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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, viz, Hungary, People's
Republic of China (China), Poland, Romania, and Yugoslavia. This is the same
group of countries whose imports can be investigated by the Commission under
section 406 of title IV, since they are countries with centrally planned
economies. Through control of the 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. 2/ 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 Toreign 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 report is to identify
those imported items which may have an impact on the relevant U.S. industry
and on employment within that industry. Therefore, the report includes trade
statistics for Albania, Bulgaria, China, Cuba, Czechoslovakia, the German
Democratic Republic (East Germany), Hungary, Mongolia, North Korea, Poland,
Romania, the U.S.S.R., Vietnam, and Yugoslavia because these are the NME's
~ whose current trade with the United States is at least at a level that could
present problems for domestic industry.

At the present time, Poland, Yugoslavia, 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 since the underlying
tariff policy was made effective in 1951 and 1952 pursuant to section 5 of the
Trade Agreements Extension Act of 1951. That act directed the President to
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 are set forth in column 1. The rates applicable to
products of designated Communist nations are set forth in column 2; for the
most part, these are the higher rates that were enacted in 1930. The rates of
duty resulting from this policy vary considerably from item to item, and
discrimination is not present at all for products which 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 which do not enjoy MFN privileges
depend in some measure on the rates of duty on the specific items involved.

1/ The following countries or areas are listed under headnote 3(f) of the
TSUS: Albania, Bulgaria, Cuba, Czechoslovakia, the German Democratic
Republic, 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/ Some analysts consider Yugoslavia to be a market economy country. It is
not a member of the Warsaw Pact or the Council for Mutual Economic Assistance,
but is a member of the General Agreement on Tariffs and Trade, the
International Monetary Fund, and the World Bank, has special status with the
Organization for Economic Cooperation and Development, and is a leader of the
movement of nonalined countries.



This particular report contains a summary of U.S. trade with the NME's
during April-June 1980. This was the second quarter in which such trade was
affected” by the President's restrictions on exports to the U.S.S.R., announced
on January 4, 1980, following the Soviet invasion of Afghanistan. The summary
examines U.S. exports, imports, and the balance of trade with the NME's as
well as the commodity composition of such trade. A special chapter discusses
trade sanctions in greater detail, updating the discussion that was included
in the 22d report of the series. Important changes in U.S. commercial
relations with the NME's and pertinent economic and trade developments are
discussed. The report also contains an analysis of canned hams from Eastern
Europe, the leading product in U.S. trade with a number of NME's.



SUMMARY OF SECOND-QUARTER DEVELOPMENTS

As a result of the trade sanctions imposed by the President of the United
States in response to the Soviet invasion of Afghanistan, the market share of
the NME's in U.S. trade was significantly reduced in the second quarter of
1980. U.S. exports to and imports from NME's were each lower than in the
corresponding period of 1979, and the balance of trade, while still positive,
was lower than at any time since October-December 1978. Total trade with
NME's, measured in current dollars, was at its lowest since January-March 1979.

Sales of agricultural products and crude materials accounted for more
than 70 percent of U.S. exports to NME's in January-June 1980, in contrast to
26 percent. of total U.S. exports. U.S. imports from the NME's continued to
consist principally of manufactured goods, which accounted for 70 percent of
these imports, compared with 54 percent of total U.S. imports.

U.S. exports to the Soviet Union dropped from $860 million in April-June
1979 to about $186 million in the corresponding period of 1980. The effect of
the embargo was most significant in the shipment of cereals and cereal
preparations, which declined from $523 million in April-June 1979 to about $68
million in April-June 1980. U.S. imports from the Soviet Union in the period
were valued at $61 million, the lowest quarterly figure since the first
quarter of 1977. This can be partially explained by the fact that Soviet
Union did not export gold bullion--a traditionally volatile component of
U.S.-Soviet trade-—to the United States in the first half of 1980.

During this period, the Soviet Union slipped to fifth place among the
NME's as a source for U.S. imports behind China, Poland, Romania, and
Yugoslavia. Despite the partial embargo, the U.S.S.R. remained the second
most important NME purchaser of U.S. exports, with China in first place by a
wide margin.

In April-June 1980, China continued to strengthen its role among the NME
trading partners of the United States, remaining the principal market among
the NME's for U.S. exports and the main NME source for U.S. imports. China
accounted for 44 percent of all U.S. exports to NME's in the period.

During this quarter, China was admitted to full membership in the
International Monetary Fund and the World Bank. These developments will
enable China to have access to the significant credit facilities of these
institutions and could eventually provide sales and investment opportunities
for U.S. firms. One of the major issues in U.S.-Chinese commercial relations,
the limits on textile imports from China, remained unresolved in the quarter
under review. 1/

1/ On Sept. 17 the United States and China signed an agreement limiting U.S.
textile imports from China of cotton gloves and (in certain categories) of
shirts, blouses, trousers, and sweaters. The agreement replaces a set of
quotas unilaterally imposed by the United States last year. The import limits
applicable in 1980 are effective immediately and are below the levels of
imports in 1979. The agreement allows for increased shipments of the affected
items to the United States in 1981, and again in 1982. 3






SECOND-QUARTER DEVELOPMENTS IN TRADE BETWEEN THE UNITED STATES
AND NONMARKET ECONOMY COUNTRIES

In April-June 1980, the position of NME's as U.S. trading partners was
significantly diminished. Measured in current dollars, U.S. exports to and
imports from NME's and the combined U.S. trade surplus with these countries
were lower than in April-June 1979 (table 1). Data show a l12-percent decline
in the value of two-way trade, and the reduction in the volume was even
larger, since prices generally rose between the two periods.

April-June 1980 was the first quarter in which the postinvasion trade
sanctions imposed by the United States against the Soviet Union seemed to have
a major effect on U.S. trade with NME's, and U.S. exports to NME's declined
from 4.3 percent of total U.S. exports in April-June 1979 to 2.9 percent in
April-June 1980. The NME's accounted for their lowest share of U.S. imports
since October-December 1977.

U.S. Exports to NME's

In April-June 1980, U.S. exports to NME's amounted to $1.6 tillion, 24
percent less than in the first quarter of the year. This steep decline
derives, in part, from the fact that the U.S. restrictions on exports to the
Soviet Union had not yet had their full impact in the first quarter. However,
those U.S. exports to the Soviet Union which were unaffected by the trade
sanctions and exports to other NME's also declined from the previous quarter.
Compared with those in April-June 1979, exports in current dollars were down
15 percent (table 1).

Declining exports sharply reduced the traditionally favorable balance of
trade with NME's: the surplus shrank to less than $1 billion in April-June
1980, which was smaller than in any quarter since 1978.

During most of the 1970's, the surplus in U.S. trade with NME's was in
sharp contrast to the large trade deficit the United States experienced with
the world. 1In the second quarter of 1980 this contrast diminished, however,
as the U.S. surplus with NME's and the overall U.S. trade deficit narrowed.

The distribution among broad product groups of U.S. exports to NME's and
to the world is shown in table 2 for January-June 1979 and January-June 1980.
The impact of the restrictions imposed on sales to the Soviet Union is
discernible in certain changes that took place in the composition of U.S.
exports to NME's between the two periods. The largest category of exports to
NME's--food (SITC Sections O and 1)--declined from 45.1 to 43.5 percent as a
share of total U.S. exports to these countries.

