your dec.ision to protect a 15 cent price. In addition, we 
need to adopt a procedure that will automatically adjust the 
import fee in response to changes in world prices. Once 
this system is adopted, new proclamations will be required 
only when there are changes in the price objective. 

There is general agreement among your advisers on the technical 
details of the proposed proclamation on sugar import fees. 
As drafted, the proclamation provides for the following: 

(a) Continuation of the existing import fees of 2.70 
cents per pound for raw sugar and 3.22 cents per 
pound for refined sugar and certain sugar sirups, 
through December 31, 1978. 

(b) Provision for adjustment of these import fees at 
quarterly intervals beginning January 1, 1979. 
Such adjustments would be based on changes in 
world spot prices as reported by the New York 
Coffee and Sugar Exchange or, in the absence of 
such quotations, by the International Sugar Organi
zation. Por each calendar quarter, the ref~rence 
period would be the 20 market days preceeding the 
20th day-of the month prior to the beginning of 
the quarter. The fee would reflect the difference 
between world prices, adjusted to a U.S. delivered 
basis, and the price objective for imported sugar, 
expressed in cents per pound, raw value. The fee 
for refined sugars and certain sugar sirups would 
be .52 cents higher than the raw sugar fee, which 
is the existing differential. 

(c) Provision for a one cent per pound further increase 
or decrease of the fees should the average world 
price for 10 consecutive market days, adjusted to 
a u.s. delivered basis, plus the fee then in 
effect, deviate from the price objective for 
imported sugar by more than one cent per pound, 
raw value. 
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(d) Applicability of the quarterly fees to all sugars 
and sirups entered or withdrawn from customs ware
house beginning the first day of the calendar 
quarter. Fees adjusted within a quarter, as 
described in paragraph (c), would be applicable to 
sugars and sirups entered the day following the 
filing of notice with the Federal Register, unless 
such sugars and sirups had been exported on a 
through bill of lading to the· United States prior 
to such date. 

(e) All fees would be subject to the statutory limitation 
that they not exceed 50 percent ad valorem. 

This approach has several advantages over the current 
It lessens the degree O·f uncertainty over when import 
will be changed and by how much they will be changed. 

system. 
fees 

The 
level of the import fee is determined by market price. 
Furthermore, should there be abrupt chang~s in market price, 
there is provision for compensating changes in the level of 
import fees. 

There are two questions concerning the proclamation for 
which Presidential decisions are sought: 

(1) The level at which the market price objective 
should be established for the remainder of the 
1978 crop year. 

(2) The need for action to resolve problems caused by 
imports of refined sugar from Canada. 

Market Price Objective 

As noted above, you notified Senator Long and others in late 
October that you would use existing tariff and fee authority 
to protect a domestic price of 15 cents per pound. With 
world prices now running around 8.0 cents, the proclamation 
formula will result in an increase in the import fee of 
about 0.6 cents per pound on Janaury 1, 1979, to maintain a 
domestic market price of 15 cents. 

Secretary Bergland understood that the 15 cent price objective 
you arinounced in October would apply for the entire 1978 
crop year-- i.e., that you intend to protect the price 
support program by achieving a domestic market price of 15 
cents per pound of raw sugar for the October-September 
marketing year, as specified in the bill under consideration 
in the last session of Congress. To do this, the market 
price objective for the remainder of the 1978-79 mark~ting 
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year should. be 15.2 cents, to bring the full year average 
to 15 cents ~ pound. 

Your other advisers interpreted your commitment to be prospective 
and not retroactive to Octobe·r 1, 1978. It was our understanding 
that you simply agreed to establish the import fee at such a 
level as would yield a domestic market price ·Of 15 cents per 
pound for the remainder of the 1978 crop, with no particular 
commitment as to timing. Beyond the fact that this is our 
understanding of what you agreed to do, to adopt a 15.2 cent 
price objective would also have adverse inflationary effects 
that we feel should be avoided. 

DECISION 

Refined Sugar 

15.0 cent market price objective for the 
remainder of the 1978 crop year -- through 
September 30, 1979 (State, Treasury, Commerce, 
COWPS, CEA, NSC, DPS) Esther Peterson 

15.2 cent market price objective for the 
remainder of the 1978 crop year -- through 
September 30, 1979 (USDA) 

U.S. refiners charge that refined sugar is being marketed in 
this country at prices with which they cannot compete. They 
believe that the current differential of 0.52 cent between 
the import fee on refined sugar and that on raw sugar is 
insufficient. A review of the record shows that since 
March, 1978, the only country from which we have imported 
refined sugar in substantial quantities is Canada. Our 
analysis does not indicate that a higher differential ~s 
necessary to protect the price support program,·and the 
proposed proclamation reflects this conclusion. 

