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INTRODUCTION

Gib tarter
OSU Extension/Sea Grant
211 S.E. 80th
Portland, OR 97215

This year's annual conference was a noticeable change from some of
those in the past. The aspects of maritime commerce addressed were
different, but it was another successful meeting with a slightly
different audience. Some changes were planned, some just happened
and others were encouraged.

As a planner in these events, one of the most facinating things to me
is the sorting out in the "committee process," the subject areas of
conference discussion and the speaker invitation list. Somehow the
process does work and usually very well.

Many are probably not aware that this conference is a non-profit
operation. The registration fee is minimal because speakers normally
appear at no cost. For all those who assist in this event, I
sincerely thank you. As organizations are tending toward cost
recovery for outside activities, we may see some changes in this
regard over the next few years. The idea is to provide an

educational opportunity that otherwise would not be available. This
conference enjoys a good reputation and we will continue to work
toward maintaining and enhancing that asset.

We, the cooperating sponsors, thank you and look forward to your
continued support. It is recognized that as various subjects within
the broad field of maritime commerce are addressed, the participating
audience will change. This is expected and desired.

Should you have a particular project or general subject area you
would like to see discussed in this type of forum, you are encouraged
to communicate with us.

W. G. Carter
Marine Extension Agent

WGC:dg
10/84



INTRODUCTORY REMARKS

Director, OSU Sea Grant

The last time I had a chance to talk with you was in 1981
when we were in the throws of some real budget problems. These
haven't gone away, but Sea Grant is alive and thriving.
Repeated attempts to get rid of us have had the opposite effect
because we seem to be emerging stronger than ever and for that
I wish to thank many of the people here who helped us through
some of those tough times. We intend to be around for a long
time.

Some of you may have seen the OregsmlaD this morning. It
shows you that Sea Grant works not only in maritime industries
but other things. There Is an article by Tom McCallister
headlined "OSU Scientist Invents Beeper to Drive Off Seals and
Sea Lions." This is one of our latest products.	 It is called
Seal Chaser Jr.	 It is not something that you would put in your
tackle box, even though it is small enough.	 It is rather heavy
and sells for about $1,000 a copy. 	 It addresses a very
important issue confronting commercial fisherman as well as sea
farmers.	 Seals love to eat fish and we would like to prevent
them from eating them before we can catch a few of them.

We also have a project that developed satellite tags for
tracking whales. Perhaps some time we can go into that.

The reason Sea Grant has been involved in this conference
from the beginning--and, hopefully, on into the future--is that
one of the major roles of the Sea Grant College Program
nationally is to try to bring the universities in line with
business and industry concerns. There has often been quite a
gulf there. We are trying hard to bridge that gulf and make
the efforts of the university in training students, conducting
research, and extending information useful to the industries
that we work with.

We need your help continually for that. For example, in
Oregon, there is a Sea Grant Advisory Council, external to the
university, composed of about 10 leading Oregon citizens.
Currently, two of them are directly involved in maritime
industries and others have an interest also. For example, Jim
McGraw of General Steamship is a member as is Larry O'Rourke,
formerly the Port of Umatilla, who is at Blue Mountain
Community College. Another member who works closely with them
is Basil Edmunds, currently with the Department of Economic
Development but for a long time the owner and manager of
Edmunds Fish and Crab of Garibaldi. We look upon these folks
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for continual pulse reading to make sure we are doing the
things that are most useful to marine interests in Oregon and
the Northwest. To get the university's activities in line with
your interests, we maintain close contact between the Extension
arm of Sea Grant, represented by Gib Carter, Dan Guthrie, and
Tom Gentle of OSU and Tom Dowd from the University of
Washington, and the research elements of Sea Grant, here
represented by Mike Martin of Oregon State University, Ken
Cassavant and Phil Wand schne i der of Washington State
University, and Jim Jones from the University of Idaho.

Nationally, it took a long time for the Sea Grant Program
to realize that maritime shipping and maritime commerce were
major users of the seas. Fortunately, this is changing now and
much more emphasis is being placed on them. But let me
emphasis once more how important it is for us to work closely
with them to identify some of these priority areas so that you
may get the help you need and we don't spin our wheels doing
something that is interesting, but not essential to American
growth.

Because of our location, we look strongly toward the
Pacific Rim for our future. The five Sea Grant colleges in the
West--actually six counting the University of Southern
California--have joined together to Jointly plan for activities
that can be mutually beneficial in the Pacific Rim. I am sure
that some of you got the same letter I did from the Governor of
American Samoa. He delineated the real problems that world
economics are having on island areas such as Samoa, Tonga, and
the Marshall Islands, because of reduced ship and air service.
This might be something that Sea Grant could help solve.

One recent activity that you may be interested in is a
bill Senator Packwood has been able to get through Congress
that would establish a National Coastal Resources Research and
Development Institute. It's a long name, but what Packwood has
in mind is to figure out ways of improving the economy of
coastal areas, dealing with coastal concerns in the United
States and looking toward the Pacific Rim to really help put
our ocean to work. The institute melds the interests of the
five coastal states, centered in Oregon, toward expanding
development of Pacific Ocean Resources, trade, and economics.
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MANAGEMENT AGENCIES ON THE COLUMBIA RIVER
& TRANSPORTATION COSTS

Ehilitamsls_chaelslyr
Professor, Washington State University

Academic View

I will first present an overview of the management
structure for the Columbia-Snake River waters and then discuss
three issues that are of concern to navigation.

From the point of view of navigation, of course, the
river is a highway. But commerce has to compete with other
users of the river--hydropower, fishing, recreational
uses--which all have requirements for the use of the water that
the river managers have to meet. Today, I want to present a
perspective of how the river managers try to pull all these
things together, how they make the tradeoffs among competing
users and, in particular, how navigation is represented in this
process.

Understanding how the Columbia River is managed is no
easy task because no single entity has a dominant role in that
management. In fact, no single agency, even the Corps of
Engineers, is autonomous, or can make decisions without respect
to the decisions made by all the other actors on the river. To
understand the complicated system, it is best to split the
discussion into two parts. I will talk first about the
framework of laws and rules that the various agencies have to
operate under, then I will talk a little bit about the specific
process by which the decisions are made.

In terms of the framework of rules the first
consideration is the state water lines. States govern the
withdrawals of water. They appropriate the waters internal to
their states. The importance of this as far as navigation is
concerned Is the impact that depletions have on river flows.
The federal water mandate is at once more complicated and more
powerful than the state and yet more piecemeal. There is no
single federal water code.	 Instead you have a lot of different
pieces of legislation. One part of that is the rules that
govern the various federal agencies, including the Corps,
Bonneville Power Administration, the Bureau of Reclamation, the
Federal Energy Regulatory Commission, which regulates the
non-federal hydropower projects on the mid-Columbia, and the
recently introduced Northwest Power Planning Council, which
primarily has jurisdiction over power and fish but is beginning
to have a say about river flows.	 Now Federal law besides
governing these agencies also applies to specific projects,
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whether it is McNary or Ice Harbor. 	 There are also general

laws regarding water resources, the environment, the fishery,
in particular, and energy. In a general overview sense, the
states are in charge of consumptive water uses, by and large,
and the federal government, by and large, is in charge of flow

uses of the river.

Another consideration in addition to the state and
federal government roles is the importance of the Indian
fisheries. The fishery habitat issues will affect stream flows
and reservoir levels. Another point to be made is that the
utility industry has a series of complicated contracts, even an
international treaty with Canada, to govern the relationship of
all the utilities, including the Bonneville Power
Administration and Federal Columbia River power system. All of
these things constrain some of the operations that the river
managers can make when they let the water flow through the

system.	 Given this view of the whole thing, how are the

decisions made?

First of all, the broad policy decisions are made in
informal meetings, through individual agencies, and through
groups like those that many of you belong to. But there can be
two things said about this broad policy level of
decision-making. One is that decisions tend to be made in
clusters. That is, commerce tends to talk to itself, power
tends to talk to itself, irrigation tends to talk to itself.
That is one factor. The other factor is that in recent years,
hydropower, irrigation, and-recently-the fishery have been the
most active voices In river management. This does not mean
that navigation interests have been ignored, but they have not
been active in the process of managing the river itself. When
you put these together, it means that many of the decisions
which affect river flow are made, say, by hydropower people
talking to themselves and if their decisions affect the
navigation interests, they may not even be aware of it. They
may not be in on the discussion.

Navigation is protected because the Corps of Engineers
does have the federal mandate to look after navigation and the
Corps of Engineers is involved in almost every discussion about
the river. But since there are different parts of the Corps of
Engineers, you are not always guaranteed that the part that is
concerned about navigation is in on the discussion that may
have an impact on you.

When you look at operating the river itself, you can see
the way the natural stream flow is manipulated and comes out as
the final stream flow as a three phase process. In the first
phase we have river depletions, or water depletions. This is a
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matter of individual irrigators who use about 90 percent of the
water withdrawn and the state laws that govern them. By and
large these depletions don't directly affect navigation. But
as they increase, especially In the Snake River, there might be
an impact on navigation. They are something to watch. The
second phase, the other mainly in-stream uses of the river, set
their limits for their uses. This includes commerce as well as
flood control, recreation, and the anadromous fishery. Now
once the contraints are set, as it were, by these non-power,
in-stream uses, the river is essentially managed for hydropower
purposes with a set of contraints to meet the other
requirements.	 So the most active force in day-to-day
regulation of the river is the hydropower system.

The hydropower system, in turn, operates in a two-phase
process.	 In the first phase, an annual operational plan Is
developed by the whole utility industry. Meeting through a
couple of different organizations, they put together a plan in
a complicated process that guides what the level of reservoirs
are going to be and what the drawdown rate is going to be under
given circumstances for the next water year. This is planned a
year in advance. Then control is turned over to the individual
utilities, which--for those interested in navigation--are the
BPA and the Corps.

Three issues of specific interest to commerce. First, is
channel depth. Channel depth is maintained largely by a
combination of reservoir levels and dredging, as you know.
Upstream from Bonneville, dredging is only used in spots. By
and large, the navigation channel was designed and built in
conjunction with the dams, so there are slack water pools from
Bonneville to Lewiston. So channel dredging is not as much an
issue upstream from Bonneville as it is downstream from
Bonneville. As far as maintaining the reservoir levels, again,
the series of bathtubs that constitute the reservoir can be
maintained at the levels required for commerce by the Corps and
BPA regardless of the flow required for power purposes simply
by coordinating the inlet and outlet of the dams. So as long
as the amount going into the bathtub, in essence, is the same
as the amount coming out, you can maintain a reservoir at any
given level. Reservoir levels, except for spotty problems here
and there, are largely not a problem, as far as I know. One
other thing: stream flows do enter into reservoir levels
because each reservoir has a slope from one side to the other
which is determined by the volume of water going through. That
is the reason that commerce needs to be somewhat concerned with
the overall stream flow volume and the depletions from the
river that might be caused--especially, in, say Southern Idaho.

The second issue is stream flow volumes and fluctuations.
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Here, there is more of a concern. Fluctuations in the
reservoir level, if rapid enough, can hinder loading and
off-loading and can especially be a factor in ingress and
egress from locks. More importantly, reservoir levels interact
with the volume of stream flow to determine the current. The
current can be a factor, both in terms of operating costs and
in terms of safety, especially around lock exits and entrances.
This, again, is determined by the power needs of the system
along with the constraints of commercial needs for the river.
The key thing from the perspective of commerce, here, is that
fluctuations in reservoir levels have become more common in
recent years. They will become even more important as the
whole power system moves to a hydrothermal system rather than
largely a hydro system. The reason for this is that hydropower
is a flexible system and it is used easily for peaking power
needs whereas some of the thermal sources such as nuclear power
and coal, are best used as a continuous base load operation.
In the future, commerce can expect the situation with regard to
the fluctuations in reservoirs and, therefore, in currents in
the river to become a problem to keep an eye on.

The final issue I am going to mention is lock operation
and energy costs. Water can't be in two places at the same
time. When it passes through a lock, it doesn't go through a
turbine. This became an issue a number of years ago, but for
the last two or three years we have had a power surplus. The
power people have been spilling water. 	 But it will become an
issue again.	 Moreover, there is currently a hiatus in debate
at the national level about user fees. But when user fees
again become a topic of debate at the Congressional level, the
issue of the amount of power that is lost through the lockages
will be part of that discussion. Even in the era of shortages,
there is some concern about lockage losses because hydropower
is a valuable resource for power.	 It is cheap and it is
flexible for peaking. So the power folks would really like to
have the most water they possibly can in that stream and they
are getting very Jealous of losses of water for any reason,
whether irrigation or lockages.

One issue on hold, is some sort of further restrictions
on recreational vessels rather than commercial vessels. The
Corps has developed a system in which access to the locks would
be scheduled for recreational/pleasure boats, rather than free
access with a one hour possible wait as they are now. When the
water is needed for hydropower, losing the approximately $900
of hydropower each time a pleasure boat decides to go up to the
next to the next reservoir and back is a fairly expensive
process to allow people to do for free.

In summary, in the past commerce has not had to worry too
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much about the stream flows or the reservoir levels because
both are protected by two things. First, the initial design of
the river system had navigation in mind and it was designed
specifically to provide the circumstances for good
transportation. And, too, the Corps of Engineers has been made
responsible by Congress to look after the interests of
navigation and they are doing, as far as I can see, a pretty
good Job. They do have other interests. They have to be
concerned about recreational flood control and power so that
navigation does not always get optimal circumstances in terms
of flow and current, but the Corps does what it can. But as
demand continues on the river, especially as far as depletions
and fluctuations are concerned, I think it behooves commerce to
keep an eye on things and become an active participant in all
the decision-making on the river and not leave it up to
hydropower and irrigation.

PetBLDr1122
Columbia River Towboat Association

User View

I have been asked to take the position of the users in
this discussion of management agencies and transportation costs
on the Columbia-Snake River system. Consideration, of course,
should be given not only to the commercial transportation use
of the system, but also in irrigation, recreation, flood
control and hydroelectric power. I will first discuss the user
view of the commercial transportation on the Columbia-Snake
River system and how it interfaces with management agencies on
the river. Transportation costs do come into play, but only in
how they relate to our operational costs as an industry versus
other modes of transportation.