Table 3 shows U.S. exports of cereals and cereal preparations--the
principal items in the food category--to NME's in January-June aad in
April-June of 1979 and 1980. 1In the first quarter of 1980, grain exports to
the Soviet Union permitted under a bilateral grain supply agreement were not
yet exhausted, and sales continued strong. The impact of the partial embargo
on grain sales to the Soviet Union is especially apparent in the second
quarter compared with the corresponding quarter of 1979, as cereal and cereal

5
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Table 2.--U.S. trade with the world and with the nonmarket economy countries (NME's),
by SITC 1/ Nos. (Revision 2), January-June 1979 and January-June 1980

SITC H : 'Eﬂséhtradeld : Uﬁs.htrgge'
. : e s : wi e wor : with the NME's
Seggfon H Description ¢ Jan.-June : Jan.-June : Jan.-June : Jan.-June
H : 1979 : 1980 : 1979 H 1980
: : Exports (million dollars)
0, 1 : Food, beverages, and tobacco-------- : 10,368 : 13,751 : 1,513 ¢ 1,625
2, 4 ¢ Crude materials : 10,713 : 14,185 : 811 : 1,090
3 : Mineral fuels and lubricantg-------- : 2,516 : 3,581 : 77 : 92
5 : Chemicals : 8,037 : 10,499 : 193 - 256
6 : Manufactured goods classified by H : : :
¢ chief material : 7,693 : 11,288 : 116 : 137
7, 8, 9 : Other manufactured goods and mis- : : : s
: cellaneous : 44,743 54,241 643 : 536
: Total : 84,070 ¢+ 107,545 : 3,353 : 3,737
; ; Imports (million dollars)
0, 1 ¢ Food, beverages, and tobacco---———--= H 8,569 : 9,248 : 210 187
2, &4 ¢ Crude materials : 5,397 : 5,684 75 ¢ 89
3 : Mineral fuels and lubricants-——~=-—-== : 24,500 : 41,870 : 88 109
5 ¢ Chemicals : 3,633 : 4,505 : 81 : 139
6 ¢ Manufactured goods classified by : : : H
¢ chief material s 14,419 16,718 : 245 3 325
7, 8, 9 : Other manufactured goods and mis- H H H H
: cellaneous : 38,758 44,606 466 2 464
: Total : 95,276 : 122,632 : 1,165 ¢ 1,313
f i Percent of total exports
0, 1 : Food, beverages, and tobacco—-—-=- -2 12.3 12.8 : 45.1 ¢ 43.5
2, 4 : Crude materials H 12.7 13.2 ¢ 24.2 3 29.2
3 " 3 Mineral fuels and lubricants---—---- : 3.0 : 3.3 : 2.3 : 2.5
5 : Chemicals : 9.6 : 9.8 : 5.8 6.9
6 ¢t Manufactured goods classified by s : : H
¢ chief material : 9.2 ¢ 10.5 ¢ 3.5 ¢ 3.7
7, 8, 9 : Other manufactured goods and mis- s H H
¢ cellaneous : 53.2 : 50.4 : 19.2 : 14.3
H Total : 100.0 : 100.0 : 100.0 : 100.0
f f Percent of total imports
0, 1 ¢ Food, beverages, and tobacco~——===-==- : 9.0 : 7.5 ¢ 18.0 : 14.2
2, 4 ¢ Crude materials : 5.7 3 4.6 6.4 @ 6.8
3 ¢ Mineral fuels and lubricants—-—----- : 25.7 @ 3.1 ¢ 7.6 ¢ 8.3
5 ¢ Chemicals s 3.8 : 3.7 : 7.0 ¢ 10.6
6 : Manufactured goods classified by s : s H
t chief material H 15.1 : 13.6 : 21.0 : 24.8
7, 8, 9 : Other manufactured goods and mis- @ : : H
: cellaneous H 40.7 : 36.4 ¢ 40.0 : 35.3
: Total : 100.0 : 100.0 : 100.0 : 100.0

1/ Standard International Trade Classification.
Source: Compiled from official statistics of the U.S. Department of Commerce. Imports are
imports for consumption and valued on a customs basis. Exports are domestic merchandise gnly,

and valued on an f.a.s. basis.

Note.--Because of rounding, figurés may not add to the totals shown.
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preparations exported to the Soviet Union fell to $68 million from $523
million. Therefore, despite substantial increases in exports to China and
Eastern Europe, cereal and cereal preparations exported to all NME's declined
to $504 million during the second quarter of 1980 from $814 million during the
second quarter of 1979.

Meanwhile, U.S. exports of cereals and cereal preparations to the world
expanded significantly. The combined result of a fast-growing world market
and a shrinking NME market for these items reduced the NME's share of total
U.S. exports to 13 percent in the second quarter of 1980 from 25 percent in
the corresponding quarter of 1979. (In the second quarter of 1979, the Soviet
Union alone received 64 percent of all U.S. sales of cereals and cereal
preparations going to NME's and 16 percent of total U.S. export sales of these
items. In the second quarter of 1980, these figures dropped to 13 percent and
2 percent.)

The share of certain manufactured goods (i.e., SITC Sections 7 through 9)
in total U.S. exports to NME's also declined, frcm 19.2 percent in the first
half of 1979 to 14.3 percent in the first half of 1980 (table 2). The value
of these exports—-which consist largely of engineering products incorporating
unique U.S. technology--dropped, even though their prices increased. Although
more stringent postinvasion restrictions on high-technology sales to the
Soviet Union contributed to the decline, persistent strict import controls in
Eastern European countries were also responsible. Having to spend large
amounts of their scarce hard-currency reserves for food and energy, Eastern
European countries continued to cut back on imports of Western technology.
China was the only NME providing an expanding market for U.S. machinery and
transportation equipment (SITC Section 7), the principal component of
manufactures exported to NME's in SITC Sections 7 through 9.

By contrast, crude-material exports—-the second largest category of U.S.
exports to NME's--increased in January-June 1980 compared with those in the
corresponding period of 1979, both in total value and as a share of U.S.
exports to NME's. Even though crude materials include soybeans, an important
item of export to the Soviet Union which is now under full embargo, exports of
crude materials to NME's increased because the steep decline in soybean sales
to the U.S.S.R. was more than offset by soaring exports of crude materials to
other NME's. Exports of soybeans, cotton, and manmade fibers to China and
manmade fibers and other crude materials to the Eastern European countries
increased. Similarly, U.S. chemical exports to NME's continued to gain in
importance, despite the embargo placed on the export of phosphates to the
Soviet Union. Furthermore, chemical trade with NME's is two way; U.S.
chemical imports from NME's are also increasing, as shown in the following
section.

When compared with U.S. exports to the world, U.S. exports to NME's show
a much heavier concentration in food and crude materials. Even with reduced
postembargo sales of grain and soybeans to the Soviet Union, the heavy
reliance of NME's on the United States for food and crude materials
continues. In the first half of 1980, food and crude materials (SITC Sections
0, 1, 2, and 4) jointly accounted for almost three-fourths of U.S. exports to
NME markets, compared with a little more than one-fourth of U.S. exports to
the world.
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U.S. Imports From NME's

While the level of imports from NME's in the second quarter of 1980 was
not unusual, the absence of gold bullion imports from the Soviet Union and a

decline in imports from several other NME's depressed imports somewhat
(table 1).