0 ' 

Imports of Canadian refined sugar will continue to be a 
problem, however, in Northeastern and North Central States. 
Canadian refined sugar is underselling U.S. refined sugar in 
some border areas. The Canadian system of duty drawbacks on 
sugar exports appears to be exacerbating the problem, since 
the way in which this system is operated may involve a 
degree of export subsidization. 
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This probl~m should be acted upon as soon as possible in 
order to avoid the possibility of more severe action through 
new legislation. Your advisers recommend that the Departments 
of State and Agriculture begin consultations with the Canadian 
Government in an effort to halt any subsidization of Canadian 
sugar exports to the u.s. market. 

DECISION 

Agree 

Disagree 
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TMPOJtT '·FEE:S ·:oN··;sUGA:RS '-AND SIRUPS 

~ .~ - ,~ "- - - - - - -
BY .THE ·PRESIUENT .OF THE UNITED STAT.ES OF AMERICA 

A PROCLAMATION 

By Proclamation No. 4547 of January 20, 1978, I imposed, 

on an emergemcy basi·s , import fees on certain sugars and 

_ sirups. These fees were to b.e effective pending my t"urtner 

action after receipt of the report of findings. and recom-

m,endations .of the United States International Trade Commission 

afte~ its conduct of an investigation ~ith respect to this 

matter pursuant to section 22 of the Agricultural Adju~.tment 

Aqt, a~ amended (7 U.S.G. 624). The Commission has made its 

.i.nvest'igatiOI:l and reported its findings and recommendations 

to··· me. 

On the basis nf :the information submitted to me, I 

find· and .declane that: 

(a) .sugars, described below l;>y use and physical 

.descri:ption, are bei.ng imported, or are practically certain 

to be imported, into the United States under such conditions 

and in such quantities as to render or tend to render in~ 

.effective, or materially interfere ~d. th ~ the price suppqrt 

operations being qonducted by the Department of Agriculture 

for sugar cane and sugar beets, or reduce substantially 

the amount of·any product processed in the United States 

from.domestic sugar beets or suga~ cane; 

(b) the imposi.tion of the import fees hereinafter 

proc.laimed is necessary in order that the entry, or with-· 

drawa,l from warehouse, for consumption of such sugars will 

not render·or tend to render ineffective, or·materially 

inter.fere .witn, the price support operations· being conducted 

by the Department of Agriculture for sugar beets and sugar. 

qane., or reduce sUbstantially the amount of products pro

cessed in the United States from such domestic sugar beets 

or ·St1ga.r cane. 
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--NOW, _THEREIW:RE, T, --Sf'MMY ~cARTER, -JPresident of-- the 

Uni teed States .. of America,·. by . the authority vested in me 

by .section 22 of the Agricultural Adjustment Act,.as _amended, 

do hereby proclaim that Part 3 -of the Appendix to the Tariff 

Schedules of the United States is amended-as follows: 

1. Headnot_e 4 is cont.inued in effect and amended :by 

cbartging the ·heading to read ·n4. Sugars and sirups.,..~" 

and by adding paragraph (c) which reads as fdllows: 

(c)(i) The quarterly adjusted fee provided 
for in items 956.05 and 957.15 sh~ll be the 
amo·unt of the fee for item 956.15 plus .52 
cents per pound. 

(ii) Tb,e quarterly-adjusted fee provided 
for in item 956 •. 15 ··shall be the amount by which 
the average of the daily spot (world) price 
quotations-for raw sugar for the first 20 
consecutive market days preceding the 20th 

.. day of the month preceding the c~lendar 
quarter during which t-he fee shc:i-:l,.l be 
applicable (as :report-eci by the New York 
Coffee and Sugar ~xchange or, if such 
quotations are not being reported by the 
Internatiqnal ·St1gar OrganizatLon), expressed 
in United States cents per pound, Caribbean 
ports, in bulk, adjusted to a U~ited States 
delivered ba~is by adding applicable dUty 
_and attributed costs of 0.90 cents per pound 
for freight, -insura:nce, stevedoring, financing, 
weighing and sampling, is less than 15.2 cents 
per pound: Provide.d, That whenever the 
average of such daily spot price quotations 
for 10 consecutive .market days within any 
calendar quarter, adjusted-t().a United States 
delivered basis as provided h.erein, plus tbe 

-fee then in effect (1) exceeds 16.2 cents, 
the fee then in effect shall be ~eareased by 
one cent, or (2) is less than 14.2 cents, the 
fee then in effect shall be increased by one 
cent: Prov.ided further, That the fee may not 
be greater than 50 per centum of the-average 
.of such daily spot price quotations for riw 
sugar. 

