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URITED STATES SECURI®Y INTEREST IN RECENT DEVELCAMEETS ATVECTING
THE SUPPLY OF RUBBER, WITH PARTICULAR EEFERENCE W0 SOUTHEAST ASIA®

A decline in world demand for natursl rubber much below the curvent
level would have adverse repercussions on the sconomle and politlesl
'simtion in Maleye avd, to a lesser exiernt, on thet of Indonesie.Y Sueh
deolins wr;uld result, for exowple, from a basiness receesion ia the TN
or from 2 widegpread substitution of improved gynthetie rubber, such o8
the recently developed cold process type, for natursl rvbber. The con-
sequent dspression in the natural rubbsr producing lundusiry of those
countries would have dotrimental effects thers upom wagas and employnent,
sarnings and nev investments, political stabllity, and the 3&3@@;@%&&1&@
of those areas to western influence.

The reesntly developed Ycold! syathetis rubber, which 18 coming
into full production with rated anmual productive capacliy of 18&,000
long tons, is elaimed to giwe 30 peresnt greater milesge in passenger
car tires than natursl rabbers Some authoritles are of the oplulon
that as 1ts cost of prodnction is further reduced end ite qualliy ime
proved, "cold? rubber will substantially replace matural rubber in
transportetion uses in the next ten years. Such a developnsnt would be
nighly unfavorable to natural rubber, as sboud 70 percomt of US eonsorg-
tion of mow Tubber is in the transportation field. The United States,
Canada, the Soviet Zone of Germanmy, and the USSR are the omly countries

whieh are pi-oducing synthetic rubber on a commercial basig.

® Phis paper ie based on a more cbmprehensive report avellzile ao &
p/ Eo Working Paper.
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While the developnent of new markets and new uses for natural rubber
will tend %o support demand for the natural produet, that supporf. nay
not be sufTicient %o offset the possible decline in the wse of natural

: rubber in transportation or to sbsorb the increased amount of natural
rabber that could be produced under stable political and economic condle
‘tiagsc .

The paturs]l rubber induetry is highly irportant $o the economies
of Southeast Asla, which araa produces over 90 percent of world output.
Halayes and Indonesis alone produce three=fourths of the world total,
datural rubber is the most important dollar-esrning commodity of the
sberling bloc and consiitutes over one~half of the value of Malaya's
axporie and shoutd one- third of Indonesin's. Investments in the rubber
industries of the two arces total abous 13 billlon dollars. Duripg the
war, however, considerable damage wes inflicted on rubber lands and.
oroducing facilities in Malaya and to a lesser extent in Indonesia.
Following the surronder, additionsl damaif;g\llas been inflicted Ly the
terrorists in Malaya and by the Republicen guerrillas in Indonesis,

'%i.‘lie cost of rehabilitation has been considerable and the work is not
. entirely completed,

The rubber-producing iaterests in Southeast Asle attribule much
2f their poste-war difficulties to the US policy of mendatory consumption
of specific gquantitiass of gynthetic rubber in the transportation field,
Sonsumption of synthetic rubber, however, is conéiderably higher than
the mandatory requirements and includes substantial voluntary consump-

tion in the non~transportation field, thus indicating preference for
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man-pade rubber in many nses and a permanent inresd on fuiure consuip-
tion of natural rubber, Competition from synthetie rudber in US meriels
hae kept the price of natural rubber from rising much above vrewar
levels desplte much higher wages and other costs of production in the
natural rubberwproducing countries, In the sbzenece of gynthetic rabber; |
supplies of matursl rubber would have heen very short and prices very
much higher, As a reslt of US gynthetic rubber policy, scme #ill-1ill
toward the US has boen aroused in that area.

» During the first three quarters of 1949, declining sales to US
mark?ts contributed greatly to the deeline of prices received by
rubber producers to s level which tended o increése economic hardshilyp,
and consequently to aggravate political instzbillty, in the x;ub‘ner-
préducing areass Sterling devalustion in September 1949 has helped
to alleviate that eituation for the present, as the sterling prices
of robbere~the prices recelved by the producers--increased immediately
and are now about 30 percont above the pre-devalustion level,

The Maleyan economy is more vulnerable than the Indoneslian %o exy
narked d.ecline in rubber prices by reason of ite greater dependeme on
rabber, It vulnerability is made more acute by the necessity for im-
porting wo-i';hiras of its rlce supply--and at prices which, in contrast
to rubber, sre several times those prevailing before the war. It mey
be noted that Ma‘.'.aya"s only other importent export, tin, also faces
c?.e‘cliixi.ng prices. Although Indonesia is Llest vulnersble then Malsya,

at leas"b" to & moderate drop in rubber prices, the econcmiec viability
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of that émarging state vonld cert=inly be ,jeopardiéad shonld the return

AN

7
from rubber, 1%e second most important. export, be @restly raduced,
Within the Malayan rubber industry the "Huropecan' estates are the
- most dependent upon maintenance of preseat prices. They employ lerge

labor forces which ars wholly dependent upon their wages,

PR

Although the Communists in Mala;m have %o date acquired no mads
following, abtempte to pre\ren.t‘ tﬁe depredations of Commnist-led bands
havé texod British ospabilities. 3British rescurces ave scarcely such
that thoy could provide either grently intremsed security forces or
edequate econonio relief in the event of widespread wnemployment.

To lessen the dependence of Malaya on the rubber iadustry would
obvicuely slleviate the vulnerabillty of its position, tut drastic
change in the structure of its oconsny can be acdomplished only over a
matter of decafes,  In conirast, a depression in i%s nov basic rubber
industry could occur over & shord ﬁer!.od.
| 1t s ema.eni. meréxore. thats | (1) the economic and political
stability of Malaye and, to & somewkat lesser oxtent, that of Indonesia
are depondent upon the prosperity of the natural rubber industry and
the foreign exchange earnings from rubber expcrtay (2) a decline in the
price of rubber substantially below that now obtaining will, other
things beiﬂs equal, agzravate instability in both areas, with the degrse
of instability dependent upon the megnitude of the declime, |

At esctimated eurrsni costs of profueing ratural and synthetic

rubbers, matursl rubber can, et least for the present, compete
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favorably on a pride basis with the syathetic produwet, FPrices recelved
Wy producers are now at o level which chovld encoursge vabursl rubber
protuetion, The principal threats to profifa'ble natural rubher pro-
duction are likely to come from (1) the devolopment of a gresibly i@roﬁ’e&‘
synthetio product or (2) further raiuwction in the cost of producing ths
synthetic or (3) tmeiness recession in the pripeipa) rubber markets or
(¢} large increass in output of naturel rubber in Indoneslas Increasedl
competition from the synthetle, however, is not Likely %o be felld for

at ‘1ea.st another yoels
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