U.S. imports from NME's differ in composition from total U.S. imports,
but the difference is not as great as for exports (table 2). U.S. imports
from NME's are dominated by manufactures (SITC Sections 5 through 9), which
accounted for 71 percent of the total in January-June 1980, compared with 54
percent of U.S. imports from the world. Food, beverages, and tobacco also
accounted for a greater share of U.S. imports from NME's than from the world:
in the first half of 1980 they accounted for 14.2 percent from NME's and 7.5
percent from the world. Imports of mineral fuels, which accounted for 34
percent of total U.S. imports, accounted for only 8.3 percent of U.S. imports
from NME's. ‘

The relative importance of certain commodity categories in U.S. imports
from NME's changed in the same direction as in total U.S. imports. The
largest, most heterogeneous class of manufactures shown in table 2--SITC
Sections 7 through 9--dropped both as a share of total U.S. imports and as a
share of imports from NME's. Gold bullion, which is also classified in this
group, intermittently accounts for a major part of U.S. imports from NME's.
Unlike the first half of 1979, there were no gold bullion imports from the
Soviet Union in January-June of 1980.

Other typical NME products in this aggregated category include
labor-intensive items such as footwear, apparel, furniture, and antiques.
Manufactured imports also include items incorporating fairly sophisticated
modern technology, such as motor-vehicle and tractor parts, textiles, and
printing machinery. The production of these was often developed or perfected
by NME governments with the intent of using them to earn hard currency in
Western markets.

Food, beverages, and tobacco lost some weight in U.S. imports from the
world and from NME's. The decline in their share of imports from NME's was
caused by a reduction in imports of canned hams, which account for much more
than half the total U.S. food imports from NME's. 1/ On the other hand,
mineral fuels, whose importance in the profile of U.S. imports from the world

surged because of rising petroleum prices, also rose as a share of imports
from NME's.

There were some changes in the composition of U.S. imports that were
unique to NME's. For example, in the first half of 1980, chemicals continued

their rapid relative ascent among U.S. imports from NME's. Chemical imports
from NME's are accounted for, in part, by increasingly large imports of Soviet
anhydrous ammonia. These began in 1978 and have since grown, unaffected by
the deterioration of U.S.-Soviet relations. Several other chemicals, from

China and Eastern Europe, also contributed to the rise in chemical imports
from NME's.

1/ See the section on canned hams from Eastern Europe.
10
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The increase in the share of manufactured goods classified by material in
U.S. imports from NME's--from 21 percent in January-June 1979 to 25 percent in
the January-June 1980--is also part of a growth trend. Higher values of
imports of ferrous and nonferrous metal products, metal coins, and various
textiles accounted in large measure, for rising imports in this category.

U.S. Trade With Individual NME's

Tables 4 and 5 show the distribution of U.S. trade in major commodity
categories among the NME's during April-June 1980. China provided the
principal export market among the NME's, and was also the leading source of
imports from NME's. 1In the second quarter of 1980, China received two-thirds
or more of U.S. exports to NME's of crude materials (soybeans, cotton, manmade
fibers), of chemicals (fertilizers, insecticides, resins), and of manufactures
classified by material (yarns, fabrics). China also became the leading NME
purchaser of U.S. food (a 26-percent share) and machinery (a 34-percent share).

As noted above, the Soviet Union was by far the dominant NME destination
for U.S. food exports before the trade sanctions. By April-June 1980, it
ranked only fourth among the NME's as a purchaser of U.S. food, after China,
East Germany, and Romania. China's food purchases consisted predominantly of
grains. East Germany, accounting for 20 percent of U.S. food exports to
NME's, and Romania, accounting for 14 percent, each purchased large amounts of
both grains and soybean meal, as did other Eastern European countries.
Moreover, the U.S. embargo on soybeans and phosphates also put the Soviet
Union well down on the list of recipients of U.S. crude materials and
chemicals.

Among NME's, the Soviet Union still ranked second after China as a market
for U.S. machinery and transportation equipment. It remained second despite
the postinvasion restrictions against exports of certain high-technology
items. However, before the invasion of Afghanistan, the Soviet Unior had been
the leading NME purchaser of U.S. engineering exports. With large purchases
of airplanes and mining exploration and production equipment, China replaced
the Soviet Union as number one in the current quarter.

On the import side, China supplied 44 percent of U.S. imports from NME's
of miscellaneous manufactures--the largest group of imports from NME's—-in
April-June 1980 (table 5). These included a wide variety of products, mostly
items of clothing and antiques. Imports from China of several other
items--e.g., footwear and toys--are expected to expand further. Expansion is
expected, in part, as a result of countertrade agreements alreadv concluded,
or currently being negotiated, between U.S. businessmen and Chinese
officials. In the quarter under review, Yugoslavia was the second-ranking
source of miscellaneous manufactures among NME's (including mostly apparel,
furniture, and footwear) and accounted for some 22 percent of the total.

One-third of the manufactures classified by material and imported from
NME's came from China; these consisted mostly of textiles and nonferrous
metals. In this category, sales of nonferrous metals and metal coins to the

United States made the Soviet Union the second-ranking NME supplier, behind 11
China.
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Among NME's, China was also the leading supplier of mineral fuels to the
United States, accounting for 58 percent of the total during April-June 1980.
As in 1979, China was the only NME to sell gasoline to the United States—-the
leading import item in that category during the current quarter. Naphtha
derived from petroleum was the principal U.S. import from Romania, the other
major NME source for mineral fuels and lubricants. The Soviet Union--one of
the largest exporters of petroleum and petroleum products to world markets,
and intermittently a source of U.S. imports--did not sell any mineral fuels to
the United States during the quarter under review.

Forty-four percent of U.S. chemical imports from NME's originated in
China; ammonium molybdate, fireworks, and barium sulfate were leading items.
The Soviet Union ranked second among NME's in supplying chemical imports,
predominantly anhydrous ammonia.

Poland accounted for more than half the U.S. food imports from
NME's--mostly canned hams. Diminishing U.S. imports of food were, therefore,
largely the result of declining imports of Polish hams.

Most machinery and transportation items from NME's came from Eastern
Europe, including parts for agricultural machinery from Romania and Hungary,
sewing machines from Poland, and motor-vehicle parts from Hungary.

Total U.S. trade with individual NME's is compared in tables 6 and 7 for
various periods. The decline in exports to the Soviet Union, to a little more
than one-fifth of the value in the corresponding quarter of 1979, was the most
dramatic change experienced in the recent history of East-West trade
(table 6). However, there were considerable declines in U.S. exports to other
important NME markets also, notably Poland and Yugoslavia. 1/ 1In contrast,
U.S. exports to China more than doubled, and exports to East Germany and
Bulgaria rose considerably. U.S. imports from several NME's also declined
(table 7). 2/ The only important exceptlon was China, from which imports
almost doubled.

China alone accounted for half the U.S. trade surplus with NME's in the
quarter, as can be seen from tables 6 and 7. These tables also show that the
United States maintained a surplus with every major NME except Hungary. U.S.
trade with Hungary resulted in a deficit in 1979 and in the first and second
quarters of 1980. A U.S. deficit, therefore, may now be characteristic of
U.S.-Hungarian trade. Unlike other Eastern European countries, Hungary does
not have to rely on agricultural imports.

Figure 1 shows the share of individual countries in the joint NME market
for U.S. exports in 1979 and January-June 1980. As a result of the
restrictions on U.S. exports to the Soviet Union, China became the leading
market for U.S. exports to NME's, accounting for almost 40 percent of the
total. The Soviet Union--long the dominant NME market--received less than

18 percent of the total. Uncharacteristically, Romania, ranked third in
importance, displacing Poland and Yugoslavia.

1/ This could be accounted for in part by the hard-currency shortage which
exists in certain NME's. Official attempts have been made to discourage
imports and decrease the balance-of-payments deficit.

