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INTRODUCTION

This series of reports by the United States International Trade
Commission is made pursuant to section 410 of title IV of the Trade Act of
1974 (19 U.S.C. 2440), which requires the Commission to monitor imports from
and exports to certain nonmarket economy countries (NME's). These countries
include those listed in headnote 3(f) of the Tariff Schedules of the United
States (TSUS) 1/ and others not listed in the headnote, 2/ viz., Hungary, the
People's Republic of China (China), Poland, and Romaniaffg/ These are
countries whose exports can be investigated by the Commission under section
406 of title IV of the Trade Act of 1974. Through control of the level of
production, distribution process, and the price at which articles are sold,
they could disrupt the domestic market in the United States and thereby injure
U.S. producers. Under the statute, the Commission publishes a summary of
trade data not less frequently than once each calendar quarter for Congress
and, until January 2, 1980, the East-West Foreign Trade Board. As of that
date, the East-West Foreign Trade Board was abolished, and its functions were
transferred to the Trade Policy Committee, chaired by the United States Trade
Representative.

As specified by the statute, one objective of the reports in this series
is to provide data on the effect of imports from NME's on the production of
like or directly competitive articles in the United States and on employment
within industries producing those articles. Therefore, the reports include
trade statistics for those NME's whose current trade with the United States is
at least at a level that could present problems for domestic industry:
Albania, Bulgaria, China, Cuba, Czechoslovakia, East Germany, Hungary,
Mongolia, North Korea, Poland, Romania, the U.S.S.R., and Vietnam.

1/ The following countries or areas are listed under headnote 3(f) of the
TSUS: Albania, Bulgaria, Cuba, Czechoslovakia, the German Democratic Republic
(East Germany), Estonia, those parts of Indochina under Communist control or
domination, North Korea, the Kurile Islands, Latvia, Lithuania, Mongolia,
Southern. Sakhalin, Tanna Tuva, and the U.S.S.R.

2/ When most-favored-nation tariff treatment is accorded a Communist
country, that country is no longer included in headnote 3(f).

3/ Earlier reports in this series included Yugoslavia among the NME's whose
trade with the United States is monitored. At the suggestion of the United
States Trade Representative and after consultation with the appropriate
congressional committees, the Commission decided that Yugoslavia would no
longer be included in the countries covered by this report. This decision was
effective with the 27th report. (27th Quarterly Report to the Congress and
the Trade Policy Committee on Trade Between the United States and the
Nonmarket Economy Countries During April-Junme 1981, USITC Publication 1188,
September 1981, hereafter 27th Quarterly Report . . ., p. 1.) 1In the opinion
of many analysts, Yugoslavia is not appropriately classified as an NME. Also,
it is not a member of the Warsaw Pact or the Council for Mutual Economic
Assistance. It is a contracting party to the General Agreement on Tariffs and
Trade (GATT) and a member of the International Monetary Fund and the World
Bank. Yugoslavia has special status with the Organization for Economic
Cooperation and Development and is a leader in the movement of nonaligned
countries.




At the present time, Poland, Romania, Hungary, and China receive
most-favored-nation (MFN) tariff treatment from the United States. Most of
the NME's have not been accorded this treatment because of the policy
legislated as section 5 of the Trade Agreements Extension Act of 1951, i.e.,
that the President should take appropriate action to deny the benefit of
trade-agreement concessions to imports from certain Communist nations or
areas. In the TSUS, the unconditional MFN rates of duty are set forth in
column 1. The rates applicable to products of designated Communist nations l/
are set forth in column 2; for the most part, these are the higher rates that
were established in 1930. The rates of duty resulting from this policy vary
considerably from item to item, and discrimination is not present at all rfor
products that historically have been duty free or dutiable at the same rates
in columns 1 and 2. Therefore, actual or potential U.S. imports from
countries that do not enjoy MFN privileges depend in some measure on the rates
of duty on the specific items involved.

This particular report contains a summary of U.S. trade with the NME's
during 1981 and examines U.S. exports, imports, and the balance of trade with
each country, as well as the commodity composition of such trade. Important
issues in U.S. commercial relations with the NME's and pertinent economic and
trade developments are discussed.

1/ Those nations referred to in headnote 3(f) of the TSUS.



SUMMARY OF DEVELOPMENTS IN 1981

U.S. trade with the NME's rose to $11.2 billion in 1981, representing a
12-percent increase over 1980 level. Exports and imports both registered
their highest levels ever. The positive balance of trade that the United
States traditionally enjoys with the NME's decreased to its lowest level in
3 years. However, U.S. sales to this group of countries still outweighed U.S.
purchases from them by nearly $4.5 billion. For every $1 in imports from the
NME's, the United States made $2.32 in exports to them.

The increase in overall U.S.-NME trade was fueled primarily by a :
39-percent increase in U.S. imports during the year. Imports from all major
NME's except Poland and the U.S.S.R. increased in 1981; particularly notable
were the increases in the value of products bought from China and Romania.
U.S. exports to the NME's as a group were up a modest 3 percent in 1981.
Shipments to every major NME except the U.S.S.R. and Bulgaria declined during
the year.

Several notable developments in East-West commercial relations occurred in
1981. The partial embargo on U.S. grain shipments to the Soviet Union that
was in effect at the beginning of the year was relaxed by President Reagan in
April. The embargo had restricted sales of grains to the quantity that had
been firmly committed to the Soviet Union in the 5-year U.S.-U.S.S.R. grain
supply agreement. Additional shipments of grain under the agreement were
resumed during the summer under an increased allocation. Although agreement
on a new grain supply accord was not reached, a l-year extension of the
existing pact was negotiated. Shipments of U.S. grain to the Soviet Union
under this extension were authorized after October 1 and accounted for over
one-fourth of total U.S. exports to the Soviet Union during the year.
Negotiations toward a new long-term grain agreement were, however, suspended
on December 29. On that date, the President announced.several new.economic
sanctions against the U.S.S.R. in response to the Soviet role in the
imposition of martial law in Poland. SR

China remained the principal NME trading partner of the United States in
1981, both as a supplier of products to this country and as a market for U.S.
goods. U.S.-Chinese trade turnover doubled in 1979 and again in 1980, so that
some lessening of the rate of growth of bilateral trade in 1981 was to be
expected. This occurred on the export side, as U.S. sales to China declined
by 4 percent. However, U.S. purchases from China rose by 76 percent, raising
imports to one-third the trade turnover. China accounted for more than half
of all imports from the NME's in 1981.

Following an extensive review of controls on exports to China, the
administration significantly eased the restrictions that had precluded the
export of most advanced technology and equipment to China. It also amended
regulations to permit commercial arms sales to China.

Other 1981 developments affecting U.S. commercial relations with the NME's
included the rescheduling of part of Poland's large foreign debt and
continuing negotiations with its public and private creditors as well as the
settlement of U.S. financial claims against Czechoslovakia. The latter issue
had been pending for more than 30 years.






OVERVIEW OF U.S. TRADE WITH THE NONMARKET ECONOMY COUNTRILS IN 1981

In 1981 the trade turnover (exports plus imports) between the United
States and NME's increased by nearly 12 percent over that in the previous
year. Led by a dramatic leap in U.S. imports from these countries, overaill
trade was valued at $11.2 billion (table 1). The increase in imports from
NME's was 38.6 percent, compared with a 7.9-percent increase in total U.S.
imports from all countries. U.S. exports to the NME's increased very
slightly, by 3.3 percent, while total U.S. exports to all countries were up by
5.7 percent. The rise in the value of the U.S. dollar in 1981, making imports
more attractive to U.S. consumers and exports more difficult to sell overseas,
contributed to an increase of nearly 30 percent in the worldwide U.S.
merchandise trade deficit for the year. The positive trade balance with NME's
declined, although less significantly, to $4.5 billion. This was a
15.4-percent drop from the 1980 trade balance and was the lowest positive
trade balance with this group of countries in 3 years. Whereas the balance of
trade with the nonmarket economies has traditionally been positive, the last
time the United States had a positive merchandise trade balance with the world
was in 1975. The positive balance with the NME's reflects the dependence of a
number of these countries on U.S. exports of agricultural products and to a
lesser extent on certain technologically sophisticated items not easily
available from other sources. Also, the NME's have generally not been
successful in competing for sales of manufactured goods in the United States
and other Western markets. This tends to limit their exports to raw
materials, individual commodities, and a few specialty goods.

Trade with the nonmarket economies represents but a small share of
overall U.S. foreign commerce. Exports to these countries accounted for only
3.4 percent of overall shipments of U.S. goods abroad in 1981, and imports
from the NME's represented only 1.3 percent of all merchandise brought into
the country.

U.S. Exports to the NME's

The composition of U.S. exports both to the world and to the nonmarket
economy countries as a group is shown in table 2. The overwhelming importance
of U.S. exports of food to the NME's is illustrated by the fact that such
shipments typically account for more than half of all U.S. exports to these
countries. In 1981 the increase in the value of U.S. exports of food and live
animals--SITC Section 0O--was more than twice that of all U.S. shipments to
NME's.

Exports of crude material--SITC Section 2--remained the second most
important category of U.S. goods destined for NME's in 1981. Total U.S.
shipments of machinery and transport equipment, the leading export category
overall, increased 13 percent in 1981; exports of such products to the NME's
fell 23 percent. Exports of chemical products assumed a greater role in the
array of U.S. goods shipped to the NME's during the year.
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The data for fourth—quarter exports from the United States to the NME's
(table 3) do not indicate any marked departures from the SITC composition of
trade that prevailed in full-year exports to those countries (table 2).
During October-December the share of U.S. exports accounted for by SITC
Section O increased slightly as compared with the first three quarters of
1981. This was the direct result of the resumption of shipments of grain to
the Soviet Union under the l-year extension of the U.S.-U.S.S.R. grain supply
agreement, which began on October 1. U.S. exports of food to the U.S5.5.R.
more than doubled between the third and fourth quarters of 1981, with
shipments in SITC Section 0 accounting for 71 percent of fourth-quarter
exports to that country. The Soviet Union typically accounts for a higher
share of U.S. exports to the NME's during the fourth quarter of the calendar
year than it does for the full year. In October-December 42 percent of all
U.S. exports to the NME's went to the Soviet Union, and 44 percent went to
China, our most important NME trading partner.

During 1981, U.S. exports to every.major NME except the U.5.S. R. and
Bulgaria fell from their 1980 levels (table 4). The increase in the exports
to these two countries was sufficient to account for a slight (3.3 percent)
increase in exports to the NME's as a group during the year.

China and the Soviet Union together accounted for 75 percent of U.S.
exports to the NME's in 1981. The value of exports to China fell from
$3.7 billion in 1980 to $3.6 billion in 1981, evidence of the economic
adjustment program taking place in that country. However, the 1981 level of
exports to China is still more than double that recorded in 1979.

After the April relaxation of the partial trade embargo, U.S. exports to
the Soviet Union increased dramatically. Exports were up by 54.9 percent in
1981 from the 1980 total. Still, the preembargo record level of U.S.
shipments reached in 1979 was not realized.

A decline in U.S. exports to several Eastern European NME's was
particularly noticeable in the fourth quarter, when shipments to Romania fell
by 74.7 percent from those in the corresponding period of 1980. Shipments to
Poland fell by 58.9 percent; those to East Germany, by 51.1 percent' and those
to Czechoslovakia, by 45.9 percent.