(iii) The Secretary of Agriculture shall 
determine tne amount of the quarterly fees in 
accordance with (i) and (ii) hereof and announce 

-such fees not later than the 25th day of the · 
month precedi-ng the calendar quarter during 
which the fees shal_l be applicable. -Tbe 
Secretar.y shall .certify the amount of such 
fees to the Secretary of the Treasury and 
file notice thereo.f with the Federal Register 
prior to the beginning of the calendar quarter 
during which the fees shall be applicable. Tbe 
Secretary of Agriculture _shall determine and _ 
~nnounce any adjustment in the fees made within 
a.calendar quarter in accordance with the first . 
proviso of (ii) ·hereof, shall certify such adjusted 
'-fees to·. the Secret·ary of the ·Treasury, -and shall 
·file nOtice therea~~ith the Federal Register 
-·within 3 market days of tne -fulfillment of that 
proviso. 

.·. . ~ 
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( iv) .No aq~u:·s·tment .. shall be <.made in any fee 
in accordance .w:Ft'h t'he first provi-so of ( ii) 
dU:ririg the last 'ten market days -of a calendar 
quarter. 

(v.) .Any ·adjus.tment made in a fee during a 
~u:arter in accordance with the first proviso 
of {i_i) hereof sha.ll be applicable only with 
respect to sugar entered or withdrawn from 
warehouse for consumption af.ter 12:01 a.m. 
_(local time at point of entry) on the day 
following the ·filing of notice thereof w'ith 
the Federal Register: Provided, That such 
adjusted fee shall not a.p~ly to sugar exported 
(as defined in s.ection 152.1 of the Customs 
Regulati.ons) on a through bill of lading to 
the United States from the country of origin 
before such .. time. 

2. !terns 956.05, 956.15 and 957.15 are continued in 

.effect and amended to read as follows: 

!tem -·-

956.05 

956.15 

957.15 

Rat.es. of Duty 
·Articles . (Section. 2.2 _.Fees) 

Sugars and·sirups derived fro~ 
.sl,lgar · cane or .sugar beets, except 
those entrered pursuant to a license 
issued by the Secretary of Agriculture 
in accordance with headnote 4(a): 

Principally of crystalline 
st.ructure or in dry amorphous 
form, provided for in item 
155~20, part lOA, schedule 1: ·· 

Not to be further retined 
or improved in quality ••••• 

To be further refined or 
improved in qUality •••• ~~ ••• 

3.22¢ per lb., 
adjusted quarterly 
beginning January 1, 
1979, in accordanca 
with headnote 4 (c), 
but not in excess of 
50% ad val. 

2.70¢ per lb.; 
idjusted quarterly 

·beginning January 1~ 
1979, in accordance 
with headnote 4(c), 
but not in excess-of 
50% .ad val. 

Not principally of crystalline 
structure·c;nd.not in dry amorphous 
form, containing soluble non
sugar solids (excluding any 
foreign substance ti::J.at may have 
been added or developed in t.he 
product) equal to ~% or less by 
weight Of the total soluble solids, 
provided for in item 155~30, 
part lOA, schedule 1 •••••••••• 3.22¢ ·per lb., of 

total sugars, adjusted 
quarterly beginning 
January 1, 1979, in · 
accordance with 
headnote 4·(c), but 
not in ·excess of 
50% ad·val. 
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:3· The provis'ion·of paragraph (c)(iii) of Headnote 4 

of Part 3 of the Appendt.x .to the TS{JS, as add~d herein, 

requiring. the determination·· and -announcement by the Secretary 

of Agriculture not later than the 25th day of the month 

pr~ceding the calendar quarter during which the fees shall 

be applicable, shall not apply to the .fees to become effec~ 

~ .. ~ ~- ti ve January 1, 1979. 

Thi.s proclamation shall be effective as of ·12: 01 a.m. 

(Ea~terth Standard Ti~e) on the .day following its signing. 

IN WITNESS WHEREOF, ! ha-ve hereunto set my hand this 

·day of , in the year of our Lord 

nineteen hundred and seventy-eight, and of the Independence 

of the Urii ted States of America the two hundred and third. 

/ 



THE WHITE HOUSE 

. WASHINGTON 

December 26, 1978 

MEMORANDUM FOR: THE PRESIDENT 

FROM: 

SUBJECT: 

STU EIZENSTAT r J 
LYNN DAFT d1),A, 
Sugar Proclamation 

An incor.re.ct proclamation was appended to ·the December 19 
memorandum on su·gar. Although we presume you intended to 
establish an import fee that would protect a 15.0 cent 
sugar price (versus 15.,2 cents), since you did not check 
the decision box, we could' not be certain. A 1.5. 0 cent 
price is recommended by all your advisers, e~cept USDA, 
and would be cons·istent with. your other decisions to 
restrain food price inflation. 