2/ The decline in U.S. 1mports has been attributed to the uncertainty, on 14
both sides, evoked by the imposition of the sanctions.
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China also became the principal source for U.S. imports from NME's,
accounting for some 34 percent of the total in the first half of 1980--a
significant gain from 19.5 percent in 1979 (fig. 2). Poland, Yugoslavia,
Romania, and the Soviet Union, in that order, were the other important NME
sources of U.S. imports. As noted earlier, the absence of gold bullion
imports from the Soviet Union accounted for the small Soviet import share for
the quarter; the amount of U.S. imports from the Soviet Union depends, in
large measure, on the content of gold in that trade flow.

18
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SECOND-QUARTER DEVELOPMENTS AFFECTING U.S. COMMERCIAL RELATIONS
WITH NONMARKET ECONOMY COUNTRIES

China Joins IMF and World Bank

Admission to full membership in the International Monetary Fund (IMF), on
April 17, and the World Bank, on May 15, made China eligible for extensive
international financing, some of which can be used to modernize its economy.
It appears that, from the point of view of Chinese leaders, the primary
motivation for joining the sister institutions was to gain access to large
amounts of relatively cheap credit rather than to enhance China's political
status, which is another advantage that membership provides.

While China has not lacked offers of financing during the 2 years since
Chinese Government leaders began to borrow abroad for development projects,
the IMF--and especially the lending facilities available through membership in
the World Bank--can provide more favorable credit terms. Chinese officials
have indicated particular interest in borrowing from the International
Development Association (IDA), a World Bank affiliate.

In general, the size of a country's membership subscription in the IMF,
or quota of paid-in capital, determines the extent to which that country is
eligible to borrow foreign currencies to meet its balance-of-payments
requirements. China's quota in the Fund is SDR 550 million, or approximately
$700 million 1/--the quota assigned when the Republic of China under
Chiang Kai-shek became a charter member of the IMF in 1946. 2/ This quota

1/ The SDR's, or Special Drawing Rights, are international reserve assets
created by the IMF and are used to denominate quotas. The U.S. quota is SDR
8,405 million, or $10,706 million as of Apr. 17, 1980.

2/ The position taken by officials of the IMF and World Bank, which have a
joint directorship, is that '"China'" has remained a member since 1946.
Membership in both institutions was retained by the Republic of China (Taiwan)
following the revolution and founding of the People's Republic of China in
1949. On Apr. 17, 1980, the People's Republic of China was recognized as the
official representative of "China" in the IMF, and Taiwan's credentials were
revoked; a similar procedure, whereby the People's Republic of China was
recognized as a successor government, was followed by the World Bank.

Because Taiwan made only limited use of the IMF's resources, it did not
participate in the four general quota increases which have occurred since
1959, and also was exempt from a further general quota increase which is
currently being ratified by member countries and is expected to go into effect
in late 1980 or early 1981. As a result, China's quota has remained unchanged
since 1946, and the People's Republic of China, in replacing Taiwan in the
IMF, did not request an increase. However, on the basis of its huge
population, gross national product, and share of world trade, China is
eligible for a quota of $2,300 million to $3,500 million, depending on the
data and formula used. An increase in its quota to this level would
substantidlly increase the amount China would be eligible to borrow, as well
as increase its voting power in the Fund.

The first step was taken on September 10, when the Board of Governors of
the IMF authorized a special increase in the Fund quota of China from SDR 550
million to SDR 1,200 million, or to $1,584 million. At that time, China was
also authorized to increase its quota by an additional 50 percent, or to 1,800
SDR's, when the forthcoming general quota increase becomes effective.
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almost automatically permits China to draw, or borrow, foreign exchange from
the Fund in an amount equal to 25 percent of its quota, or that part of its
quota that China has paid into the Fund in hard currency (about $175 million),
and to make four additional drawings of the same amount. While the interest
charged for additional credit is relatively low (0.5-6.375 percent), the
conditions imposed by the IMF become increasingly stringent as the drawings
are increased; the borrowing country must adopt an economic program designed
to resolve its balance-of-payments difficulties and meet strict performance
criteria. Therefore, China may avoid borrowing more than the 25 percent of
quota held as reserves, for which the only requirement is that a country
explain its balance-of-payments needs.

The IMF also offers special credit facilities to help member countries
solve structural or emergency balance-of-payments problems. These include a
trust fund to provide balance-of-payments assistance to developing countries
on concessionary terms, a program to finance temporary export shortfalls, and
standby credit arrangements. With the exception of the trust fund, most
credit facilities of the IMF require repayment of a loan in 3 to 5 years, and
borrowing is limited by the size of a country's quota.

China is expected to make much more extensive use of its membership in
the World Bank, for which membership in the IMF is a requirement. World Bank
financing is not limited by the size of a country's membership quota, and for
most types of loans, credit is not contingent upon meeting certain performance
criteria. China will be eligible for the standard long-term loans from the

Bank at a current annual interest rate of 8.25-8.50 percent, considerably more
attractive than the rates available from private international lenders.
Although this interest level is slightly higher than that charged for most
government-subsidized export credit China has received from Japan and several
European countries, borrowing from the World Bank offers the advantage of not
having to accept financing tied to certain sources of supply for the plants or
equipment purchased.

The emphasis of the Bank is on project lending for basic development such
as hydroelectric plants, irrigation projects, roads, and education. Credit is
extended to cover imports of capital goods as well as local-cost financing.

As a developing country with an annual per capita gross national product
of less than $581, 1/ China should qualify for the even more attractive
financing provided by the Bank-affiliated IDA. Loans made by the IDA have a
10-year grace period and 50-year maturities; they carry an annual service fee
of 0.75 percent on the disbursed portion of each credit, but no interest is
charged.

l/ The official figure of $581, calculated in constant 1977 U.S. dollars, is
what the World Bank currently uses to determine a country's eligibility for
special financing assistance. Estimates of China's per capita income have
varied substantially, and verification by Bank officials will be required.

One estimate for 1978, based on statistics of the U.S. Central Intelligence
Agency, was $405 per capita (The China Business Review, January-February 1980,
p. 60). An estimate for 1979, based on Chinese statistics, was $237 per
capita (China Trade Report, June 1980, p. 3).
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China is also reported to have expressed an interest in the credit
facilities of another World Bank affiliate, the International Finance
Corporation (IFC). Like the IDA, the IFC provides credit assistance primarily
to countries having annual per capita incomes of less than $581, but differs
in that it specializes in commercial loans and equity investments, rather than
in basic development projects. IFC loans have maturities ranging from 7 to 12
years and fixed interest rates which are normally higher than the interest
charged for standard World Bank loans, but less than current commercial bank
international rates.

Although the Chinese are reported to be already pressing for loans from
the World Bank, financing cannot be considered until Bank officials have made
a study of the economy. Once the required groundwork has been completed,
China's access to the combined credit facilities of the World Bank and the IMF
could provide significant opportunities for U.S. exporters and U.S. firms
planning to invest in China. The Chinese may decide to go ahead with major
industrial projects which were announced in 1978 but delayed when development
plans were adjusted downward in 1979. Indeed, in view of the ambitiousness of
China's plans to modernize by the year 2000, both the size and diversity of
its import requirements indicate that the financing facilities of the World
Bank and the IMF may serve only to supplement borrowing from the Export-Import
Bank of the United States (Eximbank) and the similar government-subsidized
agencies of other industrialized countries.