Figure 1 shows the relative export shares of the major NME's for the last
2 years.

The percentage of total exports to the NME's dccounted for by
agricultural items fell slightly during 1981 (table 5), but nonetheless
amounted to nearly two-thirds. The relative importance of these items varied
among countries, ranging from 17 percent for Hungary to 96 percent for East
Germany. The other countries of Eastern Europe and the U.S.S.R. generally
import a high proportion (averaging 75.7 percent) of agricultural products
from the United States. By contrast, the share of agricultural products
imported from the United States by China was 54.3 percent. Agricultural items
accounted for less than one-fifth of U.S. exports to the world in 1981.
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During the fourth quarter of 1981 the gap between the value of U.S.
exports to our two most important NME trading partners narrowed (fig. 2) to
$43 million. This was the smallest it has been at any time since China
overtook the Soviet Union as the largest NME market for U.S. exports in the
first quarter of 1980.

The dominance of U.S. exports to NME's by agricultural products is
reemphasized by an examination of exports in major commodity groupings. Among
the leading products sold to NME's, cereal grains is the most significant in
terms of value. Included within this group are barley, corn, and wheat.

Table 6 shows U.S. exports in certain of these groupings along with the share
of such exports going to NME's and the major NME purchaser of such products.
Although the value of U.S. exports of cereal grains to the NME's increased by
nearly 15 percent from 1980 to 1981, their share of total U.S. exports Jdid not
change appreciably.

Export shares of fertilizers and manmade fibers exhibited notable
changes. With the relaxation of the partial trade embargo in 1981, sales of
U.S. fertilizers to the Soviet Union were resumed after having been banned for
virtually all of 1980. Although sales of fertilizers to other NME's were
never impeded, the increased sales to the U.S.S.R. nearly doubled the share of
fertilizer exports to all NME's.

Reflecting the continued expansion of rthe textile industry in China, the
share of manmade-fiber exports to the NME's increased by over 10 percentage
points in 1981. i1/ The decrease in the share of U.S. cotton shipped to NME's
is largely the result of record cotton harvests in China, the major NME
purchaser of U.S. cotton.

Detailed information on specific items in U.S. trade with the NME's,
including those export and import items for which the NME's collectively

account for the largest U.S. trade share and those that increased or decreased
substantially during 1981, is contained in appendix A.

U.S. Imports From the NME's

Total U.S. imports increased by nearly 8 percent during 1981, whereas
imports from NME's shot up by almost 40 percent (table 7). NME's supply only
about 1 percent of total U.S. imports. There were no significant changes in
the composition of overall U.S. imports from the world from 1980 to 1981.
Manufactured goods (SITC Sections 6 through 8) accounted for 51 percent of the
total, and fuels and lubricants (SITC Section 3), for 31 percent.

The share of manufactured goods in imports from the NME's measured
56 percent in 1981. From 1980 to 1981 over half the increase in the value of
imports from the NME's took place in the three SITC sections that constitute
manufactured goods. Increases were particularly significant in SITC
Section 6--manufactured goods classified by chief material-—and SITC
Section 8--miscellaneous manufactured articles.

1/ More detailed explanations of developments in U.S. trade with specific
NME's are contained in the sections on individual countries which appear latey
in this report.
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The largest absolute increase in value occurred in the fuel category,
where over a third of the increase in imports from NME's originated. The

share of fuel imports in total U.S. imports from NME's doubled between 1980
and 198l. Gasoline, imports of which increased threefold, was the leading

item imported from the NME's as a group in 1981, and headed all imports from
both China and Romania.

Notable declines in U.S. import shares took place in three categories:
food, because imports of canned ham from Poland were noticeably off;
chemicals, because imports of ammonia and uranium fluorides from the U.S.S.R.
declined measurably; and the basket category (SITC Section Y), where sales of
gold bullion are classified--Soviet sales of gold in 1981 declined by 75
percent from the 1980 level.

During October-December 1981, China was the leading source among NME's
for imports in 6 of the 10 SITC sections (table 8). Cnina accounted for 55
percent of all U.S. imports from NME's during that quarter. The other leading
sources for NME products were Romania, the U.S.S.R., and Poland. Romania was
the major supplier in the machinery and transport equipment category (SITC
Section 7); specific items of importance were passenger railway cars,
tractors, and certain pumps. The fourth quarter startup of shipments of
uranium fluorides from the Soviet Union resulted in its being the major NME
supplier of chemicals (SITC Section 5) in that period.

U.S. imports from all major NME's except the U.S.S.R. and Poland
increased in 1981, contributing to a 38.6—-percent rise in shipments from this
group of countries (table 9). The increases ranged from a major jump ot 80
percent in imports from Romania to a slight 4-percent rise in those from East
Germany. China, our major NME trading partner, boosted its shipments to the
United States by 76 percent in 1981.

Imports from the U.S.S.R. declined by 17 percent, and those from Poland,
by 13 percent. Between 1980 and 1981, Romania jumped from fourth to second
place as a source of U.S. imports among the NME's, switching places with the
Soviet Union. The substantial increases in 1981 imports from the two leading
NME sources—-—China and Romania--contributed heavily to the dramatic rise in
imports from the NME's as a whole.

Shipments from Romania increased by 117 percent between October-December
1980 and the corresponding period of 1981. This growth in U.S. imports was
even larger than that recorded from 1980 to 1981, and may therefore indicate a
continued rising trend. With the exception of China, the changes in imports
from all other major NME's were greater in the fourth quarter than in the
entire year.

An increase in the importance of China relative to other NME trading
partners of the United States occurred in 1981. China's share of U.S. imports
increased from 43 percent in 1980 to 54 percent in 1981. Figure 3 depicts the
relative shares of the major NME's for the last 2 years.

Agricultural items are less important in U.S. imports from NME's than in
exports to them. Still, these products constitute a larger share of imports
from NME's than of U.S. imports from other sources. In 1981, such items mad¥/
up nearly 16 percent of all goods imported from NME's but less than 7 percent
of total U.S. imports from the world. Table 10 shows that the share of
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agricultural goods in both imports from all sources and imports from NME's
decreased slightly from 1980 to 1981. In trade with the major NME's,
agricultural products accounted for an insignificant amount of the value of
goods imported from the U.S.S.R., Romania, and East Germany in 1981l. Farm
goods were of greater importance in U.S. purchases from Bulgaria, Poland,
Hungary, Czechoslovakia, and China. v

Until 1980 the Soviet Union was the NME that accounted for the greatest
share of U.S. imports (fig. 4). 1In the first quarter of 1980, imports from
China overtook those from the Soviet Union, and they have stayed at a higher
level since that time. Imports from the NME's as a group peaked in the second
quarter of 1981 and slowed somewhat in the third and fourth qdarfers.

U.S. imports from NME's'are summarized in table 11, which highlights
selected commodity groupings. 1/ The value of trade in these product
groupings, the share of imports they accounted for in the last 2 years, and

the major NME supplier in 1981 are indicated.

The largest trade items shown in the table are textiles and petroleum and
natural gas. However, the NME's are not particularly important sources of
these products. - On the other hand, the items which NME's supply in the
largest proportion (e.g., prepared pork, feathers and down) are not of great
significance in terms of total U.S. import value. 2/

lj Additional information on specific import items is contained in app. A.

2/ As a share of U.S. consumption of canned hams, canned hams from the NME's
from 1975 to 1979 ranged between 22 and 29 percent. As a share of U.S.
consumption of pork and hams, the percentages are considerably lower. (See
23d Quarterly Report « . ., p. 57.) The United States is dependent on foreign
sources for more than four-fifths of its consumption of feathers and down.
(See 16th Quarterly Report « « «, p. 20.)
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U.S. TRADE AND COMMERCIAL RELATIONS WITH NONMARKET ECONOMY
COUNTRIES IN 1981

China

After doubling in 1979 and again in 1980, the value of U.S.~Chinese trade
increased only 13.4 percent in 1981, to $5.4 billion. Exports to China
declined slightly as imports increased by 76 percent. Nonetheless, the U.S.
surplus in bilateral trade was $1.8 billion. This was larger than the total
value of U.S. exports to China in 1979, though it was smaller by almost a
billion than the 1980 surplus.

The U.S. surpluses in trade with China had been increasing since 1978.
By 1980, the imbalance had become an issue in bilateral relations, with the
Chinese contending that, if trade was to grow, the United States must
substantially increase its imports of Chinese products. wWhile U.S. purchases
from China have continuously increased in recent years, the share of two-way
trade accounted for by U.S. imports from China declined from 28 percent in
1978 to 22 percent in 1980. This trend was reversed in 1981, with imports
growing to one-third of the trade turnover (table 12). Imports of
agricultural products from China increased by 125 percent to $299.3 million.
Nonagricultural items increased somewhat more slowly—--by 69 percent to
$1.5 billion--but accounted for 84 percent of total U.S. imports from China in
1981.

Despite a 4-percent decrease in 1981, U.S. exports to China amounted to
$3.6 billion. Agricultural products accounted for 54.4 percent of the export
value, down almost 5 percentage points from their share in 1980. U.S. farm
exports to China declined $253.2 million (11.5 percent) in 1981, mainly owing
to China's record or near-record harvests of grain, cotton, and oilseeds.
Nonagricultural exports increased $102.8 million, or by 6.7 percent, over
their level in 1980. However, machinery and transport equipment exports
declined sharply, reflecting a cutback in China's demand for capital goods.
U.S. sales to China of such items decreased from $358.4 million in 1980 to
$211.8 million in 1981, or to less than their export value in 19/9. U.S.
companies expected this export sector to grow rapidly when the program to
modernize the Chinese economy was launched in 1978. Instead, the share of
machinery and transport equipment decreased from a high of 13.3 percent of
U.S. sales to China in 1979 to 10 percent in 1980 and only 5.9 percent in 198L.

Because of the predominance of agricultural commodities in U.S. exports
to China, fluctuations in that country's farm output can have a significant
effect upon the total volume of U.S.-Chinese trade. A second and sometimes
more important factor that affects both the level and the composition of
bilateral trade is the changes that the Chinese have made in recent years in
their domestic economic policies. The readjustment program undertaken in 1981
was the most recent realignment of China's economic priorities.

China's Economic Read justments 55
China's leaders announced the first "readjustment” of their modernization
plan in December 1978, less than a year after the prograu was introduced.
Further readjustments followed during 1979 and 1980. Goals were scaled down
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and priorities were modified. In June 1979, a 3-year (1979-81) readjustment
program was officially adopted, and the specific economic goals for 1985 that
had been announced in 1978 were set aside. Economic development remained the
basic goal under the revised plans, but growth was to be moderated, largely
through a cutback in plans for capital construction. To increase output for
both domestic consumption and export, emphasis was shifted to agricultural
diversification and to the expansion of light industries.

While the initial readjustments succeeded in raising production levels,
new problems were emerging by 1980. Structural weaknesses in the economy--a
shortage of port and transport facilities, inadequate electric power, and weak
technical and managerial skills--were stifling progress in major industrial
projects. The deficit in China's national budget was 17 billion yuan
($11.3 billion) in 1979 and 12 billion yuan ($7.4 billion) in 1980, mainly
owing to the large outlays for capital construction. The deficit was the
problem on which China's leaders focused when they announced that further
read justments would be made in 1981.