A little bit about the Columbia River Towboat
Association. It is an organization of all the tug and barge
companies on the Columbia-Snake River system. The role of the
Association is to represent those companies on issues that
affect the welfare and well-being of our industry. As an
association, I am proud to say, we do communicate well with the
various agencies involved in shaping the future of the waterway
system. Our involvement with the Corps of Engineers in
answering questions that fish and game interests bring up about
construction and growth of the waterway system have been very
factual and, I hope, informative to the Corps. We are working
closely with the Coast Guard and other related agencies to find
a solution to a very hazardous concern to our industry, the
sa!' boards up in the Hood River area. 	 We work closely with
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the Oregon State Marine Board Advisory Committee to promote
safety education for recreational users of the river, not only
during the fishing seasons but year round. These are a few
examples of our industry's willingness to participate in making
the system a well rounded transportation waterway system. As
an association, we will continue to take an active role in
shaping the future of the waterway system.

The Columbia River has served the commerce of this area,
on an international basis, since the 1800's. Small boats and
sternwheelers were even working the river east of Portland as
early as the mid-1800's. But the real history of the inland
waterway system probably didn't begin until 1975, when we
completed the last lock and dam on the Columbia-Snake River
system connecting Lewiston, Idaho, to the Pacific Ocean. As a
result, we are only in the infancy stage in developing the
cargo movement on the Columbia-Snake River system.

Statistics are something that all salesmen love to talk
about. Prior to 1975, the largest tonnage year was 4.9 million
tons through Bonneville Dam. By 1981, six years after the last
lock and dam was developed on the Snake River, the tonnage had
increased to Just under 10 million tons. That represents a 100
percent increase in tonnage. Even during 1983, considered by
most in this industry to be a very soft economic year in the
Pacific Northwest with regard to timber products and
agricultural products, the tonnage through Bonneville was
recorded at 8 million tons. Early projections for this year,
even though it is going to be another soft year, suggest around
9 million tons.	 We don't expect the agricultural or timber
economic situation to improve any earlier than 1985.

Whenever the discussion of transportation costs come up,
the subject of subsidies and user taxes are never far behind.
The question of railroad subsidies versus waterway
transportation subsidies is a hard matter that probably won't
be determined at this local level. So I can only speak about
what the various agencies related to the user fees are
concerning themselves with, and that is the well-being of those
dollars Invested in this system. The formula for taxation is
yet to be developed. The national dollar amount has yet to be
developed.

But with the Reagan Administration's goals of 100 percent
cost recovery for inland waterway operations and maintenance,
there is a lot more at stake than just the interest of the
commercial transportation companies. We are talking about a
lot of public and private dollars invested in this system.
It's true that transportation interests are represented by the
Corps of Engineers, who have a very strong voice in the shaping
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of the commercial waterway system. But by virtue of the growth
in our industry in the next 10 to 20 years, associations such
as the Columbia River Towboat Association and others are going
to have to take a much more active role in helping to shape the
existence and the future of this particular waterway system. I
think our voice is strong in Washington D.C. and there won't be
taxation without representation. If there is going to be a
cost recovery program, it has got to be a national cost
recovery program that creates some kind of taxation on imports
and exports.	 If you don't go to something of that nature, you
really are putting a tremendous taxation on the ports being
served by those waterway systems. 	 That is, the ports of
Portland, Longview, Astoria, Vancouver, New Orleans, Baton
Rouge, and the one in Virginia. I think it is appropriate to
ask why the Reagan Administration has singled out the
commercial waterway transportation industry to pay a user tax.
If we become the only transportation mode forced to pay
increased taxes, our long range outlook as an industry is not
favorable. If we become the only interest in a waterway system
to have to pay a user tax for all of the agencies who have
benefited from a waterway system such as the Columbia-Snake
River system, I would again say that our outlook would not be
favorable.

What is required? The Department of Transportation is
now preparing its Section 205 report, which is supposed to be a
comprehensive study of the effects of user fees on commercial
transportation and waterway users. We asked that the
Administration and Congress not proceed with any legislation
until the results of that study are known and can be commented
on by the entire transportation industry. I can assure you
that the inland waterway carriers are not against paying their
fair share for the maintenance and operation of a lock and dam
system, but only their fair share for the use of the waterways.
Other transportation modes also should be required to repay
their fair share of the subsidies they receive.

As an industry, we are optimistic that the current
analysis being done by the Administration will take all
transportation subsidies into account and fairly distribute the
costs associated with the operation and maintenance of waterway
systems. Which agencies benefit from these costs? They have
got to be taken into consideration as well. Because of the
continued analysis, I leave the podium feeling encouraged about
the future of the Columbia-Snake River system and those dollars
invested by all involved with it.



QUESTIONS AND ANSWERS

QUESTION: On the user tax, how about the people who take the
water out of the river for irrigation purposes, will they pay
for that water?

Carlson: Currently they have not been brought into the or the
early analysis of the user fee costs. It is important to note
that the user fee costs are derived from maintenance, repairs
and ongoing operation of the lock and dam systems. We have
been singled out as the industry responsible for the locks and
dams and the maintenance thereof. Naturally, that was at an
early, emotional level. We worked very hard, as did a variety
of other associations, to get it out of that emotional level
and into an analyical level. As Phil Wandschneider pointed
out, ours is not an expensive water system to operate, but if
we are responsible by virtue of the age of our water system, if
we are responsible for its percentage of national dollars being
spent, or that was spent during the course of the last 15 or 20
years, we are going to bear a large percentage of the national
user fees that we don't think is necessarily right.

Wandschneider: As far as the proportion of the federal
investment paid back, hydropower does pay back 100 percent of
what is allocated to it on a cost basis. Each federal project
is divided up as to how much is navigation, how much is
hydropower, how much is recreation, how much is irrigation.
Hydropower is the only use, in fact, that is allocated a 100
percent share. The interest rate is below market futures, so
they get a bit of a subsidy there. But BPA basically pays the
whole shot. Irrigation pays somewhere on the order of 10
percent of the costs of building, say, the Columbia Basin
project. That has tightened up under the Carter and Reagan
administrations as they looked at all the water projects to pay
a higher proportion of the costs. Nobody pays for the water
per se. Nobody is charged for a gallon of water, but the
federal costs of the investment in the dams and locks and canal
system is apportioned in some way.

QUESTION:	 In another part of the country there was recently a
merger of a barge and rail company.	 Will that have any
ramnifications on the Columbia River?

Carlson:	 I hope not. We haven't exactly made a lot of friends
with the Burlington Northern or Union Pacific. I think the
important thing to note is that in the Midwest you have a river
system that runs north and south and rail systems that run east
and west. The purpose behind that is if you take a dollar and
cents cost to get a ton of a specific commodity to market going
north and south, a railroad probably adds the costs of crossing
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four or five other railroad lines and paying a portion of that
cost to each and every one of those railroads. By virtue of a
water system that does run east and west and the majority of
the railroad companies working on an east and west nature into
the Pacific Northwest, I don't see that as being quite as
serious a reality as you might see on the Mississippi River
system. I think that it is something we will have to address
as time goes on, but at this particular juncture, I don't see
that as being a serious consideration.

QUESTION: It seems to me that most of the user fee battles
have been fought by various sides to protect their own
interests. It is possible for Sea Grant to provide an
objective view of the whole system and ensure that all the
users get fair consideration?

Wandschneider: That is a very good question I don't think
there are enough people looking at the whole picture, even the
academics. The state agencies tend to concentrate on one or
two uses. So people tend to look at pieces of the picture and
not very many people look at the whole puzzle at once.	 I think
I think that somebody can take somewhat of a removed stance and
a look at it. The Corps is the closest of the federal agencies
that tends to take a broad overview, but even they stay away
from the stuff that the Bureau does. 	 It is still a jigsaw that
has not been pulled together. I think it would be the
responsibility of the academics and the state and federal
agencies to do the work and to help educate the industry and
the decision makers as to what the choices are.

QUESTION: Isn't there a present users fee on the system now,
and where are those funds going and how much is collected?

Carlson: There is a user fee through fuel tax. 	 It varies from
The Dalles up to Lewiston based on the number of locks and dams
you go through from 8 cents to 12 cents.	 I think they are
trying to put a ceiling on it at 10 cents per gallon of fuel
burned above those locks and dams. I don't know how much is
collected, but it is intended for the sole purpose of
maintenance and repairs of the locks and dams on this system.
It goes into a pot that is specifically allocated to operations
and maintenance.



PANEL: ECONOMIC AND POLITICAL ISSUES OF
INTERNATIONAL TRADE - PACIFIC RIM

Jam 
Professor, Agricultural Economics
University of Idaho

Long Range Forecast for Agricultural Trade in the Pacific Rim

The maritime industries of the Northwest and the Columbia
River, in particular, are quite fortunate to be so close to the
Pacific Rim area. We saw in Journal of  Dsainmerr,..e. statistics
that the edge in transpacific trade that first occurred in the
1982 has expanded much more, so the transpacific trade is some
$39 billion more than transatlantic trade. Of course, from the
perspective of agriculture, many of our major markets today--in
wheat, certainly in apples, and in other agricultural
products--are in the Pacific Rim countries. Since we are
focusing in a region with growth rates in the range of 6 to 9
percent, the outlook is very favorable. Japan, of course, is
our largest market. There has been some hope that with the
negotiations on beef we are going to expand that market even
further.	 About a year ago, I had a student finish a thesis on
Japan.	 I was surprised at what he was able to estimate as a
possible market we could capture in Japan if we were able to
get them to liberalize their trade.	 It was not that far off
from what we got at the last round of negotiations. Now, we
did not get the Japanese to remove all barriers. But the way
they are approaching this is to increase our quotas enough,
relative to Australia, that we are not too far from getting
perhaps what we could get if we had free trade.	 In four years
we will have to go through this whole process again, of course.

Then we look at China. While China has been a very
perplexing potential market for white wheat producers and
exporters in the Northwest because of the TCK smut it still is
a region that we can't help but put a lot of focus on. When we
look at the surge of agricultural exports that occurred back in
the I 70s, much of it was occurring in middle income countries.
China is not a middle income country. But it does appear that
China is taking off and that it may, in fact, be able, by the
year 2000, to move Into that status. And given the tremendous
population base and coupled with purchasing power, China could
potentially be a very important factor in the future. We look
at the Asian region, with the exception of the Philippines
which is going through some difficult times now, and find a
region of very rapidly growing economies. 	 Indonesia has a
large population base. Even though petroleum is not bringing
in the revenues that it was three or four years ago, Indonesia
has a very dynamic economy. Then the newly-developed countries
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of Taiwan and South Korea. Singapore would fit into that
category, too, with a per capita income second only to that of
Japan, it is what we would call a newly-developed country. So
this is a region with a lot of people, very limited land area,
and growing purchasing power. It, therefore, does give us the
possibility of expanding markets from now until the end of the
century.

With that aside, how are we going to fare in capturing
those markets? When these countries are expanding and demand
is increasing, if demand expands more rapidly than their own
capability to increase agricultural production--and a good
example of this would be Taiwan, where agricultural production
has increased very rapidly, but demand even more rapidly--this
creates what we call an excess demand, or an import demand.
Whether the U.S. captures that demand is another issue because
we still have to remain competitive.

Agriculture hasn't had this hit them quite as rudely as
our coal industry did. I remember a few years ago when we were
talking about a tremendous bonanza in coal. There were some
projections as to what the market would be in Asia, but we
somehow forgot about the Russians, the Australians, the South
Africans, and so on, who are potential competitors as well.
And this is something that we can never forget in the United
States. Consequently, we are going to have to be looking for
new marketing institutions and strategies. The Export Trading
Company Act, hopefully, will lead us somewhat in that
direction. We have seen that our own firms are becoming a bit
more innovative.	 I believe we have a speaker later today who
is going to be addressing countertrade. Countertrade is not
going to bale us out by any means.	 It is not going to bale the
world out from Its current problems of deficits and lack of
foreign exchange because it is very cumbersome. It requires a
double coincidence at once. For instance, the Chinese want to
import Holstein-Friesian cattle, milking machines, the dairy,
the whole works and they don't have authorization for foreign
exchange. So they want to explore countertrade. One of the
things that they want to countertrade is goat hair. It is
difficult to find somebody here who wants to export cattle and
import goat hair at the same time--it's not impossible, but
difficult. But the willingness and the capability to do this
at least open up avenues that our own marketing firms can
pursue.

In trying to be competitive, the big picture can catch us
up. We know that agricultural exports peaked out in 1981 or
1982 at about $42 billion, then plummetted. Now we are hoping
they tftH! get back up around $38 billion.	 But what did this?
- he stroag dollar. And the trouble with this strong dollar is
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that it is a result of deficits and high interest rates that

have attracted foreign capital into the states. 	 It is a strong

dollar, but it is a deadly dollar for the United States. So
while our wheat producers feel that the price of wheat has gone
down radically over the last few years, in fact, to the foreign
market, the world market, when you account for what happened to
exchange rates, the price has gone up. At the same time we are
trying to prop up domestic prices here in the United States and
trying to have high prices on the part of agriculture that are
not competitive with the world market. This is not going to be

the way that we will become a strong factor in international

markets when the year 2000 comes. So we have to be realistic
with these sorts of things. We can't sell automobiles in the
United States that bring a higher price abroad. There is a
quality factor, as well, that also applies to grain and
agricultural products. Regardless of what we would like these
prices to be, the ruling factor today is the world price for

agricultural products.

At the same time, we will have to be careful in some of
our other programs. There has been discussion today about
user fees. We are doing a study at the University of Idaho
that looks at cargo preference legislation that has been
proposed. In particular, the Lindy-Boggs Bill. We are trying
to get some indication of the impact that could have on exports
and grain prices. We ran a fairly sophisticated model and the
net result of that after we got through, it appeared that cargo
preference, from the point of view of the grain export industry
could have an even more inimical effect than waterway user
fees. And the sad thing is that there can be a good argument
for user fees, but it is pretty hard to make a good economic

argument for cargo preference.	 The argument that has

legitimacy is that we need our own national carriers as a
national security backing. However, there are different ways
to pay for this. When we are talking about national defense, I
think it is generally recognized that all of us should share as
taxpayers. Cargo preference puts that tax on exporters of

agricultural and other products.	 And this could have very

unfortunate consequences. Just the other day, the
Congressional Budget Office said that if we are going to
maintain our national fleet, we may have to consider subsidies
first. But here, again, we are stuck with this deficit problem
and it makes cargo preference very attractive. Our traders on
the other side of the ocean make cargo preference very

attractive, too.

