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CHINESE-CANADIAN GRAIN DEAL
REFLECTS RISING CONCERN OF PEKING
OVER FOOD SUPPLY:*

Summary

[

Peking, apparently concerned over the tightness of the
world wheat market and the prospects for its winter wheat
crop, has purchased 1, 6 million tons of Canadian wheat for
delivery in the last half of this year and is seeking additional
amounts. Significantly, during the recent negotiations with
Canada, the Chinese exercised an option (provided in the
agreement signed last fall) to increase substantially the quan-
tity of wheat purchasable over the next three years. It is
also noteworthy that the Chinese paid premium prices for the
current purchase and also agreed to accept delivery of more
than one-third of the wheat via St. Lawrence ports, which
will increase shipping costs. Chinese wheat import require-
ments this year are unlikely to be less than the average of
6 million tons imported each year since 1960, at an annual
cost of about $400 million.

Despite sizable imports of grain over the past five years,
per capita food consumption has remained some 15 percent
below the level of 1957/58. Since 1960, nongrain foods from
private plots have accounted for an increasing share of the
caloric intake, but further increases from this source are
unlikely. The task of maintaining present levels of food con-
sumption -- let alone regaining 1957 levels -~ will require
a major program of support for agriculture. Although in the
past few years Peking has given somewhat greater emphasis
to improving agriculture, the Chinese do not have under way
an agricultural program which accords agriculture the pri-
ority that this crucial sector of the economy requires. Thus

* The estimates and conclusions in this brief represent the
best judgment of this Office as of 5 April 1966.
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China is likely to become increasingly dependent on imports
of grain from the West. These increased Chinese require-
ments, coupled with the continued import needs of the Com-

" munist countries of Eastern Europe and the growing demands
of the less developed nations, may make competition for the
world surpluses of grain more acute. Such competition may
be particularly great in years when adverse weather forces
the Soviet Union to import significant quantities of grain, as
occurred following the poor wheat harvests in 1963 and 1965.
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1. Recent Purchase of Canadian Wheat

On 5 April it was announced in Canada that a new contract with
Communist China had been concluded for the sale of 1.6 million tons
of wheat, valued at over $100 million. Delivery is scheduled for the
last half of 1966. This contract is the first to be negotiated under the
new long-term agreement signed last fall, covering the period 1 August
1966 - 31 July 1969. During the recent negotiations, China exercised
an option provided in the original agreement to increase the quantity of
wheat to be purchased in the next three years. Under the new terms,
China will take a minimum of 4. 5 million tons and a maximum of 7.5
million tons, compared with the original terms of 3 million and 5 mil-
lion tons, respectively. Thus the present contract represents fulfill-
ment of the minimum quantity for the first year of the agreement,
althodgh sales may approach, or even exceed, the higher end of the
range (2.5 million tons) before the end of 1966. The Chinese agreed to
accept delivery of about one~third of the amount via St, Lawrence ports,
which will increase shipping costs. Chinese willingness to pay a premium
price for the wheat and also accept costlier shipments from St. Lawrence
ports may have been motivated both by concern over the outlook for their
forthcoming domestic wheat harvest and concern over a relatively tight
world wheat situation. Over the last five years, Chinese annual grain
imports from the West have averaged almost 6 million tons -- valued at
about $400 million (see Table 1).

2. Negotiations for Additional Wheat

Chinese grain buyers have scheduled talks with Peking's two other
major suppliers, Australia and Argentina, butf neither is in a position
to sell China the substantial amounts of wheat it did last year. The
wheat harvests completed several months ago in these two countries
were some 30 to 40 percent below the record levels achieved in the pre-
vious year, with the result that supplies available for export are sharply
reduced. An Argentine sale of 1.5 million tons to China was announced
in November 1965, with delivery primarily in the first six months of
1966. The President of the Argentine Grain Board recently indicated
that his country lacked exportable wheat surplus to permit further wheat
sales to China. Australia also announced in November 1965 a sale of
500, 000 tons to China. When announcing the sale, the General Manager
of the Australian Wheat Board stated that he did not know whether more
of the new season's crop could be sold to China in the near future.