Eximbank Financing for China

Following talks between U.S. Eximbank officials and a Bank of China
delegation which came to Washington in June, the Eximbank announced that its
facilities were now available for financing exports to China. 1/ This action
should enable U.S. firms to assume a more competitive position in the China
market, since the borrowing costs to the Chinese in buying U.S. equipment and
technology will be lower. Similar government-subsidized agencies in several
other countries have already offered China more than $16 billion in credits, 2/
although the Chinese have only recently begun to draw upon these loans.

1/ Eximbank received authority to finance sales to China on Apr. 2, when
President Carter issued Presidential Determination 80-15, stating that the
extension of Eximbank financing to China is in the national interest. The
steps that were required before the Bank could consider extending credit to
China were described in the Commission's 22d Quarterly Report to the Congress
and the Trade Policy Committee on Trade Between the United States and the
Nonmarket Economy Countries During January-March 1980, USITC Publication 1081,
June 1980, hereafter 22d Quarterly Report . . ., p. 62.

2/ As of Feb. 1, 1980, the value of government-subsidized credits and
government-guaranteed loans extended to China was $16.4 billion. The
participating countries were-—in declining order of the amount of credit
extended--France, Japan, Canada, the United Kingdom, West Germany, Italy,
Sweden, Belgium, and Australia. (For details, see The China Business Review,
January-February 1980, p. 57.)
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Eximbank has approved its first preliminary commitment for a sale to
China, involving U.S. exports worth about $80 million. The credit was
arranged in April with Wean United, a Pittsburgh firm which will sell
steelmaking equipment and technical services for use in constructing a
cold-rolling mill at the Baoshan Steel Complex near Shanghai; the preliminary
agreement was concluded with the Bank of China. Wean United--in conjunction
with other U.S. suppliers--will participate as a subcontractor tc a West
German firm because the project, which involves imports by China worth $500
million, is being led by a German consortium. According to Eximbank vice
president Raymond J. Albright, "Without Eximbank support, the U.S. firms would
have been dropped from the final contract." 1/

Eximbank officials maintain that funds will be available for use in
meeting this preliminary commitment and plan to extend up to $2 billion in
Eximbank credits to China over the next 5 years, the pledge made to the
Chinese by Vice President Mondale in August 1979. However, the administration
has not asked Congress to appropriate additional funds to meet this
commitment; rather, China has been added to the list of countries eligible for
financing at a time when Eximbank already faces serious budgetary problems.

During fiscal year 1980, which will end September 30, the Bank has been
operating under the 1979 budget level of $3.75 billion for direct loans.
Although these funds were being depleted rapidly, a debate in Congress over
how much supplemental lending authority Eximbank should receive continued
throughout June. The administration requested that Eximbank's total spending
for fiscal year 1980 be limited to $4.1 billion and that the increase for
fiscal year 1981, beginning October 1, 1980, be limited to 5.8 percent, which
would give the Bank an authorization of only $4.3 billion for direct
loans. 2/ The increase is not large even if financing for China were not a
consideration. If the Eximbank is to carry out Vice President Mondale's
pledge, additional funds will have to be made available. The Congress will
have to approve a higher budget for the Bank for fiscal year 1981 than the
administration has requested, or later approve a supplemental budget for
China. Meanwhile, Eximbank officials plan to continue to approvc requests for
credit on a case-by-case basis when (as in the case of Wean United) the
commitment is deemed critical to the competitive position of U.S. firms in
China.

1/ Eximbank Record, June 1980, p. 2.

2/ On Aug. 18, Congress approved a bill, which was signed by President
Carter on Aug. 29, authorizing Eximbank an additional $251 million in direct
loans. This supplemental authorization raised the Bank's spending authority
for fiscal year 1980 to $4.0 billion. The legislation also authorized an
additional $1.1 billion in Eximbank financial guarantees for private loans,
for a total budget of $5.1 billion. A bill authorizing $4.4 billion in direct
loans in fiscal year 1981, plus up to an additional $1.8 billion in financial
guarantees, has been passed by the House Appropriations Committee and 1is
awaiting congressional action. However, it is anticipated that Eximbank will
be operating under the 1980 budget level at the beginning of fiscal year 1981.
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An advantage to Eximbank in view of its budgetary problems is that China
is proceeding cautiously in assessing its economic priorities and identifying
the projects for which it wants financing. The Bank prefers that an
application for credit be made only when a project has reached the stage when
financing commitments are needed. Since the Bank of China should know when
this stage has been reached, Eximbank officials have requested that the Bank
of China make the application. While Eximbank commonly arranges for loan
applications to be submitted by the recipient country's international bank,
the procedure should somewhat delay placing added pressure upon the Bank's
limited budget as a result of making credit available to China.

Eximbank will normally support up to 65 percent of the export value of a
transaction, at an interest rate of 8.75 percent. 1/ However, the Bank will
increase its participation to the extent that the U.S. exporting firm or its
commercial bank can provide a portion of the financing at a fixed rate of
interest no higher than the Bank's rate. For example, if a commercial bank
assumes 10 percent of the export contract at 8.75 percent, Eximbank will
increase its support from 65 percent to 75 percent, so that 85 percent of the
U.S. firm's exports are covered at the Eximbank rate of 8.75 percent. This
shared approach permits the United States to compete more effectively with
financing arrangements in effect in other countries.

While interest on U.S. Eximbank credit is substantially lower than normal
commercial rates, it is higher than the rates that have generally been charged
for credit extended to China by similar government-subsidized agencies in
other countries. Eximbank has recently negotiated an international consensus
arrangement with other "eximbanks' under which the parties have agreed that
the interest rate charged relatively poor countries, including China, will not
be less than 7.75 percent for financing extended over 5 years.

OPIC Legislation for China

After months of delay in the Congress, legislation to extend to China the
services of the U.S. Government-sponsored Overseas Private Investment
Corporation (OPIC) began to move quickly toward passage during May and June.
In August 1979, Vice President Mondale had made a pledge to the Chinese that
the administration would seek congressional authority to provide the services
of OPIC in order to encourage U.S. businesses to invest in China. A bill was
introduced in the House by Representative Jonathan Bingham, D.-N.Y., on
September 29, 1979, and in the Senate by Senators Jacob Javits, R.-N. Y., and
Claiborne Pell, D.-R.I., on October 22, 1979. Following a hearing on May 20,
1980, a substitute bill was introduced in the House on June 10 by
Representatives Jonathan Bingham, Lester Wolff, D.-N.Y., Don Bonker, D.-Wash.,
and Michael Barnes, D.-Md. This bill (H.R. 7531) was referred to the
Committee on Foreign Affairs, which recommended that it pass. A Senate
hearing was held on March 3, 1980, by the Committee on Foreign Relations, to
which the bill introduced by Senators Javits and Pell had been referred. The
Committee recommended passage of the bill (S. 1916) on June 30.

1/ Eximbank's standard rate of interest in mid-1980. The interest rate is

fixed for the life of a loan at the time of authorization. 25



26

OPIC was authorized by the Foreign Assistance Act of 1961, which under
section 620(f) prohibited the extension to Communist countries of any
assistance provided for by the act. In 1971 a provision was added to section
239(g) of the act exempting Romania and Yugoslavia from section 620(f) insofar
as the OPIC programs were concerned, and thus making the two countries
eligible for OPIC's services. Authorizing the extension of the OPIC programs
to China essentially involves a similar further amendment of section 239%g).

