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The Honorable Byron L. Dorgan
House of Representatives
Vashington, D.C. 20515 eT *

Dear Congressman Dorgan:

Thank you for your recent letter regarding the U.S. wheat situation. We’ve been
concerned about that situation for a number of months, as it became apparent
that a huge crop was in the offing for the entire world.

Wheat prices have dropped significantly, more than most experts had expected,
and that is a traumatic experience for producers. Some have suggested that
modified contracts during the 1990 crop year are to blame. But that is not the
case, since they increased production by only a small amount. Prices are down
because wheat farmers have had excellent yields here and elsewhere in the
world, at a time when demand from some of our major customers has declined
unpredictably. Fortunately, most wheat growers are program participants and can
avail themselves of the fundamental "safety net" protection provided by all
current and proposed programs. Additionally, a good number of wheat growers
vere able to hedge some of their 1990 wheat several months ago when the price
vas still quite attractive. Finally, though prices have fallen significantly,
many wheat producers will benefit from having one of the largest wheat crops of
all time.

In order to boost wheat exports, we have been using the Export Enhancement
Program (EEP) aggressively. Some have asserted that the EEP has not been used
aggressively, but that simply is not the case. Let’s look at the record:

1. In the first four months of the 1990 marketing year we’ve made EEP awards
covering over 3.3 million metric tons of wheat, or 121 million bushels. This is
several times what we did at this time a year ago, notwithstanding abysmal buyer
interest. As you know, we cannot force anyone to buy from us; purchasers make
their own decisions based on market conditions as they see them. All we can do
is make our EEP bonuses competitive with others, and we’ve done that. Recent
bonuses are far higher than those of a year ago. We could make them still
higher, and we may have to do so to counter the European Community (EC), but
that runs the risk of driving the market lower. The better answer, of course,
is to negotiate a phaseout of export subsidies in the Uruguay Round so that we
will not in the future have to compete with onerous EC subsidies (that are now
higher than the value of our wheat!).
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2. Ve will continue to use the EEP to keep U.S. wheat competitive in world
markets. As of October 1, we had wheat initiatives with an unused balance of
over 8.5 million metric tons, or about 312 million bushels, and wheat flour
jnitiatives with an unused balance of about 1.2 million metric tons, or
approximately 59 million bushels of wheat. This includes a new initiative of
500,000 MT of wheat flour to the USSR. These EEP initiatives cover virtually
every vheat and flour market where we face EC-subsidized competition. Further,
we are re-examining every initiative that expired September 30, and we’ll reopen
every initiative that is potentially viable.

Ve have also been using other policy tools to assist wheat exports. Under the
fiscal year (FY) 1990 GSM-102 and 103 export credit guarantee programs, ve
announced $1.5 billion in coverage for wheat and wheat flour. We have now begun
announcing FY 1991 GSM programs and are including wheat coverage whenever
possible. Under Public Law 480, wheat and vheat products programming for

FY 1990 reached 4.3 million metric tons grain equivalent (MTGE), about

158 million bushels. As with our GSM programs, we have now begun announcing

FY 1991 P.L. 480, Title I programs and project that another 4.7 million MTGE
(about 173 million bushels) of wheat and wheat products will be programmed.

Under our Section 416 grant program, we have approved $20 million of emergency
food aid for Iraqi-crisis refugees in Jordan to provide 10,000 metric tons of
rice, 5,000 metric tons of wheat flour, and 2,000 metric tons of vegetable oil.
Also, we have decided to rebuild the Food Security Wheat Reserve by placing all
of the Commodity Credit Corporation’s uncommitted wheat stocks of some

4.5 million metric tons into the Reserve.

Ve’'re doing all we can to help move U.S. wheat in the marketplace in a sensible
way. At the same time, we are working hard on the Uruguay Round, because in the
longer run elimination of unfair trade practices and the opening of additional
market opportunities is the only antidote for low prices. I urge you to support
that important effort.
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August 28, 1990

Dear Byron:

Thank you for your recent letter to the President regarding the
embargo on Iraqi imports and the impact it could have on the U.s.
grain industry.

We appreciate being apprised of your concerns and welcome your
specific recommendations on how the government might help
compensate domestic producers for the loss of grain sales to Iraq
and Kuwait. Please know that I have taken the liberty of sharing
your remarks with several of the President's advisors so that
they, too, are aware of your views and suggestions.

Thank you again for your interest in writing.
With best regards,

Sincerely,

Frederick D. McClure
Assistant to the President
for Legislative Affairs

The Honorable Byron L. Dorgan
House of Representatives
Washington, D.C. 20515
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President George Bush g
The White House

1600 Pennsylvania Ave. NW 90 ¢ S .
Washington, DC 20500 SEP 5 Am' ,a

Dear Mr. President,

You have taken effective military and diplomatic steps in response to
the invasion of Kuwait, and I have publicly supported your efforts.

Carrying out the multi-national embargo of Iraqi imports will have many
side effects, not the least of which will be upon our grain export market.
In recent years, 70-807 of our exports to Iraq are food commodities. Iraq
normally buys much of its wheat and feed grains from the U.S. It was our
eighth largest wheat customer this year, for example, and buys 25 million
to 50 million bushels of wheat annually from the U.S.

