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Byt gl NARN. Date 647-87
SUMMARY NOTES OF 576th NSC MEETING

October 11, 1967; 12:10 to 12:40 P, M,

U.S. Food Aid

The President: The PL-480 program was initiated as a surplus food program
in an attempt to raise the price paid U,S. farmers for their products, principally
wheat. It has become an AID problem because we must now substitute bushels

of wheat for those dollars which the Congress is not giving us to use in assisting
foreign countries economically,

AID Director Gaud: The PL-480 program has gone through three stages. The
first.stage involved disposal of surplus commodities. Qur agreements provided
for very easy terms, In the second stage, we made our conditions tougher. In
the third stage during which surplusses became shortages, we were unable to do
what we wanted to. The present stage involves the usage of the surplusses we
have while retaining specific self-help actions we require of countries receiving
assistance.

There are four identifiable issues:

1. Do we insist on specific clauses covering marketing requirements or
should we be flexible on this point, deciding on a case-by-case basis? It is
recommended that we stretch the marketing requirements and keep the clauses
covering this issue flexible.

2. Without jeopardizing our long-term objectives, we must decide whether
we can increase food aid to fill the gap left because of the reduced AID funds
appropriated by Congress. Specific countries involved are Ceylon, Colombia,
and Chile.

3. Should we use food aid to build up buffer stocks in the recipient countries?

4. Should we soften the terms and the amount of downpayment now being
required in existing agreements? Two countries particularly involved are Brazil
and Colombia.

The President: Why doesn't Brazil want our wheat?

AID Director Gaud and Secretary Freeman: Qur terms are too high in their
opinion. They believe our wheat will cost them too much.

Secretary Freeman: The wheat situation in the U.S, has turned around. Avail-
abilities may well be down if current crop estimates are correct, Food agreements
have been tightened up with a view to forcing recipient countries to carry out self-
help measures, QOur wheat exports dropped because the worldwide harvest is

CONFIDENTIAL/SENSITIVE -

SERVICE SEI




oV ]

CONFIDENTIAL/SENSITIVE

Secretary Freeman (cont'd.):

good. The wheat market overreacted, We now have checked the downward
price trend. The bushel price may be $1.50. Our policy should be to move out
PL-480 wheat rather than to force commercial wheat sales.

The present estimate is that we will have to move 400 million bushels to get
a domestic price of $1.40 to $1. 50 a bushel. Current sales are estimated at
300 million bushels. The only place to sell additional quantities is in India,

The President; If India goes out in the open market to buy wheat, it should buy
from us,

Secretary Fowler: The question boils down to the Indian problem. Given the
domestic supply situation, if we push wheat sales, we face the prospect of eroding
the self-help provisions in our agreements and affecting the commercial market,
Among the options listed in the Freeman-Gaud paper (copy attached), an option

not listed would provide that the condition of our sale would depend upon agreement
of India to purchase 500, 000 tons of U,S. wheat. We would insist on other
countries matching what we did. In general, we should insist that food aid be
included in the total aid picture insofar as matching is concerned. Qur present
domestic supply problem should be handled in such a way as not to weaken the
matching principle in future years.

Walt Rostow: We have a chance to break down zonal restrictions involving the
movement of food nIndia. To do so would be a real plus and is worth a try.
When the Indian Consortium is negotiated in November, we should try to get our
food aid counted as part of our contribution,

Secretary Rusk: We should ask the Senior Inter-Departmental Group to look at
our various food and AID policies,

The President: Recommendations should be sent to me. If food recipient
countries must buy wheat in addition to the amounts they are receiving from

donors, they should buy from the United States.