Making the OPIC programs available to China will mean that U.S. firms
investing in projects there can obtain Govermment-backed, long-term insurance
to cover the risk of currency inconvertibility, the loss of investment owing
to govermment expropriation, and losses resulting from war, revolutionm, or
insurrection. The program is limited to direct investment in developing
countries. In addition to providing political-risk insurance, OPIC makes
direct loans of up to $5 million to small U.S. businesses investing in
projects in developing countries and guarantees loans of up to $50 million
when made by commercial banks to U.S. firms for such projects. During the
past year or two, increasing emphasis has been placed upon the role that
investment projects supported by OPIC can play in generating U.S. exports.
OPIC has developed several supplemental programs to more actively promote
investment projects abroad which are likely to stimulate U.S. sales. For
example, the agency has developed a program to support exports of wheat, feed
grains, and other farm commodities by insuring and financing milling
operations in developing countries.

In China, OPIC insurance is expected to be particularly critical for
large investments in mines, smelters, and chemical plants. Such investments
have long payback periods, and without political-risk insurance their
profitability is extremely vulnerable to Govermnment actions. The OPIC credit
programs are also expected to be of critical importance to smaller companies,
which are likely to find that they are considering investments that are large
in relation to their size.

After the legislation authorizing China's eligibility for the OPIC
programs has been passed by Congress, 1/ the President is required to issue a
formal declaration that extending OPIC assistance to China is in the national
interest. The final step will be the negotiation of a bilateral operating
agreement between OPIC officials and the Chinese.

U.S.-Chinese Textile Negotiations

U.S. and Chinese textile negotiators met between April 28 and May 14 in
the most recent in a series of efforts to reach a bilateral accord on the
volume of textile products entering the United States from China. Discussions
between the two countries were reportedly begun as early as the summer of 1978.

1/ S. 1916 was passed by the Senate on July 21, H.R. 7531 was passed by the
House on July 28, and the legislation was signed by President Carter on Aug. 8.
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While the textile industry has become a major source for the growing
export earnings China needs to develop its economy, these exports have
provided increasing competition for the U.S. textile industry. U.S. imports
of textile manufactures from China--particularly cotton and some types of
synthetic apparel--rose sharply in 1978 and continued to increase in 1979.
When an agreement to limit imports could not be reached in May 1979, the
United States unilaterally imposed quantitative restrictions on seven items of
apparel: cotton gloves, women's cotton knit shirts, men's woven cotton
shirts, men's cotton trousers, women's cotton trousers, men's manmade-fiber
sweaters, and women's manmade-fiber sweaters. Following the breakdown of
further talks in October 1979, quotas were applied to two additional items:
women's woven cotton blouses and women's manmade-fiber coats. 1/

Despite concessions by both the United States and China during the
negotiations in 1980, some differences could not be bridged and on May 14 the
talks were again broken off. With the seven unilateral quotas imposed a year
ago scheduled to expire on May 31, the United States renewed these
restrictions, at the same quota levels, for another 12 months. The two
remaining quotas continued in effect. 2/

Changes in Export Administration Controls

Three changes affecting the control of U.S. exports to Communist
countries were implemented during the second quarter of 1980: a revision of
the Commodity Control List, a new country-group designation for China, and a
change in the country-group designation for Hungary. A fourth change, a new
and more liberal export-control procedure which authorizes multiple exports of
certain products to Communist countries became effective July 1.

Revision of Commodity Control List

A new Commodity Control List (CCL), covering '"dual use" items which
require a validated license for each export transaction, was put into effect
on June 25. Dual-use items are products having both civilian and potentially
significant military applications. Their export by the United States is
controlled by the Office of Export Administration, U.S. Department of
Commerce, which also exercises broad control over the export of technical
data. 3/ The Office of Export Administration has revised the CCL to reflect

1/ For a more detailed discussion of U.S. textile imports from China and of
the problems involved in reaching a bilateral agreement, see the 22d Quarterly
Report. . ., pp. 62-64.

2/ A bilateral textile agreement was initialed by U.S. and Chinese officials
on July 24. No details concerning the contents of the accord were released at
that time. On Sept. 17 an agreement was formally signed limiting U.S. imports
of certain textile products from China.

3/ The Office of Export Administration defines technical data as--

Information of any kind that can be used, or adapted for

use, in the design, production, manufacture, utilization,

or reconstruction of articles or materials. The data may 27
take a tangible form, such as a model, prototype,

blueprint, or an operating manual; or they may take

an intangible form such as technical service. (15 CFR 379.1.)
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the results of extensive negotiations carried on by the United States and its
Western allies through the Coordinating Committee for Multilateral Export
Controls (COCOM). 1/ This committee meets periodically to establish common
guidelines for the control of exports to the Communist countries.

Although continuing revision of the CCL will take place, the new list
implements some of the changes mandated by the Export Administration Act of
1979 (EAA), 2/ the framework within which all U.S. export licenses are
granted. The basic policy approach of the new legislation is one of
encouraging, rather than limiting, trade with the Communist countries—-an
approach which has evolved since initially adopted in the Export
Administration Act of 1969. 3/ This basic emphasis on trade expansion was
further reinforced by the directives on export controls included in the 1979
act.

During the last decade, only goods and technology which could make a
significant contribution to the military potential of another country have
been restricted, primarily for purposes of national security. 4/ While the
EAA reiterated this position, greater emphasis has been placed upon
controlling the export of technology rather than goods. That is, the revised
CCL is designed to permit, and in effect promote, the sale of most
high-technology equipment to Communist countries, but to restrict the export
of designs or other manufacturing knowhow which might enable these courntries
to reproduce the equipment or adapt it to other uses.

Another modification in the 1979 act was the greater emphasis placed upon
eliminating export controls that do not coincide with the controls of other
COCOM countries. In the past the United States maintained far mcre rigid
controls on exports to the Communist countries than did other COCOM members,
but it has relaxed these controls significantly in recent years.
Nevertheless, even in recent years, U.S. exports to Communist countries of a
number of goods and technologies that were freely available to them from
foreign sources continued to require validated licenses. In the new CCL,
those unilateral U.S. controls that were no longer deemed necessary as a
result of multilateral review by the COCOM countries have been removed. The
revised list is almost identical to the guidelines established by COCOM.

As multilateral negotiations continue, the United States is attempting to
reach an agreement with its COCOM partners which will reduce the scope of
export controls to a level that is acceptable to all the COCOM countries,
while at the same time including procedures for enforcing the export controls

1/ COCOM includes all the NATO countries except Iceland, plus Japan.

2/ Public Law 96-72, signed into law by President Carter on Sept. 29, 1979.

3/ That act replaced the Export Control Act of 1949, which had authorized
the establishment of controls on all exports to Communist countries.

4/ Other rationales for imposing U.S. export restrictions are (1) to promote
U.S. foreign policy and (2) to prevent shortages of scarce materials and
reduce the inflationary impact of foreign demand. Export controls have rarely
been applied for these reasons.
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agreed upon. Meanwhile, the other COCOM countries have agreed, at least for
the present, to cooperate with the United States in imposing tighter
restrictions on sales of high technology to the Soviet Union. Compliance
involves no modification of the COCOM guidelines, but exports to the U.S.S.R.
of certain controlled items will not, as a general policy, be approved.
Following the lead of the United States, no requests for exceptions are being
made. While the '"no exceptions" policy applies only to exports destined for
the Soviet Union, the United States may apply more restrictive criteria in
granting licenses for the export of high-technology items on the new CCL to
other Eastern European countries. These applications will be carefully

scrutinized in view of the possibility of technology transfer or diversion to
the U.S.S.R. 1/

COCOM discussions concerning new guidelines for controlling the export of
computer technology have not yet been completed. A further revision of the
CCL--primarily to reflect the extensive technical advances made in the
computer industry in recent years--will be made when agreement is reached.