Agriculture in the U.S. Is a high tech industry and when
we get concerned about how producers in the United States can
stay in business given today's costs structure and prices, one
way they can return to profitability is to get the cost
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structure down. Bio-technology may be one of the things that
will have this effect, and we may start feeling this effect by
the year 2000. So research, and high tech and agriculture are
probably going to be a very important ingredients in
determining where we are going to be by the year 2000.

President, Caffall Bros. Forest Products

Trade with People's Republic of China Today

I have to say right up front that I approached the
request to speak this morning with a certain amount of concern
and trepedation. The very invitation to speak infers some
expertise and I can tell you there are no experts on China.
That trade is new.	 If I have any credentials at all, it
probably is by virtue of having made all of the mistakes. I
think anyone who has been in the trade can sympathize with that
position.

If my remarks today seem a little bit slanted toward the
wood industry, it is because that's where my experience lies.
I am going to talk about China and its ramnifications for trade
from the Northwest. But I would like to talk first about the
need for seeking broader international trade ties, particularly
for the Northwest Douglas fir region.

Several things have taken place that have caused us to
have to rely more heavily on international trade. A couple of
these I think are relatively well-known. The U.S. domestic
housing market is returning to some semblance of normalcy, but
with it comes a change in historical marketing patterns which
allows southern timber interests to be a more viable competitor
to us here in the Northwest and gives them a favored position
for a couple of reasons. There has been a population shift to
the Sun Belt, which favors the rail rates of the South. And,
of course, the southern timber is for the most part
privately-owned, which relieves them of many of the
difficulties we are currently going through here in the
Northwest with the government regulations. I think we need to
also consider and cope with the problems created by the
Canadian inroads into our marketing patterns.	 Most of you are
aware that they now have 35 to 37 percent of the American
lumber market.	 I think the timber market in the Northwest is
facing further problems in coping with the standing-but-uncut
problem in the Northwest. There Is some 30 billion feet of
sold but uncut timber. Most of the timber companies are facing
some .rind of a problem concerning this subject. Many of the
)roblems may eventually lead to insolvency. 	 This has to be
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taken into consideration, but for the moment it is dramatically
affecting our abilities to trade and do some of the things that
will make our Northwest program on softwoods a little more
viable.

The availability of international customers for our wood
products could be looked upon, I believe, as opportunistic.
Our Northwest wood products have excel lent worldwide
acceptance. In some cases, the log and lumber grades that we
are able to produce are not available anywhere else in the
world and we have marketing patterns that are historic and will
continue to be in vogue. This is particularly true in the case
of Japan. Most of you are aware that this a highly specialized
market and they do prefer Northwest Douglas fir and hemlock.
The prevailing opinion in the U.S. domestic wood Industry is
that our construction and housing boom may have peaked out in
the '70s.	 If this competitive edge is lost to our Northwest
region, it is going to allow our southern competitors and
Canadians to move in. So what I am really saying is that
because we may be facing the leveling out of our housing
industry, there may be increased competition for what trade is
left.

The People's Republic of China, fortunately, has emerged
as a large potential customer just about when we needed them.
At these early stages, the market will be for logs. However, I
don't believe we are too far away from some form of
manufactured products. The market here is incredible. I think
most of you are aware of the old cliche about selling one 8
foot 2x4 to every Chinese. I think it is altogether possible
that we may be able to do considerably better than that because
China Is is going to need a vast majority of its housing
replaced. The demand from the people in China as this
occurrence takes place is going to call for increased housing.
The market has grown from zero in 1979 to 750 million board
feet scribner in 1983. (Now, for you who may not be familiar
with the term scribner, that refers to log scale as opposed to
lumber scale. And I am not going to go into all the details on
that, but I will be referring in my remarks to scribner log
scale.)	 The Chinese have a billion feet objective in 1984.
They will be lucky if they don't exceed it. 	 If this objective
is accomplished, they will have had a growth rate of 200
million board feet annually for the last five year. 	 This
trade, for all practical purposes, started back in 1980 and has
grown steadily since then. If this pattern were to continue
for any length of time, the implications are really beyond
comprehension.

Marketing products in China calls for some special
knowledge and a new approach that only experience, I believe,
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can grant.	 In the United States, our industrial corporate
policies are developed by capitalistic and free trade
principles.	 The PRC is still very much socialistic, and their
thinking and their policies are somewhat hard for us to
understand. This basic difference, I believe, has to be
understood and accepted if you are going to access this market.
And for those of us who have been trading in China, I can tell
you without qualifications, it has been a hurdle that has
caused considerable problems. But progress is being made. The
Chinese understand us better now than they used to. 	 I hope we
understand them better. Just as a little side light, I might
say that some of these problems were also encountered in the
early days of the Japanese trade. Our company goes back some
65 years. I was not involved in some of that early trade with
Japan, but I have talked with some of the people who were
involved and they saw many of these same problems. The
difference, however, is in the socialistic approach in China.
Japan never had that, and so we are facing some difficulty that
way.

When looking at China, we have to ask if all of these
problems exist, why take on all these headaches? I think we
need to answer that simply by saying we have to have
international markets and this is certainly one that has to be
considered because of its potential for American softwood
products. China has a population of more than 1 billion people
and all of them have historic patterns of using wood products
in their basic construction form. Their economy is committed
to a 4 percent annual growth through 1985 and a quadrupling of
economic production by the year 2000. China has embarked on,
and is undergoing, a significant modernization of its basic
industries. It will require the importation of vast quantities
of resources in all forms to accomplish their objective.

In the case of softwood products, China has little or no
chance of meeting its demands through intrinsic forest
practices. From a practical standpoint, China has basically
deforested its timber reserves. They have a rather systematic
reforestation program. But before the trees become
merchantable, the natives in the back area where this material
grows cut them for firewood. So the trees don't have a chance
to mature and become merchantable.

To report, China is buying predominantly logs. These
logs feed into China's eastern and Northeastern sawmills, where
they are converted to a variety of lumber products to be
consumed by the Chinese economy. Much of the wood is being
used in the major projects currently being undertaken by
China's industrial economy. 	 An example of this is the
Japanese-financed ports project which is now being undertaken
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by many of the major ports in China. This modernization will
eventually correct a major problem that has plagued all
shippers to China, that of shallow draft ports. If any of you
have had the experience of paying some of these demurrage
charges that develop because you can't ships discharged in
China, you understand what I am talking about. This
modernization of the ports will allow us to get our commodities
in, get our ships discharged, and get them back out again in
the same manner that other ports in the world are able to
accomplish. Discharging freight over there is slow for several
reasons. One of the reasons, of course, is the draft problem.
But another reason is that their railheads often don't project
out onto the docks, which necessitates discharging into some
conveyance that allows the material to then be transported to
the railhead. The problem then becomes their lack of railcars.
We had one instance where they actually discharged into
something that was like an ox cart. You can imagine putting a
40 foot 28-29 inch diameter log on an ox cart. Obviously, that
can't be done. What they had to do was to buck them into
shorter lengths. We then received a claim because the short
length of material didn't meet contract specs. How do you
handle that?

This harbor construction also calls for many miles of
railroad, facilitating the onward transportation of cargo from
sea ports. Vast quantities of wood products will be utilized
in this project in the form of railroad ties. We are
experiencing some of that here in Portland now. We are also
selling bridge timbers and other heavy contruction members
having to do with the ancillary building that is necessary in
order to complete the project. While the current demand is for
logs, the sale of lumber may be quite near. The completion of
port facilities will allow us to discharge to the dock rather
than have to put the products into the water as is often the
case now.

In this stage of their economic development, price is the
major consideration for wood products entering the Chinese
market. And price must eventually be reflected in the cost to
the Chinese consumer of the product laid down in China.
American sawmills currently enjoy a relatively large technical
advantage over the Chinese mills and as a consequence, ought to
be able to convert the product more cheaply. That coupled with
the better stow factor available from lumber into China should
hold good things for getting some sort of a sawn product into
China in the future.	 It is probably safe to say that we are
not going to be shipping them 2x4's. 	 We probably aren't even
going to ship them 2x6's or 2x8's. 	 What we probably will be
shipping them is some convertible cant that will allow China
then to maintain some of the conversion. 	 One of the main
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problems faced by the Chinese is the how to keep their vast
number of people employed. For example, installing a rotary
barker in a Chinese sawmill would put 15 or 20 people out of
work, because what they do is use spuds to take the bark off
the log. This is Just one example. Any form of modernization
has that effect.

Usage patterns for our wood products are different in
China than in other Far East markets, such as Japan. Many of
the international markets we access can be classified as
speciality markets. Our wood products must be tailored to very
specialized standards and needs. This has caused serious
difficulties because sizes, grades and species are not always
compatible with U.S. size. The American manufacturer then has
to ask figure out what to do with the downfall. This is
classic in Japan. They have some sizes and lengths that are
practically unusable in the United States. You cut a Japanese
high-spec order and you end up with lumber that's the wrong
length. Overruns in sawmills are very important. If you start
cutting back lengths to accommodate American use of the
falldown, all of a sudden the profit goes out the window.

In China, however, this is not necessarily the case
because the markets there are similar to those in the U.S.
Most of the lumber goes into heavy construction and heavy
industry. Mining timbers, as an example, use about 20 percent
of the total lumber production. Construction of docks, bridges
and other heavy projects account for the balance. Only a very
small amount of lumber in China goes into home construction, at
least currently, because of the heavy use of bricks and mortar.
Douglas fir is a species most preferred by China. Japan uses a
predominance of white wood, such as hemlock, white fir, spruce,
and noble fir, but China prefers Douglas fir. This is similar
to U.S. tastes, which allows us to manufacture a specie into a
China-convertible size that would also be salable in the U.S.

As I mentioned earlier, there are some major differences
that must be dealt with by those who seek to penetrate this
China market. There are many economic and social barriers that
must be overcome. China is a highly regimented, hierarchical
society and their decision-making process is very opague to
Western standards. Their cultural differences and business
practices are a challenge to American companies, most of whom
have little or no experience in dealing with the Chinese
people. One of the major steps that a company must realize is
that it isn't any easier for them than it is for us. Their
people are also having a problem understanding where we are
coming from. after all, the young person you are dealing with
in China probably wasn't even born the last time an American
wood product or American log was shipped into China. They have
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been off the market for what amounts to about 30 years and so
these people are obviously somewhat awed by all they see here

in the United States.

We have encountered some difficulties in dealing with
China. Most of you have heard the horror stories having to do
with credit risk and cargo acceptance. Because of these
problems, I think many people have wondered about the future of
this market.	 I would like to touch on Just one or two problems
which will perhaps give us some perspective.

The most widely publicized difficulty had to do with
cargo inspection. They have incorporated into their L/C
documentation a letter clause which says that a representative
of the ultimate receiver in China will have to look at the
cargo and accept or reject it. The problem is that the cargo
has to be up and ready before you can get them to look at it.
For many reasons, known best to them, the acceptability varies
inversely with the current market price. As a consequence, In
a declining market, the cargo needs to continually get better
if you are going to ship it on the same contract. This has
caused considerable difficulty. 	 However, I have to say in the

Chinese defense that this is changing. They are starting to
recognize that you can't do business that way in the U.S. But
it did cause a considerable amount of problems in the early
stages of this trade. There was some talk at one time of
forming a rule and regulation book under the auspices of the
U.S. Department of Commerce that would establish the so-called
sea-sort and all of its specifications. When you put up a
cargo that conformed to that sort and specifications and had
the Columbia River Bureau or some other third party scaling
bureau verify it, then you could be reasonably assured that the
cargo you had available would fly. 	 We never could quite get
that past the Chinese. Whether they didn't understand it or
didn't want the problem, we are not quite sure. But as it
stands today, we are still struggling along with the inspection
clause. However, we and many other companies have now learned
pretty much what they want and we don't experience the same
kind of difficulty that we did in the past.

The importance of this vast market In the Pacific Rim
cannot be overstated. We discussed earlier the changing market
patterns in the U.S. It is significant to note that the
traditional Far East market in Japan may be changing.
Considerable evidence supports the fact that Japan, like the
U.S., may have reached a peak in its post-war housing boom. As
a consequence, we may not see the markets in Japan that we saw
in the '70's. This puts further emphasis on the importance of
the China market. There is no way that China can meet its wood
needs through intrinsic forest practices, as I said earlier.
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Extensive tree planting has been unsatisfactory. Since 1949,
332,000 square miles have been planted, but only about
one-third of this has ever grown into a producing forest.
Erosion and fire destroy vast quantities each year. China has
used about 50 million cubic meters of wood over the past five
years. This consumption rate is rising steadily as the country
changes from the communist economic philosophy to something
attuned to a capitalistic approach. Imports have accounted for
about 60 percent of the total log usage and, with demand
increasing annually imports must also increase.

China's national policy is now for more and better
housing. China's forest products requirements have risen
rapidly in the past several years and housing construction is a
sector which has been neglected over the past 30 to 35 years.
The demand for housing is increasing. People want better
homes, so we have looked for this whole trade to accelerate in
the near term. Given the current political situation--I always
have to say that because that is the one unknown in China--this
rapidly increasing housing construction is likely to continue
in China as the government seeks to solve its chronic housing
shortage. In 1981, China's living space, per capita in cities
and towns, despite the rapid rise in construction was only 5.3
square meters. The peasants with increased income resulting
from new responsibilities are also demanding more and better
housing.

China's five-year plan, 1981-1985, calls for construction
of housing with the total floor space of 310 million square
meters. In the cities and towns the existing floor space of
2.5 billion square meters also will stand for some improvement.
The lumber in housing construction, for the most part, is used
only for door frames and ceiling Joists and that sort of thing.
The rapid increase in residential construction will contribute
to China's increasing demand for wood products.

China has increased its imports of timber products
several times in recent years and imports tripled from 58
million cubic meters in 1979 to 1.81 billion cubic meters in
1980. Imports in 1982 were estimated to be about 3.4 billion.
China Timber Corporation is supposedly the largest customer of
timber imported by the China National Native Produce and Animal
Byproducts Import/Export Corporation. This latter organization
is the sole authorized importer for timber. 	 I think it is
interesting to note that in China you are dealing with a true
cartel. There is much media information about the
competitiveness of the Chinese market. That is not true. You
can deal with the provinces, you can deal with the Hong Kong
traders, you can deal with any faction of the market, but in
the final analysis, the funding comes from the central
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government. When you find yourself in that position, you know
a rose by any other name is still a cartel. This causes some
problems for the western trader because we are still involved
with our very competitive system on this side. So they have
some advantages because they can control price and flexibility
and many other things that we are not quite so able to control.