The budget deficits were accompanied by a rapid increase in the rate of
inflation. Few of the heavy industrial projects had a large import component,
and the domestic portion of the outlays was financed primarily by the
Government's issuing currency. Incentive programs increased money incomes and
also fueled inflation. Prices paid to farmers were raised to increase
production levels and narrow the gap between rural and urban incomes. The
widespread adoption of a bonus system in the factories accelerated inflation
in the urban areas, since consumer-goods production did not keep pace with the
rise in wages. 1/ Concurrently, urban unemployment was increasing. To

mitigate these problems, the new readjustments called for still more emphasis
on the labor-intensive, consumer-oriented light industries and agriculture and
the further curtailment of capital construction. By early 1981, most major
industrial projects had been halted.

To eliminate the budget deficit in 1981, funds for major capital
construction projects were cut by 44 percent, to 30 billion yuan
($18.5 billion). 2/ The budget reduction resulted in the cancellation of a
number of contracts (including some with U.S. companies) and the drastic
curtailment of imports tied to projects already underway. Nearly all capital
construction was affected, especially that involving steel mills, mines
andmetallurgical plants, and petrochemcial complexes. The largest of the
projects halted was the Baoshan General Iron and Steel Works, with planned
import requirements totaling approximately $5 billion. In late January 1981,
all further work on the partially completed first phase of this complex was

1/ While the agricultural incentives were tied to production increases, the
policy of giving bonuses to factory workers that was introduced in 1978
largely failed as an incentive program. Faced with the problem of deciding
who should get bonuses and how much they should get, many factory managers
gave all factory workers the same bonus, thus eliminating any incentive effect.
2/ China's leaders initially announced a 40-percent cut in funds for capital
construction; a further readjustment was announced in March 1981. The budget
reduction also included smaller cuts in funds for military and administrative

expenditures.
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postponed, 1/ and contracts for the projected second phase of construction
were cancelled.

During 1981, major construction activities were limited primarily to
investments in the development of the economic infrastructure--projects such
as the building of railroads, cargo container port facilities, electric power
stations and transmission lines, and telecommunication systems. Expansion of
manufacturing facilities was confined to the light industries, i.e., plants to
produce consumer goods such as textile fabrics and apparel, watches, bicycles,
radios, television sets, electric fans, and sewing machines. On the other
hand, the cut in funding for the heavy industries resulted in numerous plant
closings and the operation of existing facilities at a fraction of their
capacity.

Although light industry continued to grow rapidly in 1981, the decline in
heavy industrial output and capital construction was probably greater than
China's leaders had anticipated. 2/ Unemployment rose substantially, and, in
order to reverse this trend in l§§2, some increase in funds for heavy industry
is likely. The construction of the first phase of the Baoshan steel complex
will be resumed, and other projects may go forward. However, no fundamental
change in the direction of the readjustment program is expected during 1982.

Speaking before the fourth session of the fifth National People's
Congress (NPC) at its opening on November 30, 1981, Premier Zhao Ziyang said
that it would take "five more years, beginning tnis year, or a little longer,"”
to complete China's economic readjustment. é/ The 1981 readjustments greatly

l/ Among foreign investors, Japanese companies stood to lose the most when
the postponements and cancellations were announced under the new readjustment
policy. Shortly after the suspension of work at the Baoshan site (the first
stage of the complex was half completed), China's leaders approached the
Japanese for a loan to cover the Japanese-financed projects. After months of
negotiations, an agreement was signed on Dec. 16, 1931. The loan of
300 billion yen ($1.38 billion), consisting of both Government and private
credits, provides for the resumption of the first phase of the Baoshan steel
complex, to be completed about 1985, and for the construction of a
petrochemical complex at Daqing. Four additional industrial projects are
covered by the loan package, but no construction dates were announced when the
accord was signed.

2/ Official Chinese estimates based on production data for approximately
11 months indicate that output in the light industries increased 12 percent in
1981. The production target for neavy industry provided for zero growth in
1981, but the output of this sector was estimated to have decreased about
5 percent.

3/ U.S. Foreign Broadcast Information Service (FBIS), Daily Report: China,
Nov. 30, 1981, p. K 8.
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reduced the national budget deficit, 1/ and the goals outlined for 1982 are
for more of the same: controlling spending, curbing inflation, promoting
light industry, and developing the infrastructure. Imports to support
industry will consist of technology and essential machinery that the Chinese
cannot yet produce, with additional expenditures for heavy industry largely
limited to items for the renovation or upgrading of existing plant facilities.

In sharply curtailing funds for industrial construction projects, the
read justments in 1981 slowed the pace of China's modernization in that sector
of the economy most dependent on foreign participation in the form of imported
plants, equipment, and technical services from the technologically advanced
Western countries. Still, the Chinese increased their foreign borrowing in
1981. The financing included not only China's first loans from the
International Monetary Fund (IMF) 2/ and World Bank, 3/ but also an increase
in the arrangements concluded for bilateral credlts. “Among such credits was
the first loan to China authorized by the Export-Import Bank of the United
States (Eximbank), described below.

Developments in U.S. Commercial Relations With China

In 1981 the new administration took several steps to strengthen and
expand the economic framework established with China under President Carter.
A U.S.-Chinese trade agreement had been approved by the Congress in January
1980. 4/ This agreement provided MFN tariff treatment to China's products,
effective February 1, and made China eligible for Eximbank financing. Other

bilateral agreements--covering maritime transport, air transport, textile
imports from China, and U.S. grain exports to China--were also concluded.

Some steps had also been taken to ease export restrictions for China on
civilian goods with potential military applications and on certain types of
military support equipment. During 1981 the question of continuing to accord
MFN tariff status to China was reviewed by the Congress, and nondiscriminatory
treatment was continued for another year; Eximbank activity with China was

lj In his report to the NPC on Nov. 30, 1981, Premier Zhao Ziyang said that
he expected the deficit to decline to $2.7 billion yuan in 1981
(Ibid., p. K 7). Although China's goal was to balance the national budget in
1981, this figure represents a significant improvement over the approximately
12-billion yuan deficit reported for 1980.

2/ China borrowed the equivalent of SDR 560 million in foreign currencies
from the IMF in 1981 (an amount equal to approximately $547 million on
Mar. 2, 1981, the date on which the loan was approved). It also received a
special low-interest, long-term loan of SDR 309.5 million. (The SDR's, or
Special Drawing Rights, are international reserve assets created and used by
the IMF to denominate its loan transactions.) For details on these loans to
China, see 26th Quarterly Report . . ., pp. 38-40.

3/ China's first loan from the World Bank for $200 million will cover the
fd;éign-exchange cost of expanding student enrollment and upgrading education
in the sciences and engineering at 26 universities in China (see 27th
Quarterly Report . . ., pp. 52-54).

4/ Title IV of the Trade Act of 1974 requires that the United States enter
into a trade agreement with a Communist country before granting it MFN tariff

status.
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increased; and, following an extensive review of U.S. trade policy toward
China by the Reagan administration, restrictions on the sale of controlled
exports to China were significantly reduced.

Review of most-favored-nation status

Imports from China receive MFN tariff treatment under a waiver of
sections 402(a) and (b) of the Trade Act of 1974. Under this waiver, China's
MFN status is reviewed annually and, subject to congressional approval, may be
continued for another year. Sections 402(a) and (b) prohibit the extension of
MFN, or column 1, tariff treatment to the products of any NME that denies or
severely restricts emigration by its citizens, but this prohibition may be
waived by the President if he determines that granting a country MFN status
will promote free emigration. However, either the President's waiver
authority or any of the specific waivers that have been granted tor individual
Communist countries by him can be disapproved by the Congress. }]

At the present time, the primary barrier to the emigration of Chinese
citizens is not China's policy but restrictions on immigration imposed by its
neighbors--especially the Hong Kong Government. They fear that in the absence
of controls an unending stream of Chinese workers might enter their labor
markets. In 1981, as in the first annual congressional review of China's MFN
status in 1980, there was virtually no opposition to continuing the emigration
waiver. When neither house of the Congress adopted a resolution of
disapproval during the 60-day review period ending August 31, the waiver for
China was automatically extended through July 3, 1982.

Export credits

Although the credit facilities of Eximbank were made available to China
in April 1980, 2/ the first loan was not authorized until September 1Y93l. One
preliminary loan commitment was made in 1980 to support U.S. participation in
the construction of the second phase of the Baoshan steel complex; it was
never authorized, however, since China first delayed and then, in early 1981,
cancelled the contracts for this portion of the project.

1/ The congressional review also examined the waivers in effect for Romania
and Hungary. See the section on "Developments in U.S. Commercial Relations
With Eastern Europe” later in this report.

2/ Like MFN tariff treatment, Eximbank financing was extended to China under
the President's authority to waive secs. 402(a) and (b) of the Trade Act of
1974, and was a provision in the U.S.-Chinese trade agreement. Following
congressional approval of this agreement, one final step was required: a
Presidential determination that extending the credit facilities of Eximbank is
in the national interest. This determination was issued by President Carter
on Apr. 3, 1980.
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The first Eximbank financing obtained by China is for a project that is
indicative of its current commitment to developing the economic infrastructure

of the country. The loan will support the purchase of approximately
$75 million in power-—generating equipment and technical services. Contracts

with two U.S. companies are involved. Westinghouse Electric Co. will supply
turbine generator components and related technology, and Combustion
Engineering, Inc., will provide boiler components and ‘technical services. The
purpose of the imports is to upgrade electric-power production capability in
Harbin and Shanghai, where China plans to build a2 number of large coal-fired
power plants. At present, the Chinese have neither equipment of the size and
sophistication needed nor the technical expertise for such an undertaking.
The U.S.-supplied components are 300-megawatt and 600-megawatt turbine
generators; currently, the largest Chinese~built steam turbines are

300 megawatt, and most are reportedly 125 megawatt. 1/ Eximbank financing
will cover $57.1 million, 2/ or 75 percent, of the U.S. export transaction at
8.75 percent interest, the rate in effect when the preliminary loan agreement
was concluded between Eximbank and the Bank of China in Feburary 1981. é/

A preliminary loan commitment for another Chinese economic infrastructure
project was approved by Eximbank in November 1981. This loan will support
approximately $14 million in U.S. exports of equipment for a telephone cable
plant in China, to be supplied by the Essex Wire Co., a subsidiary of United
Technologies. Eximbank will finance $9.1 million, or 65 percent, of the
contract value at an interest rate of 12 percent.

In December, Eximbank made a preliminary commitment to lend China
approximately $60.4 million, again extending its support for U.S.
participation in the Baoshan steel project. After receiving assurances that
Japanese financing would be made available to complete the first phase of this
complex, ﬁ/ the Chinese announced their intention to eventually resume
construction of the second phase of the project, which had been cancelled in
early 1981. Under the original contract, Wein United, Inc., and other U.S.
suppliers were to provide steelmaking equipment and technical assistance in
building a cold-rolling mill. 2/ The terms of Eximbank's preliminary loan
commitment are similar to those of the initial loan approved in April 1980.

1/ The China Business Review, March-April 1981, p. 10.

2/ Although Eximbank actually extended two credits to China (one for each of
the U.S. companies involved), the financing was handled under one loan
agreement. Because the loan was for purchases by a Communist country in an
amount exceeding $50 million, it could not be authorized until the President
had made a determination that extending the credits is in the national
interest (sec. 2(b)(2) of the Export-Import Act of 1945). President Reagan
issued the determination on Sept. 4, 1981 (46 F.R. 45927).

