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It is hard to believe that the Peruvian anchovy harvest and the
Watergate affair could impact on international trade negotiations oc-
curring twenty years later, but those events did have a major effect on
trade relations between the United States and the European Commu-
nity ("E.C.") throughout the 1980s and early 1990s.

Inflation in the early 1970s was considered to be so out of control
that President Nixon agreed with the imposition of wage and price
controls. The Peruvian anchovy harvest, a protein source, was well
below expectations; and U.S. soybean prices skyrocketed in response,
reaching levels in excess of twelve dollars per bushel, more than
double recent quotes. Consumer organizations were not mollified by
the wage and price controls and were staging food cost protests
outside the White House.

At the time of this crisis, President Nixon was distracted by the
unfolding Watergate drama. Looking for some action to take in order
to reduce the domestic cost of soybeans, the President announced and
enforced an embargo of U.S. soybean shipments to overseas custom-
ers. Japan, a major purchaser of U.S. soybeans, responded by devel-
oping relationships with South American producers. Despite the end
of the embargo, these relationships still continue and have been very
costly for U.S. farmers.

The E.C., also a major customer of U.S. soybeans, responded by
implementing huge domestic subsidies to encourage and increase pro-
duction of the oilseeds in their member countries. Increasing domestic
production would lessen the shortage felt by the embargo. The United
States protested, arguing that these subsidies nullified and impaired
agreements previously reached between the U.S. and the E.C. E.C.
officials responded that, due to the unilateral embargo, the U.S. was
no longer a reliable supplier or trading partner. This dispute contin-
ued for some years without resolution until the U.S. finally chose to
file a complaint under the provisions of the General Agreement on
Tariffs and Trade (GATT).
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By now, the U.S., the E.C., and all of the GATT countries had
begun the process of negotiating a new round of trade agreements
known as the Uruguay Round. Principal among the items to be nego-
tiated were agriculture export subsidies. The main antagonists in this
area were the U.S. and E.C., with most other countries indicating that
they would accept whatever agreement the two giants could reach.

The oilseeds dispute, however, was not part of the items to be ne-
gotiated in the Uruguay Round, as it was a bilateral dispute rather
than a multilateral one. Instead, it was in adjudication before a GATT
panel. That panel found, by unanimous vote, that the European ac-
tions did nullify and impair previous agreements, and that the U.S.
was entitled to compensation. The panel did not stipulate how to com-
pensate the U.S., but left this to the parties to negotiate. Thus, the
oilseeds dispute was hanging over the GATT negotiations, with both
American and European farm groups more interested in the outcome
of this particular dispute than in the overall GATT negotiations.

Two items central to the final resolution of this dispute were
never well understood by many U.S. farmers. First is the provision
that the Europeans, although found to be in violation of previous
agreements, were not obliged to offer compensation directly in the oil-
seeds sector. Instead, the E.C. countries were free to offer concessions
on steel, autos, or candy bars if it suited their purpose, provided the
value of the proposed compensation was commensurate with the hard-
ship visited upon U.S. oilseed exports. Second is the ill-defined (and
more often nonexistent) process for forcing the offending party to come
forward with a meaningful offer of compensation. Some of these dis-
putes drag on forever and have caused dispute resolution mechanisms
to be a central focus for today's GATT negotiations.

The challenge to the U.S. in achieving an acceptable compensa-
tion package was twofold: obtain reasonable compensation to U.S.
producers, and, at the same time, prove to the skeptics that GATT is a
worthwhile process. No indication was given by the Europeans that
they were, or would be, forthcoming with such a proposal. The stage
was set for a difficult and intense negotiation.

U.S. negotiators proposed a threat that would represent a hard-
ship for the most recalcitrant of the Europeans, would be legal under
the terms of GATT, and would be perceived as being a real threat, and
not something being done for domestic political consumption in the
U.S. A meeting was held in the White House situation room with the
National Security Adviser presiding and all interested U.S. officials in
attendance. A package of selected items for retaliation was agreed
upon, and it was further agreed that the effective date of the retalia-
tion would be delayed until after the presidential election.
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The strategy worked. The E.C. officials came forward with an of-
fer to roll back the total land area devoted to oilseeds production and
to cap their production at that lower level for all time into the future.
The offer was accepted, although it did not satisfy some U.S. produ-
cers who had hoped for an even lower level of EC future production.
Those producers began to feel better about the bargain as three things
happened. First, they realized that the compensation did not have to
be in oilseeds. Second, they realized that, with the world population
increasing at the rate of 100 million people per year, the growth in
oilseeds demand would be met by one less competitor. Third, as they
watched on television while European farmers took to the streets in
protest, they understood that it was a better deal than had appeared
at first glance.

With the oilseeds dispute resolved, the U.S. and E.C. negotiators
met at Blair House in Washington during the month of November,
1992, and hammered out an agreement on the agriculture subsidy dis-
putes holding up a new GATT agreement. The rest of the items to be
negotiated, other than agriculture, were not concluded before the end
of the Bush Administration and the retirement of principal negotia-
tors from other countries. But the longest running arguments were
put behind us, and one hopes that new governments and negotiators
will build on the progress that has been made and conclude a satisfac-
tory Round in the near future.

Future government leaders considering the implementation of an
embargo may wish to review the consequences of the Nixon soybean
embargo. In this case, President Nixon's quick fix to the problem of
rising soybean costs resulted in a twenty-year dispute. This dispute
not only damaged valuable trade relations but devastated the U.S.
soybean industry. Before imposing future embargos, officials should
talk to a soybean farmer.
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