China has turned increasingly to the United States to
supply its timber import requirements from practically zero in
1979.	 U.S. timber sales to China have risen to $41.5 million
in 1980, $100 million in 1981, and $217 million in 1982. In
1982, the purchase of U.S. timber was estimated to be 2 million
cubic meters or about 60 percent of the total market. Other
suppliers include the Soviet Union, Southeast Asia, Canada,
Chile, New Zealand and a very small portion from North Africa.

China's current production level for forest products is
questionable as are prospects for increasing that level on a
sustained basis. China's burgeoning forest products demand
indicates that it will turn increasingly to foreign supply.
The U.S. has gained a major share of the Chinese timber market
and it now becomes incumbent upon our industry to nurture and
sustain what we have gained and to encourage a very major
market in the Far East.

QUESTIONS AND ANSWERS

QUESTION: Why don't U.S. timber interests form export trading
companies?

Caffall: We have laws in the United States that have to do with
monopolies. Big timber companies control a vast majority of
these sales to China and other international customers because
only private wood is exportable. The big timber companies are
very sensitive to any implication of collusion so it is
difficult to come together as a group to deal as an integrated
body.

QUESTION: Didn't the export trading company legislation give
us a little bit more latitude in dealing with overseas
customers as opposed to U.S. customers.

Caffall: That has certainly helped. 	 As far as things taking
place now, they would indicate that the trend Is in effect.
But we are still having to overcome some of the resistance the
bigger companies have about this type of thing. But I believe
that will be the trend in the future.

QUESTION:	 Will the timber relief bill solve the problem of all
the uncut sold timber in the Northwest?
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Caffall:	 I would hope that we have enough time. This problem
is a monumental problem. As to what the solution is, I don't
believe anyone knows. Currently there is legislation pending
that is supposed to have some major, relief but there has been
an amendment added to that legislation Just recently that
almost neutered the affect of the original intent. As a
consequence, most of us are still thinking that the final
solution may be Judicial rather than legislative. This thing
has become so political that there is just practically no
solution that is going to get the job done. The southern
timber interests don't want anything done that is going to
favor the Northwest. So the industry itself is divided, which
doesn't give us a good lobbying situation.

QUESTION: Why can't we vary the stumpage price the way the
Canadians do?

Caffall: That is a perennial problem. I think you are
probably aware that there was some rather heated discussion
last fall and early this year on countervailing tariffs to
offset that advantage. Where the advantage lies is in the way
the Canadians handle the stumpage prices. They will fluctuate
stumpage prices up and down with the market.	 In our country,
once you have bought a timber sale, you have bought a contract
in the market. When you have changes in the economy, such as
this country had recently, there is no relief against the
market price.
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Director of Marketing Analysis
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The Future of Pacific Rim Wheat Trade

On behalf of U.S. Wheat Associates, which represents, in
the export market, the wheat producers of 14 states who produce
about 70 percent of the wheat in this country, we are pleased
to have been asked to be a part of your program. As my
products and trade concerns focus largely on wheat, it is
demand outlook for the Pacific Rim countries into the 1990's
that I will address. But first I would like to offer a review
of the importance of the wheat element in the Pacific Northwest
maritime industries.

Wheat exports to Asia have been a major element in the
economic growth experienced by the Pacific maritime industries
over the past 15 years. In 1970, a total of 257 millions
bushels of grain, or about 7 million tons, were loaded for
export from the Pacific Northwest ports. Ninety-one percent of
that volume was wheat. Pacific Northwest wheat exports
represented 37 percent of total U.S. wheat exports in 1970. By
1983, Pacific port clearances of all grains totalled over 760
million bushels, or about 20 million tons. Grain exports have
thus tripled in the last 15 years out of the Pacific Northwest.
Wheat exports in 1983 out of the Pacific Northwest totalled
over 450 million bushels, or about 12 million tons, an increase
of 89 percent over the volume in 1970. While a healthy and
steady growth of wheat exports was experienced by the Pacific
Northwest, the demand for feed grains over this period also
increased dramatically and reflected the favorable changes in
transportation rate structures for grain to move from the
Midwest to the West Coast to meet the developing demand in the
Asia theatre.

At the same time, your infrastructures were developed out
here to meet this growing demand--and not just in Asia, but
also in the Middle East. These same transportation and
infrastructure adjustments and expansions were also a result of
growing wheat demand to Asia, although probably to a lesser
extent than the feed grains demand growth. But the primary
catalyst for the increased demand of all these food products
was, and will continue to be, generally the same economic
factors: growing Asian economies with increased personal
income, which provided an increased demand for meat and wheat
and convenience food products, or in general a diversification,
an improvement of diets and a movement away from a staple of
rice.

-24-



I will turn now to the specific subject I was asked to
address, the future of Pacific Rim wheat trade. The analysis
and projections that I will be offering are based in part on a
series of economic growth assumptions completed by the
Department of Agriculture's Economic Research Service Just a
couple of weeks ago. The outlook for growth is not as
favorable as you might have hoped, nor is it the conclusion you
might expect to hear from a market development organization
whose livelihood and goal is basically one of bigger and better
numbers and trends. However, the international economic crisis
and its severity during the past several years--a situation
that is now well into a recovery stage--was not fully
anticipated by many economists as recently as 1982.
Furthermore, the long tail of the recovery period as it begins
revitalizing the economies of the developing countries has
necessitated more conservative assumptions on economic growth
of the Asian area through the end of this decade.

To properly assess the prospects of growth of the Asian
grain import market, I have separated the People's Republic of
China from the rest of Asia and will address that market
separately.

Excluding the People's Republic of China (PRC), I have
divided Asia into five separate areas: Japan; the middle
income East Asian countries, which are basically are Korea,
Taiwan and Hong Kong; Southeast Asia, which includes the major
markets of Indonesia, the Philippines, Malaya, Thailand and
Singapore; India; and what we call other South Asia, which
includes markets such as Bangladash and Sri Lanka, which are
import markets, as well as Pakistan, Afganistan and Nepal,
which are either exporters or aren't at the present time an
importing market.

An assessment of the non-PRC market into the next decade
necessitates making some assumptions, primarily about economic
growth, which I will come back to after briefly touching on
several other key outlook factors. These are population, the
rice market, and domestic wheat production in these countries.
This slide indicates real gross national product growth into
the 1990's as well as the trend in population increase. The
projected annual population growth rate for the region as a
whole through 1995 is slightly below that of the recent past
except for other South Asian countries. For the next 10 years
the area will likely add to its populace in an annual rate of
just under 2 percent compared to about 2.2 percent in the most
recent seven year period. 	 Even in India the birthrate is
forecast to decline to about 2 percent by the early 1990's. In
the case of Japan, which we now feel is a fully-developed wheat
market, we expect wheat imports to increase only at the rate of
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the population's growth, which is forecast to be just under 1
percent into the 1990 1 s. The Japanese now consume about 50
kilograms of wheat or wheat products per person which is about
two-thirds of the U.S. per capita consumption on a raw wheat
basis.

This next slide gives you a brief overview of the rice
market, which is the major commodity in the Asian marketplace.
It shows the areas of production in millions of hectares, the
yields, total production, consumption total and then projected
imports of the five regions that I have broken this into.
Through the mid-1990 1 s, rice consumption on a per capita basis
for the entire region is not forecast to increase much above
today's level and today's level is over 200 pounds per person.
In the lower income countries, total rice consumption will
likely increase, reflecting gains in income, while in most
countries the reverse trend will be evident due to slower
population growth rates and already high rice consumption
levels. Exportable rice surpluses are disappearing in the
middle income East Asian countries and there is a clear
government de-emphasis on rice production in several other of
the Asian food markets.

The next slide is similar to the rice slide, but it does
represent wheat production consumption and trade by the five
regions with a summary at the bottom. Domestic wheat
production as a potential supply factor offsetting imports is
virtually non-existent in Japan, East Asia, and Southeast Asia.
In the case of India, it is perhaps best to assume that
self-sufficiency will prevail--although some could make a good
case for substantial and steady import needs. Certainly wheat
per capita consumption will continue to increase in
India.perhaps by another 12 percent by 1990 and by over 20
percent by 1995.	 In the other South Asian countries, the needs
for wheat are also expected to increase. 	 However, consumption
will not likely increase as rapidly as their production.
Pakistan is a good example of this. Thus a declining wheat
import volume is the best projection over the next 5 to 10
years for these other Southeast Asian countries. This would
also include Bangladash, however, and it is hard to conceive of
Bangladash becoming adequately supplied very soon for its 100
million-plus population. And with imported wheat, ton for ton,
half the price of imported rice, Bangladash should remain a
steady and growing market for wheat imports. On the other
hand, Pakistan's investment and policies toward becoming less
reliant on food imports has begun paying off and while the
country has not yet reached permanent self-sufficiency in
wheat, it soon may and then it is likely to begin building
exportable surpluses for its region. 	 So we may expect some
competition from Pakistan in the future.
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I want to address the economic growth factor, the gross
national product growth as well as the population growth.
Changing economic structure in Asia over the past 15 or 20
years, longer in the case of Japan and much shorter in the case
of China, has been a dominant factor in the wheat demand trend
that has been experienced. Expanding gross national products
and the growth in personal income has induced food or diet
diversification in all of these countries. 	 Taiwan is probably
an outstanding success story of this region in accepting wheat
food products. In 1967, Western Wheat Associates, which is now
U.S. Wheat Associates, endeavored to open, in conjunction with
the government's approval, a baking school for this small
(about 300,000 ton) wheat import market). Today, about 15
years later, Taiwan is nearly a 750,000 ton wheat import market
with a per capita wheat food consumption of about 65 pounds--
about two-thirds that of the U.S. Four of 20 planned McDonalds
over the next three years are now open in the Taipei area and
Mr. Donut's first outlet just opened with another 30 planned in
Taiwan over the next three years. Unfortunately Taiwan is not
the norm of the region for setting a pace for fast food
acceptance.

But the economic growth that spurred diet diversification
in these countries is not unlike that of the rest of the other
Asian countries. Most of the nations in this area are now
seeing a resumption of economic growth after the slowdown of
the past several years. Gross national product growth for the
balance of the 1980's is not likely to be as favorable as it
was during the late '70's in Asia. But a very positive trend
is returning. Local economies, especially in the export
sector, are shifting from labor intensive consumer goods and
textiles to a more sophisticated high tech line of products for
the worlds export marketplace. Thus, while the standard of
living and growth of income should again accelerate, which will
support diet diversification and wheat food demand, the
increase is not likely to repeat that of the recent past. For
the region, the gross national product increase is currently
expected to average about 4-1/2 percent over the next ten years
compared to about a 5.1 percent average during the late 19701s
and early 1980's.

What this analysis translates into is a firm wheat trade
base with slowly expanding growth. If we take the 1982-84
total number of 17.6 million tons, which is the current wheat
import volume into the entire non-PRC Asian area, and subtract
out India, we are looking at about a 15.7 million import market
right now. This portion of the market should increase 7 or 8
percent by 1990, or increase at less than 2 percent annually
between now and then to about 17 million tons by 1990, and
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perhaps 19 million tons by 1995. For the region this scenario
does suggest that continued gains in wheat import demand by
non-producing countries are expected to offset improved rates
of self-sufficiency in virtually all of the areas of wheat
producing countries and lead to sustained growth in the net
imports category, although a slower growth pace than that of
the past 15 years must be expected.

This next slide shows coarse grains instead of wheat.
Frankly, this is where the growth is largely coming in the next
15 years. Wheat imports into the Asian area virtually doubled
since the late 1960's. Now you can see where total imports of
feed grains into the Asian area is right around 25-26 million
tons and that is going to nearly double in the next 10 to 12
years. Again, in a diet diversification process, wheat foods
quite often come first, but very soon to follow in tandem comes
the demand for meat and other feed grain by-products.
Consequently we expect to see--and as far as the Pacific
maritime industry is concerned can expect to see In the grain
sector--the biggest growth coming in feed grains, rather than
wheat.

I suspect that the prospects of increasing U.S. wheat
exports and sales to non-PRC Asia by Just over a million tons
between now and 1990 are less than some might have expected or
certainly hoped. It would represent about $600 million in
economic activity for the United States and the Pacific
Northwest.	 But that is assuming this increased trade all
becomes U.S. business. I think that is also a question
appropriate to address at this conference. The rate of growth
in the Asian market in wheat and grain imports will be of
little concern to you if we don't get the business.

And getting the business--much less preserving our
present market shares of 100% in Taiwan, Hong Kong, South Korea
and the Philippines--is a political potential that is at
present a considerable risk. This risk is not due to the
strong value of the dollar, or high interest rates, or not
being competitive in the marketplace. But due to our
government's severe failure to adhere to not Just a balanced
and fair trade policy but any comprehensive trade policy at all
that doesn't have piecemeal protectionism or some other tunnel
vision element at its core. 	 I need not remind you of the
Chinese textile issue of 1983 and its $500 million loss in U.S.
wheat sales. As you well know, the textile issue is back
again--at U.S. election year provocation, I might add.
However, the magnitude of the situation has fanned out from
Just one country to over 40. A dozen or so of these countries
are in Asia. Today we are trying to forecast how much more
this dozen may buy from us in 5 or 10 years while our
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government is, in the name of closing legal loopholes and
perhaps ensuring the re-election of a couple of senators,
attempting to permanently limit their sales of textiles to the
U.S. today, tomorrow, and 10 years from now. Trade is a two
way street. This country must adopt a fair, flexible, and
accommodating trade policy if we expect similar treatment from
our trading partners. Somehow this has failed to materialize
in the proper perspective. Even the Export Administration Act,
which expired a year ago, has not been reinacted largely
because of Congressional disagreement over what political
conditions warrant the president to call a trade embargo and
for how long contract sanctity should be applicable. Seems
like contract sanctity is just that and it is sort of infinity
as far as how long it should be applicable, but that is a
debatable question in Congress.

These are indeed absurd trade issues, but unfortunately
they are the negative type concerns that receive attention in
Congress rather than positive and innovative trade policy
legislation. With textiles now on the front burner, they
merely join steel, copper, autos, shoes, pasta, high tech, and
other products that are also in the political trade arena. The
presence of and adherance to a sound trade policy will likely
hold the key to our export prospects of tomorrow. This concept
is well-recognized by a good portion of the U.S. electorate, I
believe. And this is really the first time in this election
year that U.S. trade policy has become an issue. The U.S. has
managed, via one inroad or another, to dominate a good share of
the Asian wheat market, a market that is right in Australia's
back yard and is no closer to Canada than it is to this
country. Both Australia and Canada are our largest wheat
export competitors. Both are seeking, or actually investing in
developing greater export market shares worldwide through
pricing and credit schemes. A disjointed or domestic
industry-oriented U.S. trade policy and continuous textile-type
disputes will serve to further their market share positions at
our--rather your--expense, and not enhance or fortify U.S.
trade potentials.