3/ Eximbank's standard rate of interest for long-term loans was increased to
10.75 percent in July 1981 and to 12 percent in November 1981.

4/ See "China's Readjustments in 1981," above.

5/ Wein United's participation in the project was part of a contract held by
Schloemann-Siemag, a West German consortium. The total foreign-exchange cost
of this portion of the complex was approximately $500 million.
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Eximbank will finance 75 percent of the $80.5 million U.S. export transaction,
Wein United will finance another 10 percent, and China will make a cash
payment for the remaining 15 percent of the transaction. However, under the
new commitment, Eximbank will guarantee the approximately $8 million in credit
extended by the U.S. supplier. The loan was reinstated at the current
Eximbank interest rate of 12 percent.

China is also eligible for the credit-guarantee program of the Department
of Agriculture's Commodity Credit Corporation (CCC). This program supports
U.S. grain exports by guaranteeing credit (principal and a portion of the
interest) extended to an importing couantry by U.S. banks. Although access to
the credit guarantee program was made available to China under a provision of
the Agricultural Trade Act of 1978, China has nonetheless continued to pay
cash for its purchases of U.S. grain. The Chinese are not likely to use the
services of the CCC until U.S. interest rates decline.

Export controls

When President Reagan assumed office, the existence of U.S. national
security and foreign-policy controls on exports to China was still a ma jor
issue in bilateral trade relations. Since the Chinese were interested in
acquiring advanced U.S. equipment and technology to strengthen critically weak
sectors of thelr economy, the restrictiveness of the controls was their
particular concern. U.S. companies complained that uncertainty—--not knowing
whether their products would be licensed for export to China--seriously
hampered their development of this market. For China's Government leaders and
U.S. businessmen alike, the slowness of the export-licensing process was a
continuing sore point.

An easing of restrictions had begun in 1980. The first step was the
publication of a list of certain nonlethal military support equipment that
would be. considered, case by case, for export to China. This was followed by
a change in the regulations for administering exports of dual-use goods and
technology (goods and related technical data, including services, having both
civilian and potentially significant military applications). In April 1980,
the Department of Commerce's Office of Export Administration (OEA) removed
China from the list of countries that, for purposes of export control,
includes the U.S.S.R. and Soviet bloc countries; a new export control group
was designated (Country Group P) to cover only China. President Carter's
approval of new export-licensing criteria for China was announced in July
1980; exports to China were to be treated more liberally than those to the
Soviet Union and other controlled countries. At the time, however, only a few
applications were approved under the new criteria, and in November 1980 the
licensing of dual-use goods and technology for export to China was in effect
suspended pending a policy review by the incoming administration.

In assessing U.S. policy toward China, the Reagan administration reviewed
three types of U.S. trade restrictions: (1) Controls on the export of
dual-use goods and technology, (2) the regulations prohibiting the sale of
arms to China, and (3) statutory restrictions based on China's previous
association with the Soviet bloc. The last group of restrictions includes
provisions in the Foreign Assistance Act of 1961 (which excludes China from
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eligibility for U.S. development assistance), the Agricultural Trade
Development and Assistance Act of 1954 (which excludes China from
concessionary financing under Public Law 480), and the Trade Agreements
Extension Act of 1951 (which prohibits U.S. imports of seven categories of

furs from China and the Soviet Union). The administration could act
independently to further liberalize controls on dual-use exports and to perait
the sale of arms to China. However, removal of the statutory restrictions
will require that bills amending current legislation be passed by the Congress.

The Reagan administration based a further easing of export controls on
the premise that "China is . . . a friendly developing country with which,-
without being allied, we share important strategic interests.” 1/ On July 8,
1981, the Department of Commerce issued a statement that described the new
criteria for granting licenses for the export of dual-use goods and technology
to China and that outlined new procedures for reviewing the hundreds of
license applications pending since the fall of 1980. g/ The latter involved
the elimination of interagency review, except in the cases of those licenses
that require clearance by the Coordinating Committee for Multilateral Export
Controls (COCOM). 3/ For the majority of items requiring validated licenses
for export to China, neither the Department of Defense nor the Department of
State would any longer review the applications granted by the OEA.

The new criteria for granting license applications called for "a
presumption of approval for products with technical levels twice those
previously approved.” 4/ This statement referred primarily to the licensing
of technically advanced computers, but the so-called two-times policy was not
clearly defined. More specific guidelines on the new criteria were not
released until yearend.

In an announcement issued by the OEA on December 29, 4/ the
administration reaffirmed that the general licensing policy is to approve
products of significantly higher technical levels for export to China than
those that would be approved for export to other controlled countries:
"Licenses will not be denied solely because of the technical level of the
equipment, provided the equipment does not substantially exceed the
requirements of the stated and accepted end-use.” The approval of equipment
and related technology will not necessarily be denied because of their
potential military applications. However, the new regulations explain that,
regardless of their stated end use, some technologies would present an
"unacceptable risk."” For certain items, the regulations now provide details
on the technical levels and end uses "likely to be approved.”

1/ Statement by Ambassador John H. Holdridge, Assistant Secretary of State
for East Asian and Pacific Affairs, before the House Foreign Affairs Committee
on July 16, 1981.

g/ Department of Commerce, International Trade Administration, news release
No. 81-118, July 8, 1981.

3/ COCOM consists of the members of the North Atlantic Treaty Organization
(except Iceland) and Japan. For certain high-technology items restricted by
COCOM, the unanimous permission of the other member countries must be obtained.
before an export license can be issued.

4/ ITA news release No. 81-118.

5/ 46 F.R. 62836.
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While the guidelines may provide more certainty for U.S. companies
exporting to China, license applications still may not be processed as quickly
as was indicated in the announcement made in July. The new regulations
provide that "when doubling previous [technical] levels is impractical, the
Department will use the interagency review process to determine the
acceptability of proposed exports.”

The Reagan administration has also revised regulations to permit the sale
of arms to China. The International Traffic in Arms Regulations include a
provision that denies the approval of U.S. arms exports to certain enumerated
countries. Effective December 14, 1981, Cnina was removed from this list. l/
License applications for commercial arms sales to China will now be considered
on a case-by-case basis.

The Chinese are interested in purchasing advanced U.S. computers and
other sophisticated analytical and process—control equipment. At the present
time, however, they do not appear to have much interest in the purchase of
arms. Military expenditures have been reduced under China's current economic
readjustment program. The priority now given the defense sector is less than
that accorded industry, agriculture, and science.

U.S. administrative actions affecting imports from China

Although imports from China increased substantially in 1981, the U.S.
International Trade Commission instituted no new investigations of alleged
injury to U.S. industries from the larger volume of Chinese products entering
this country. An investigation was conducted by the Commission on imports of
menthol from China; however, this was the final phase of an investigation
initially instituted in June 1980, when the domestic synthetic menthol
industry filed a petition under the antidumping provision of the Tariff Act
of 1930. On June 1, 1981, the Commission unanimously determined that a U.S.
industry is not materially injured, or threatened with matérial injury, by
reason of imports of natural menthol from China. 2/ Thus, although these
imports had been found by the Department of Commerce to have been sold at less
than fair value, no action restricting this trade was taken by the United
States.

Two other investigations involving products imported from China were
instituted by the Commission in 1981 under the provisions of section 203 of
the Trade Act of 1974. This section provides for the review of conditions in
a U.S. industry for which import relief is presently in effect. 1In the first
of these investigations, begun in July 1981, the Commission found that ending
or reducing the import quota on imported clothespins (applicable to imports
from all sources) would have an adverse effect on the domestic clothespin

1/ Department of State, Munitions Control Newsletter, No. 92, December 1981;
46 F.R. 60820.

2/ Menthol From the People's Republic of China: Determination of the
Commission in Investigation No. 731-TA-28 (Final) « . ., USITC Publication
1151, June 1981. For a discussion of the preliminary and final investigations
conducted by the Commission in this case, see 23d Quarterly Report . . .,

p. 34, and 26th Quarterly Report . . ., p. 43.
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industry; it recommended that the current level of relief be extended for
another 3 years. 1/

The second section 203 investigation was begun on December 21, 1981. The
Commission will advise the President on developments in the domestic mushroom
industry since import relief became effective. 2/ The tariff rate on imported
canned and other prepared mushrooms (item 144.20 in the Tariff Schedules of
the United States) was increased by the President by the equivalent of 20
percent ad valorem effective November 1, 1980. 2/ A scheduled reduction of
the additional duties to 28 percent ad valorem was made in November 1981, and
will be followed by a further reduction to 23 percent ad valorem in the third
year. The duty on these mushrooms is scheduled to revert to the
preinvestigation level on November 1, 1983. 4/ Total U.S. imports of
mushrooms have declined substantially since the higher rate was imposed. They
were 21.4 percent less, by value, in 1981 than in 1980. However, the value of
mushrooms from China more than doubled in 1981, amounting to $15.2 million, or
35.3 percent of total imports, compared with $7.1 million, or 13.1 percent of
such imports, in 1980. China's exports have largely replaced the much larger
share previously supplied by Taiwan and the Republic of Korea.

The imports from China most closely monitored by a U.S. industry are
apparel and other manufactured textile items not subject to specific import
ceilings under the U.S.-Chinese textile agreement. That agreement provides
for consultation if imports of unrestricted textiles are tending to disrupt
the U.S. market, and import restraints (quotas) can be unilaterally applied by
the United States until agreement can be reached on an appropriate level of
trade. In January 1981, after agreement could not be reached on a level of
imports for woolen sweaters from China, the United States imposed a
quantitative restriction on imports from China of this item and, in February,
embargoed further shipments. The embargo was lifted on September 24, 1981,
after the two Governments had agreed upon an import ceiling. Import
restraints also remain in effect on all items that initially became subject to

l/ Clothespins: Report to the President on Investigation No.

TA-203-12 . . ., USITC Publication 1201, December 1981. Other NME's--notably
Poland and Romania--are also suppliers of imported clothespins. See

28th Quarterly Report « . ., p. 43, and the section on "Developments in U.S.
Commercial Relations With Eastern Europe” later in this report. On Feb. 22,
1982, the date on which the quota was scheduled to expire, President Reagan
extended the current level of import relief for 2 years, rather than for the
additional 3 years recommended by the Commission.

g/ The Commission is also to advise the President as to the probable
economic effect on the domestic industry of reducing or terminating import
relief on canned mushrooms broiled in butter or in butter sauce. However,
such imports constitute only about 4 percent of the total annual imports
provided for in TSUS item 144.20.

3/ The tariff on TSUS item 144.20 is a compound rate. The col. 1 (MFN) duty
was raised from 3.2 cents per pound (drained weight) plus 10 percent ad
valorem, or the equivalent of 13 percent ad valorem, to 10 cents per pound
(drained weight) plus 30 percent ad valorem, or the equivalent of 33 percent
ad valorem.