A corrected proclamation is attached for your signature. 

DECISI·ON 

15.0 cent price-objective (State, Treasury, 
Commerce, COWPS, CEA., NSC, Esther Peterson, 
DPS) 

··15.2 cent price objective (USDA) 
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r·lEHORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

December 19, 1978 

THE PRESIDENT 

STU EIZENS 
LYNN DAFT 

Sugar Proclamation 

On January 20, 1.978, you issued an emergency proclama.tion 
under your Section 22 authority establishing an import fee 
on ra:wsugar of 2.7 cents per pound and on refined sugar of 
3.22 cents per pound. This was necessary to equalize the 
price of foreign sugar entering this country \vi th the domestic 
price set by the de la ,Garza loan program .... ~vi thout these 
fees, much of the domestic sugar would have been placed 
under loan to the CCC and never redeemed. At the time of 
this proclamation, 1977 crop sugar was being supported at 
13.5 cents· per pound, raw basis. ·Given the pr'i.ce level then 
provailing in world markets, the 2.7 cent-fee -wa~ designed 
to protect this 13.5 cent support price plus the .6 percent 
interest charge on CCC loans. · ' 

It was recognized at the time this procla."tlation was issued 
that it \vould eventually ha:ve to be changed, ei.ther to .· 
accomodate chang.es in the level ·of world. prices or to protect 
the hig:her support price that the law requi!:'ed be set for 
197:8 crop sugar, or both. The support level for 1978 crop 
sugar has since been set at 14.73 .cents per pound. Also, we 
delayed m(iking changes in the level of· import fees while the 
Congres·s -~was .de.l5.berating over .n~w sugar. le,g~slation. this ... 
past session~ .:_-_., :·:: · ... - ..•. ·._.·.·.··.-· - . ·. '. - :.' ~ .. 

; ~ .. ;: 

· A.s yo,.:Lreca:ll, the ,- C:on:gress -failed to . agree . 6n -a new s~gar . · 
program~.·.· At the request of Senators· Long and Stone, among 
oth~rs / you agreed·:_to-: · _: . •~- . ·.,,, 

_, __ . ·-

.. -._··. 

(a) Try again e·arly in the next ses.sioi_l of Congress to 
reach a13reemen,t on an acceptable sugar progr.am ·for.· ·· 

· .t.he 1979 ·crop ari¢1. beyond; · ' .'· 

Continue-to .use existi:ng tariff and, fee authority .. · 
to~·proteet; ;a· domestic ·price· of TS cents per. pound . 

·{rather than.l4.73.cents, the minimum required by 
law); and 

;. :.· ....... ·_ 
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(c) ~nstruct Customs to monitor U.S. imports from 
countries-not party to the International Sugar 
Agreement {ISA) and, if necessary, to limit imports 
under existing authority to assist in maintaining 
the 15 cent price objec·tive. 

In return, the Senators \vere asked to help achieve early 
ratification of the ISA. 

It is necessary to issue a new proclamation now to implement 
your decision to protect a 15 cent price. · In addition, \ve 
need to adopt a procedure that will automatically adjust the 
import fee in response to .changes in \'lorld prices. Once 
this system is adopted, ne\-7 proclamations will be required 
only when there· are changes in the price objective. · 

There is general agreement among your advisers on the technical 
details of the proposed proclamation on sugar.import fees. 
As drafted, the proclamation provides for the follmving: 

. · .. r 

(a) Continuation of the· existing import fee's of 2.70 
cents per pound for raw s·ugar and 3.22 cents per 
pound for refined sugar and certain §ugar sirups, 

.·(b) 

through December 31, 1978. · 

Provision for ad]ustment-of these import fees at 
quarterly intervals beginning Janua~y 1, 1979. 
Such adjU'Stments would be .based. on changes in 
world spot prices as reported by the New York 
Coffee and Sugar Exchange or, · in the absence of 
such ·quotations, by .the International Sugar Organi--
za,tion. For. each calendar· quarter, the reference 
period would' be the 2'0 market days preceeding the .. 

--. 20th day_ of the mont}1 prior to, the ,beginning, of ._ _ 
_:c·f,he:·gucirtca¥:::, ~The .. if$~·• .. would •. refJ~ect- thef_differenc~ · . 