CEeNT IDENT IAL/SENSITIVE
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MEMORANDU TO THE PRESIDENT

SUBJECT: Food Aid for India in 1968

Recommendation:

L]
[

We should take the initiative now -- in Coiclar -~ to strike a deal with
+ India involving food price and distributioz x=forms and major programmed
grain exports from the United States. A ;///

Therefore we recommend that you authorize irm=3iate negotiations with
Indiz on the basis of Option III outlined belmv; offering a 6-month
agreerent ®Dr 3 1/2 million tons of PL L8Q grzfa for 1968. This action:

-- offers a good chance for a major seli-*=2lp refcrm, one for
which the U.S. can justly take & major shere of credit,

—— jusfifies export of enough grzim toc sucvort required reforms
in India, and enough to meet cur cwn ZL LBO export target, amd

=

== taXkes into account the expected Izol =iId contributions by
untries other than the United S=Za2la=s as part of the food
aid coavention of the Kennedy Raund

-

waid

It is understood that this offer is condiiicm=} upen Indian adoptien
of a food policy reform vackage of': zaj:r rslzxetion of zones, firm

incentive sugport prices, buifer stockbuwild: and wider esuthority
for the Tood Corporation; 2s well as Indisz ==king a suobstantial

porticn of her commercial purchasss in t== United States.

Approved:

Disapprovs.
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~" Orville L. Freeman “ilism 3. Gaud
— Secretary 2Z=inistrator
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The Qutstanding Balance of the 1557 Prograa

Last February you made a conditional offer of 3 million tons of food
grains to India. 500,000 tons is still outstaxnding. It is cleaxr that
this amount, for which matching was sought, will not be matched, It
is also too late to arrange for additional arrivals to India this
year. Accordingly, we propose to focus negotiations exclusively on

& comprehensive early 1968 import program witk accompanying reforms.

The lew Indian Harvest Creates liew Problems

To focus now on the negotiation of en early 1558 PL 480 prozram is
appropriate to the present Indian situation.

fter two years of drought, India now faces a record crop wnich mizht
cause vide seasonal end regional swingsin fcod prices. This would \\xﬂ___,
reduce farmer incentives to buy fertilizer ami new seeds, and pose a
serious danger to the success of the new Indisn agricultural policies.

A dreamatic change in Indian food price and dizmiribution policy is en
essential feature of their agricultural develczment program. India
needs a stabilized national grain market =-- tlzrough the instrumentality
of buffer stocks and incentive prices to precditcers, And 1t needs to
dismantle the cumberscme and inefficient direct controls over food
distribution and retail prices.

A 'successiul navionzl food policy would elss further one of our

I X
political objectives for India -- binding togm<her the states with
new ties of interdepencence and strengtheningz the nationezl government.

Indian Food Policy Reforms Needed -

The prineipzl reforms reguired are:

-=- major reforms to achieve as soon as pessible the removal of
the present 1l7-state food zone system waich prevents private
internal food shipment, backs up precwction -- and depresses
prices -- in the best production arsz=, and recduces grain
flows to shortage areas;

-~ effective incentive support prices for zroducers bigh enough
to give them adeguate margin and encmurage them to buy and
use fertilizers and other modern casa Inputis;

-- deliberate accumulation ‘of buffer siscis in the months ahead,
drawn partly from their owm crops, to hold against future
scarcity and attendant uncue price cifi=bs;

—EONPIESEEA—
1 m—
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== authorization for the Food Corporation of India to buy
foodgrains at market prices, and to stor k- ship and sell
such grein.

Support of Reform Within India -- and Ovnpnosition

7~

Reforms of this general nature find supporters in key places within

India's central governmeni, including the Minister of Food and Agri- > e
culture and the liinister of Finance. But opposition is deeply rcoted.

t is partienlarly stronz among state officials stho seek low prices

for censumsrs and maxdmum control of their grain supplies. Advocates

of controls also lack confidence in the apility of the free market

to protect producers and consuners against extrame price fluctuwations

and regional rmaldistribution of food. This position is reinforced

by the lack of grain stocks centrolled by the central government, \\\x__‘_f
The creation of such stocks would weaken,the position of those

favoring o policy of food zones.

The U.S. Supply Situation -- CQur lieed to llove Grain

The bumper crop in Indiz coincides with the need to maintain a high
level of U.S. grain exports in coming months to strengthen U.S. farm
prices.

U.S. Leveracze May Be Decisive -~ If Avplied Now

Availability of U.S. wheat under & new PL 480 agreerent would strengthen
the hand of reforn supporters in the Ceniral Government and could be
important tc overcoming the opposition of crities, mainly in the states. .
Thus, we may be able to supply the decisive push by conditioning a-
major 1968 food aid package on Indian inplementation of the asbove
reforzs.

Despite the heavy crop, India's central governr=nt needs grain.