4/ For a more detailed account of this investigation and the import relief
applied, see 24th Quarterly Report . . ., pp. 43-45. 35
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agreed levels of trade when the bilateral accord was signed by the United
States and China in September 1980. 1/

During 1981, the question of whether China should be extended duty-free
tariff treatment under the U.S. Generalized System of Preferences (GSP)
remained a dormant issue. Since China has not become a contracting party to
the General Agreement on Tariffs and Trade, it is not eligible for GSP status
under U.S. law. However, to provide for the possibility that China may in the
near future meet this statutory requirement and request designation as a
beneficiary country, the President asked the International Trade Commission in
December 1980 to investigate the probable economic effect on domestic

industries of extending GSP treatment to imports from China. The Commission's
findings were submitted to the President in a classified report. g/

U.S. Exports -

The value of U.S. exports to China declined by $150.4 million in 1981 to
$3.6 billion. The decreases occurred in crude materials, except fuel (table
12, SITC Section 2), animal and vegetable oils and fats (SITC Section 4), and
machinery and transport equipment (SITC Section 7). Food and live animals
(SITC Section 0), the leading category of exports to China, increased by
$67.8 million, or only 5.4 percent. U.S. exports in this category, consisting
almost entirely of wheat and corn, had increased by $776.4 million, or
159 percent, in 1980. The Chinese shifted a substantial portion of their
purchases from other grain-exporting countries to the United States in 1980,
making this country their largest grain supplier. 1In the absence of a marked
rise in another category of exports, a leveling off of U.S. sales to Caina in
1981 was therefore to be expected.

The value of food exports in 1981 was $1.33 billion, or 37 percent of
total U.S. sales to China. Exports of wheat increased by 22 percent to
$1.27 billion (table B-3 in app. B), and accounted for 95 percent of the value
of food shipments. While China's grain imports are small in comparison with
its national grain production, they have been increasing in recent years as
the result of the new policy to raise the standard of 1living of the Chinese
people. Since wheat is the principal grain import and the United States now

1/ As of Dec. 31, 1981, the textile items subject to specific levels of
restraint under the bilateral agreement were cotton gloves; men's aad boys'
cotton coats; women's, girls', and infants' cotton coats; men's and boys'
cotton knit shirts; women's, girls', and infants' cotton knit shirts and
blouses; men's and boys' woven cotton shirts; women's, girls', and iafants'
woven cotton blouses; cotton trousers; wool sweaters; and manmade-fiber
sweaters. ‘ '

2/ The unclassified portions of the investigation are available from the
Commission in an unnumbered publication entitled Probable Economic Effect on
Domestic Industries of the Designation of the People's Republic of China as a
Beneficiary Developing Country for Purposes of the U.3. Generalized oystem of
Preferences: Report to the President on USITC Investigation No., 332-123 . . .,
June 1981. . T T
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accounts for roughly half of the import requirements, 1/ U.S. exports may vary
considerably from year to year depending on China's harvests. China's grain
production in 1981 was larger than the 1980 harvest, and probably almost
equaled the record level reached in 1979. 2/ Shipments of U.S. wheat to Ciina
during the fourth quarter of 1981 totaled $305.2 million, less than in
October—-December 1980 ($390.5 million). More important, the large 1981
harvest is likely to slow the growth of China's purchases of U.S. wheat in
1982.

U.S. corn exports to China declined sharply, from $225 million in 1980 to
$62 million in 1981, or by 72 percent. The main reason was probably the
relatively high price of U.S. corn during the first 8 months of 1981, owing to
the drought that substantially reduced U.S. corn output in 1980. The price of
U.S. corn declined following the record 1981 harvest, and China purchased
41.3 million dollars' worth in the fourth quarter. These purchases
represented about two-thirds of the total value of its corn imports from the
United States during 1981. Another factor that may have reduced China's
demand for corn in 1981 was a decrease in its hog production. In recent
years, China has been developing its livestock industry to raise the level of
domestic meat consumption. However, after substantial increases in 1978 and
1979, hog output in China decreased in 1980 3/ and may have declined further
in 1981. 4/ ‘ -

China's imports of U.S. wheat and corn combined reached 7.9 million
metric tons, with wheat accounting for 7.4 million of the total. This amount
was well below the ceiling level agreed upon in the 4-year United States—China
grain pact that became effective on January 1, 198l. Under this bilateral
agreement, the Chinese made a commitment to buy a minimum of 6 million metric
tons of U.S. grain annually. The United States is committed to sell the
Chinese at least 9 million tons of grain. Any purchases over 9 million tons
must be cleared with the U.S. Department of Agriculture (USDA) and will
presumably depend upon the status of the U.S. market. Although estimates made
by the USDA early in the year indicated that U.S. grain exports to Caina would
approach, and might exceed, the 9-million ton level, éj the Chinese began

1/ The United States exported 6.4 million metric tons of wheat (direct
exports plus transshipments) to China in 1980, approximately 55 percent of the
11.7 million metric tons that China purchased. See 26th Quarterly
Report . « « , p. 33.

2/ China's reported grain output in 1979 was 332 million metric tons. Rice
accounts for roughly half the grain production in China, wheat is second in
importance, and corn and other coarse grains follow. The Chinese also include
potatoes and soybeans in their grain statistics.

3/ The Economist Intelligence Unit, Ltd., Quarterly Economic Review of
China, Hong Kong, and North Korea, annual supplement 1981, p. 15.

é]’A recent Chinese news commentary noted that the reward system to
encourage pig breeding had been abandoned in some farm communes, resulting in
a decrease in production. The article supported the reintroduction of the
award system and other measures that "have either already been taken or are
now being adopted to solve the existing problems.” (FBIS, Daily Report:
China, Feb. 17, 1982, pp. K 4-5.)

é] USDA, Foreign Agricultural Service, Foreign Agriculture Circular,

No. 5G"5‘81, Jan. 28, 1981. 37
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purchasing less as the size of their 1981 harvest became more apparent.
Nonetheless, China was the leading market for U.S. wheat in 1981, 1/
accounting for 16 percent of the total value of these sales and 17 percent of
the quantity exported. While the United States is China's leading grain
supplier, China also has agreements to purchase wheat from Canada, Australia,
and France; wheat, corn, and soybeans from Argentina; and corn from Thailand.

U.S. sales to China of other major agricultural commodities--notably
cotton, soybeans, and soybean oil--also decreased in 1981. Exports of cotton
(SITC Section 2) declined to $464.1 million, two-thirds their 1980 level.
While China's large demand for cotton was probably further increased by the
expansion of its textile industry, 2/ import requirements were reduced by
record cotton crops in 1980 and 198I. China was the largest market for U.S.
cotton in 1980, but ranked only third (after Korea and Japan) in 1981. China
accounted for approximately 20 percent of the value and 18 percent of the
quantity of U.S. cotton exports.

The decline in exports of soybeans (SITC Section 2) and soybean oil (SITC
Section 4) was also mainly attributable to China's record level of farm
production. The emphasis the Chinese have placed on production of oilseed
crops has led to substantial growth in China's output over the past 5 years.
The major expansion has taken place in rapeseed and peanut production, but
gains have also been made in cottonseed, sesameseed, and sunflowerseed

output. Soybeans are the only oilseed that China imports in significant
amounts; nonetheless, as its production of other kinds of oilseeds continues

to expand, U.S. soybean exports to China are likely to remain at a lower level
than in 1980, and may decline further. 2/ U.S. soybean sales to China
decreased from $155.2 million in 1980 to $129.7 million in 1981, or by 16.4
percent; sales of soybean oil declined by 70 percent, from $506.3 million in
1980 to $17.1 million in 1981, accounting for most of the overall decrease in
exports in SITC Section 4. 4/

If China's emphasis on diversifying and increasing farm output has tended
to reduce its demand for some U.S. commodities, the priority given light
industries——especially textile manufacturing-—has partially offset the export
losses. China's purchases of U.S.-produced polyester fibers (SITC Section 2)
increased 54 percent to $281.8 million in 198l1. This followed a 222-percent
increase, from only $56.8 million in 1979 to $182.9 million in 1980. Its
imports of other manmade fibers--acrylic and nylon fibers, polyester and
grouped filaments and strips, and synthetic yarns (SITC Section 6)-—also

1/ The Soviet Union ranked second in 1981; Japan was third.

2/ By late 1981, the U.S. textile industry was becoming increasingly
concerned about the large quantity of Chinese-produced cotton fabrics entering
the U.S. market. The United States has called for consultation with the
Chinese on limiting their exports in two categories of cotton textiles.

3/ While the emphasis on expanding the production of oilseeds in China
indicates that its soybean imports will probably decline, another factor that
may also affect U.S. sales is China's role as an exporter. China's soybean
imports and most of its annual output of soybeans and other oilseeds are
apparently used for domestic consumption, but China also exports soybeauns,
primarily to Japan.

4/ Soybean o0il was the 9th-ranking U.S. export to China in 1980, but no
longer appears in table B-3, having fallen to 27th place in 198l.
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increased substantially. U.S. exports to China of manmade fibers (including
yarns) totaled $531.3 million in 1931, more than double the value of these
sales in 1980 ($260.3 million). China became the largest market for U.S.
manmade-fiber exports in 1980, and, after the further increase in demand,

accounted for 30.4 percent of the value and 41 percent of the quantity of all
U.S. exports of these products in 1981.

After making their first purchases of approximately 40 million dollars'
worth of U.S. logs (SITC Section 2) in 1980, the Chinese more than doubled
their imports, to $91.6 million, in 1981. 1/ China has a shortage of wood
relative to its needs in building a modern industrial economy, and is only
beginning to develop a forestry industry. 2/ Meanwhile, its increasing use of
wood and wood-based manufactures offers U.S. producers a potentially
significant export market. In the crude-materials category, the Chinese are
buying whole logs, rather than the more expensive lumber, and are also
importing wood pulp (table B-3). At the present time, China lacks the modern
lumber mills for processing a large quantity of timber imports, but has now
begun to upgrade and expand its mill facilities. The whole logs imported in
1980 and 1981 are apparently being used for priority transportation projects,
such as bridge construction and ties in cailroads.

Exports of chemicals (SITC Section 5) to China increased 5.1 percent in
1981, to $405.3 million, after more than tripling in 1980. Higher fertilizer
sales accounted for the increase during 1980; they were paralleled by a
decrease in China's purchases of fertilizers from Japan. Although U.S. sales
of fertilizers in turn declined in 1981, the United States retained a

substantial portion of the earlier gain made in this market. Diammonium
phosphate fertilizer, amounting to $76.4 million, remained the leading

chemicals export to China in 1981. Total fertilizer sales reached
$131 million, or 85.8 percent of the level of such exports to China in 1980.

The rise in U.S. chemicals exports to China in 1981 resulted mainly from
increased sales of resins. The leading itew was the polypropylene resins,
which tripled in value to $33.8 million. This type of resin is used in ..
producing injection-molded items such as housewares and toys. It also has
some fiber applications, such as in producing woven fabric bags for packaging
fertilizers and other chemicals.

The increase in exports of manufactured goods classified by chief
material (SITC Section 6) was principally the result of China's larger demand
for U.S. yarns and fabrics. Sales of yarns to China amounted to
$202.4 million, up from $62 million in 1980. Fabrics exports also increased,
from about $65 million in 1980 to $77.9 million in 1981. Total U.S. sales of
inputs for China's textile industry (fabrics and yarns plus other manmade
fibers classified within SITC Section 2) reached $609.3 million in 1981.

1/ The leading item was Douglas—fir logs ($64 million). Other wood items
not large enough to be included in table B-3 were Western hemlock logs
($17.6 million) and spruce logs ($5.3 million).

2/ Only about 13 percent of China's total land area is currently forest

land, compared with the 33 percent in the United States. China will probtably
not realize significant gains from its forestation program for at least 50

years (The China Business Review, July-August 1981, p. 43). 39
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The other principal item within SITC Section 6 was unbleached kraft
linerboard. U.S. sales surged from $2.5 million in 1979 to nearly $80 million
in 1980. However, exports decreased to $36.8 million in 1981, less than half
their 1980 level. China has been investing in plants and equipment to expand
its output of kraft linerboard and related products.