Having expressed these trade concerns, I want to return
briefly here to the Asian wheat trade outlook. As I suggested
earlier, we are forecasting an increase of perhaps 7 or 8
percent by the end of this decade and into the 1990's, which is
not a repeat of its past performance.

Now I want to touch on the China market, which seems to
be of greatest interest here in the Pacific Northwest.

The future trend of Chinese wheat imports into the 1990's
cannci really be projected with any kind of certainty. The
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kind of structural changes that have occurred in that economy,
particularly those changes in the last 5 years, are a mess.
Moreover, rapid growth of income and consumption and wheat
yield trends make any sort of trend analysis useless as far as
what to foresee in the future. Income is the key factor here.
Between 1978 and 1982, urban personal income in China increased
by 30 percent while rural income increased 93 percent. The
demand for wheat in China is expected to continue to increase
rapidly as per capita consumption and real income growth
continue to increase. 	 Income growth should average about 2-1/2
to 3-1/2 percent annually and the population growth will likely
continue at about 1 percent annually. 	 Domestic wheat
production is a major element also. Between 1978 and 1983,
wheat yields increased an average of 9 percent annually due to
greater financial incentives and increased supplies of
fertilizer. The impact of these structural changes on yields
should diminish and yield improvements will likely increase
only 2-1/2 to 3 percent into the 1990's. So we do see the
Chinese domestic production situation as a major factor in what
their wheat import potentials are.

With these factors in mind, let me give a reasonable
scenario. We expect to see a decline in wheat imports in the
near term in China. Presently there are about 11 million tons.
We forecast that later on in this decade imports will decline
to only 9 million tons. I think today's large volume of
imports is in part dictated by some long term grain agreements
that China got into with all the major exporters and it didn't
foresee having these record harvests year after year.
Consequently, we must recognize that their need for grains may
not be quite as demanding on the import market as the long term
grain agreements might suggest. Nevertheless, with imports
likely declining to around 9 million tons by the end of this
decade, you may see them back to the 11 million ton level 9 or
10 years from now. And I would guess that the U.S. will
probably be able to maintain a 50 to 60 percent market share
into the 1990's.

The modernization program in China should allow that
country, if its goals are pursued realistically, to advance as
fast or faster than Japan did after World War II. China's goal
is to be modern and industrialized by the year 2000 and the
food industry continues to receive top priority in this
respect. Just two weeks ago the Zing Chou (phonetic) News
Agency reported that the PRC plans to build the food industry
into one of the major economic sectors, producing foodstuffs
worth over 300 billion yen, or about $150 billion, by the year
2000. Quality consciousness is a key part of this food sector
modernization and demand potential. Presently the entire flour
milling industry is being renovated. The Peking Economic Daily
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announced in June that more fine flour will now be produced,
meaning lower extraction rates and higher quality will now be

available. Previously 95 percent of a mill's flour had to be
extracted with at an least 81 percent extraction rate. Here in
the U.S. we use 72-75 percent. The Economic Daily said that
not enough fine flour has been available and supplies had to be
rationed in the past. But successive bumper harvests would now
allow for improved quality to be offered to the increasing
wheat food demand. Many local jurisdictions are now looking at
new plants and equipment for food processing, including milling
and baking. Local officials are anxious to begin producing a
much broader range of breads and wheat foods and have expressed
their desire to have various types of wheats available that are
more suited to different uses.	 This is a major factor
contributing to increasing consumption trends. All of this
certainly suggests that wheat imports will remain part of the
food industry's modernization program almost regardless of the
size of future grain harvests. It can be expected also that
modernization--as in the U.S.--will result in a conversion of
farm land to a broader variety of production. Strawberries and
meat, for example, as well as into apartments, factories,
airports, and maybe even a Disneyland III.

But all of this aside, your concern obviously is how to
get China again interested in the Pacific Northwest white wheat
market and lift their self-imposed embargo on Pacific Northwest
wheat.	 This embargo is as much of an economic disadvantage to
China as it is to you. 	 And I call it an embargo because that
is a more appropriate description than to simply term it a TCK
smut problem.	 As I said, we fully expect China to eventually
begin using a variety of wheat classes, spring wheats, winter
wheats and whites, as do the other Asian markets. All the
other Asian markets capitalize on the economic advantages of
easy access to all the five wheat classes here in the Pacific
Northwest ports.

So I guess in closing on China, patience is perhaps the
best cure for this Pacific Northwest embargo situation. We
feel the long term prospects for China are quite good and
likely better than my economic analysis would suggest. But for
you as businessmen, regardless of your product, it is vital to
remember that China is emerging. It was the sleeping giant
and, as Chuck Caffal said a few minutes ago, those people who
are in control now are not familiar with what went on just a 10
or 15 years ago. So I say to you as businessmen--and this is a
quote from our director in the Hong Kong office, Fred
Schneider--it is vital to remember "that the Chinese have a
hard time hearing what you are saying to them if they perceive
you are flapping your wallet at them to hard."

-31-



Wayne Schwan±
Manager, Port of Morrow County

Columbia/Snake River Marketing Group, Outlook and Strategy

The Columbia/Snake River Marketing Group is a relatively
new group that is Just starting to put its program forth to the
public.	 This slide shows our logo: The Columbia/Snake River
System, the American Northwest Network to the World. It Works.
This logo is really a symbol of the kinds of things we have
been doing over the last four years as members of 34 port
districts and representatives of state governments in Idaho,
Washington and Oregon. We have been analyzing the potential of
our river system, the kinds of problems we have, the
institutional barriers, navigational barriers, market barriers,
to identify what we have to deal with in the future. Having 34
ports working together to come up with a single unified
approach to market development is tough. The Port of Portland
has played one of the major roles in both attracting Northwest
Regional Commission money into the original study and also
providing the staff support and leadership in keeping these 34
ports together and on track.

I think the problem the Columbia/Snake River Marketing
Group has to be aware of--and the challenge that we have to
meet--is most simply stated as the load center concept. There
Is a thesis that because of high transportation costs in
international shipping and the movement toward larger and
larger vessels there will be two load centers serving the West
Coast--Long Beach and Puget Sound. Puget Sound will divide up
the Northwest cargo and goods among the Port of Seattle, Port
of Tacoma, Olympia, Everett and so forth. Long Beach is at a
point now where it is having to turn traffic away.

That is our challenge. How are we going to meet that
challenge in the coming years when we have some obvious
disadvantages under the concept of load centering--that is,
larger ships and an extra two days on the river from Astoria
down to Portland?

The stance that the Columbia/Snake River Marketing Group
is taking is that it has identified the problem and is planning
its future accordingly. We are ones thatwho going to be
responsible for making this river system work for us. We are
going to do something about it. That is exactly what the
Columbia/Snake River Marketing Group is doing: grabbing ahold
of its future, planning for it, and putting some things
together.	 I think you will see as we go through this slide
presentation that we are going to have an impact. We are going
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to be major players in Pacific Rim and worldwide trade in
coming years. We are not going to roll over to the load center
concept.

(Slide.) This is Just a map of the different ports along
the river system. It gives you an idea of the kinds of
problems we are facing as a group working for a common goal.
We have three states, 34 different ports, ranging from deep
draft to the shallow drafts in the upper reaches of the
Columbia and Snake rivers, such as the Port of Morrow where I
am from.

The Columbia River system is the fastest growing river
system in the U.S.	 The navigable waterway was recently
extended in the last ten years.	 International and domestic
cargo volume has grown dramatically and water-related
industrial activities are increasing. 	 There is potential for
this dramatic growth to continue to the year 2000. We are also
very aware of the tourism potential for this area.	 Another
thing I want to highlight is the industrial location potential,
as you will see. We feel that access to markets for industry
to the coastal communities in California, Oregon, Washington,
Alaska and the Pacific Rim make the Columbia/Snake River area a
prime location for new industrial location. There is no reason
why, for example, the Columbia Basin cannot have the kind of
industrial growth that Sunbelt states have had as some of the
older established industries move out of the Northeast. We
have things to offer that we are going to be out selling.

The Columbia/Snake River system is a navigable waterway
extending 465 miles inland from the Pacific Ocean. It serves
the transportation needs of a much larger area extending
throughout the Northwest and into the Midwest, the
Northeast--and actually Into the Southeast when we count
intermodal container shipments. One of the successes of the
Columbia/Snake River system is that the mouth of the Columbia

River is now being deepened and will be maintained at 55 feet
depth for 6 miles and over the bar. 	 That will allow us to
maintain a depth for the ever larger vessels. 	 The 40 foot
channel on the Columbia and Willamette Rivers runs 110 miles
into the Portland-Vancouver area. Upstream from Bonneville a
14 foot draft is maintained draft, but I think that in reality
that provides almost a 20 foot working depth at any given time
on the river.	 In fact, the new docks we are building at the
Port of Morrow are designed for 20 foot working depth.

Ports on the Columbia River handled over 30 million tons
of ocean-going cargo in 1980. Nearly 10 million tons of
domestic cargo moved from the shallow draft portion. Portland,
the largest export port on the West Coast, is one of those
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ports that is instrumental in our future. Major commodities
are grain, petroleum, containerized general cargo, forest
products, automobiles, steel and dry bulks.

Significant growth has occurred on the Columbia/Snake
system over the last decade. The lower Columbia channel, with
its new depth, has seen an increase in cargo of by 55 percent.
Cargo on the shallow draft portion from Bonneville is nearly
three times the volume in 1980 as in 1970. Things are really
looking up in terms of trend lines from the immediate past into
the future for the Columbia/Snake River system. It is
important to note that the Columbia/Snake River system is not
just a waterway--and that is one of the reasons we selected the
term system--it operates in conjunction with the interstate
highway system and two major railroad systems (Burlington
Northern and Union Pacific).

The original study had three goals: 1) determine the
potential of the Columbia/Snake River system for navigation,
trade and economic development; 2) identify opportunities and
action needed for river system development; and 3) develop an
action plan for achieving the potential of the system. The
marketing group is part of the action plan.

As we look at the potential for the future, we have to
look at some changing technologies that we think are important
and that will have an impact during the coming years on the
Columbia/Snake River system.	 I will discuss a couple of these
briefly.	 First is a concept called the Calumax (phonetic)
barge. This is an Idea that has been on the drawing board for
some time.	 I first heard about it from Ogden Beeman about
three years ago and I am sure he has been working on the
concept a lot longer than that. 	 This is a barge that will
carry 10 thousand tons deadweight on the river.	 Now that is
the same size as a 100 car unit train. If that concept
develops, then a turnaround on the upper river for a unit train
carrying grains, coal, or whatever, could have significant
shipping savings for the consignee. 	 It would also require rail
barge transfers on the upper river.

Another development that has been discussed and probably
is going to be hitting the waterways before too long is wider
beam ships coming up the ship channel from Astoria, taking
advantage of that 55 foot draft at the mouth, but also being
able then to come to Portland and leave with loads in the 100
thousand-plus ton range.

Navigation improvements continue to be both a problem and
a success for us: the new dredge Esseance to work the mouth of
the Columbia; legislation to allow the dredging to the 55 foot
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depth, the continued strong work by Senator Hatfield on behalf
of Bonneville Lock. These are all navigation issues that we
are dealing with collectively in the river system and having a
great deal of success.	 And we fully anticipate further
success, especially with Bonneville Lock.

(Slide) I divided the river system into six segments and
we will go through them and talk a little bit more specifically
about each one.

(Slide) This is just a slide of container loading at
Terminal 6, but it is representative of river segment one which
goes from the mouth of the Columbia up through the
Portland-Vancouver, Camas-Washougal port area. It has the most
activity In terms of cargoes moving both in and out of the
river system. Its role as a loading point for international or
intercoastal shipping is the reason those of us upriver are
getting into the act and doing what we can to promote
industrial development and trade activities.

(Slide) River segment two includes the Columbia River
Gorge. Here is one of the things we are working very hard at
to promote tourism as a point of economic development.

(Slide) River segment three is generally the Columbia
Basin area. It starts at the Port of Boardman, goes past
McNary Dam into Lake Wallula, and includes the Tri-City area
and the three ports of Pasco, Kennewick, and Benton County.

(Slide) River segment four is that reach of the Snake
above the Tri-Cities: Lewiston, Clarkston, and the Whitman
County area. There are three ports in that area: Clarkston,
Wilma, and Lewiston. It has great trade potential,and a great
hinterland service area back into Montana and the Dakotas and
northern Minnesota for the movement of grains. They are also
an originator of a great deal of commerce on the river,
particularly at the Potlatch Company, which ships paper
products down river for export and for further refining.

(Slide) The sixth segment of the river covers the upper
reaches of the Columbia up to Wenatchee. We hope this segment
of the river will have the next slack water navigation
capabilities. The Port of Chelan County and Port of Douglas
and other people on the upper river are very interested in
bringing barging capabilities to their area.	 They have a lot
of produce and other commodities that have export potential. I
am happy to report there has been some movement in further
study of the Hanford Canal that would bypass critical reaches
of the river just north of Hanford and near the Beverly area
and have slack water barge capabilities.
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(Slide) This shows the whole area covered by the
Columbia/Snake River Marketing group. We have to act together
in order to compete with that load center concept that has
captured the attention of worldwide shipping. I won't go into
a lot of statistics for what we see in the future for commodity
and tonnage increases. Suffice it to say that we obviously see
a future for growth--not only of our historic movements on the
Columbia River, but bringing in new commodity movements from
new industries located in the area and also bringing crops or
commodities out of the Midwest that might historically have
gone through the Gulf ports. Of course, one of the things we
think is going to work to our advantage is not only the
relatively higher costs of shipping to the Pacific Rim
countries from Gulf ports, but also the relative instability of
the Panama Canal situation. 	 In contrast to the Gulf, we can
offer a stable transportation route via rail and water.

The outcome of all this analysis was the Columbia/Snake
River Marketing Group. It has developed several objectives.
One is to provide a forum for information exchange between
ports, and it does that extremely well. Another is to promote
awareness of the Columbia/Snake River system. That is the task
we are focusing on this year. We are also continuing our
interest in protecting the existing system for navigation, for
transportation distribution, for fisheries, and for tourism.