. .. between' wo:r:_ld. §rices; .adjusted to au.s. delivered .. ··' 
· /basis~ ,arid~'t:ile price :obj:ectiv:e· for i~ported sugar,. 

expressed_ fn cents per pound, ·raw value .... The· ·fee 
·_ .-for-.. •:-refined_ ,sug:ar.s and certain· suga:r sirups_ would 

be ~$2 ·cents higher ,,than the raw sugar fee, which 
. is·.;t.he ,exist~ng diffE=Jrentia-1. 

~r"- -·; ·- ;:_ ·- ~- • 

_(c} Pr.ovision £or~ a one . cent per- pound further. increase'_··._. 
or de,crea~e of the. fees .should. ·the· average--world _,. 
PI:' ice fqr '10 con~ecu:tive market, .days, a_djusted to .· · 
a· U;S.::~dellvered-basis, plus· the ··-fee::theri .·in .':· 
erffect,·.-<deviate from- the price ohj·ective for ... 
l,inported sugar by more than one cent per pound, 

·.raw value. 
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(d) Appl.icabili ty of the quarterly fees to all sugars 
and sirups entered or withdrawn from custom& ware
house begir:ning the first day ·of the calendar 
quarter. Fee::; adjusted within a quarter, as 
described in paragraph (c), would be applicable to 
sugars and sirups entered the day following the 
filing of notice with the Federal Register, unless 
su~h sugars and s~rups had been exported on a 
.through bi.ll of lading to the United States prior 
to such date. 

•(e) All fees wou1d be subject to the statutory limitation 
that they not exceed SO percent ad va.lorem. 

This approachhas severaladvantages over the current system. 
It lessens the degree of uncertainty over when import fees 
v7ill be changed and by how much they ,..Till be changed. The 
level of the import fee is determined by market price. 
Furthermore, should there be abrupt change'S in market price, 
there is provision for compensating changes in the level of 
import fees.. · 

There are two questions concerning the proclam:CI.tion for 
which Presidential decisions are sought: 

(.1) The .level at which the market price objective 
should be establ~shed for the remainder of .the 
1978 crop year. 

(2) The n.eed for action to resolve problems caused by 
ihlpor.ts of refined sugar from Canada. 

Market Price Objective 

···As ;riot~d,;abo17e/·yo\i riot.i~±ed;?en:ator Long.'and·~tfieZ::s hi late· ..• • 
October that:C you :wpulituse existi:ng tariff .and fee authority . 

·.to 'protect a. ·:aotn.est'ic ''pr ic·e :o;£ •·1::5 cents per ;pound~ . wi·th · 
... \vorld prices 'ncrw iunri..ing 'around 8 ~·0 .·cents, the proclamation; 
· forinula·-wi'J.flt·result;:hi',ian: ·increase in,th~import·fee .cif .·.·• 

·.· a:bout:O~>EL cents per ptpumlon . .Iana.U.ry- 1, .. ].;979,. :to maintain 
::dome~rtJc meir~et· price: of···ls"~ent's. . ... 

·. :S:ecretary Bergland .uniie~st6od that· the 15 ;ce!lt pri6e obj.ecti:.i,e · 
you announced :in October wmild apply .for;the entir:e.'.l978 · 
crpp.year -:.-: i .. e., ··that. you ,intend to.prote¢t the ·pri_c;e 
sqpport prograrrC by ac.:l_tieving a domestic ·:tnarket ';price ·Of .·Ts ''. 
cents per (-'ound.:of raw sugar for the October-September ·· · 
marketing. yea:r,· as .specified ·in. the bill under consideration 
in .the last session ·Of Congress. · To .do this,· the market 
price'ob}ectivefor the remainder of the 197-8-:79 marketing 

w:ica 
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year should be l5.2.cents, to bring the full year ave~age 
to 15 cents a pound. 

Your other advis-er's inter-preted your commitment to be prospective 
and not retroactive to October 1, 1978. It ~as nur tinderstanding 
that you simply agreed to establish the import fee at such a 
level aa would yield a domestic market price of 15 cents per 
pouhd for the remainder of the 1978 ~rop, with no particular 
commitment as to timing. Beyond the fact that thi·s is our 
understanding -of what you agreed to do, to adopt a 15.2 cent 
price ·obj:ective would also have adverse inflationary effects 
that we feel should be avoided. 