Machinery and transport equipment (SITC Section 7) was the category most
directly affected by China's economic readjustments in 1981l. With the
cancellation of major capital construction projects and the cutback in heavy
industrial production, such exports fell by 40 percent from their 1980 level,
_to below the level they had reached in 1979. Only one item in this
category--parts for oil- and gas-processing equipment-—appears among the
20 leading U.S. exports in 1981 (table B-3). Most other sales within this
category also consisted of parts for machinery and equipment, a further
indication of China's cutback in expenditures on new equipment for its
heavy-industry sector. Since U.S. controls on the sale to China of the more
technologically advanced dual-use equipment were not eased until yearend,
exports of computers (classified within SITC Section 7) and measuring and
process—control instruments (SITC Section 8) were almost negligible in 1981.
Pending license applications to sell the Chinese a wide range of computers and
scientific instruments may now be issued in 1982.

U.S. Imports

Imports from China increased from $1 billion in 1980 to $1.8 billion in
1981. Higher U.S. purchases were reported in a wide range of commodities,
resulting in a rise in every import category but one (SITC Section 4).
Nonetheless, increases in only two products—-peanuts (SITC Section 2) and
gasoline (SITC Section 3)-—-accounted for 42 percent of the rise in the overall
value of U.S. imports from China. A group of products--textile apparel and
accessories (SITC Section 8)=--accounted for another 15.5 percent of the
increase.

Imports of shelled peanuts from China rose dramatically from $27,378 in
1980 to $151.6 million in 1981. This resulted from a temporary increase in
the U.S. quota that normally allows the importation of 1.7 million pounds. 1/
After drought in the United States during the 1980 growing season had reduced
the domestic peanut harvest by 42 percent, the quota on peanuts was raised by
President Carter in December 1980, pending the results of an investigation by
the International Trade Commission. The expanded quota permitted an
additional 200 million pounds of peanuts to be imported through June 30, 1931.

Following receipt of the Commission's report, 2/ President Reagan
increased the supplemental quota to 300 million pounds for the 1980/81 quota
year ending July 31. China supplied 155.2 million pounds, or about

1/ The price of U.S.-produced peanuts is supported by a Department of
Agriculture program. Peanut imports are therefore subject to an impert quota
under sec. 22 of the Agricultural Adjustment Act. Sec. 22 provides for the
imposition of special tariffs or quotas on imports of items that have been
found to render or tend to render ineffective, or materially interfere with,
price-support programs of the Department of Agriculture.

2/ Peanuts: Report to the President on Investigation No. 22-42 + + ., USITC
Publication 1124, January 1981.
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52 percent, of the peanuts that entered the United States under the
temporarily increased quota; the value of these imports was $148.6 million.

The remaining imports of shelled peanuts from China in 1981 entered during the
new quota year beginning August 1. Since a normal peanut crop was harvested

in the United States in 1981, the quantity of peanuts that may be imported
during the quota year August 1, 1931-July 31, 1982, was restricted to the
regular l.7-million pound level.

Imports of peanuts under the temporary supplemental quota accounted for
half the $299.3 million in crude-materials imports from China in 1981. Other
leading items in this category included natural barium sulfate
($27.4 million), crude feathers ($21.7 million), and tungsten ore
($20.7 million). Barium sulfate is used as a weighting agent in drilling mud,
which is now used extensively in drilling oil wells. Imports of this item
from China have increased sharply since 1979, reflecting not only a larger
demand but also a partial shift in the source of supply. Most U.S. imports
previously came from Mexico, where more is now needed for domestic use.

Gasoline was the leading import from China in 1931, amounting to
$258.7 million, representing an increase of 216 percent over the value of U.S.
purchases in 1980. By comparison, the value of these imports was only
$21.6 million in 1979, the first year that the United States bought gasoline
from China. Imports from China of petroleum-derived naphthas also continued
to increase, from only $3 million in 1979 to $31 million in 1980 and
$36.7 million in 1981. On the other hand, U.S. imports of crude petroleum
from China have declined. After amounting to $72 million in 1979, no crude
0il was imported from China in 1981.

The change in the composition of U.S. oil imports from China resulted
from China's efforts to channel most of its petroleum output into domestic
uses and to restrict its limited exports to the petroleum products that will
maximize foreign—-exchange earnings. Domestic consumption of oil has been
increasing since the Chinese began to modernize their economy, but the growth
of o0il output has declined. Production reportedly grew 11 percent in 1978 but
only 2 percent in 1979 and 1 percent in 1980. 1/ While China is beginning to
develop its offshore oil reserves with the participation of Western companies,
offshore 0il is not expected to be available on a commercial basis until after
the mid-1980's.

Imports of chemicals (SITC Section 5) from China increased by
23.4 percent in 1981, after nearly doubling in 1980. With imports totaling
$24.3 million, fireworks were the leading item (table B-4). China accounted
for 71 percent of total U.S. imports of fireworks in 1981, and in recent years
imports from China have accounted for roughly 60 percent to 70 percent of
total U.S. consumption. U.S. purchases of ammonium molybdate, the second
leading chemicals import from China, declined from $22.5 million in 1980 to
$15.4 million in 1981. Nevertheless, China has captured most of the U.S.
market for these imports: its share of the total value of U.S. imports was
96.6 percent in 1980 and over 99 percent in 1981. Ammonium molybdate is used
principally to produce molybdenum metal powder. The metal is used an an
alloying agent to strengthen and increase the corrosive resistance of steel,
cast iron, and nonferrous metals. 41

i/ The Economist Intelligence Unit, Ltd., Quarterly Economic Review of
China, Hong Kong, and North Korea, annual supplement 1981, p. 16.
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Manufactured goods classified by chief material (SITC Section 6)
increased 60 percent to $370.6 million in 1981. The second largest major
category of imports from China, it consisted mainly of two groups of
products: certain textile manufactures (floor coverings, other household
goods, and fabrics) and metals. Most of the increase in imports occurred in
textiles. '

Imports of hand-knotted wool carpets from China have increased from only
$5 million in 1979 to $36 million in 1980 and $47.2 million in 1Y8l. Probably
the most important factor in the growth of these imports was the extension of
MFN tariff treatment to products from China in February 1980. This reduced
the applicable tariff on carpets from China from 45 percent ad valorem (the
col. 2 or discriminatory rate of duty) to 8 percent ad valorem. The United
States further reduced the column 1 rate of duty on this item from 8 percent
ad valorem to 5.1 percent ad valorem effective January 1, 1981. i/ Ciina
accounted for 29 percent of the U.S. imports of hand-knotted wool carpets in
1981.

U.S. purchases of cotton fabrics from China increased significantly in
1981. The leading items were white cotton shirting, imports of which
increased by 39 percent to $29.7 million, and other fabrics largely made of
cotton, 2/ imports of which increased from $3.3 million to $15.1 million in
1981 (table B-4).

Since the reopening of trade with China, the United States has bought a
relatively small share of its imports of tin from China. Tin imports
increased from $13.9 million in 1980 to $22.3 million in 1981, but still
accounted for only 3.4 percent of the value and 1.4 percent of quantity of
U.S. imports. The United States has also recently become interested in
China's reportedly rich supply of strategic and rare metals, 3/ and the
Chinese are interested in developing this market to increase their dollar
earnings. 4/ To date, the leading import of this type is titanium sponge,
which as a finished metal is critical to the manufacture of jet aircraft
engines. Imports from China in 1981 were $9.8 million, accounting for
6.7 percent of the quantity of U.S. imports.

Imports from China of miscellaneous manufactured articles (SITC
Section 8) were $595.9 million in 1981, representing an increase of 57 percent
over their level in 1980. Textile apparel and accessories (gloves,
handkerchiefs, and scarves) accounted for 57 percent of the value of these
imports, approximately the same share as in 1980. Imports of apparel from
China have, however, increased rapidly--from only $55.4 million in 1978 to
$219.3 million in 1980 and $342.2 million in 1981. The major items are now
subject to specific import ceilings under the United States—China textile
agreement that became effective in September 1980. Despite the growth of

lj This was the last of the staged reductions of the rate for this item
(TSUS item 360.15) as a result of the Multilateral Trade Negotiations.

2/ Tariff Schedules of the United States Annotated (TSUSA) item 326.3092
consists of unbleached cotton-blend fabrics, such as unbleached muslin.

3/ The China Business Review, September-October 1981, pp. 55-73.

E/ Journal of Commerce, July 13, 1981, p. 23B; Business Week, Sept. 7, 1981,
pp. 46-48; Journal of Commerce, Oct. 30, 1981, p. 21C.
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unrestricted items of apparel in 1981, only one more item (woolen sweaters)
was added to the list of those subject to a quantitative restraint. 1/

China's other leadihg exports to the United States in this category in
1981 were bamboo baskets ($17.9 million) and antiques ($14 million).

1/ See section on "U.S. Administrative Actions Affecting Imports From China,”
above.
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U.S.S.R.

In 1981, for the second year, U.S.-U.S.S.R. economic relations suffered
from the U.S. sanctions imposed in retaliation for the Soviet invasion of
Afghanistan, though trade was affected to a lesser degree than in 1980. 1In
April, President Reagan revoked the sanctions relating to agricultural exports
to the Soviet Union, triggering a partial recovery of U.5.-U.S.S5.R. trade over
its low 1980 level. Commercial relations also began to thaw until, on
December 29, 1981, the President imposed a new round of economic sanctions in

response to the Soviet role in the repression of Poland.

Trade between the United States and the Soviet Union increased by
39 percent, from $1.9 billion in 1980 to $2.7 billion in 1981 (table 13). 1In
the pre-embargo year of 1979, this trade amounted to a record $4.5 billion.
The U.S. trade surplus with the U.S.S.R. also expanded by 84 percent from 1980
to reach $2 billion in 1981. The favorable balance resulted from a 55-percent
increase in U.S. exports to the Soviets in 1981, in combination with a
17-percent decline in U.S. imports from that source.

During the year, the United States exported to the Soviet Union 6.6 times
as much by value as it imported. Exports amounted to $2.3 billion. Imports,
which already dropped in 1980 to half their 1979 value, fell again to
$357 million. Through the years, Soviet trade representatives have repeatedly
asked the U.S. Government to strive for a better balance in bilateral trade.
However, redressing the imbalance would involve finding Soviet-manufactured

goods suitable for the U.S. market-—a task of considerable diffculty.

Before 1980, the Soviet Union consistently had been the leading NME
trading partner of the United States. In 1980, China displaced the Soviet
Union to second position in terms of the value of bilateral trade with the
United States. 1In 1981, the Soviet Union retained second position in terms of
overall trade, ranking as the second largest NME market for exports, but oaly
fourth as a NME source of U.S. imports.