What is it we have to sell? We have a group that is
interested in putting together a unified package and letting
the world know that there is a transportation system here that
can compete effectively with the load center concept. We have
transportation facilities, water, rail, highway, and air. We
have land--perhaps one of the greatest assets is the land
available for industrial development in the upper Columbia
area. And we have the services-- we have 34 ports that are
ready to go to bat for industrial location and trade.

Here are a couple slides of some of the navigation issues
that we are dealing with: the Bonneville Locks--a bottleneck
because it requires breaking up a tow that could pass unbroken
through the other locks. It is the first lock on the river.
The original design envisioned that ocean going vessels would
be passing Bonneville Lock when it was first built. Here is a
shot of the new dredge Esseance--another major step in the
development of the Columbia/Snake River marketing system.

What are we doing as a marketing group to let the world
know that we have a system here that needs their attention?
One of the things we have done in the last two years is hold an
annual meeting where we invite the press, the users of the
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river system, and industrial users to a conference to talk
about what is happening on the river, the issues that are
before it, and what can be done about them. We are attempting
to make the people who are already involved in using the river
system more aware of Its potential and the direction that the
Columbia/Snake River Marketing Group is going. We have
established a central point for inquiries at the Port of
Portland. The Port does not screen those. They are simply a
receiving station for inquiries for either trade concerns or
for industrial location. They simply pass them out. I have
had three such inquiries passed to me as a result of this kind
of media attention.

One of the projects we are Just about ready to bring to
fruition is a map of the Columbia/Snake River system. There is
lots of information on it. It is designed to hang on the wall
of your office and be a constant reminder of all the attributes
the Columbia/Snake River system has to offer.

I am going to talk just a little bit about the kinds of
things that are going on in the upper river. (Slide) This
shows the Port of Morrow's waterfront. Two years ago there
were no terminals at the Port of Morrow, now there are four.
This is the Sun Quong (phonetic) Ltd. Company°s terminal for
feed grains out of the Columbia Basin. This is the one that is
designed to receive on a unit car basis from the Midwest if
that market develops.	 Feed grains are primarily corn right
now. The photograph also shows the development of the Port's
new general cargo dock.	 It is designed for container and
breakbulk handling. Here are Longview Fibre's chip reload
facility and a log terminal for export to the People's Republic
of China.

How about new products and new ways of getting into the
markets that we serve? This is the Port's Terminal 3. It will
be a barge slip with an overhead gantry crane and
roll-on/roll-off facilities. Our goal is to reduce the working
time to load a barge, increase our efficiency, and hopefully
offer the shipper a better deal. Another benefit: this will
be designed for refrigerated containers. It will have all the
necessary appurtences to handle refrigerated containers. The
terminal operator will be a specialist in refrigerated
containers. In the future we see the movement of fresh fruits
and vegetables and processed fruits and vegetables into the
Pacific Rim as one of our major commodity movements. This is
one of the reasons we are putting this together.

Just as a side note, we are pretty excited because
McDonald's opened a new store in Singapore and within two
months it set the world's record for sales in McDonald's stores
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worldwide. I thought that was impressive. But a McDonald's
spokesman said what really was impressive was that the store in
Singapore took the world's record away from the store on the
Ginza.

Here are some of the things we will be doing in the
future.	 We will be publishing a newsletter and targeting our
markets.	 We will be advertising and we hope to generate
inquiries about industrial locations and transportation
opportunities. (Slide) This is where our markets are and the
kinds of access we have to it. The Port of Pasco and the Port
of Kennewick and some of the upriver ports have had inquiries
from people who want to serve Southern California markets. We
haven't landed one of those yet, but it is coming and when
those people do arrive we will have accomplished the industrial
development we are after and we will also have made use of this
magnificent Columbia/Snake River transportation system for
which we have been working so hard.

Stanitu_BArar
Attorney, Garvey, Schubert, Adams & Barer

Countertrade In International Trade

I have a pretty good overview of how Oregon and
Washington view themselves with with respect to one another. I
think both states have a tremendous amount of pride in their
own identity and a substantial amount of paranoia about each
other and that is to be expected.	 In some ways, I think Oregon
is more aggressive and more creative in its effort to market
itself in a world market.	 Particularly Portland, who recently
took Seattle to the cleaners.	 I don't think the Seattle City
Club would have come out for legalized prostitution.

I think that throughout the Pacific Rim people are very
aware of the direction that Portland is going. I think this
bodes very well for your gateway status.

As Professor Jim Johnson pointed out, Pacific Rim trade
is really what U.S. trade is about today. Up until 1979, the
historical trade pattern across the Atlantic exceeded that
across the Pacific Rim. That is no longer the case. Today
there is well in excess of $30 billion a year more trade across
the Pacific than the Atlantic.

Now that is very important for the Northwest. We are not
a great population center, but our geographical location puts
us in a position to be a gateway. While we can export our
resources, our wood products, grains, fish, airplanes, and so
on, there is also a tremendous advantage in being the gateway
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for imports flowing from the Pacific Rim to our Midwestern and
Eastern markets. I think protectionism, which rears its head
most often in Michigan, South Carolina, North Carolina and New
England, is a very serious thing for us out here. 	 Those
automobiles that make everyone so nervous in Michigan create a
hell of a lot of jobs in Oregon and Washington. And
countertrade, when you really think about it, is a straight out
statement that if we are going to sell, we are also going to
buy.	 If we are going to have exports, we are also going to
have imports. And frankly, U.S. trade policy never likes to
talk about the import side, even though we certainly have more
imports than we do exports, unfortunately.

There has been some discussion about the Export Trading
Act.	 You notice that only says export trading, not import
trading. Import trading is not very politically salable. But
if you are going to be realistic about how to do business in a
world market, you really ought to have an export-import trading
act. You ought to be able to get anti-trust immunity for
gathering together for imports as well as for exports. And I
think if we are going to deal realistically in the Pacific Rim,
those kind of legal changes are going to have to occur.

Now on the subject of countertrade, I want to call your
attention to this brochure ("Countertrade: Is It the Answer
for Agricultural Exporters?" University of Idaho Cooperative
Extension Service, No. 724, by James R. Jones). It is an
excellent description of the key elements of most countertrade
transactions.	 I have been doing countertrade for quite a while
and I learned some things in here that I didn't know.

What is countertrade? Generally, it is a transaction
where each party agrees to purchase goods, technology, or
services from the other. That is a general description and as
most general descriptions, it doesn't tell you really anything
that you didn't already know. I am going to try to go through
some of the basic forms of countertrade so you get a better
feeling.

There is a common misconception about countertrade and
that is that you are not dealing for cash. Except in a
straight barter transaction you are always dealing for cash in
countertrade. But before we get to the mechanics, lets talk
about some of the historical or economic background that has
given rise to countertrade. Why is this thing suddenly coming
up and grabbing us and saying we have to change the way we do
business? What is causing this? There has always been some
form of countertrade. We are all familiar with the old barter
system where the country doctor sets the farmer's broken are
and then gets invited to Sunday dinner for four or five weeks
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In a row. That is barter. 	 You didn't pay any income tax in
those days on the dinners.

After World War II, things really changed. Eastern
Europe became a non-market economy. We are talking about
Czechoslovakia, Albania, Poland, Hungary, the Soviet Union,
Yugoslovia, Bulgaria, and East Germany and--twenty years
later--Cuba.	 Now there are some things that characterize
non-market economies. One of those important characteristics is
a necessity for countertrade. It started with the communist
countries then in the '60's and then spread to what Is called
the Lesser Developed Countries or LDC's. By LDC's, to use the
U.N. definition, I am talking about countries that have a per
capita gross national product just under $2,000 per person.
Now that sounds low, but it covers an awful lot of the world.
It covers most of Africa, East Asia, Latin America, the
Caribbean, the Middle East, South Asia and most of the more
advanced Mediterrean countries.

What has caused this thing to spread?	 One, Western
inflation.	 Most non-market economies and, in fact, most LDC's
that are trying to reach rapid industrialization have planned
economies.	 You can call them communist, you can call them
socialist, you can call them state capitalism. The fact is
that the government controls the basic economic growth of the
country. They have a five-year plan or a seven-year plan or a
nine-year plan and they divide up their hard currency. They
put priorities on it: so much for oil, so much for plant and
equipment, so much for agriculture, etc. They are buying that
stuff from us or other advanced western countries. So what
happens is they get a five year plan, they have X amount of
hard currency, they divide it up among their key priorities.
Then during the next five years that they are carrying out the
plan, because of western inflation, the price for everything
goes up. Now how do they go back and redo the five year plan?
You know what a problem it is. We do Just do a one year plan
in this country Just for the government. Can you imagine going
back and reallocating?

So as a practical matter, what happens as the price of
Western goods and technology goes up above what was anticipated
is that there is not enough hard currency to go around. There
are real problems reallocating it. So they say, okay, the
amount of inflation that takes away our ability to do the
transaction will have to be financed in some way so we are not
expending hard currency that we don't have and that we can't
get from some other pot.	 So for rapid industrialization, for
instance, the LDC's say, "You have increased your prices. To
the extent you have increased them, we have to have some sort
of offset so you are financing it rather than we are."
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Secondly, current account deficits. This is particularly
a problem to the LDC's. The increase in oil prices in 1974 and
1979 were absolutely devastating to the LDC's that were not oil
exporting nations. (If they exported oil, they came out Just
fine.) For example, in 1974 the current account deficit for
oil importing LDC's Jumped to $33 billion from $7 billion the
year before.	 In 1979, the current account deficits for oil
importing LDC's went to $44 billion, while it was only $26
billion the year before. 	 By 1980, the LDC oil importing
current account deficit was in excess of $70 billion and it has
skyrocketed since the worldwide recession. So the impact of
the LDC current account deficits has had the impact of
drastically reducing the availability of hard currency and has
increased dramatically the external hard currency debt.

That is the third factor, external debt. Basically the
LDC's and a great number of the non-market economies have
financed their growth in the last twenty years through Western
credits. Remember when the Polish government tried to smash
Solidarity? Everybody in the U.S. got real excited until the
banks stood up and said, "Wait a minute--we financed that
government." I think that had an impact on how we responded.
There is an old expression, "If you borrow a little money, you
have a creditor.	 If you borrow a lot, you have a partner."
And the American banks are partners with most of the non-market
economies and LDC's.	 The Shah of Iran played that very
successfully with Chase Manhattan, as we all learned.

Now you take this combination of external debt, capital
account deficits, and Western inflation and you have a currency
crisis throughout the world.	 We have all heard about the
liquidity crisis and it is real.	 If we don't keep those
countries afloat, there won't be anybody left to buy our goods
because we have essentially financed that debt. And it keeps
growing because everytime we restructure, we fold the owed
interest back into the principle, make the principle amount
greater, and let it start running again.

Another important factor is what is called official
currency controls.	 In non-market economies it usually is
illegal to convert domestic currency into hard currency. It is
also illegal for a foreigner to own domestic currency. When
you go to China, you are given foreign exchange certificates
rather than their real local money. If some citizen of China
or institution tries to convert local currency into hard
currency, they go to Jail, or out to the farm, or wherever they
take those people.

So the basic problem is that if your exports don't earn
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enough hard currency to pay for what you want to buy, you are
going to have to countertrade. There has got to be some way of
financing new acquisitions that doesn't involve going down to
the bank. And frankly, most of the LDC's and most of the
non-market economies right now can't go to the bank again. So
if they are going to expand, if they are going to make new
acquisitions, we have to finance it somehow through
countertrade.

I am sure you are also aware that most non-market
economies have an artificial evaluation system. For example,
the Soviet Union values one ruble as equal to one dollar. I
don't think that is the ruble's inherent true value--I don't
think anybody does. But if you do that long enough, pretty
soon your hard currency accounts get out of whack because you
fooled yourself at some point.

Exactly how does countertrade work? I am going to divide
these into five categories. First, counterpurchase. This is a
counterdelivery of goods, non-resultant products. in other
words, they are not products derived from what the first party
has sold the second party.	 Let me tell you what we are up
against in the world. C. Itoh and Nissho-lwai are Japanese
trading companies that have Just done a transaction with
Indonesia where they are putting in a 24 billion yen oil
refinery plant. As part of that transaction, they have agreed
to take 10 billion of payment in tuna, prawns, lumber, and palm
oil. And through their trading offices throughout the world
they are going to sell these products on the world market.
That is a classic counterpurchase. Obviously the oil refinery
has nothing to do with the tuna or prawns. It shows you how a
state capitalist or state-run economy can work to hold down
hard currency obligations.

The second kind of countertrade is barter.	 It is Just an
exchange of goods for no cash.	 It is a direct exchange of
goods of equal value. The Boeing Company has historically
refused to engage in countertrade. You go to conferences like
this one and there is always someone from Boeing who says they
sell the best airplane in the world and don't need to
countertrade. And they Joke about McDonnell Douglas selling
planes and taking back Polish hams and marketing those. I am
sure that you all saw that the Boeing Company, about three
weeks ago, announced a $1 billion dollar sale to Saudi Arabia
in return for oil.	 So even the giants are now forced to deal
with this kind of a process. 	 That is a straight barter trade,
oil for planes.	 Boeing is quick to point out that they are
never going to see the oil. They have a third party that is
going to sell the oil on the spot market and give them the
cash.
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The third type of transaction is what is known as a
switch. And rather than a bilateral transaction, this is a
multilateral one. The classic situation is the Western company
sells goods to the non-market economy. The non-market economy
can't pay for them, so what it gives back as value is what is
called its clearing account surplus with the LDC's. For
example, let's say you are going to sell a product to Poland
and they are going to pay for that by assigning to you a
portion of their surplus clearing account with Mexico. Okay,
you take that clearing account surplus.	 You hire some Swiss
trader and let°s say he takes hemp from Mexico, sells that,
gets hard currency and pays you. So that is a way that
non-market economies and LDC's work together through their
clearing account to assist each other in buying western goods.
That usually involves a substantial discount.

The fourth kind of transaction is offset. This is used
primarily for defense products and for commercial aircraft.
But offsets are used not Just by non-market economies and
LDC's.	 Canada uses offsets when it buys aircraft. So does
Switzerland and Australia. There are two types of offsets.
One kind of offset is where the Western supplier is simply
asked to dedicate a certain amount of revenue and effort,
either directly or through some agent, to assist that buying
country in developing a new market in the Western world that it
don't now have.	 It doesn't necessarily have to have anything
to do with the product that is sold.	 For example, this is
McDonnell-Douglas helping to develop the market for Polish
hams.	 A second type of offset, one that is becoming
increasingly common, can be explained with an aircraft example
again. Let°s say you sell aircraft to China, such as
McDonnell-Douglas has done, and you agree that the Chinese
industry will manufacture, with technology that you give them,
the door assemblies for the aircraft or the brakes. So they
are cutting down what they have to pay for the airplane and
they are getting important new technology that they can sell in
the world market on other aircraft going to other countries.