It is most unlikely that sufficient srein can t= procured internally
to build up central stocks and to achieve the r :2ded reforms. Crop
estizates now vary beiwsen 92 and $8 million i:..3, with 65 million a

good working assumpilon. After Two yeaﬁs s: z=lashlp, cemand for
fecodzrain conswiption and replenishnient of ori—te stocks is expected
to totzl approidmately 100 million Tons. 7. th_s should te added the

need Ior au least two million tons for & c=xmtra’ buffer steock. Tne
gap to be filled on this basis by imports is abcut seven million tons.

CLEY Sadadill
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The dezree of our influence over Indian focd policy is critically
related to timing. By the same tcken, our leverage is both
transitory and qualified;it weakens furiher as India's harvest
progsresses, and as our need to export graisc b=comes more obvious,
Irmediate action,could achieve: ] o

-- food policy reforms, and

-- maximun export of U.S. pgrain, perhaps 6 million tons for

CY 1568.

Relation to Food Matching for India
Last year we made a major effort on food matching beyond an initial
‘base of 3.5 million tons for India. We coxiridbuted to: \\“H___,,

-- strengthening Indian agriculturail psriormance;

-= parkedly shifting priorities toward fl2rtilizer and other
agricultural inputs;

== induecing better aid from others, bdoilz in flexibility and

in terms;
" -~ helping pave the way for the Inte
o 2

" nz=iional Crains Agreecment,
‘ thus instituticnzlizing the match

inz mrinciple.

We may also have headed off a decline in Zolzl aid to India, thouzn
this is imocssible to know. t in retrcsoect it is clear that our

ainm of increased food 2id by others on too cf continuing develooment >
2id has not been realiczed.

long-term Food Matchinz Throush the Internaticnzl Grains Acreemens

For 1988 and subseguent years the Food aA=. Cravention of the Interna-
tionzl Grains Agreement will provicde sudc z2azizl matching of U,S.
contributions. Specizl eifforts for additicz=l matcning should be

a

tions like Indiz's last year.

B 2ces for an annuel
contribvution of 2.3 million tons of zrain ito ceveloping ccuniries by
countiries other than the U.S. This program is scheduled to begin
operation in mid-1968. Together with ot=er contributions it should
insure cirect food aid to Indle frca other focd exporting countries
in 1558 of about 1 million tons. This will ccme primarily frem Canada,
with lesser amounts frc= Australia and possibiy the USSR, ther
donors cannot be counted on for anything but mominal contributiens.

For the future, the Foocd Aid Convention Srovi

nn"""T“T‘"T‘Tj‘{'
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Aid budgets are under pressure in all of the major industrial aid
onor ntries T ikely as i ve a
donor countiries, and none are likely to increase their overall aid

programs, either globally or specifically to India.

We Eave Three lzjor Ontions:

ption I: Full Maiching for India. An effort to get full
rpatching of a substantial 1620 U.S. coavribution to India is most
unlikely to succeed. The Gz=neva grain tzlks were, in effect, the
negotiations on matching for the period through 1971, barring a riew
famine esergency. 108t izportant, a reguiressnt of full matchinzg
would seriocusly limit U.8. exzoric 1o Incdia in the year ahead ~=

e

prokably to g&tout one ;million tons.

Option II: Limited Matching - Cas ¥ear. This would be @ l-year
reaizent Tor up to 5.5 mdllion tons U.€. grain. It would include the
s

as
base amount of 3% million tonc, the anount we sent to India in 1987
without matching, plus one million tons to be provided for Indian
Government stocskbuilding. Thils would be zatchad by internal procure-
nent of at least 1 million tons, Anothex 1 millicn tons would be
proviced by the U.S., contingent on meatchin; through the GQrains
Apgreemeav ané spzcial arrangemsnts. S

This cpticn follows last year's preceéens cxn savening. Unlike
ption I, it offers & prospect for moving mszningful guantities of
grein -- up to 5% million tons -- enough to meet India's needs and
to achieve policy changes. It would coma close to meeting our own
needs, but would limdi the amount we could ship Indla in the- last
half of 1§48. .

Cotion ITI: Limited Mateninz - Six Maontns., This would be a
‘6-month airee~ent for 33 nillion tons thrcug: mid-19€8 with no fira.