Revision of control status for China and Hungary

The Office of Export Administration transferred China from Country
Group Y to a newly designated Country Group P, effective April 25. 2/ Until
this time, since shortly after the lifting of the U.S. embargo on trade with
China in 1971, China was in the same group as the U.S.S.R, Bulgaria,
Czechoslovakia, East Germany, and Hungary. The country-group designations
serve primarily as an administrative convenience for export-control purposes,
but to some extent reflect the restrictiveness of the controls applied, which

increases, as a general rule, as the letter designating the country grouping
approaches the end of the alphabet.

Since January 1979, when the United States accorded China diplomatic
recognition, a series of steps have been taken to improve bilateral ties, and
trade has been growing rapidly. Applications for validated licenses to export
dual-use items to China have increased significantly during the past year,
especially in recent months. As a result of the change in export-control
status, China has been removed from the group which includes only countries
designated as belonging to the Soviet Bloc, 3/ and placed in a category by
itself, rather than with other Warsaw Pact countries no longer in Country

1/ For a detailed discussion of the U.S. controls placed upon
high-technology exports to the Soviet Union in response to its invasion of
Afghanistan, see the 22d Quarterly Report. . ., pp. 40-52.

2/ 45 F.R. 27922.

3/ In addition to Bulgaria, Czechoslovakia, East Germany, and the U.S.S.R.
(plus Hungary, until it was recently transferred), the other Soviet Bloc
countries in Country Group Y are Estonia, Latvia, Lithuania, and Mongolia.
The one exception is Laos, which is included in Country Group Y.
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Group Y, i.e., Poland and Romania. 1/ Although U.S. firms exporting to Poland
and Romania (and now Hungary) are accorded certain types of treatment not
available to exporters to Group Y destinations, these countries are also
regarded as belonging to the Soviet Bloc for most purposes of export control.

In announcing the creation of Country Group P, the Office of Export
Administration stated: '"In considering which exports would contribute
significantly to military potential in a way which would be detrimental to
U.S. national security, factors relevant for [China] are different from
those for the Warsaw Pact." 2/ Although the criteria for review of license
applications may differ, the validated license requirements for Country Group
P are the same as for other Communist country-group designatioms.

Subsequently, on June 2, 1980, Hungary was removed from Country Group Y
and placed in Country Group W, which will permit U.S. exporters to ship
certain products to Hungary under less restrictive controls. 2/ The transfer
was made on the basis of improved relations between the United States and
Hungary and improved conditions within that country. Among the factors
considered were the United States—Hungary trade agreement, which accorded
most-favored-nation treatment to each other's products in July 1978; Hungary's
willingness to deal with most emigration problems promptly and constructively;
its facilitation of bilateral trade; and the Hungarian Government's

willingness and ability to control the retransfer of U.S. exports in
accordance with U.S. policy. Country Group W now includes Poland and Hungary.

As a result of the transfer, controls have been relaxed on the in-country
destination of U.S. shipments made to Hungary under a general export license,
which is the license issued for exports not classified as dual-use items. For
example, if the exporter does not know at what port in Hungary a shipment will
be unloaded, he may designate optional ports of unloading. This option is not
available for exports to countries in Group Y. For dual-use items requiring a
validated license for export, the same destination controls apply to all
Communist countries, including Hungary. '

New procedures for exports to Communist countries

A new type of export license, called a Qualified General License (QGL),
has been established to reduce the number of validated-license applications
which must be filed and processed for the export of commodities controlled for
national security reasons. The QGL authorizes multiple export sales to each

1/ In 1955, the Warsaw Treaty of Friendship, Cooperation, and Mutual
Assistance (Warsaw Pact) was signed by Bulgaria, Czechoslovakia, East Germany,
Hungary, Poland, Romania, and the U.S.S.R. All these countries signed a
10-year extension of the treaty in 1975.

2/ U.S. Department of Commerce, Export Administration Bulletin No. 205, June
9,71980, p. 3.
3/ 1bid., pp. 10-14.
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of a number of customers in © -munist countries (Country Groups P, Q, W, 1/
and Y), provided the commodities, the consignees or end users of the
commodities, and the end uses of the commou ties have been approved by the
Office of Export Administration in advance. The new procedure, which was
authorized by the EAA, became effective on July 1. 2/

Prior to the establishment of the QGL, U.S. exporters were required to
apply for a validated license each time they wished to ship a dual-use
commodity to a consignee in a Communist country. A QGL initially issued to a
particular exporter is valid for 1 year and may be renewed once for an
additional period of 2 years. Subsequent licenses issued to that exporter
will be valid for 2 years and may be extended for 2 more years. During the
QGL validity period, an exporter can make unlimited shipments of the specified
product to approved consignees. 3/ Therefore, the QGL is similar to a general
license in that it authorizes repeated export transactions, but similar to a
validated license in that it requires Govermment approval of the importers and
of their customers in order to determine the probable uses which will be made
of the product. ‘

Much of the impetus for liberalizing the export-licensing process came
from associations representing the U.S. electronics industry. The QGL is
expected to free shipments of many less technically advanced products that are
available from foreign as well as U.S. sources and that almost always have
been approved for export to the Communist countries under validated licenses.

The new licensing procedure implements reforms mandated by the EAA and

parallels the revision of the CCL to correspond more closely with the
guidelines established by COCOM. Technical data cannot accompany the export
of equipment licensed under a QGL unless authorized under a validated
license. 4/ This regulation reflects the emphasis the EAA has placed on
controlling the export of technology rather than the export of goods. It is
the law's intent to encourage use of the QGL and to restrict the use of
validated licenses to items multilaterally controlled by the COCOM countries,
to items that are uniquely available in the United States, and to items for

which the United States is seeking multilateral control.

President Recommends Continuation of Waivers Extending MFN Treatment
to Romania, Hungary, and China

On May 28, President Carter sent a message to the Congress recommending a
12-month renewal of his authority to waive the freedom of emigration
requirements of the Trade Act of 1974 and also requesting a continuation of
the waivers now applicable to Romania, Hungary, and China. An extension of
the waivers will permit these three countries to continue to receive MFN
tariff treatment as well as Eximbank financing for a year, through July 2,
1981.

1/ The groups consist of China (P), Romania (Q), and Poland and Hungary (W).

2/ A detailed description of the QGL was published in the Federal Register,
on July 8, 1980 (45 F.R. 45894).

3/ An exporter may be granted a QGL (or a validated license) covering moxg
than one product. However, unless the two or more products are manufactured
by a similar process, the license application must be reviewed as if each
product were being considered under a separate application.

4/ See footnote 3, p. 27, for the definition of technical data that is used
by—fhe Office of Export Administration.
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Section 402(a) and (b) of the Trade Act of 1974 prohibits the granting of
MFN treatment and the extension of U.S. Government credit or investment
guarantees, to any NME that denies or severely restricts emigration by its
citizens. Section 402(c) authorizes the President to waive the prohibition
for a limited period of time if he determines that doing so will promote
freedom of emigration. Under the President's authority to waive section
402(a) and (b), MFN status was initially extended to Romania on August 3,
1975, to Hungary on July 7, 1978, and to China on February 1, 1980. Extension
of the waivers that are in effect requires successive annual reviews and
approval by the Congress under procedures described in section 402(d) of the
Trade Act of 1974. Two questions are at issue: first, whether the general
waiver authority of the President should be continued, and second, whether the
exercise of that authority with respect to Romania, Hungary, and China should
be continued, thus permitting the MFN treatment now accorded to their products
to continue for a period of 12 months.

