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Think You
Can Fight
Arab Oil
With U.S.
Grain?
No Way!
by Jimmye Hillman
Head, Department of Agricultural Economics.

During the years 1972 -74, the weather turned
cold and dry worldwide, the fish catch in Peru dropped
sharply, the dollar was devalued, food prices soared,
and the Arabs first cut off our oil and then hiked its
prices - all of which led to a wave of alarm about
food shortages and some absurd economic and po-
litical reasoning about food and oil.

Hard on the heels of this abnormal string of oc-
currences, far too many who knew far too little about
the subject became "experts" on the "world food
problem," and their faulty political and economic rea-
soning has since filled the mass media as well as pro-
fessional journals ad nausea.

Most of them have been predicting calamity,
perhaps with reason; food is an emotional subject.
To be without it, or with too little of it, is a serious
matter. Even to feel threatened about possible future
shortages, as did millions in the U.S. Western Europe
and Japan after two decades of sufficient and even
more than sufficient food stocks seemed equally se-
rious.'

Here I want to address one of the most erro-
neous proposals that surfaced during that tumultuous
period, especially following the Arab oil embargo of
1973. Emotions in this country ran high after the em-
bargo and the "Great Grain Robbery" (the first U.S. -
Russian wheat deal in 1973), and the proposition
arose that if the Arabs embargo oil to us, we should
cut off wheat or food to them. If not to them, to others,
or if not embargo, we should raise prices and use mon-
opolistic trading practices. Proposals included bring-
ing economic and political pressure on the world's
trading groups, including the oil exporters. It was rea-
soned that normally the U.S. accounts for 50 percent
or more of the world's wheat exports, so let's use our
muscle. Politicians, including President Ford and
Agriculture Secretary Butz, at one time used the
term "agri- power," implying that the U.S. could un-
leash a food weapon to bring the Third World and the
Soviet Union to heel. (There have now, indeed, been
second thoughts.) All should be well and good then
both economically and politically- if not morally. But
alas! The proposition is full of holes.

Basic Phenomena
Economists generally like to begin such an anal-

ysis by pointing out that everything is in some sense
a resource and is subject to the broad conditions of
supply and demand, that is, the market, and to a va-
riety of other constraints. In short, in a modern econ-
omy all resources are somehow interrelated and
therefore have some similarities. So it is in this in-
stance.

Petroleum and grain are resources deriving from
nature's historic conditions and man's technology, but
bound together in the circuitous flow of economic
goods and services which are utilized by man the pro-
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ducer and consumer. Both can be "inputs," both "out-
puts" in the economist's jargon.

Food, of which the grains are a major part, is the
staff of life. Petroleum, however, is also basic energy,
can be converted for direct consumption, but has
been more specifically responsible in large part for

the mechanical and fertilization revolutions of
modern farming.

Another way of putting it is that,
while they are resources in a func-

tional sense, food and oil are
economic commodities.

At most times and
in most places.1

charitable "weapon" (moral commitment or obliga-
tion). So much for the similarities of oil and grain as
resources and their roles in the circuitous flow of
input- output mix to satisfy man's wants and needs. A
second analytical point will try to differentiate the two.

Grain, along with many farm products and re-
sources, would be categorized as "renewable "; oil
as "nonrenewable." Flow vs. fund resources. There
is a vast difference with respect to long -term economic
calculations (i.e., discount rates, capital investment
schemes, and planning horizons). The supply of food,
moreover, tends to be unstable because of special
properties associated with weather,other natural phe-
nomena, and human and governmental decisions. But
each season there is renewed hope for a bigger and
better crop. Thus, in 1976 world wheat production is
projected to be a record 375 -385 million metric tons,

substantially above last year's output of 349 mil -
ion tons.

Higher product prices and improved
supplies of agricultural inputs,

particularly fertilizer, have
encouraged increased plant-

ings in many countries. Agricul-
ture response is like that and is

renewable in form.
Oil reserves, on the other hand, are

exhaustable and limited. And, even
though we have witnessed gluts of oil

and variations in supplies, depending
on economic conditions, we can anticipate an

approaching of a limit. For example, U.S. petroleum
production peaked in 1970 and has been dropping
each year since, despite rising real prices.