& Zyrr A

cormd.tment by she U.S. for the last hz2lf ef the year, It would exerpt
= matening a base amount of 33 millicz tons as in IX, includinz

Tfrox matening ase amount o 35 il1s tons as i1, lud

1 nillien tons Jor Indian Covernmant s%ockduilding, to-be matchad

y internsal pr.iurement of at least 1 millicz %tons for stocks. Ve
would =aintais- our flaiibility on metening and total shizments for the
seconé nz2lf ol 12cd, vwhen we could zma2ke fursh:zr decisions based on
our grein situation, our India policy objectives, and the coming into
effect of the International Grains Azreement ¢ July 1.

SERVICE SET
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OFFICE OF
THE ADMINISTRATOR

MEMORANDUM FOR THE PRESIDENT

SUBJECT: P. L. 480 Program Possibilities

In our memorandum of September 25 w2 outlined th= prospects for maximizing
P. L. 48O shipments for the remainder of this fiszcal year. We also
indicated that we were undsrtakinzg an intensive country-bty-country

program review to ascertain-where P. L. 480 might be substituted for v
dollar aid. ——

This memorandum outlines =a2dditional possibiliti=s for moving commodities
under P. L. 480, and poses for your consideraticn certain related policy
issues, We believe that the adoption of these proposals would greatly
increase P, L. 480 shipments over lesyels that oftherwise would occut, and
gerve ths twin objectives of stretching cur limited funds that will be
available for foreign assistance this year and =strengthening demestic
commodity prices. We propose two appreoaches to maximizing Title I,

P. L. 48O =sales:

1. Accelerate normal P, L. 180 programming for major countries
including India and Pakistan.

2. Substitute where possible P. L. 4B0 for dolar assistance.

Under both approaches the amount of commoditisz that can be moved will
be affected by the policies that are adopted. Under the first we can
maximize shipments in the year ahead by (a) rslaxing our requirements
for matching and (b) providing grain for buffer =tocks. As indicated in
our earlier memorandum. the possibilities of cL::tltutﬁne P, L. 480 for
other formz of aid are limitad by (2) legislative reguirements to
protect ususl commercisl markstings of both th= United States and
friendly countries, (b) self-help raguiremsnts that must be observed,

(e) the willingness 28 well as the capacity of racipient countries %o
absorb P. L. 420 commodi%ties, anéd (d) in Latin America trade preferences
within LAFTA, 5

The possibilities of substituting P. L. L80 for cther dollar aid can
neverthelez: be influencad to a ca2rtain sxtent oy administrative and
policy decisions. Usual merketing reguiraxents =re g matter of
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administrative judgment. Also, some countries are uncertain about P. L.
480 because we could not meet all regquests last year when grain supplies
were short.

We believe these limitations can be mitizated by giving the best possible
assurances within the legislation that any P. L. 480 commcdities which
are programmed will be supplied, and by adopting as a matter of policy
the most liberal interpretation possible cof usual marketing requirements
consistent with the protection of commercial marketing of the United
States and friendly countries,

The poésible country programs, in light of this approach, are as follows:
India

The new program proposal is containsd in a separate memcorandum which was
forwarded to you today.

Pakistan

By acecelerating normal P. L. L80 programming for Pakistan, we can make a
major contribution to Pakistan economic policy formulation in the area
of agricultural price and import pelicy. Assurance of =supply through
the end of calendar year 1968 and a program of building buffers would
permit Pakistan to calculats foreign exchange requiremsnts for food in
relation to its new impert policy to be announcsd in January 1968 in the
knowledge that it could assure stable food prices.

In FY 1968 agresments have bsen conclud=d for 1.25 million tons-of wheat.
The Government of Pakistan has indicated that it requires about an addi-
tional 750,000 tons of wheat to meet cconsumption requiremsnts until the
naxt harvest. Against this requirsment the Goveroment of Pzkiztan has

been offerzsd 500,000 tons of Title I wheat and an additional 125,000 tons
if this is matched by the purcheze of anothsr 125,000 tons commerecially.