More recently, however, another member of the Wheat Board has said
that all Australian wheat for export from the recent harvest has now
been committed for export,
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To make up for the likely shortfall in supplies from traditional
sources, China probably will have to rely on minor suppliers such as
France and Mexico. China already is making arrangements to meet
with French grain traders. France harvested a record wheat crop in
1965, although much of the crop was of poor grade and will be used for
feed. Total French wheat exports are expected to equal last year's
' record level of 4.6 million tons. About one-half of this amount had
already been sold or committed for sale by late February, with the
Soviet Union, Poland, and the EEC countries being the largest pur-
chasers as of that date.

3. Current Crop Prospects

Although it is too early to predict the total production of grain in
Communist China during 1966, prospects for the harvest of winter
grains* were not favorable as of mid-March. These crops account for
almost 20 percent of the country's annual grain harvest (see Table 2).

Production of winter wheat, which accounts for more than one-half
of the winter grain harvest, is unlikely to be much better than the very
poor crop of 1965, despite improved growing conditions in some areas
(see the map). Prospects are better than last year in Szechwan (in
Southwest China), most of Northwest China, and in the important winter
wheat areas south of the Yellow River. In these areas, precipitation
was generally favorable for autumn sowing, and soil moisture levels
have remained well above normal. These favorable conditions, however,
have been partly offset by an apparent reduction in the acreage sown to
winter wheat in the major producing areas of North China -~ a reduction
caused by a very late harvest of crops last fall, which prevented the
sowing of winter crops in some areas. In addition to this acreage reduc-
tion, growing conditions for winter wheat have been very poor in the area
north of the Yellow River because of persistent drought since the spring
of 1965, It is doubtful that even above-normal precipitation during the
remainder of the growing season could compensate completely for the
poor growing conditions to date.

Prospects for the winter crops of miscellaneous grains, which pre-
dominate in the southern areas of the country, were improved in the
Yangtze Valley of Central China. The acreage of these crops, however,

# Including crops such as winter wheat, miscellaneous grains, and
tubers which are sown in the fall and early winter and harvested during
the spring of the following year.
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appears to be less than last year in many areas -- the result of the
late harvest last fall and an expansion in the acreage of green manure
crops.

4, Food Situation

Another poor winter wheat harvest will further aggravate the grain
supply situation -~ particularly in North China, where wheat is a main
staple in the diet. Since 1958, total grain production has not kept up
with the growth in population. Despite imports of large quantities of
grain since 1960, per capita food consumption has remained well be-
low the level of 1957/58, It is estimated that the average caloric intake
per capita currently is about 2,000 calories per day. During the
1957/58 consumption year (July-June) the average per capita intake
was estimated to be 2, 300 calories per day -- considered adequate for
Chinese requirements -- and in 1960/61, when malnutrition was wide -
gpread, it was about 1,600 calories per day. Most of the improvement
since 1960/61 is attributed to a substantial increase in the availability
of subsidiary foods (pork, poultry, fruit, and vegetables) obtained pri-
marily from the private plots of the peasants. Significant increases
from this source are unlikely in the future unless the regime is willing
to increase substantially the area in private plots at the expense of the
socialized sector; such a move now appears improbable.

There is little evidence that the Chinese are introducing the funda-
mental measures with respect to support for agriculture that are neces-
sary for significant improvement in the per capita availability of food-
stuffs in the future. The rate of growth of the Chinese population is such
that an additional 4 million tons of grain are required each year simply
to maintain present levels of consumption, Although China has embarked
on a massive program of birth control, there is virtually no prospect
in the next five years that it will have a significant dampening effect on
the growth of the rural population -- and more than 80 percent of the
population lives in rural dreas. It appears likely, therefore, that the
need for grain imports will increase. The likelihood of larger Chinese
requirements of grain from abroad and the increasing demands of the
developing nations for imported foodstuffs raise the possibility that
competition for world surpluses of grain may become more acute,

This will be especially true should the USSR and/or the Communist
countries of Eastern Europe experience unfavorable crop years con-
currently with poor crops in Communist China.
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5. Effect on Foreign Exchange Position