North Dakota farmers and I have not qualified our support for your
efforts by opposing your embargo of grain to Iraq. We don't like to give up
an important market for wheat and barley, but the invasion of a peaceful,
nearly defenseless nation is a very serious matter that deserves U.S.
response.

We do, however, ask for a reasonable attempt on your part to compensate
for the loss of sales to Iraq and Kuwait.

I can assure you that we have no shortage of grain available to sell.
The 1990 world wheat crop set a new record, and the U.S. harvest is up 33%
over last year. As you could expect, increased production has depressed
prices, and the loss of a significant foreign customer does not help our
market prices either. North Dakota farmers are now getting about $2.50 per
bushel for the best quality wheat, down by more than $1 from a year ago.

A strong export market is critical to strengthening our wheat market,
and USDA does have several tools for encouraging exports.

First, I ask that you maximize grain sales under the Food for Peace
Program (PL 480).

Second, please consider our grains and oilseed products in feeding
military forces in the Persian Gulf region, and in providing food aid to
refugees of the Iraqi crisis.

Third, please direct USDA to rebuild the national Food Security Wheat
Reserve. USDA depleted the reserve during the past two years as part of its



effort to prevent grain prices from rising, and the reserve should be
rebuilt to a reasonable level.

Finally, please make better use of the Export Enhancement Program, which
has been an intregal part of our grain export program. EEP has had the
strong support of Congress, the Reagan administration and your
administration. In this fiscal year, however, USDA spent only about half of
the $566 million allocated for EEP, and the fiscal year is nearing its end.

I think that a more aggressive use of EEP is in order. The wheat market
has likely found its bottom and there will be a lot of efforts by grain-
importing nations to buy grain within the next several weeks. Meanwhile,
USDA's outstanding offers for EEP to 18 substantial wheat customers will
expire on Sept. 28 unless they are renewed by USDA.

The governments of other nations, including Canada, are making
adjustments in government programs to absorb the loss of the Iraqi market.
I note, too, that when former President Carter announced his embargo of the
Soviet Union in 1980, he raised the wheat loan rate by 10 cents, increased
grain storage rates, and accepted grain into the farmer—owned reserve, all
as means of adjusting to the loss of the Soviet market.

I hope you will respond to this quickly. Let's patch the Iraqi embargo
chink in the grain market. Thank you.

Sincer 5
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Y President George Bush
' The White House
1600 Pennsylvania Ave. NW

Washington, DC 20500
Dear Mr. President,

You have taken effective military and diplomatic steps in response to
the invasion of Kuwait, and I have publicly supported your efforts.

Carrying out the multi-national embargo of Iraqi imports will have many
side effects, not the least of which will be upon our grain export market.
In recent years, 70-807 of our exports to Iraq are food commodities. Iraq
normally buys much of its wheat and feed grains from the U.S. It was our
eighth largest wheat customer this year, for example, and buys 25 million
to 50 million bushels of wheat annually from the U.S.

North Dakota farmers and I have not qualified our support for your
efforts by opposing your embargo of grain to Iraq. We don't like to give up
an important market for wheat and barley, but the invasion of a peaceful,
nearly defenseless nation is a very serious matter that deserves U.S.
response.

We do, however, ask for a reasonable attempt on your part to compensate
for the loss of sales to Iraq and Kuwait.

I can assure you that we have no shortage of grain available to sell.
The 1990 world wheat crop set a new record, and the U.S. harvest is up 337
over last year. As you could expect, increased production has depressed
prices, and the loss of a significant foreign customer does not help our
market prices either. North Dakota farmers are now getting about $2.50 per
bushel for the best quality wheat, down by more than $1 from a year ago.

A strong export market is critical to strengthening our wheat market,
and USDA does have several tools for encouraging exports.

First, I ask that you maximize grain sales under the Food for Peace
Program (PL 480).

Second, please consider our grains and oilseed products in feeding
military forces in the Persian Gulf region, and in providing food aid to
refugees of the Iraqi crisis.

Third, please direct USDA to rebuild the national Food Security Wheat
Reserve. USDA depleted the reserve during the past two years as part of its



effort to prevent grain prices from rising, and the reserve should be
rebuilt to a reasonable level.

Finally, please make better use of the Export Enhancement Program, which
has been an intregal part of our grain export program. EEP has had the
strong support of Congress, the Reagan administration and your
administration. In this fiscal year, however, USDA spent only about half of
the $566 million allocated for EEP, and the fiscal year is nearing its end.

I think that a more aggressive use of EEP is in order. The wheat market
has likely found its bottom and there will be a lot of efforts by grain-
importing nations to buy grain within the next several weeks. Meanwhile,
USDA's outstanding offers for EEP to 18 substantial wheat customers will
expire on Sept. 28 unless they are renewed by USDA.

The governments of other nations, including Canada, are making
adjustments in government programs to absorb the loss of the Iraqi market.
I note, too, that when former President Carter announced his embargo of the
Soviet Union in 1980, he raised the wheat loan rate by 10 cents, increased
grain storage rates, and accepted grain into the farmer-owned reserve, all
as means of adjusting to the loss of the Soviet market.

I hope you will respond to this quickly. Let's patch the Iraqi embargo
chink in the grain market. Thank you.

Sincer s
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