The Pakistan Finance Minister states that Pakistan cannot afford the
foreign exchange outlay required to meke thz sddifional commercial purchass,

Qut tentatiwe sstimate of FY 1650 wheat raquirs~ants for Pakistan iz 1.8
million tons. The amount which can pohale *ra*"=d under P. L. 480 will

bz influenced by usual marketing raquiremsnts., The UMR for vheat in FY
1968 was set at 200,000 tons. This amount raflscts Pakistan's substantial
FY 15A7 wheat purchases which were occasi ty drought. We do not
believe this should be =stablishzd as t;- rn for UMR. From 1960/65
Pakistan's annual averace commercial wh s vere 75,000 tons. A
UMR ef 125.000 tons would appzar to be le corpromisa. In view
cf the fact that ths agresemsnt under n if corpletad would be
sufficient to mest Paki=ztan's consumrction mer. rts tntil the n2xt
harvest, w2z do rot balisve it would bz adv o try to negotiate mors
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than the first tranche of FY 1969 consurmption requirements in the near
future. To this could be added wheat for reserve stocks. Pakistan's
reserve stocks currently stand at 250,000 tons, well below the 950,000
tons considered necessary to prevent the pressure on prices that occurred
last year. A possibility to considsr would be a new P. L. 480 agreement
for 1.5 million tons in January 1968 consisting of 1 million tons for

FY 1969 consumption and 500,000 tons for stock buildup beginning in the
spring of CY 1968. This would be in addition to the proposed 500,000
tons P, L. LBO agreement currently under consideration. The remaining
FY 1969 consumption would be programmed at a later date when requirements
and U.‘S. supplies are clearer.

Cezlcni _
We plan to use P. L. U480 in FYs 1968 and 1969 as a substitute for devel-

opment lending. Thers will be a continuing need for food imports even
though the Government of Ceylon is in the midst of a significant program
of agricultural develovment. Given currsnt wheat flour consumption
patterns, P. L. U8B0 up to $20 million per year can effectively cover a
portion of Ceylon's balance of payments gap permitting Ceylon to release
equivalent funds to support its development program,

If we were prepared to alter the usual marketing requirement from the
current level of 200,000 tons to a more normal 150,000 tons, we could
increase potential P. L. 480 assistance by almost $5 nillion. The
200,000 ton level was set on the basis of unusually large commercisl
purchases cavsed largely by panic buying as a consequences of the rice
ration cut which increased wheat consumption. '

Korea

Kjrea prasents a somewhat spscial problem since all its wheat imports are
om the United States. BEscause of the special circumstances that have

prevailed, no UMR has bsen sstablished, In CY 196 Xorea purchased com-

mercially 140,000 tons; and in the first half of CY 1%67 about 200,000

tons. Total ccmmercial purchases for CY 1667 are already. substantially

completed, and may reach 200,000 tons.

Ve supplied Korea with 175,000 tons of zrainz under Title I in CY 1967.

We had pregrammed 150,000 tons for CY 1963 and 100,000 for CY 1969, in

view of Xores's increasing sbility to buy wheat commercially, In CY 1968
Korean requirements are estimated at 550,000 tons. Since there are no formal
usual marksting requirements, we could supply this entire amount under P. L.
LB0 and correspendingly reduce supporting sssistance dollars. To the -«
extent we substitute P, L. 4530 Title I eales for supporting assistance,
however, cosmsrcial U, S. vheat salss ars reduced, with a resulting adverse
impact or tha iJ. B, balances of paymants. a2 belisve some move in this
direction is justified in licht of oversll policy considerations.

COLIE DR Lty
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A compromise position which would give du= weight to conflicting policy
objectives would be tb hold commercizl sales in CY 1968 to the CY 1967
level of 300,000 tons and program P. L. 480 =t 250,000 tons, rather
than 150,000 tones as cuvrrently planned. An izmcrease of this amount
would provide about $5 million esguivalent for Korean military budgetary
support, net of U. S. uses and Ccoley loamns, in part offsetting losses
from declining Supporting Assistance availabilities.