Rising real prices for food could easily prompt
further agricultural expansion and higher levels of
food production. Due to the "renewability" of selected
agricultural inputs, and despite higher relative prices
for fossil fuel, there is a guarded optimism on the part
of knowledgeable agricultural scientists with respect
to grain production all over the world.2

the same
forces which de-
termine the supply and 0
demand for oil also shape the
supply and demand for types and
forms of grain, and its ultimate use. How
much farmers receive for their grain corn-
pared to what it costs them to produce it deter-
mines grain supply for the most part. How much in-
come consumers have to spend on food (grains, etc.)
will determine to a very large extent the quantities
and forms of food (grain, meat, milk, etc.) different
people consume and, in turn, the demand for food.
Petroleum and related energy products play a major,
if not dominant, role on the cost - or supply - side
and the income - or demand - side of the food -grain
equation.

We arrive at the first critical point in the analysis:
while our senses - physical and moral - tell us that
food is special (the ultimate weapon ?), its behavior
as a commodity in a modern economy is special only
in certain ways. While we think of food as the combi-
nation of land, water, labor, oil, etc. - and as some-
how uniquely limited by these - the resources used
to produce many other things are also used to pro-
duce food. How we allocate all our resources, there-
fore, determines in part how much food is produced.

About the same can be said of consumption pat-
terns. It may appear logical to think in terms of using
food as a weapon, but it is the differences in people's
incomes that finally determines the world's grain trade
and food consumption. Much the same can be said
with respect to schemes which would use food as a
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Food Power
For simplicity, those who would use "food power"

or "agri- power" may be divided into two groups. The
"hard- liners" such as President Ford, Secretary Butz,
Ronald Reagan, Senator Henry Jackson, and others
have implied that somehow the U.S., which is a domi-
nant supplier of grain and soybeans to the world, could
use this position as political leverage, tactical and stra-
tegic, in the developed and developing countries.
Moreover, Senator Jackson in particular has implied
that, by denying the Russians grain, the U.S. might
obtain concessions in arms reduction talks.

In á lengthy article on "U.S. Food Power Ulti-
mate Weapon in World Politics," Business Week, De-



cember 15, 1975, it was reported that "nearly everyone
agrees that in a world of hunger and over -population,
the U.S. can apply its tremendous agricultural capacity
as a lever on foreign countries to adopt policies ben-
eficial to this nation." It went on to say "... there is
strong evidence that, as another condition for the grain
sale, the Russians were persuaded to keep their hands
off during Secretary of State Henry A. Kissinger's ne-
gotiations on the Egyptian -Israeli accord."

Morality and equity questions are also involved.
A second group who would use food power is corn -
posed of liberals and charitable organizations. They
are repugnant to the notion that the U.S. should con-
sider using bread - the staff of life - as a political
weapon. However, in their own naivete and exagger-
ated accounts of the recent world food situation (it
has been called a "crisis" for so long by so many that
the term has lost its impact), they have given ammu-
nition to the hard -liners. "Agri- power" of the nature
implied by the two groups is over -rated and illusory.

There is a third position or group which suggests
that our exportable grain should be made freely avail-
able as long as it is not controlled by monopolies to
their own exclusive advantage. Also implied in this
position is that the U.S. shouldn't turn over its grain
to foreign governments - to state traders such as the
Russians, or to other centralized purchasers - just
because they have the
money to buy it. Questions
of economic efficiency, po-
litical power, and human
equity are involved in all
these positions to which we
can now turn.

The United States has,
in fact, become the domi-
nant supplier of grain and
soybeans in recent years.
In 1973, 47.7 percent of
world trade in wheat, 17.6
percent in rice, and 84.7
percent in soybeans de-
rived from U.S. production.
During years of record pro-
duction in this country and
of crop failures abroad, the
percentages are even high-
er. These shares of the grain
trade compare well with the
position of the OPEC coun-
tries in oil. Why can't we
exercise monopoly poweror
why don't we if we could?

trots say 50 percent of that 12 percent, this is only
6 percent of world production and consumption. World
trade in oil, on the other hand, is more than 50 per-
cent of world production and consumption. The Per-
sian Gulf States alone produce almost one -third of
world oil and half of world oil exports.

A more detailed picture of the difference be-
tween grain and oil production and trade can be dem-
onstrated. Table 1 shows that in 1973 there were 161
countries producing almost 1.4 billion metric tons of
grain on over 720 million hectares (1.8 billion acres)
of land throughout the world. Sizeable portions of this
production are in wheat, rice, and maize. But large
acreages are in barley, sorghum and the millets, crops
which are adaptable to highly variable climatic, soil,
and management conditions.