Since trade between the two countries resumed in the early seventies, the
U.S. share in Soviet trade has remained relatively small. According to
official Soviet data, this share was 1.4 percent in January-September 1980 and
in the corresponding period of 1981l. This was a sharp decline irom the
3.4-percent U.S. share in January-September 1979. 1/ Although Soviet trade
with the United States rebounded in 1981, it did not increase faster than
Soviet trade with all countries combined, leaving the U.S. share in the total
unchanged. It is notable, however, that the percentage of Soviet foreign
trade accounted for by all advanced industrial countries as a group declined
somewhat in January-September 1981 from the percentage in the corresponding
period of 1980, as Soviet trade expanded at a faster rate with other Communist
countries and, especially, with LDC's. 2/

1/ Statistical supplement of Foreign Trade, U.S.S5.R. (a monthly magazine
published by the U.S.S.R. Ministry of Foreign Trade), December 1981.
2/ Ibid.
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Economic Relations With the United States

Throughout 1981, the new administration conducted an intensive review of
East-West trade policy with special regard to the Soviet Union. The objective
was to formulate a policy which would be "consistent with broad U.S. political
and strategic objectives.” 1/ The policy, elements of which emerged as the
year progressed, favored stronger controls on exports of technologies and
products of strategic sensitivity to the Soviet Union (and possibly to other
NME's except China), but allowed exports of items that would not enhance
Soviet military capabilities.

The kinds of specific U.S. controls that should be applied to
high-technology and other strategic goods exported to NME's--especially the
Soviet Union--was one major issue in the East-West trade policy review.

During the year, the Reagan administration called for more stringent
unilateral controls on exports to the Soviet Union of those products that
incorporate unique U.S. technology, and for multilateral coordination of other
exports that would lead to the transfer of advanced technology. g/ In July
1981, at the economic summit conference of seven industrial democracies in
Ottawa, President Reagan called for further restrictions on trade with the
Soviet Union. The other leaders attending the summit agreed on the need for

consultations and, where appropriate, coordination of their East-West trade
policies with the United States. Specifically, they agreed to hold a
high-level meeting of the Coordinating Committee for Multilateral Export
Controls 3/ and to discuss ways of improving multilateral controls on exports
of strategically important items to NME's. 4/

Meanwhile, President Reagan took action in another area during 1981 that
favored the expansion of U.S.-Soviet trade. As he promised in his
presidential campaign, he lifted the embargo on agricultural exports to the
Soviet Union. As a result, commercial relations concerning grain trade were

1/ Statement by Mr. Myer Rashish, U.S. Department of State, Undersecretary
for Economic Affairs, before the House Ways and Means Committee, Subcommittee
on Trade, on Oct. 29, 1981.

3/ Testifying before the Senate Foreign Relations Subcommittee in September
1981, Undersecretary of Defense Fred Ikle, Undersecretary of State Mayer
Rashish, and Assistant Secretary of Commerce Lawrence Brady each deplored past
U.S.—-—and indirectly Western--liberal trade policies towards the Soviet
Union. Mr. Brady stated that this policy was more beneficial to the Soviet
Union than to the West, allowing the former "to redirect resources from the
civilian to the military sector."”

3/ COCOM is a multilateral organization through which the United States and
its allies attempt to coordinate controls over the exports of strategic
materials and technology to Communist countries. Membership in COCOM consists
of the members of the North Atlantic Treaty organization (except Iceland) and
Japan.

4/ The first COCOM meeting following the Ottawa conference was held on
Jan. 21-22, 1982. That meeting left numerous unresolved differences between

the U.S. position--advocating tight controls——and the position of other COCOM
members who were more interested in continuing trade with the Soviet Union.
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restored between the two countries. In August, U.S. and Soviet delegations
agreed to extend for another year the 5-year U.S.-U.S.S.R. grain supply
agreement, which was to expire on September 30. The delegations also
announced that the possibility of concluding a new long-term agreement would
be explored. (However, the sanctions subsequently imposed by President Reagan
against the Soviet Union included the postponement of such negotiations for an
undetermined time.) Moreover, U.S. officials offered the Soviets the
opportunity to purchase grains over and above the volume stipulated in the
extended grain supply agreement. 1/

In contrast, the two Governments failed to agree on a new U.S.-U.S.S.R.
maritime accord to replace the one that expired on the last day of 1Y81. 1In

the fall of 1981, U.S. and Soviet officials met to negotiate a new maritime
agreement, but according to a statement of the negotiating teams issued in

December, "little progress was made." President Reagan suspended further
talks planned for early 1982 as one of the sanctions he ordered against the
Soviet Union following the imposition of martial law in Poland.

The now-defunct 1975 accord stipulated, among other tnings, that cargo
moving between the two countries should be shared by the flag vessels of the
United States, the U.S.S.R., and third countries——each being entitled to
handle one-third of the total traffic. However, the participation of U.S.
carriers in this trade was low, because they did not find the trade profitable
at the negotiated rate. Another important provision of the expired agreement
was for access by vessels of each party to ports 2/ of the other parties on
4 days' notice. -

The absence of a maritime accord this year restricts access of Soviet
vessels to U.S. ports. The United States is requiring Soviet vessels to

obtain clearance to use U.S. ports with advance notice of at least 14 days.
Also, this clearance is being granted on a case-by-case basis, rather than
automatically, as before. It is expected that Soviet ships sailing between
the United States and third countries will be hit hardest by this change in

procedure.

Nonagricultural commercial relations continued to suffer throughout 1981
from the new administration's declared intention to tighten controls of
technology transfer to the Soviet Union. High-technology items account for
the major part of nonagricultural exports to the U.S.S.R. U.S. exporters
reportedly relaxed their marketing efforts for the second consecutive year and
were generally reluctant to enter into binding contracts as they waited for
the new administration to formulate its policy.

During the year, the Reagan administration made efforts to develop
consistent export control guidelines and to accelerate licensing procedures
while reviewing export license applications on a case-by-case basis. Notable
approvals of applications included sales of pipelaying equipment worth some
$40 million by the Caterpillar Tractor Co. 3/

1/ For a description of the grain supply agreement and of the U.S.-U.S.S.R.
consultations on grains, see "U.S. grain and related exports,” below.

2/ A total of 40 ports were designated.

zy See more on this subject in section on "U.S. Exports.”
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On December 29, President Reagan announced seven economic sanctions
against the Soviet Union, which he said "bears a heavy and direct
responsibility for the repression in Poland.” i/ Two of the seven sanctions
imposed had the effect of tightening technology transfer to the Soviets. The
first measure suspended the issuance or renewal of licenses for exports to the
U.S.S.R. of electronic equipment, computers, and other high-technology
products. The second expanded the list of oil and gas equipment and
technology for which licenses for exports to the U.S.S.R. are required, and
suspended the issuance of such licenses.

In 1981, Soviet foreign trade officials professed continued interest in a
renewed buildup of trade with the United States. Soviet Deputy Minister of
Foreign Trade V. Sushkov noted that "even within the bounds of current U.S.
ex ort controls there is room for substantial U.S.-Soviet trade in chemicals,
food, agriculture and many other sectors.” 2/ In an interview with the
Journal of Commerce, Yuri A. Kislenko, pre51dent of the Soviet trade
organization AMTORG, which maintains an office in New York City, proposed
10 steps to spur bilateral trade. These included some type of
government-to-government guarantees that contracts would be honored, and
U.S. compliance with the longstanding Soviet request to receive
most-favored-nation tariff status for their exports to the United States. 3/

In addition to the postponement of negotiating new long-term grain and
maritime agreements with the Soviets, and two provisions ordering more
stringent export controls, the yearend sanctions ordered by the President
included the closing of the Soviet Purchasing Commission in New York City--—an
office which reportedly places some one-third of orders for nonagricultural
exports to the Soviet Union; ﬁ/ the suspension of flights of Aeroflot (the
Soviet airline) to the United States; and the nonrenewal of U.S.-Soviet
exchange agreements in the areas of energy, space, science, and technology.

Economic Relations With Advanced Industrial Couﬁtries

Soviet intentions to expand economic relations with advanced industrial
countries were reiterated in the current 5-year plan (FYP) (1981-85).
Meanwhile, Soviet officials noted in 1981 that "in recent years . . . normal
business cooperation with these countries has seen some setback, mainly due to
U.S. policy."” The Soviets criticized especially the United Kingdom and Japan
for their support of the trade sanctions President Carter imposed against the
Soviet Union in 1980. 5/

1/ Presidential Statement issued on Dec. 29, 1981 (published in Business
America, Jan. 11, 1982, inside cover page).

2/ Business Eabtern Europe, "U.S. Firms Reviewing Strategies for U.S.5.K.,
July 17, 1981, p. 1. -

3/ The Journal of Commerce, Oct. 14, 1981, p. lA. :

4/ This Commission is not incorporated under U.S. law, but it is an arm of
the Soviet Ministry of Foreign Trade.

5/ Nikolai Orlov, Director, Market Research Institute of U.S.S.R., "Problems

of Foreign Trade Development in the Light of Decisions of the 26th CPSU
Congress," Foreign Trade, U.S.S.R. (a monthly magazine published by the
U.S.S.R. Ministry of Foreign Trade), Sept. 10, 1981, p. 1l2.
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The Soviets attribute great importance to those long-term bilateral trade
agreements they concluded in the 1970's with Western countries: Austria and

France, effective through 1990; Finland, effective through 1995; and the
Federal Republic of Germany, effective through 2003. 1/ Most of these accords
cover cooperation programs in production research and development. Following
the U.S. agricultural embargo of January 1980, the Soviet Union also concluded
medium-term agricultural trade agreements with major grain-exporting
countries. One, with Brazil, was signed in 1981. g/ West Germany, France,
Japan, and Finland are the principal Soviet trading partners among advanced
market economies.

In the opinion of Western observers, the Soviets see the controversial
Siberian-European gas pipeline project as a landmark in East-West economic
cooperation. The pipeline is planned to be some 3,500 miles long and connect
West Siberian natural gas fields with European receiving points. It will be
constructed and financed principally by advanced industrial countries outside
the Communist bloc. After completion, the Soviet Union will deliver natural
gas to seven or eight countries in Western Europe (and to others in Eastern
Europe), repaying creditors from the proceeds of gas deliveries.

In 1981, the project came significantly closer to becoming a reality.
However, intermittent deadlocks in negotiations and, more recently, the Soviet
role in Poland's repression have raised some doubts about its prospects.

The Europeans proceeded with negotiating contracts for the pipeline
construction and for gas even after President Reagan warned, in July 1981,
about the dangers of dependency on Soviet energy. After protracted
negotiations, Ruhrgas——a West German utility company--signed an agreement with
Soviet officials in November 1981 to purchase about 45 billion dollars' worth
of natural gas over a span of 25 years. This accord is considered the biggest
breakthrough thus far towards realizing this ambitious East-West cooperative
venture. West Germany will be the major customer for Soviet gas. Agreements
similar to that with West Germany are expected to be signed shortly between
the Soviets and companies in other Western European countries. 2/

During the year, the Soviets also concluded agreements with Dutch and
West German banks on financing the project, and signed contracts and
subcontracts with Western firms for purchasing equipment and technology.
Other financing and purchasing negotiations are in progress. The West
German-French consortium led by Mannesmann Anlagebau and Creusot-Loire and an
Italian group led by Nuovo Pignone hold the major contracts for supplying
equipment for the project, valued in the billions of dollars.

1/ Ibid., p. 12.

2/ See also "U.S. agricultural and related exports,” below.

3/ According to press reports, Gaz de France, a French utility company, also
signed a 25-year gas-purchase agreement with Soviet officials in January
1982. This marked the first large East-West accord since the imposition of
martial law in Poland.
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The project, which is scheduled to be operational in 1984, is generally
considered to be critical for sustaining Soviet hard-currency trade at or near
current levels. Crude oil--currently the principal hard-currency earner--is
expected to ultimately be replaced by natural gas as the single largest source
of Soviet hard currency. Deliveries of gas through the completed pipeline
will have, therefore, a crucial role in paying for Soviet imports from
non-Communist countries of food, feed, and technology, on which the Soviet
Union has become increasingly dependent.