The fifth kind of countertrade is what I consider the
most important kind, and that is compensation trade. This
occurs when a Western firm sells equipment and technology to
the non-market economy or LDC and the purchasing entity pays
for this equipment or technology in resultant product over a 5
to 20 year period. 	 Now this is a very attractive way of
financing new plant and equipment.	 It gives the purchasing
country a 5 to 20 year assured market for its product. It
gives them plant and equipment that they don't have to spend a
dime of hard currency for. And from the U.S. side, it assures
the supplier the equipment over a 5 to 20 year period of low
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cost, reduced-price product. So it helps everybody all the way
around. It also gets that product into a new market using the
Westerner°s marketing expertise. So this is a very attractive
way to countertrade and one that is being used more and more
often.

I Just finished a major project like this that we have
been working on for two years in Shanghai. It involves a
multimillion dollar investment by a Northwest firm and product
will be coming back over the next eight years.	 Everybody on
every side of the transaction is very pleased. I wish I could
tell you what the product is and what the company is, but I
can't because everybody is concerned about competitive aspects,
justifiably.

I will tell you about the most difficult problem I had
after almost two years of negotiations. We got everything done
and were going to have a banquet with a big signing ceremony at
6 o'clock. At 4 o'clock, a fellow from the other side rushed
to my hotel room and said we had to stop everything because we
had a terrible problem. We had a force majure clause in the
sales contract. Force majure is Just a fancy word for saying,
"When is performance excused?	 When can you stop doing
something without breaching the contract?" For instance, when
there is an earthquake or something like that. We used the
term "Act of God" in the force majure clause. The guy said it
was difficult for the trade minister sign an agreement that
recognizes acts of God when China doesn't even recognize God.
Well, the act of God was very important to us because we needed
that language in order to get the necessary insurance coverage
for the transaction. So we went developed a side letter in
which we agreed that the identical facts which constitute an
act of God in the U.S. jurisdiction would be called an "Act of
Nature" in the jurisdiction of the PRC. Everyone was happy and
the side letter worked just fine.

What is the future for countertrade? Frankly, I don't
see any change in high external debt for the LDC's, or their
over-valued domestic currencies, or their current account
deficits. I think their hard currency is still going to be
spent as a number one priority for buying energy. Now it's
true that Western inflation has slowed somewhat, but the price
of that has been a worldwide recession which has devastated
their ability to do business and caused a severe liquidity
crisis.	 So I think there is going to be increasing demand in
the coming years for countertrade. 	 When you look at the
Pacific Rim and what kind of countries we have to deal with,
there is not a lot of free enterprise out there. If we are
going to do business with those people, we have to understand
their economic situation, like it or not. Now our government,
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as well as private industry, historically is not one to
recognize or talk about countertrade. 	 We like to sell for
Yankee cash. Most big publicly-held corporations like cash
because they play the game of earnings per share per quarter.
If you are equity-financed, the name of the game is what your
stock price is in the market. You don't want to invest several
million dollars and wait five years to make your profit. On
the other hand, the Japanese institutions, which are
essentially debt-financed rather than equity-financed, take a
much longer view and we are at a real competitive disadvantage
in that sense.

Our trade laws--you know, dumping, countervailing duties,
etc.--will apply to countertrade imports and no one is really
sure what is going to happen. For example, under Section 406
of the 1974 Trade Act, if a communist producer enters a product
into our market that causes market disruption, that product can
be stopped and a penalty attached. If you do a compensation
trade program, say in China, and you do it in a Joint venture
where you own 50 percent of the stock of the entity, is that
still a communist producer?	 I don't know.	 I would love to
argue that case. I don't think it is. If you do that same
kind of transaction and you get into a dumping case under
Section 733 of the Tariff Act--is this a product of a
state-controlled economy if you own a majority of the stock in
the Joint venture?	 I don't think so.

In summary, let me say that countertrade is here. We
would all prefer to sell for cash, but the world doesn't work
that way right now and I don't think it is going to work that
way for quite a while.	 I don't think countertrade will go
away. It is really an important way for us to realize our
gateway status for the Pacific Rim and to fill up our vessels
with both import and export cargo.
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WEYERHAEUSER'S EXPERIENCE IN INTERNATIONAL TRADE

Jame.5

Domestic & Export Wood Products - Marketing
Weyerhaeuser Company

Weyerhauser is composed of a series of relatively
autonomous businesses, such as pulp, paper, linerboard, and
fully-manufactured forest products, such as lumber and plywood.
Those operations don't necessarily go down the same road in
terms of following the same strategy or trying to accomplish
the same objectives. So when it comes to speaking for the
whole company, I have had to do some investigation and learn
more about what we really are all about.

Among the topics I would like to talk about are the
growth in the development of our export business and some key
geographic markets that we serve in the Pacific Rim, Europe,
and elsewhere. Since there are so many marine transportation
people here, I would like to talk just briefly about
Weyerhaeuser marine transportation and Westwood Shipping. I
would like to touch on a couple of issues that we see as very
real constraints on our export business--that is, the whole
area of currency, exchange rates, the strong dollar, and export
restrictions. I would like to talk a little bit about how we
see the outlook for forest products export over the next decade
and, in conclusion, about how we view that future as it applies
to Weyerhaeuser.

Until the mid-1960's, Weyerhaeuser was largely a domestic
company. Many of you were probably aware we started out in the
Midwest in Michigan, Wisconsin, and Minnesota. We moved west
early in the century, but for many years our operations around
the Puget Sound area were largely focused on marketing into the
U.S.A. We began exporting on a very modest basis in the early
and mid-1960's and that was primarily in an effort to broaden
our markets as well as to offset the kinds of high
transportation costs we were experiencing in shipping our West
Coast products into the rest of the U.S. As you are aware,
domestic transportation deregulation and the growth of the
Southern and Canadian timber industries has meant that we lost
a lot of our U.S. markets to products out of the South or out
of Canada. So around headquarters, we kind of think of our
market for West Coast products as being Just about anywhere
west of 1-5 and offshore--that probably is not far off the
mark.

We had a very big stimulus into the export business when
the Columbus Day storm occurred in 1962. That storm blew down
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about 4-1/2 million board feet of timber. That number didn't
sound very big until I realized that it is about 10 to 15
percent of the annual U.S. consumption of wood in a given year.
It's not quite that much this year, but we have reached 45
billion board feet in some years in the past. Early in
1962-63, Weyerhaeuser began its export operations with offices
in Japan for pulp. We moved very quickly thereafter with an
acquisition of a distribution business in Australia and set up
operations in Europe to handle lumber and plywood and other
forest products.

Why is it that we export? What is it that motivates us
to do this? Well, in the West, particularly, our lands and
mills are well-located logistically and have the kinds of
products that a lot of the countries around the world want.
Secondly, for our pulp and our paper products, the scale of the
manufacturing facilities that we have is so huge that we need
to view the world as a market for those products. We have to
consider the world as a market in order to run those facilities
full tilt and achieve the economies that are necessary to
compete. Thirdly, as I alluded to before, with deregulation of
transportation and the high cost of shipping West Coast
products east, we are forced into a position of seeking
advantageous markets for those products because of
transportation rates. You have heard many examples of this,
but I will give you a couple.	 Out of Longview, Washington, it
is cheaper to send lumber to Japan than it is to send it to
Ohio.	 For pulp from Longview, it is cheaper to send it to
Brussels, Belgium, than it is to send it to Texas. 	 I am sure
there are many many other Instances like that.

When we first started exporting about 20 years ago, most
of what we sold was pulp and logs. That is, raw materials,
materials that were relatively untouched by manufacturing.
Today, that has changed. More than half of what we export are
finished materials, such as lumber, newsprint, and that type of
product. So we have undergone a metamorphosis and part of that
I think has been because of the maturation of the countries and
the markets that we are serving.

To give you a feel for the kinds of products we export, I
would Just like to tick off some of the key product areas for
us. First, in finished wood products, which is the business I
am most familiar with, since the 1960 1 s we have exported
lumber, plywood and particle board products. Over time, we
have adapted several of our mills to cut products to meet those
export specifications which have to do with grades, length
assortments, special packaging, and needs that offshore
customers require. Today, for our lumber and wood products, we
have a 100 person offshore sales force that serves Japan,
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China, Europe and Australia.	 Among U.S. producers and U.S.
exporters, this is a unique situation. In addition, when we
first started in the export business, we viewed that business
as an opportunity to sell our own products. This has changed
very drastically over time. More and more we are going into
the brokering business in which we buy lumber, plywood and
other products from other manufacturers and sell those to our
customers--not only to broaden our lines, but to make more
dollars.	 By the way, we anticipate that that business will
grow very significantly.

Another kind of product that we sell to the export
markets is pulp. This is the raw material that goes into
paper, packaging materials, and so on. We have been in pulp
sales worldwide for about 20 years and the key markets that we
have for that are Europe, Japan and China. In containerboard,
our key markets are Pacific Rim markets, Latin America, and
Europe. We have exported linerboard for many years and,
notably, in 1972 we made our first sale to China. In 1983, we
began distributing linerboard in the Japan market in
competition with Japanese linerboard manufacturers. By having
distribution warehouses there, we were able to have inventory
on hand to give them quick ship and quick delivery and enhance
our ability to be a strong competitor there.

Now in the area of paper, many of you are familiar with
our newsprint facility in the Longview area. We started this
in 1979 in a Joint partnership with a Japanese firm. Today
more than half of that product goes for newsprint to Japan.
Bleach paperboard, which is the material they make milk cartons
out of, is a very strong product for us in Japan and and
Pacific Rim countries where they are going back from glass or
from plastic to the old-fashioned milk carton or something like
it.

And finally, as you may be aware, we are in the wholesale
nursery business here in the United States. We grow ornamental
trees, woody shrubs, flowers. Many of the flowers you buy at
K-Mart or Penney's or a local garden store may have come from
one of our nurseries. We diversified that business into the
export market in 1973 with our first distribution warehouse in
Belgium.

Okay, how big are we in terms of current export size?
Weyerhaeuser is today the largest U.S. exporter of forest
products and we sell to customers in about 62 nations. Our
1983 export sales were about $870 million dollars, which is
about 18 percent of our total sales--which ran about $4.9
billion. (As I tracked that number down, I noticed that that
percentage and the absolute dollar value has decreased over the
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last two or three years because of the strong dollar and the
fact that our products, because of that strong dollar, are less
competitive offshore than they used to be. We would like to
see that turn around and increase that offshore percentage.)

In terms of markets, Japan is our single biggest market,
Europe is second, and China is third. To put the magnitude of
our export activity in perspective, let me site the instance of
Mount St. Helens. When that eruption occurred, as you know,
about 68 thousand acres of harvested timber were blown down.
When the tally was made of where those products went, it turned
out that 45 to 50 percent of the specialty plywood, bleached
paperboard, newsprint, and logs went to export markets. Today,
somewhere between 45 to 50 percent of all the products that
come from the Cascades and west goes offshore. This growth is
not unique to us.

Just a couple of statistics about the size of U.S.
exports.	 In 1963, less than $1 billion dollars of U.S. forest
products were exported.	 In 1983, that number had grown to $7-8
billion or 7 to 8 times. In terms of constant dollars, that
is, if you backed out the inflation, it had grown to about $4
billion, or about 400 percent, which I think is really
significant. But on the scale of total world trade which we
have to think about, the U.S. satisfies only about 20 percent
of the forest products exported to the rest of the world and
the other 80 percent comes from countries like Scandinavia,
Canada, the U.S.S.R., and Eastern Europe.

To illustrate the diversity of our export business, I
would like to touch briefly on some of the geographic markets
that we serve.	 I mentioned Europe and I would like to talk
about that first and foremost. We got started in Europe, as I
mentioned before, in the very early 1960's with an office in
Brussels and two people. Today we have 24 people in Europe who
are full-time lumber, plywood, and forest products sales
representatives. We have six offices that serve basically all
of Europe plus the Middle East and North Africa. 	 At one time
we had operations in Saudi Arabia. 	 We had two distribution
centers there and when the oil glut hit and the Saudi economy
tailed off, we ceased operations there. But that was a very
strong market for us during the late 1970's and early 1980/s.
In Europe our customers were primarily importers and people who
make industrial products. Some of our large customers for
wood, for instance, are not unlike (unintelligible) Nicolas.
They make doors, windows, furniture and that kind of thing.
The key kinds of things that we sell in Europe are softwood
plywood and softwood lumber. For instance, our mills at
Springfield or Coos Bay are very strong suppliers into North
Europe, the Mediterrean ports, and that part of the world. We
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also sell Southern pine lumber out of the Gulf and out of the
East Coast into Europe. That is a business that we see as
developmental. It is only about 12 to 15 million feet a year
now, but we think there is a pretty significant opportunity for
that, certainly end uses. Finally, into Europe we sell, on a
brokered basis, hardwood lumber and plywood. We have contacts
in the Far East that locate products that meet our buyers
requirements and that is a business that we would like to see
grow.

I mentioned Australia, which we entered in 1965. You
realize Australia, compared to the U.S., is geographically very
large, but population-wise not very large at all. We have one
distribution center in Sydney which serves about 60 percent of
the Australia market of about 10-12 million people. 	 Basically,
it takes products out of Oregon, primarily, Douglas fir. 	 In
fact, over there they call it Oregon fir. We bring big
sections of Oregon fir into Australia where it is sold to
people who remanufacture it and do things with it that convert
it industrially to other end uses.

Now we have heard a lot about the Pacific Rim this
morning.	 I would like to talk about four Pacific Rim markets
very briefly. The first Japan. Today, two-thirds of Japan's
total wood products are imported. That is Just the opposite of
the way it was 20 years ago when they relied on their own
forests and their own resources for the majority of what they
used. Since Japan can only satisfy about one-third of its own
needs today, forest products are a very key import for them and
they rank third behind fossil fuels--coal, oil and that sort of
thing--and food products. So we are tied, basically, with
machinery for the number three import position into Japan.
U.S. exports of forest products to Japan now stand at about $2
billion dollars. The U.S. represents about 30 percent of the
forest products that Japan does import. 	 A very large share
comes out of Canada. However, because of the kind of species
that we have in North America, the quality of our wood, and the
product form requirements, the Japanese really prefer the U.S.
as a supplier.	 In spite of that, we face strong and growing
competition from other nations around the world.