The failure of the Chinese Communists to improve domestic grain
production significantly and the ever-present danger that production may
be sharply reduced by adverse weather conditions together with the pro-
gressive tightening of the world grain market must represent a serious
concern for the Chinese and must lend added urgency to procurement
activities abroad. Since 1960 the unfavorable domestic food situation
has forced China to spend increasing amounts of its scarce foreign
exchange for imports of grain and chemical fertilizer, thereby reduc-
ing its capacity to import Japanese and Western European plants and
equipment, ’

-6 -
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Table 1

Communist China: Retained Imports of Grain a/
Consumption Years 1960/61 Through 1965/66

Consumption Volume Value b/
Years (Thousand Metric Tons) (Million US §)
1960/61 2,660 170
1961/62 5,978 390
1962/63 5,425 360
1963/64 5,850 Tele)
196k4/65 5,350 370
1965/66 c/ 6,300 L2o

a. Not including Chinese purchases for reexport to
other destinations. Rice exports, which have
averaged about three-fourths of a million metric
tons per year, have not been deducted from thege
totals.

b. Including transportation charges.

¢. Preliminary estimate.

Table 2
Communist China: Estimated Production of Grain a/
1957-65
Million Metric Tons
Year Production
1957 180
1958 200
1959 165
1960 160
1961 165
1962 180
1963 175
1964 175
1965 170 to 175 b/

a. Including tubers on a grain-equivalent basis
of 4 metric tons of tubers to 1 metric ton of
grain. '

b. Preliminary estimate.
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MAINLAND CHINA

Growing Conditions for Winter Crops,
Major Growing Areas

October 1965-Mid March 1966

Better than normal growing conditions
[] Normal growing cenditions
Poorer than normal growing conditions
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8 April 1966

MEMORANDUM FOR: Chief, Dissemination Control Branch,

DD/OCR
FROM: Chief, Publications Staff, ORR
SUBJECT: Transmittal of CIA/RR CB 66-9,

Chinese-Canadian Grain Deal
Reflects Rising Concern of Peking
Over Food Supply, Confidential

1. TItis requested that the attached copies of subject report be
forwarded to the recipients indicated on the attached covering memo-
randa. A list of the addressees is attached for your records.

2. Itis further requested that this transmittal be handled as
expeditiously as possible.

25X1A

Attachments:
Coples #245 - #257

GRaur 1
Excluded from automatic

ORFIDERTIAL et
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CENTRAL INTELLIGENCE AGENCY
WASHINGTON, D.C. 20505

C-0-N~F-I-D=-E~N-T-T-A-I, _
8 April 1966

MEMORANDUM FOR: {fee #tteched Iist of Addressees ]

SUBJECT : Chinese~Canadian Grain Deal Reflects Rising
Concern of Peking over Food Supply

1. The attached report was brompted by the conclusion a
few days ago of a grain purchase contract between Canada and
Communist China. I believe that you will find it of special
interest.

2. The report not only discusses the grain purchase, but
also current Chinese Crop prospects, the present food sltuation,
and present and probable future Chinese activities in the inter-
national grain market. One of its key conclusions is that

[ Communist China is likely to become increasingly dependent upon.
imports of grain from the West, and that the competition for
grain surpluses may sharpen.

25X1A
WILLIAM N. MORELL, JR.
Director
Research and Reports
Attachment:
CIA/RR CB 66-9 (Subject Report )
Bletribution:
1 = Each Addrescee 25X1A

1 - 0fpD/1
- I
1 - BfE, /B, ©/aG
25X1A 1. sse/pfc./
i~ 0Ch

ﬁfg A 0-N-F-I-D-E-N-T-I-A-L,
Apf) or'Release 2002/02/12 : CIA-RDP79T01003A002500130001-9
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27 Mr. Franels Betor
Deputy Bpeclal Asgistant to the President
Pex Notlonel Becurity Affalrs Room 361, EOB
The White House
Washington, D. C.

24¢ ?;zitj?i:s ﬁzgmaim
Executive office Building Room 3764, EOB

Veshington, D. C.

2w Mr. Walt W. Restow
White House Staff
Wasghington, D. C.

230 The Honoyable Thomes C. Mamn
tnder Seoretary for Deonomlc Affalrs Tth Floor
Department of State

The Honcrable Llsvellyn E. Thompson

249 Anbessador-at-large Room TE3k
Department of State
Waghington, D. C.

24y Mr, Henry D. Owen
Acting Chalrman and Counselor o
Policy Planning Counell Room T261
Deyaviment of State
Waghington, D. C.