Only 165 million tons or 12 percent of world grain
production entered world trade in 1973. Wheat is by
far the most important, and wheat trade occurs mostly
between the high income, industrialized countries.
Only a minuscule portion of rice production enters
world trade, and somewhat more of the feed grains.
Even though a large number of countries are shown
to be "exporters" of the various grains, the U.S. and
a few other countries are the dominant exporters.
This, as has been pointed out, must not mislead one
to the conclusion that dominance in exports lends

In the first place, world trade in all grains in 1973 itself to some sort of unusual economic or political
accounted for only 12 percent of world production leverage.
and consumption. Therefore, even if the U.S. con- Turning to crude petroleum, Tables 2 and 3 tell
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the story. Fifty -seven countries produced about 20.4
billion barrels of oil in 1973. Forty -six countries ex-
ported about 11.6 billion barrels. The ten leading
countries produced 54 percent of that oil, but the ten
leading exporting countries exported 47 percent of
all world trade in crude petroleum. Compare this with
the 12 percent export figure for grains, and it gives
the picture of dominance and power of petroleum
producers. The implications of this dominance are
brought out in the next section.

As has already been mentioned, oil deposits,
like many minerals, are not evenly nor everywhere
distributed. It is a finite - nonrenewable - resource.
Modern economics growth is closely linked to its pro-
duction. But grain can be grown almost anywhere. Its
production is "renewable." Moreover, as was dem-
onstrated during 1972 -74, growth in production and
reduction in consumption provides a wide range of
grain flexibility to certain countries. The U.S. dem-
onstrated this by bringing additional acres into pro-
duction and, by feeding less grain to livestock, cut
its grain consumption 15 -20 percent. The Soviets re-
duced grain consumption by livestock slaughter sev-
eral times in the 1950's and 1960's, and are now ap-
parently doing it again.

Given adequate economic incentives, the up-
ward flexibility in grain production can be realized
quite rapidly. This holds true for many of the current
importing countries developed and underdevel-
oped - with the possible exceptions of India and Japan.
Rapid increases in grain stocks can result from such
flexibility. The latest International Wheat Council re-
port puts 1975 -76 closing stocks for the five major
exports at 11.4 percent higher than 1974 -75. With
further production increases in 1976, price -depressing

amounts of grain could be a problem for grain pro-
ducers and their governments. Rice is already in trouble.

There is yet another constraint on U.S. agri-
power: Other grain exporting countries might not co-
operate with us in seriously limiting exports to attain
economic - let alone political - objectives. More-
over, there is simply too much "leakage" in the sys-
tem. Temporary shortages may give the U.S. limited,
short -term leverage, but if severe measures are used,
such as the 1973 general soybean embargo and the
1975 embargo on wheat to Russia, the long -term trade
repercussions or short -term agricultural price gyra-
tions may be highly counterproductive. The Soviets
did agree to being overcharged for part of the ship-
ping costs for some grain; but the leverage was not
enough to extract concessions from Russia on oil or
political accommodations in the Middle East or Africa.
In the context of modern economic and political real-
ity, threats toward substantial denial to the Soviets of
access to U.S. grain supplies are essentially empty
and counterproductive.

Lauren Soth, retired Editor of the Des Moines
Register and Tribune Editorial Pages, has termed these
threats "Jackson's Folly." Soth has written as follows:3

"If Henry Jackson thinks he can push the Russians
into reducing arms output by denying them grain, he
is kidding himself. In the first place, they could get
a little more grain from Australia, France and else-
where. In the second place, they could cut back live-
stock if they had to. In the third place, Russia is likely
to have more of its own grain in four out of five years
in the future.

"How about putting pressure on Third World countries
by denying them food? The question almost answers

Table 1. World Grain Production and Exports 1973

Commodities Production Exports

No. of
Producing
Countries

Area
(1000ha)

Production
(1000MT)

No. of
Exporting
Countries

Quantities
(MT)

Values
(1000$ )

Wheat 98 222,268 377,017 751 160,514,501' 16,842,186'

Rice2 114 134,163 320,714 68 9,239,841 2,023,576

Maize 136 110,924 311,780 66 49,675,687 4,475,842

Barley 81 87,712 168,749 80 12,194,679 1,140,937

Sorghum 72 42,631 51,768 __4 __4 __4

Millet 68 67,927 45,370 -4 __4 __4

Total Cereals 161 720,476 1,368,146 111 165,084,473 17,143,118

'Exports of wheat are actually wheat, wheat flour and meslin. 2Paddy rice. 3This total is for all grain, including those listed. 4Data
not available. Source: FAO Production Yearbook, 1973; FAO Trade Yearbook, 1973
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Table 2. Crude Petroleum Production and Trade 1973 (1000 barrels)