DECISION 

Refined S.ug.ar 

15.0 cent market price bbjective for the 
remainder of the 1978 crop year -- through 
September 30, 1979 (State, Treasury, Commerce, 
CO\"/PS, CEA, NSC, DPS)Esther Peters·on 

15.2 cent market price objective for the 
·remainder of the 1978 crop year through 
September 30, 1979 (USDA) · 

U.S. refiners charge that refined sugar is being marketed in 
this country at prices with which they cannot compe.te. They 
believe that the current differential of 0.52 cent between 
the import fee on refined sugar and-that on raw sugar ,is 
insufficient,. A review -of the record shows that since . 
Mar-ch, 1978, the only country from which we have imported 
refined sugar in substantial .quantities i.s Canada. · Our 
analysis does ·not indicate that _,a higher differential _is __ . --
necessary toprotect the_price~support_program, and the. 
,proposed. pr.oclaination __ ·,re.flects_· ·this conclusion • o - ·-

' ' 

.- .. ·Imp'orts ·o·f -canad,iarL-:i:ef.ined. ;Sug,ar:-wilL continue·,t;o. be -a•·· ___ <· .. 
problem, however, in--Northeast-ern and N,orth Central States.-" : 
Canadian refined sugar ,is :undersel1Lirig u.s. refined sugar in. 
some border area-s. The Canadian system o-f duty drawbacks on· 

·sugar .ex;ports appears to be: ~ltacerbating the prc:>blem, since,. __ .. 
·the way in which this~ system is operated may .involve ,a--- · .... , 
degree of.export subsidization. 

. · .. ' 

,·. 
., 

:.·.- .'. 

W& 
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This probl~rn should-be acted upon as soon as possible in 
order to avoid the possibility of more severe action through 
neH l.egislation. Your advisers recommend that the Departments 
of State and Agriculture begin consultations '"i th the Canadian 
Government in an effort to halt any subsidization of Canadian 
sugar exports to the U.S. market. 

DECISION 

Agree 

Disagree 

. - ·· .. ·-.-. 

-· .... ~ . ' 

. . . ~· ~- . · .. -"-

.. , ,, 

·-... 
-:- .·· . · .. :_·. 
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D1PO?.t FLES 0:\ SUG,\RS A.\"i:> SIRUPS 

BY TH£ PRESID'E:!~T OF THE UNITED ST.'l'I;ES OF AY...ERIC.:.. 

A F? .. OCLAl·L~·.rros 

By Proclamation No. '•547 of January 20, 1978, I i:::?osed, on an 

emergency basis, import fees on certain sugars and sirups. These fees 

were to be effective pending my further action after receipt of the 

report of findings and recomrnendations of the United States International 

Trade Col!loission after its conduct of .;.n investigation 01it:hrespect to 

this matter putsuan:t to section 22 of t(te Agricui tu.ral Adjustment Act, 

as amended (7 U.S.C. 624). The Conmission has nade ~ts investigation 

and reporteq its find,ings and recommendations to me. 

On the basis of the information sub:!titted to me, ! find and declare 

that: 

(a) Sugars, described below by use and physical description, 

are being il!lported, or are practically certain to 'be··imported, in,to the 

United States under such conc1ition5 and in such quantities as. to render 

or tend to render ineffect~ve, or materially ittterfere -.'i th, the price 

support operations being ·conducted by the Department of Agriculture for 

sugar cail~ and sugar b.eets, or reduc,e substantially .the C!iilOUnt of .any 

.product proi:esseg in --the' Urd.ted States from domestic slJ.g~r 'beets or . 

.. sugar c~x:te; 

-
. (b) ·· The 1.1lipo.sftion. · bf :tbe import .fees hereU.after proclciimed '; . 

.. ·, 

·. . . 
is ne~~ssa~y .in OJ;der that, the entry. or l.'i_ thdrawal ~rora -.;a rehouse~ for .. 

consumPtion of: such ~qgars .will ~ot _render ot te~d to re:ncer iJ;teffective.·· 

or: ru.lteti<illy .interf~re. wi"Fh, the price ~upport operatior-.S being cori- -:' .. ,·· 

ducted by the Departii:ient of Agriculture for sugar beets. and :sugarcane, 

or reduce substa.ntiaily the amount of products processe.d in the .. United 

States from such domestic sugar beets o~ sugar cane. 

'·. 