25 The Honoreble Thomas L. Hughes
Director |
wegu of Intelligence and Research Room 6531
Department of State
Veghington, D. C.

28 T Mr. Rlchard T, Davies
Bovic Union and Eastion Eurepe
Boviet Unlon and : |
United States Informetion Apency Room 808, 1750 Pa. Ave., N.W.
Weshington, D. C.

2572 Mr. Eugene Olson
Epeclal Assistant to the Secretary
Depriment of Agriculture
Vaghington, D. C.

z éﬂﬁl Mr. Joseph Yager 7
gtate-Defense Btudy CGroup on Commmnles Chine A
Smmgs Department of Sgate Room T260
Washington, D. C.
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The Honorable John T, MelNaughton

Assigtant Seeretar
: ~ ¥
Indernational Security Arfatrg

Department of Defense
Washington, p. ¢.

Lt. Genergl Jogepn v
Defense Intellq

gence
Department of DefeneeAgency
Washington, D. c,

I, Cenersl a. J. Cousd _
Aeglstant to the cmm‘fg“ ¥
Joint Chiefs of Stafe
Department of Defense
Weshington, p. ¢,

: CIA-RDP79T01003A002500130001-9

Reon 4 813, The Pentagon

Roow & E 873, The Pentagon
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13 May 1966

MEMORANDUM FOR: Chief, Dissemination Control Branch, DD/CR
FROM _ : Chief, Publications Staff, ORR

SUBJECT : Trensmittal of Material

It is requested that the attached copies of CIA/RR CB 55"9’;
enﬁ 11 an Gr&in 5 l h’_:g 3 v_;; 31 p Rty t“u cern of Jl»u y Ver
: vw, , 1365, CONFIDENTIAL, be forvarded as fo. 10?&1

State, INR Communications Center,
Room 6527, State Dept. Bldg.
Suggested distribution for

Embassies in Moscow, Warsaw, Paris
Wellington, Canberrs, Melbourne,
Ot$awa, Hong Kong, Saigon, Singapore,
Teipei, Tokyo, Rew Delhi, and

Buenos Alres

25X1A

Attachments:

Ooptes $194 - 207, 39 of OB 66-9 ACTION COMPLETED

25X1 A filad] -(ﬁ‘bh copy #&7) The dissennnztion requested by
— 5 k this memorandum has been completed;
hpty #H 259 redeer el

7 BY:
7 PR, Date:d//;/ 771764
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HERORAMDUE Fon: gg, Rabert 4. baruets
Peputy iseiztent Sscretary
fer Far Lastern Econamic
hffairs
Bursau of Fgr Lakturn Affaivs
Beprrtmort of 3tate .
Yashington, 5.o,

BUBJECT Chinsse-Canadinn “rain Peal Eeflects Bisginy
Concern of Pailug over Food Supply

i. Attachsad 1s the report vhich I sentionsd to you at
cur meeting yestardsy. it dizcusses the Iatett Chinena-Canadian
grair dosl, current Chtnese “rOP prokpects and present apd T
bable future Chineze Gctiviticee ip the international srair MAYEES,
Perheps [tz zost loterasting conelunion ig thet Communist China
if likely to becoms intreasingly depandont on inporte of jrain
from the West, and that the cowpetitfon for grain surpluzes way
sharpen, :

4. 1 very much profited fron gur diacosnian ¥estordauy, 1In
TEIpORIE Lo your comeent &% | was jesving re.arding our possible
Sttendance at soms of Jyour meetinge in State, let se a8y agein
that we would be dslichted to participate in any guek 5gasions

vhere ve wmiyhe be of help.

WILLIAM R, HORELL, 2k,
Birecrar
Research and Baports

Attechment;
CLE/BE CB du-v (Subfect Report)

Bistribution: 25X1A

0 &1 - dddresg:ze
1 - 0/Dp/1 ﬁ
2 - OD/ORR
A - Sr/P/C

1 - R/AC
© - EXPS/RR 2/02/12 : CIA-RDP79T01003A002500130001-9

s N CONDEN T

e -