In 1981, an apparent decline in Soviet crude oil exports, coupled with
the stabilization of oil prices (and their decline on spot markets),
contributed to a deterioration in the Soviet hard-currency trade balance. The
decline in o0il revenues was compounded by an unprecedented surge in Soviet
expenditures for Western food and feed during the year. The Wharton
Econometric Forecasting Service estimated that the Soviet hard-currency trade
deficit would be some $13.8 billion by the end of 1981, well exceeding the
record hard-currency deficits the Soviet Union had in the mid-1970's.

Soviet data show an 8-percent growth in their exports to "industrial
capitalist countries,” and a 20-percent growth in their imports from them
between January-September 1980 and the corresponding period of 1981. The
marked slowdown in the expansion of Soviet exports to the West during the year
led to a decline in the share of advanced countries in Soviet trade, as was
mentioned earlier.

The need to extend economic assistance to Poland exacerbated the Soviet
hard-currency shortage. The Soviets finance their hard-currency trade
deficits largely with sales of gold, l/ armaments, shipping services, and,
more recently, by borrowing from the West. In 1981, Soviet gold sales were
reported at their highest levels since 1978, 2/ and the Soviet hard-currency
debt increased as well. The large amount of credit the Soviets obtained from
Western banks during the year contrasts sharply with the well known previous
Soviet policy of moderate borrowing.

Most of the Soviet hard-currency debt--$9.6 billion net debt 3/ at the
end of 1980 4/--was accumulated during the mid-1970's, when the SdViets were
compelled to borrow heavily to finance their record trade deficits with the
West. The Soviet Union repaid some of these loans thereafter, they
rescheduled others, and they accumulated record deposits with Western banks.
In 1981, however, the Soviets were reported to be borrowing again, and to be
holding back on repayment of their debt. They were also withdrawing
substantial amounts from Western banks, which added materially to their net
hard-currency debt.

In the current FYP, Soviet trade with advanced industrial countries is
intended to expand at a slower rate than trade with other NME's and with
LDC's. 5/ This planned reversal of the last several years' trend reflects the

1/ In Soviet statistics, gold bullion is not included in merchandise trade.

2/ Soviet gold sales are also discussed below in section on "U.S. Imports.”

3/ Gross debt equals liabilities to governments, commercial banks, and other
lenders. Net debt equals gross debt less financial assets, which consist of
deposits placed with Western banks.

4/ As estimated by the Central Intelligence Agency.

5/ Business Eastern Europe, Dec. 4, 1981, p. 1.
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declining availability of Soviet petroleum for export. 1/ Meanwhile, the plan
retains an explicit invitation for Westeru participation in modernizing Soviet

production, especially in the areas of chemicals, energy, and steel.

Economic Developments

The 1981 Soviet hard-currency shortage resulted in major part from
deteriorating performances in two major areas of the Soviet economy: petroleum
and, especially, agricultural production. Worsening conditions of petroleum
extraction in the Soviet Union apparently reduced the availability of
petroleum for export. On the Soviet import side, a third consecutive crop
failure boosted Soviet expenditures for foreign farm products to unprecedented
levels. Much of Soviet food and feedstuff imports must be purchased for hard
currency .

In 1981, Soviet crude oil production amounted to 609 million tons, only
1 percent above 1980 levels. 2/ The leveling off of Soviet petroleum output
had been predicted by Western analysts for years; the small increase
reflected, among other things, the depletion of resources in certain oilfields
and inadequate technology applied under more difficult conditioms of
extraction. 3/ In November 1981, 630 million tons were specified as the tinal
1985 petroleum output target in the 1llth FYP, indicating that modest growth in
output is projected throughout the plan period.

In 1981, the Soviet Union had the worst grain harvest in the last
6 years, 4/ which led to the need for massive grain imports. According to

some estimates, Soviet food imports——including grains, meat, and sugar--may
have reached $10 billion in 1981. 5/

At a plenary session of the Communist Party Central Committee on
November 16, 1981, Soviet leader Leonid Brezhnev admitted a breakdown in food
supply, especially in meats and dairy products. Referring to the 1llth FYP
(1981-85), he stated that "the food problem is, economically and politically,
the central problem.” g/ He described the plan as "difficult and demanding"”
and said that it will call for "double and treble our efforts to carry
out.” 7/ On November 17, 1981, Nikolai Baibakov, chairman of the Soviet State

1/ The New York Times, Dec. 6, 1981, p. 17.
2/ Foreign Broadcast Information Service (FBIS), Jan. 25, 1982, p. S 1.

zy According to most recent CIA estimates, Soviet petroleum output will
decline in the 1980's, although not as precipitously as the CIA predicted
earlier. Other U.S. sources (including the U.S. Defense Intelligence Agency)
and foreign sources (including the U.S.S.R. itself) project slightly
increasing Soviet petroleum production.

4/ The Soviet grain crop is discussed in "Exports of agricultural and
related items" later in this section.

5/ Business Eastern Europe, Dec. 4, 1981, p. 389.

6/ The Journal of Commerce, Nov. 17, 1981, p. 1lA.

7/ The Washington Post, Nov. 17, 1981, p. A 28.
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Planning Committee, also conceded serious shortfalls in the Soviet economy,
announcing that 1981 production goals for agriculture, construction, coal, and
steel output would not be met. 1/ However, he asserted that the final goals
of the 1lth FYP would be fulfilled, despite certain difficulties that had been
encountered in its first year. 2/

Experience with past FYP's has shown, however, that the Soviets
frequently set unattainable goals. The targeted level of grain production is
a good example. It is slated in the current FYP to attain an annual avérage
of 239 million tons. As the Russian Research Center of Harvard University
points out, the Soviets must produce a yearly average of 255 million tons of
grains in the remaining 4 years of the FYP to fulfill this highly ambitious
target. 3/ The USDA estimated Soviet grain production in 1981 at 175 million
tons or less. According to this estimate, output in 1979-81 averaged
181 million tons, remaining materially below target each year.

The tabulation below shows selected major targets for the llth FYP and
the stipulated percentage increases over actual production in 1980: ﬁ/

: 1980 : 1985 : Percentage
Item :

¢ actual output ¢ target : increase
Electricity————=====- billion kwh=--: 1,295 : 1,555 : 20
Petroleum——————————= million tons—-: 603 : 630 : 4
Natural gas—-—————=—=- billion m——-: 435 : 640 3 47
Coal-—==—m—m— e million tons--: 716 : 775 : 8
Rolled steel -do : 103 : 118 : 15
Mineral fertilizers do : 104 : 151 : 45
Grain=————————— e do~-—--: 1/ 205 2/ 239 : 17

1/ Average 1976-80.
2/ Average 1981-85.

The data show rapid growth planned for output of natural g2as and mineral
fertilizers. The 1981 target for natural gas was reportedly exceeded by

one-half, and the target for fertilizers was met.

1/ Preliminary data released on Jan. 23, 1982, on the fulfillment of the
1981 plan show that national income rose 3.2 percent in 1981 compared with a
planned 3.4 percent; industrial production rose 3.4 percent but was well below
target; and agricultural production declined. Data on grain output, which was
estimated by the USDA at 175 million tons, were not released by the Soviets.
Soviet data show, however, a shortfall for most other major crops, such as
sugar beets, oilseeds, and vegetables.

2/ The 1llth FYP was discussed in the 25th Quarterly Report . . ., p. 52, on
the basis of target ranges the Soviets made public in a draft plan in March
1981. The recently announced final form of 1lth FYP does not differ
significantly from the draft plan; it mostly specifies targetb witain the
ranges announced earlier.,

3/ RRC Newsletter, Dec. 4, p. 2.

4/ Tbid., and Business Eastern Europe, Dec. 4, 1981, p. 389.
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The most notable feature in the official FYP is a $42-billion reduction
in funds that were originally allocated as capital construction in the draft
plan. Capital investment is slated to grow at a modest 10.4 percent

(2 percent annually), compared with 24 percent (4.4 percent annually) in the
10th FYP. 1/ Chairman Brezhnev pointed out in November that fewer major

industrial—brojects will be undertaken than planned originally, the emphasis
being on modernizing existing facilities.

Analysts attribute a variety of reasons to the cutback, which include
poor Soviet industrial performance in some areas, the large hard-currency
expenditures generated by the harvest failure that will preclude some
high-technology imports, the commitment of the Soviets to aid Poland, and a
presumed shift of resources from projects for the civilian economy into
increased defense spending.

In November, Soviet leaders reiterated their earlier promise that the FYP
will result in better and more consumer goods. However, according to a
CIA-commissioned report of August 1981, living standards in the Soviet Union
are likely to improve much more slowly than in the past. 1In the words of the
report: "Progress in raising living standards is likely to slow to a crawl
and the consumer sector will remain fourth-class when compared with Western
economies.” 2/

The same report recalls that 20 years ago, the Soviet Communist Party
promised to provide the people with the highest living standard ia the world
by 1980. Showing comparative consumption statistics, the report points out
that "events have turned out quite differently."” 3/ Describing the everyday
struggle of Soviet citizens with shoddy goods and_éervices, queues and
shortages, black markets and corruption, it concludes that "the Soviet Union
is the world's most underdeveloped developed country." 4/

U.S. Exports

U.S. exports to the Soviet Union rebounded in 1981 to $2.3 billion from
$1.5 billion in 1980 (table 13). Items the Soviets needed for their
feed-livestock complex were under full and/or partial U.S. embargo through
most of 1980, but the restrictions were in effect only during January-April
1981. Table 14 compares exports in 1981 with exports in the embargo year of
1980 and in preembargo years. The data show that the revocation of the
restrictions has not fully restored grain exports to the U.S.S.R., and that
soybean exports hardly resumed at all. Meanwhile, the value of phosphate
sales rose above preembargo levels. High-technology exports, for which
President Carter's sanctions have remained in place, continued to decline,

even before such exports came under a new round of restrictions at the end of
1981.

1/ No information is available on the amount of the originally targeted
capital funds and on what percentage thereof the $42-billion reduction
represents.

2/ Consumption in the U.S.S.R.: An International Comparison, a study
submitted to the Joint Economic Committee, 97th Cong., lst Sess. (1981),

p. VIII. 53

3/ Consumption in the U.S.S.R., p. V. ’

4/ Tbid., p. VIII.
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In 1981, agricultural exports amounting to $1.7 billion conctituted
71 percent of all U.S. exports to the U.S.S.R., compared with 69 percent in
1980 and 79 percent in 1979.

Exports of agricultural and related items

On April 24, 1981, President Reagan revoked the limitation on U.S.
agricultural exports and exports of phosphatic fertilizers to the Soviet
Union. The embargo had been imposed by President Carter in early 1980 in
response to the Soviet invasion of Afghanistan. 1/ In announcing his
decision, -President Reagan recalled his earlier opposition to' the curb on
these sales "because American farmers had been unfairly singled out to bear
the burden of this ineffective national policy." 2/ The President further
stated that his decision followed careful consideration of national security,
foreign policy, and agricultural needs.

The revocation covered all restrictions on exports relating to Soviet
feed and livestock production-—most notably th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>