•·"I 

·: 
·I 

; .... 
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t\0'.~, IHI::.<.F:FORE, I, JimtY CARTEl~, Presirl.cnt of the Cr:i:·::.-1. Stat~s of 

r\::~~·t·icn, by t!1c :JUt'!writy vested in me by section 22oft~~ A~:riculturnl 

A;->;-·c~i'ltlix to t:1e Tar.i.ff Schedules of the Unitc:I States is as2::de~ as 

1. Hertd note 4 is continued in e;ffect and a;n.~nde:. b;• gha.ngin_s 

t'H~ heading t,o read "4. Sug~rs and si,r:tps.--11 and by ~d~i~g paragraph 

(c) '.·ml,ch re&ls as follows: 

(c) (i) The quarterly adjusted fee provided for in 
itern:s 956.05 and 957.15 shall be the a::wunt o: t:-:e 
fee for item 956.15 plus .52 cents per pound, 

(ii) The quarterly adjusted fee provided for in 
i tera 9~6.15 shall be the amount by which the average 
of the daily spot (world) price quotations for ra·,., 
sugar for the first 20 consecutive market d.e.ys pre
ceding the 20th day of the nonth preceding the c.::!l-

. end.ar qu;:n::n~r during which the fee shall be 
applicable (as reported by the New York Coffee c.~,d 
Sugar Exchange o't', if such quotations are not being 
reported~b~ the. International Sugar Organiza tio??, 
expressed :J.::n Un~ted States cents per pound, Ca.n.:::>bean 
ports., in bulk, adjusted to a United States deli'.'ered 
basis by adding appli~a'ble duty and attributed costs 
of 0.90 cents per pound for freight, insuran~e. 
stevedor~dng .• weighit1g an4 sampling, is · ·. 
less--tbtin 15·.0 C$ilts per pound: Pr:ov.i.ded, That when
ever t~: of such daily sp6t price quotations· 
fot 10 consecutive- matket days l:ithin any calendar 
quarter, ad. cted to a United States geliver~ basis •· 
. e 'ere·p, plus the fee then .in effect (1)' · 

16.Q c ts, the .fee then in effe -t~~'!::1:::r1h-
dec-rease .oi}e cent, or (2) is less th n 14.0 
the fee then in effect shall he increase 
Provided further~ That the fee may not be greater 
:th.an 50 per centum of 'the average of such dai'l:Y· spot 

. price quotations for raw sugar. 
, .. - -· . 

:,, . (i:ii) ~·tne ::s~i~£-il,',ty-:of Agricult~re shall det~rm'-ine:~: .. 
. :; he. -amot\nt -j:)f '~ .:9,uarte~lj: :fee~ .i:n.' acco:rdanc:e .• :With 
,(i) ~-:lind ·"(ii}:.h~'t:Eiof:':;md·~andbunce such fees-not :1ate:r. ·.·.- .. 
.tfhan ·•the" •. 25th ''day .of . the mo·nth pretiedirtg the ca'l.end~r. 

-- , .. ~~~uart.er-~\i~tf~:'4.ch:.•:the .of-ees sb.aJ:f~he .:applicable:, ·: .. 
· .. ~he Secretaey.,.shali,certifY :the a~up.t .. of ::such. f:e-es , .-
. ':t:<> .the c:Secr~tag._,o£'~-the Treasury. and ·file -notl.c~ . _ ·.· 
· -:thereof ;W.it.h "-th~·-~·:Fed~ral :itegis~e.r prior to .tl)e' begiTl....,. 
ning .of· the ~1,.-e~?r qlJ,8.rt-ez:: during -~hi.ch the fe.:s · ... • 
:sha'll be::·appi:icabl~~ · The :Sec.retary -of 'AgricU:l t:Ure. ·.·· 
. :shall detetr.iine tand .announce any adjtist:=ent in the . 

. ·:,:t:e~---.fttade. :-:Vi:thih,.,.:a~.~(;ale®~l·.~ ···:f-I.ti~-rt.er. i-ti.::-~cco:rda-:t~e ~~ ~-h · ,. 
the·first prov'1sti·of (ii) ·her~of,·;shal-1 certi-fy such· 
adjusted fees to t;he Secretary of the 'l'reasury, _and 
shall f.ile notice thereof with the Federal Regist~.r . 

,•. 

. within 3 ma:~ket ··c:lays of the fulfillment of that ptqyis6. · 

(iv) No adjustment shC!:ll be oade in ~ny fee in 
ac:cordance Vi th the. first proviso of (ii) during 
the last t~n ma-rket days of a.cal.endar quarter. 

-2-
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i !1 ac.:orJ<::n~c t:i th th~ first proviso of ( ii) h<:r.:::: 
s:-.~~11 be :t~)~>~icable only \vtt:1 r(;:,;!h~ct to S'Jg.ar e:-::,:r-=C. 
0r. ;.:_i thdr.3' . .:rt rr;11a \.1arC!IOUSe for C011:';UiD:ption <:.fL:::" 

12:01 a.m. (local time ~t poi~t of entry) o~ t~~ ~~~ 
fol~('·,;ing the filins of notiC•! then:0f '-'tth tne 
Feb~ca1 Register: Provided, Tha~ such .:1dj;1:;ted f::~ s·:-."':1 
not apply to suzar exported (as d~fined in ~ecti2~ 
152 . .1 of the Custp:us Reg~1latio:1s) on <l thro~.;':l b:.:: 
of l<!ding to t~.1e United States from the co~r.tty ~= 
origin before. sL:Ch time. 