We have heard an emphasis on logs this morning and I am
sure you are aware of the log traffic. The majority, perhaps
70 to 85 percent, depending on the year, of Japans forest
products imports in the solid wood side are raw materials.
They are logs or wood chips as opposed to semi-manufactured or
finished products, such as lumber, veneer and so on. We,
Weyerhaeuser, would like to see that change and, in fact, we
have changed that pretty significantly compared to the earlier
days when we did business with our Japanese customers. Part of

-50-



the reason that this will change, we feel, is that the Japanese
forest products industry is changing. It is an industry
composed of about 20 thousand small sawmills that serve local
geographic markets areas and they cut products from logs or
bigger sections, cants, to fit the needs of the houses as they
are built in their own marketing area. We feel the long term
viability of these needs is open to question and it really
hinges on their ability to stay productive, to use their people
effectively, to put the capital into the mills that they need
to keep them modern and up-to-date. We feel that over time the
market for imported lumber from North America in Japan will
increase markedly.

Somebody said this morning that the size of the Japan
housing industry is not what it used to be. I think that is
true. Our economists, for instance, are saying that for the
foreseeable future, which I would say is 3-5 years, they are
looking at housing starts in Japan at about 1.1 million to 1.2
million. That would compare, for instance, with the late 1970's
and early 1980's figure of 1.7 million to 1.9 million. Part of
this is because the rate of family formation over there is
slowing down. Another factor is that housing is so expensive
over there that it is a real luxury and a real premium item.

I mentioned finished products and the progress we are
making there. We are working closely with our trading company
partners and our other customers to introduce them to the idea
of using American finished softwood lumber. We have made very
substantial progress with some of those people who manufacture
manufactured or pre-cut homes and that kind of thing. We have
also been working through our trading companies to get Japanese
plywood plants to accept the idea of softwood veneer. 	 And, in
fact, we cut that in Longview. 	 It is something that we believe
the future is pretty bright for.

I would like to turn next to China. We heard a lot this
morning from Chuck Caffall about China and I thought that he
covered the market very accurately and extensively and I can't
add all that much to his remarks.	 So I won't say a lot of
things that I planned to. 	 In addition, Gib Carter handed me
this newspaper article from yesterday's Oregonian that talks
about Weyerhaeuser's office opening in China. 	 That has got
quite a few facts and figures.	 I think my Job was made a
little easier this morning because of this. But let me say the
following. Weyerhaeuser sees China as a new and big and
relatively growing market for Weyerhaeuser products. China is
number two among Asian markets for us and there are several
reasons why we view it as a promising market for Weyerhaeuser
in the long term. Consumption of wood is very large there. We
have heard the population numbers. 	 Some figures that I saw
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indicated that China consumes about four times the amount of
lumber that Japan does. Even though a lot of that today is not
imported or from North America, we think there is a growth

opportunity.

Also, I heard Chuck indicate a 4 percent growth rate in
their five-year plan. We see their economy as having grown
very markedly in the recent past, more in the nature of 8 to 9
percent real GNP. That is several times faster than the growth
in Europe, a mature market for us, or the U.S. economy. So
that per annum growth bodes very well. I think another factor
to consider is that although China does not use a lot of wood
in its homes, they do build 11 million homes a year, which is 5
to 6 times that of what the United States builds. They use a
lot of concrete, brick, masonery and so on, and not a lot of
wood per home. But we have the opportunity to increase wood
into that home building system. We see China as a long term
market so there should be opportunity for growth there with
them.

Additionally, Chuck Caffal mentioned that they cut over a
lot of their forests, they have not been all that effective at
reforestation. They are going to need to import wood products
from somewhere and it might as well be from us. Their imports
today are heavy to logs. Their preferences have been
particularly for Douglas fir and hemlock, which have fit
Weyerhaeuser's product availability very closely. In addition
to logs and lumber, we have also exported linerboard, pulp, and
timbers to China. Chuck Caffal talked about the kind of mine
timbers and construction type timbers, not 2 x 4's, they were

interested in. And as he indicated, they are very price
motivated buyers, so they are not quite as picky about grades
and those things. with a second growth product coming on, we
see that as a very close fit with the material that we have
available.

Third among Pacific Rim countries that I would like to
mention is Korea. Today we don't export softwood lumber or
softwood plywood to Korea because of the 20 percent tariff they
have on those products. But we do view them as a longer term
market which will offer us some growth. 	 We do export logs to

them.	 Some of the logs that went down in the Columbus Day
storm, in fact, went to Korea.	 They do like softwood lumber
and they don't have very large domestic supplies. 	 The thing

they have used a lot of is what we call South Sea logs out of
Malaysia and the Philippines. Because those countries are
trying to create Jobs, they are encouraging the development of
their own manufacturing facilities so the South Sea logs that
Korea had imported in the past will not be as readily
available.
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I would say the same thing is true of Taiwan, which is
the fourth country that we view as having a small but growing
future for us. It is heavy to South Sea logs and not currently
a big market for us, but downstream I think it can be.

Now I would like to shift focus. I hope you won't ask me
too many difficult questions about this because I am not an
expert on marine transportation, but I felt that with the
number of people in the audience that represent the marine
transportation industry I couldn't get by without saying
something. So I went to our friends at Westwood Shipping and I
said please help me out, please give me some Information about
where we have come from and where we are today. They told me
the following.

Weyerhaeuser has always used some sort of marine
transportation from the time we were moving logs down the river
in the Midwest until we got started out here. It wasn't very
long after we built our first mill at Everett, for instance,
that we acquired one vessel in the early 1920's. During the
mid-1920's, we increased the size of that fleet to four vessels
and they were primarily used to ship lumber to the East Coast.
At one time on the East Coast, we had big cargo yards that
would hold several million board feet of lumber at a time to be
sold on the East Coast. That was very competitive and a very
good thing. Following the Depression, as our milling capacity
expanded, we acquired four more vessels so we had a fleet of
eight. We went into World War II with eight vessels. However,
in 1941, when the war broke out, the Maritime Administration
appropriated our vessels and they asked us to run those eight
plus another 68 which were chartered from other entities to
carry cargo and troops in the war effort. We ran that program.
We lost two ships, which were sunk, two of our ships were given
to Russia in the lend-lease program, and at the end of the war
we sold the remaining four. We thought we were over and done
with that.

However, shortly following the war, Liberty ships became
available. So we got into the Liberty ship business again with
cargoes to the East Coast. We started with six and one vessel
left each coast every 14 days. The size of those vessels gave
them a cargo equivalent of 250 loaded railroad cars, which I
guess was pretty big for that time. 	 1962 was about the peak
year of that intercoastal trade. At that time about half of
the wood that we carried was our own and about half was
chartered to other people who wanted to get their wood out to
the East Coast. So even in that early time, we branched out
from our own product. As the 1960's ensued and the Jones Act
was passed, it became pretty clear that the future did not look
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bright for that trade.	 So in the late 1 60's we sold those
vessels and we got out of that intercoastal trade.	 We closed
down our big cargo yards that we had in New Jersey, Florida,
and Providence.	 And those we called the barns, because they
were huge, are long gone today.

However, in 1975 we signed an agreement with a Norwegian
company, Leif Eric, to build and commission what we call "M"
ships. They were named "M" because of the names of the ships,
which all started with that letter, and could then transport 38
thousand metric tons of mixed forest products. That was about
the time I came on with Weyerhaeuser. People were excited
because they could send logs, they could send linerboard, pulp,
newsprint, and all kinds of mixed cargoes at that time. That
was heralded as a very big event. When those ships actually
came on line, however, in 1976-77, it turned out that the
projections of the Weyerhaeuser cargoes that would be available
to send on those vessels were really optimistic. So in 1978,
Weyerhaeuser chartered back part of the space to Leif Eric, who
used some of that space to charter on either a common carrier
combination container or breakbulk cargo service to the West
Coast and to Northern Europe.

In 1981, Westwood Shipping Lines was formed. It is
wholly owned by Weyerhaeuser and its function is to market
space to outside concerns as well as to Weyerhaeuser businesses
that want to send products into the 40 ports where they call.
I can't tell you the number of voyages that we carried in 1983,
but I know in 1981 we operated about 76 voyages with those
ships.

Now I would like to talk about a couple of factors that
we heard about earlier this morning. These are very serious
for Weyerhaeuser, in particular, and other exporters in
general. Currency exchange rates, as many of you are aware,
have Just wrecked havock with our ability to be competitive in
offshore markets. Today, two-thirds of the world trade uses
the U.S. dollar for transactions. Today, most forest products
are dollar-denominated. In recent years the value of the
dollar has skyrocketed, many European currencies between 1980
and early this year have lost half their value in relation to
the dollar.	 And the yen is severely undervalued.	 If you have
been listening to the news, the U.S. dollar has been hitting
record highs the last few weeks.	 In fact yesterday's Wall 
5frvet_Jolir1AI talked about U.S. dollars setting an 11-1/2 year
high against the mark, the pound fell Friday to below $1.28,
which is the first time ever, and in a week's time the dollar
gained 6.8 percent against the mark, 3-1/2 percent against the
Swiss franc and 2.9 percent against the pound. Now that
translates directly to an increase in price for us versus
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shippers who come in from Russia or Scandinavia or some other
wood basket with product to sell in competition with us. For
example, one of our tried and true export markets in Europe is
Italy where a lot of the Oregon Douglas fir goes. Between 1980
and January 1984, the FOB price in Italy in terms of lire per
thousand board feet went from $893 to $1,632. At the same
time, the U.S. FAS price fell from $873 to $695. So you can
see that our customers are really pinched when it comes to
trying to afford North American wood products. Many of those
customers have been forced to switch to other lower-priced
substitutes.	 We have real fears about those end users
switching to other species and losing those markets forever.

We view these currency problems as being caused largely
by the record Federal deficit and the high real rates of
interest that are charged here compared to inflation, which has
served to attract capital to this country and make the dollar
very strong. Frankly, our economists--and most senior
management--would say, "We don't see that situation turning
around until the deficit can be turned around and we don't see
that happening very quickly."

The other issue I would like to talk about briefly is
export restrictions. In many countries, our business is
restrained by all kinds of trade barriers. For instance, in
Japan we pay a 15 percent tariff on West Coast softwood veneer
that goes into their plywood.	 In spite of that tariff, we are
able to be competitive with South Sea log veneer. In Europe,
in order to protect some local plywood mills, they require that
only X amount of North American plywood will be imported per
year. And every year the race gets a little bit more hot and
heavy to see how much we can get in there before we fill up
that quota. Two or three years ago the quota was full in June,
then it dropped back about a month and a half. 	 This year the
quota was full by about early March. That obviously plays big
problems for them because they build up a big inventory. They
have to finance it, they have to pay interest on it, they, have
to speculate, they don't know what is going to happen to
prices.	 We would like to see that kind of quota situation
eliminated.

What is the outlook for growth for the export of forest
products? Well, today, our current view of wood supply versus
wood products demand is a heck of a lot less optimistic than it
was in the early 1970's. And at that time we were
extrapolating from very strong growth among some of the
less-developed countries. 	 We were forecasting shortages of
wood products. In Europe, for instance, some people were
foreseeing that the Scandinavians wouldn't be able to produce
and sell as much and so there were very, very glowing reports
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made on the way our business would be as the century wore on.
Today we don't view it that way at all. We view world demand
as being a far greater problem than world supply through the
rest of the century.	 Floating exchange rates and the strong
U.S. dollar have hurt us.	 Economic growth in most countries
and especially in Europe has slowed markedly. Household
formation rates have begun to slow in many countries and
formation rates are the key to housing and the key to wood
products demand. In addition, we have stronger competition
from a number of people, notably the Scandinavians, who have
devalued their currency and who have invested In their own
industry, brought their cost structure down and become much
more competitive in the markets that we face.

In spite of that less optimistic scenario, or outlook, we
do see that there should be substantially greater opportunities
for exports in the Pacific Rim nations. Their growth rates are
more substantial than most other parts of the world. Their
growth in forest products demand should be significant and
should continue to be rather strong and their traditional
materials, the South Sea logs that I mentioned, are declining
in availability and should open the way for us to do a better
Job with softwood materials. That will only happen, however,
if they have the ability to trade with us and if protectionism
barriers are kept at a minimum.

We view exports as a long term economic necessity. If
you live in Oregon or Washington, you Just have to know that.
Particularly for Pacific Northwest operations that are west of
the Cascade Mountains, we see export markets as a key to the
future. As I mentioned before, export markets today take--in
one form or another--nearly half of the annual cubic harvest of
the Douglas fir region here in Oregon and Washington.
Weyerhaeuser does have the ability to compete in offshore
markets, particularly from the West Coast region.	 We feel we
have a number of strengths, soils, resources, people,
infrastructure, port facilities, know-how. We are already a
significant factor in this business and we intend to become
even more dominant.

QUESTIONS AND ANSWERS

QUESTION:	 Do you see any opportunities to get involved in
countertrade in the potential markets.

Wiek:	 We really have not talked about that on a very
aggressive basis. During the introduction it was mentioned
that I work both sides of the street, the domestic side and the
export side. On the domestic side we have about 60 distributon
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centers for lumber and building materials, one of which is
right here in Beaverton. Those distribution centers of ours
now import significant volumes of products such as nails,
rebar, remesh. We think there are opportunities for them to
import some other things. We also think perhaps some of these
100 people we have offshore in our wood products sales
organization could be involved in getting that process to a
larger scale. Whether it will- happen or not, I am not sure.
We are looking at the whole idea of export trading companies.
I don't think that is a secret.	 whether that comes to
fruition, I really can't predict. 	 We think that through the
brokering business this can be done pretty aggressively without
that shield or some kind of shield against anti-trust. 	 I am
not so sure that that is all that great big of an advantage. 	 I
could be speaking against the company line here so I won't.

QUESTION: What is the status of the Dupont export facility?
When and if that goes on line, how is that going to change your
export operations?

Wiek: Boyi That is a great question. I really can't speak
authoritatively on it. A year or so ago, I think, we received
basically the final permits that were needed to operate the
facility. Given the state of world export trade, we are not
probably going to start using that as an export center
immediately. Down the line, I think it is the company's plan
to try and do that. Mr. Weyerhaeuser has talked about the fact
that export trade is going to become a bigger part of our
business and I think that at that time it may make sense to use
it.
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