Colombia
The Government of Colcmbia has indicated it iz not interested in negc-
tiating a new P. L. 480 sales agreement. The orincipal reasons are:

(1) It does not believe in long-term dollar Mnancing for food.
(2) It prefers not to be tisd down to usu2l merketing requirements,

(3) It wants to maintain a flexible policy trcward food imports, in
order to take advantage cof specizl trade cpportunities such as
compensation agreements and arrangements under LAFTA,

(k) It plans to make a major effort to incsresse domestic food
production and believas a new P. L. 480 zzreement would
adversely affect prices and thus discoureze Colombian farmers
from inereasing production,

The Mission is being asked tc re-cpen the guertion with the Government of
Colombia. The approximate $9.5 millicn of +whsat and vegetable oil which
could be suppli=d under P. L. hSO would substitute for A.I.D. dollers.

Peru

An FY 16638 Title I sale of 20,000 tons of wheet is authorized for nsgotia-
tion. This provides for usual marketings =7 L20.000 tons. Beyond this
there appears to be an import gap of about 10C.C00 tons which might be
supplied by P. L. U8B0 that weuld zubstituts fcr dollar aid. We are
investigating this possibility,

Title II Donaticns

With an adeguats supply of commpditiss now avzilable, progrems can bes
expanded, Circular instructions to this 22720t are being prepared for
inter-agency clearance and will T2 s2nt to the field later this week.
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3MEMORANDUM FOR THE PRESIDENT
’ SUBJECT: Azcnda for NSC Meeting on Food Aid

You raay wich to open by poiating out that we have aa urgent nsed {or imagina-
tive thinking on useful ways to expand PL 480 shipmenis of wheat and food graias

' -- wa have a wheat price proble:n at home.

-~ we are taking a beating on the aid bill; we must do 2ll the substitution of
| wheat for dollars we caa ma=ape.

e= ask Bill G:ud to lay out the foreign zide of the question<= how much
wheat can be absorued by the major customer counirics aad what de-
3 cicions are required to get the maximum amount shipped.

-~ ash Orville Fl‘(.“"r:;‘.ﬁ to comment on Gaud's summary and to discuss
the domestic outleok == what will hapren to coramedity prices, how
they will be affected by varicus levels of PL, 420, etc,

- ack for comments from the clhers, particularly Charlie Schultze, who
may warnt to discuss the budgetary implicatioas.

In my view, tzc icllowing discuscion should be pointed toward answering these
questions:
1 -

1. What kind of focd 2id agre ments sheuld we be shsoting for in Iadia and

Pakistan? (Cavd acd F man favor immedizte negetiation of 2 six-month,
4 1/2 million ton agreement for India, and a full-yecar 1 1/Z million ton

T agreement for Pakistan,) Can we maale proposzls covering six months to
a year?

2., What sort of matching arrangements will we require for India? (Gaud and
Freeman favor no bilaterzl matching requirement; they would argue that
the matching principle is t2kken care of by the In‘ermtier::zl Griaias Agree=-
ment, which will come into eficct on July 1, 1968. It reguires cther doncrs
to supply ths poor countries with 2.3 millica tons of grain per year.)

3. Can't wa do rmore subsiituticn of food for AID dollars thon iz suggostesd in
the Gaud memxorandum (Tab A of the ooicfing p ::a:s}? Have we zezlly
appiiec all tbe imaziaction we can
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way toward moving the bureaucracy if you could end the

Start talking to the Indians about a six-month, 4 1/2 million ton
package, finessing the matching question by arguing that the Grains
Agrecmeant means no further nced for bilateral matching.,

As zoon as IDea Ochlert's present wheat-eelling project is over,

S
start talking to the Paks about a full-year 1.5 million ton package
covering CY 1968.

Send us back to the drawing boards on the substitution qusstion, re-
questing 2 final report by the end of next week.

W.W. Rostow

EKHarnilton/vmr :

- - —a e

us some guidance on these questions, I would lean toward
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LIST OF ATTENDEES, NSC MEETING

Wednesday, October 11, 1967, 12:00 noon

Secretary of Defense McNamara

Secretary of State Rusk
Assistant Secretary of State Anthony Solomon

CIA Director Helms

JCS Acting Chairman General McConnell
Secretary of the Treasury Fowler
Secretary of Agriculture Freeman

QEP Director Daniel

Budget Director Schultze

AID Administrator Gaud

Walt Rostow
George Christian
Bromiley Smith
DeVier Pierson
Edward Hamilton