2. It~~s 956.05, 956.15 and 957.15 ate cont inue.i in ~= :.;: ·:-: C.·nd 

a!'Ol e rded to rend as fo llo\o7S : 

956.05 

956.15 

. · .. ···-· 
95·7:15 ' 

--~-- -

Articles 

Sugars and sirups derived from sugar 
cane or sugar beets~ except those 
entered· pursuant to a license issued 
by the Secretary of Agri9ulture in 
accotdan9e toll th headnote 4 (a): 

Principally of crystalline 
structure or in dry anorphous 
formt provided for in ite:n 
155.20. part lOA, schedule 1: 

Not to be further 
re,fined or in:~proved 
j.n ~ual i ty • • • • • • . • 

To be further 
ref-irted or improved 
in quality • • • • 

. -::-·:- 'j_ ... --.-. 

Ra_t~s :>f ::Utv 
(Sectir::: 22 .=ecs) 

~ 1b~; adjusted 
quarterl:: beginning 
JanuaJ;"y l, 1979, in· 

· accordan:::e -;.-ith headnote 
4(c), bu: no~ in . 

. excess o: ·50.:: ad vaL. 

.~·· .. 

/~r lb. ; adjusted 
qu~~fnning 
January 1, 1979 ~ in. . 
accordance 'lor"i.th head.note 
4 (cL bu: not in 
excess of 50! ad val. 

. ~--:-:-"··· ' .. 

''"7 -, ,. '. -.·:. 

· . iot~f:.soitit.i~::·so'lid.s.':·.ProviQ.ed 
.- for'in'iiem"l.5?~3o,- part lOA, -- : ··~~ · 

:·~<s.~.J:l~d~t~.~;?;<:..:i·-.}~ ~/· ,:··~ .. ~.-·. ,~':. •. - :: 5~-~;~e!b. of. total 
~-.-~·:: ·· · ·- quarterly beginning · 

January 1, 1979, in . 
. accor-dance·. vi th ·headnote 
4 (c) , but not in 

· · ~xcess of SO% ad· val. 
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<: :u annoLtnce::!~c~t by the Secretary of A;:!:"icul turc not late-r -..::;::-: ti1e 21th 

,, -· .. 
v (\" of the I:Jonth preceding the calend"ir quarter during ~.-":-lie~. c:"::..: f~cs 

sh~ll be npplicable, ~~11 not apply to the fees to b~co~e e~~ective 

This ·proclamation shall be effectiva <2s of 12:01 a.n. (:::astern 

St~ndar'd Tine) on the day following its signing .. 

IN \HTNESS \-lHEREOF » I have he't:eunto set my hand this·------

o.f ------------- in the year of our Lord nineteen hundrt:!d 2.-:1d 

day 

seventy-eight, and of the Independence of the United States o: ;...::~.eric::~. 

th·; t-wo hundred and third. 

. ..:,:,..:;,._ 
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Electroatatte eopy Made 
fOf Preaervatten PulfPOHS 

EYES ONLY 

THE CHAIRMAN OF THE 

COtiNCIL OF ECONO.M•IC ADVISERS 

WASHINGTON 

December 21, 1978 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

ct.-~ 
Charlie Schultze 

CPI in November (to be released at. 9·:00 am 
Friday, December 22 1 1978) 

The CPI for November rose by "only" 0.5 percent (a 6.6 
percent annual rate). Each of the prior two months had 
shown a 0.8 percent rise. 

Food prices rose only 0.3 percent. A 3.8 percent 
decline in fruit and vegetable prices offset smaller increases 
for meat. 

Other items rose 0.6 percent. Large decreases in 
natural gas and some electr.ic utility rates (reflecting the 
introduction of lower winter rates) offset sizable increases 
in prices of medical care and imported: and used cars. 

It is possible that we will see a fairly modest increase 
in consumer prices again in December. . (The reduction in 
property taxes in California from Proposition 13 will show 
up in the CPI in December). After the turn .of the year, 
h.owever, we are likely t.o have several months .of large price 
increases bef.ore any m.oderation is forthc.oming. Meat prices 
are likely t.o be rising str.ongly in early 1979. S.ome of the 
effects .of earlier d.ollar devaluation will be showing up., 
and many companies, who are observing the guidelines, may 
nevertheless put their price increases into effect early. 
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