N.C. America S. America W. Europe
Middle

East Africa
Asiatic
Area

Sino -Soviet
Areas4

World
Total

Production
No. of Countries

Producing 4 10 10 12 10 11 573
Production 4,201,508 1,702,458 138,513 7,744,933 2,161,473 815,845 3,603,251 20,367,981

Exports'
No. of Countries

Exporting 5 9 5 10 10 7 463
Exports 367,251 897,786 34,830 7,170,524 1,984,180 464,425 644,486 11,563,482

Imports2
No. of Countries

Importing 15 10 17 8 18 15 833
Imports 1,973,776 771,470 5,399,035 254,979 244,269 2,520,437 557,332 11,721,298

'Exports and reexports 2lmports crude and unfinished oils 3Excludes Sino- Soviet areas 4Excludes Cuba, the data of Cuba is in-
cluded in the N.C. America Area. Source: International Petroleum Annual, 1973.

Table 3. Production and Exports of Crude Petroleum
by Leading Countries 1973

Countries Production Export
Production
Exported

(1000 barrels) (1000 barrels) 0/0

Saudi Arabia 2,677,146 2,479,202 92.61
Iran 2,139, 229 1,926,517 90.06
Kuwait 1,007,002 965,937 95.92
Libya 793,839 793,055 99.90
Venezuela 1,228,594 775,092 63.09
Nigeria 749,820 698,779 93.19
Iraq 736,607 696,854 94.60
United Arab

Emirates 559,399 552,298 98.73
Indonesia 488,536 369,543 75.64
Canada 648,348 365,370 56.35
Total 11,028,520' 9,622,6472 87.253
World Total 20,367,981 11,563,482 56.774

'The ratio of the leading exporting countries' production of the
World total is 54.15% (11,028,520 divided by 20,367,981). 2The
ratio of the leading exporting countries' exports of the World total
production is 47.24% (9,622,647 divided by 20,367,981). 3This
is the percentage of production exported by leading countries.
4This is the percentage of World total production exported. Source:
International Petroleum Annual, 1973.

itself in political terms. A trade war with these coun-
tries, such as OPEC on oil and others on tin, copper,
zinc, etc., would not necessarily be to our economic
advantage.

"In most cases, they would have more power than we
could exercise with food. The political effect of the
U.S. denying people food in case of real hunger, as
in Bangladesh, would be disastrous. It would be a
godsend to the Communists."

A word might be said on the growth in output in
the agricultural sector. While the instability in world
grain markets since World War II has been largely
Russian -induced, gains in total agricultural output in
the USSR during the 20 -year period from 1950 -71
compared very well with that in North America. Soviet
agricultural output rose at an annual compound rate
of 3.9 percent vs. 2.0 percent in the U.S. Moreover,
national investment in Soviet agriculture has been
increasing rapidly during the past decade. This is not
to suggest that the Soviets are about to solve all their
agricultural problems, but it is neither correct nor
reasonable to expect them to be overly susceptible
to our use of agri- power.

Petroleum Power
As has already been intimated, it is fallacious to

equate power generated by the grain production and
export capabilities of the U.S. and other temperate-
zone countries with the power which can be exerted
on world economies and politics by the organized oil
producers. Comparisons of agricultural production,
markets, and trade with the oil industry's ability to
manipulate supplies and prices yield different results.
The difference lies not only in the nature of the re-
sources in question but, in particular, in the structure
and organization of the industries.

Despite the economic concentration in the
handling of grain4 in this country and elsewhere, there
is no economic organization and cartel action corn -
parable to OPEC. The 1972 -73 run -up of grain prices
was the result of a set of the anomalous circumstances
- mentioned at the beginning of this articles - not
cartel and monopoly power as was true in the 1973
oil action. The price of food has since declined
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or moderated, in sharp contrast to the continuing in-
crease of oil prices. Figure 1 demonstrates U.S. wheat
and oil prices since 1970. Noticeable declines on
prices occurred in wheat and other grains after 1974.

If space permitted, other evidence could be pre-
sented to demonstrate the power of OPEC countries
to manipulate petroleum supply and prices and with
them the energy sec-
tor of the world econ-
omy.6 Suffice it to say
that the crude petro-
leum industry once
characterized by
gluts in international
markets and low rel-
ative prices, is now
organized, and able
and willing to use
economic power to
obtain economic and political objectives of its respec-
tive states. Grain producing and exporting countries
have no such power. The position of the industry to-
day is a far cry from that day in 1960 when the seven
multinational oil companies which dominated world
oil commerce announced a unilateral 10 -15 percent
price cut to oil- producing states.

First, we might use our large agricultural export
capacity to support trade policy goals. The U.S. has
a decided comparative economic advantage in pro-
ducing basic food and feed stuffs. To exploit this ad-
vantage, we can work - as indeed we have worked -
for an open world trading system and a reduction of
trade restrictions. Tariffs, as well as nontariff barriers,

Food Production and U.S. Policy
The preceding analysis and discussion are not

meant to imply that the U.S. cannot use its enormous
agricultural abundance to further its economic and
political objectives abroad. Moreover, certain moral
objectives might also be attained in the process.'

$20-

lo
8

6

Arab Light Crude Oil
(f.o.b. Ras Tannura)

($1 per barrel)

1_
1970

* *,
U.S. Hard Winter Wheat

(f.o.b. Gulf Ports)
($1 per bushel)

1972 1974 1976

Figure 1. U.S. Wheat and Arab Oil Prices

*Compiled from Petroleum Economist, various issues.
* *Compiled from Foreign Agricultural Trade of the United States, various issues.
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could be reduced. We can further modify domestic
agricultural programs which stand in the way of op-
timum use of our agricultural resources. At the same
time, we can insist that other countries work toward
that end. The current stalemate in the Multilateral
Trade Negotiations in Geneva attest to the fact that
the commercial agricultural policy of the industrial-
ized West has a way to go in this respect. (The U.S.
has serious barriers to the import of manufactured
dairy products and a potentially serious restrictive
quota policy on beef. We are net importers of these
products.) On the whole, however, more liberalized
trade policies and market -oriented domestic agricul-
tural policies have already resulted in very large in-
creases in the volume of agricultural trade between
countries - over 300 percent in volume since World
War II. U.S. grain exports have quadrupled; soybeans
have developed into a phenomenal dollar- earner.

A second, and closely related objective which
can be furthered by our agricultural abundance is the
assurance of a reasonable stability in worldwide food
supplies at reasonable prices. The unwanted agricul-
tural surpluses of the 1950's and 1960's were a by-
product of high price supports, and food reserves
were taken for granted by the American consumer
and trading nations abroad.

After recent experiences, the world is now in a
mood to move toward a more conscious reserves policy
which would have considerable economic and social
benefits. The U.S. must not neglect opportunities to
make bargains with its trading partners that will pro-
vide improved access to their markets in return for
our supply guarantees. At a minimum, we might bar-
gain for a sharing of our costs of storing food. Our



recent long -term grain contracts with the USSR must
be viewed in this context.

A third, and more humanitarian, argument for
a strong U.S. food position is our ability to provide
leadership to assuage suffering in cases of disaster
or emergency at home and abroad. Closely allied to
this is the objective of famine relief. The U.S. Foreign

/
/
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Development and Assistance Act of 1954 was origin-
ally conceived as a surplus disposal program. Over
two decades, however, it became, for the most part,
a food aid program and, even during the recent period
of high prices, the U.S. was meeting its food ship-

commitments under the program. Other coun-
tries have joined the U.S. in bearing the cost of food
aid, and European countries have noticeably increased
their commitment.

Finally, U.S. agricultural technology and food
abundance can be increasingly used to aid agricul-
tural and economic development in the poor coun-
tries. A large part of our bilateral aid is now devoted
to agriculture and related industries. We have per-
suaded other countries through our influence in the
World Bank, the World Food Conference, the Organ-
ization for Economic Cooperation and Development,
and other organizations to join in this endeavor. Cer-

tain Arab petroleum producers are lending assistance
in this regard. A $1 billion International Agricultural
Development Fund has been established and total
aid commitments for agricultural development have
risen accordingly.

In sum, it is obvious that instead of using our ag-
ricultural abundance as a "threat" or to make power
plays we, and the world, will benefit more from a pos-
itive policy of cooperation. This does not mean that
the U.S. should walk away from tough bargaining and
negotiations relative to trade policy and cost -sharing
on reserves and food aid policies. It means that we
take a realistic view of our possibilities for advancing
U.S. interests rather than entertaining illusory no-
tions about "agri- power."
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