Following the President's recommendations to the Congress in May, a
hearing was held before the House Committee on Ways and Means, Subcommittee on
Trade, on June 10. Although little opposition was expressed with respect to a
continuation of the waivers applicable to Hungary and China, a number of
witnesses testified to the difficulties encountered by Romanians seeking to
emigrate during the past year. A hearing was also held before the Senate
Committee on Finance, Subcommittee on International Trade. 1/

Congress may disapprove extension of the waiver authority gcnerally or
with respect to any of the countries during the period July 3-August 31. This
is accomplished by adopting a simple resolution of disapproval in either the
Senate or the House. Adoption of such a resolution would terminate MFN
treatment for the country subject to disapproval. If neither the Senate nor
the House acts before September 1, the waiver authority under section 402(c)
is extended automatically. 2/

Pending Legislation To Settle Outstanding Financial Claims
by the United States and Czechoslovakia

A bill has been introduced into Congress by Senator Daniel P. Moynihan,
D.-N.Y., in a further effort to resolve more than 30 years of negotiations
between the United States and Czechoslovakia concerning mutual financial
claims. The controversy arose when U.S. investments in Czechoslovakia were
nationalized as a result of the Communist takeover in 1948, and, as a
consequence, gold allocated for Czechoslovakia was withheld by a commissicn
made up of the United States, the United Kingdom, and France. The gold had
been seized by the Nazis during World War II and was to be returned to
Czechoslovakia under the Paris Reparations Agreement of 1946. By precluding
the extension of MFN tariff treatment to U.S. imports from Czechoslovakia,

these outstanding financial claims continue to place a strain upon bilateral
trade relationms.

1/ This hearing was held on July 21, 1980.

2/ Neither the Senate nor the House acted before Sept. 1, 1980, and the
waiver authority applicable to all three countries was therefore automatically
extended.
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Section 408 of the Trade Act of 1974 directs that any settlement of the
U.S. claims against the Government of Czechoslovakia must be approved by the
Congress before consideration can be given to granting MFN status to that
country. This section further states that’ the United States shall not release
any of the gold belonging to Czechoslovakia until Congress has approved a
settlement of the claims.

As an alternative to using the gold as a bargaining tool, the legislation
now under consideration calls for the U.S. Treasury to sell the approximately
18 metric tons of gold and to use the proceeds from the sale to settle U.S.
claims. A question has been raised by the State Department, however, as to
whether the United States can act unilaterally when the gold is held jointly
by a commission representing three countries. 1/

If the claims issue is resolved, the President could use his authority to
waive section 402(a) and (b) of the Trade Act of 1974, provided he determines
that doing so would promote freedom to emigrate from Czechoslovakia. 2/ This
action would authorize the extension of MFN tariff status to Czechoslovakia
and permit the negotiation of a bilateral trade agreement. MFN treatment
would be accorded Czechosiuvakia only when a trade agreement had been approved
by Congress.

U.S. International Trade Commission Actions Affecting NME's
During the second quarter, two actions were taken by the Commission with

respect to products imported from NME's. Both actions related to antidumping
proceedings.

Electric golf cars from Poland

Acting under section 751 of the Tariff Act of 1930, the Commission
determined that changed circumstances exist which indicate that an industry in
the United States would not be threatened with material injury if the
antidumping finding on electric golf cars from Poland was revoked. The
determination was made on May 20 by a 5-to-0 vote. The Commissioners voting
were Chairman Catherine Bedell, Vice Chairman Bill Alberger, and Commissioners
George M. Moore, Paula Stern, and Michael J. Calhoun.

This action authorizes the U.S. Department of Commerce to revoke the
outstanding dumping finding, which was made on September 16, 1975. At that
time, the U.S. Treasury applied duties to offset the effect of the
less-than-fair-value prices which the Commission had determined were causing

1/ The bill (S. 2721) was referred to the Senate Committee on Finance,
Subcommittee on International Trade, and a hearing was held on Sept. 9.

2/ For an explanation of sec. 402(a) and (b) and of the President's waiver
authority under sec. 402(c) of the Trade Act of 1974, see the previous section
of this report.
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injury to the U.S. industry. The final decision concerning revocation of the
antidumping finding rests with Commerce. 1/

Poland is the major source of electric golf car imports and was the only
source until 1978, when Yamaha began importing from Japan. A total of 5,200
electric golf cars, valued at $5 million, were imported from Poland in 1979.

Menthol from China and Japan

On June 16 the Commission instituted a preliminary antidumping
investigation to determine whether there in a reasonable indication that an
industry in the United States is materially injured, or is threatened with
material injury, by imports of menthol from China and Japan, sold or likely to
be sold at less than fair value. Although the investigation covers both
natural and synthetic menthol, only natural menthol is imported from China.
The investigation was instituted on the basis of a petition filed on June 11
by a U.S. producer on behalf of the domestic industry producing synthetic
menthol. Under section 733(a) of the Tariff Act of 1930, the Commission is
required to make a determination within 45 days after the date on which the
petition was filed. 2/ If the preliminary finding of the Commission is
affirmative, the proceedings will be continued by Commerce, and the Commission
then may be requested, depending on the findings made by Commerce, to
undertake a final investigation to determine if there is material injury.

1/ On Aug. 8 Commerce gave notice that it was revoking the outstanding
antidumping order against electric golf cars from Poland. The revocation
applies to all merchandise entering the United States, or withdrawn from U.S.
Customs warehouses for consumption, on or after June 11, 1980, the date on
which official notice of the Commission's determination was given. (45 F.R.
52780.)

2/ On July 22 the Commission determined that there is a reasonable
indication that the U.S. industry is threatened with material injury by

imports from China. The vote was 4 to 1, with Chairman Bill Alberger, Vice
Chairman Michael J. Calhoun, and Commissioners George M. Moore and Catherine
Bedell voting in the affirmative. Voting in the negative was Commissioner
Paula Stern. A negative finding was made with respect to Japan.
Commissioners Moore and Bedell voted affirmatively both as to Japan and China

on a cumulative basis.
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TRADE SANCTIONS AGAINST THE SOVIET UNION: UPDATE

More than half a year has passed since the President's announcement of a
new, more restrictive U.S. export policy towards the U.S.S.R. This policy was
put into effect as part of the U.S. response to the Soviet invasion of
Afghanistan.

The 22d quarterly report in this series included a discussion entitled
"Trade sanctions against the Soviet Union: various implications," which
described the restrictions imposed on U.S. exports to the U.S.S.R. The impact
of these measures on various trade flows, and some other implications, were
also discussed.

The following section describes U.S. trade-policy measures taken since
the 22d quarterly report was written, and further analyzes some of the effects
of the U.S. policy and related third-country actions.

Policies and Regulations

On January 4, 1980, in response to the Soviet invasion of Afghanistan,
the President of the United States suspended a significant part of U.S.
exports to the U.S.S.R. Subsequent regulations defined the major commodity
classes to be barred from export to the Soviet Union for an indefinite
period. These involved agricultural commodities and phosphates {both relating
to the feed-livestock complex), high technology and other items of strategic
significance, and exports intended for the 1980 summer Olympic games in
Moscow. 1/

On June 6, 1980, the U.S. Department of Commerce announced the export-
licensing policy that will apply to shipments of grains of U.S. origin to the
Soviet Union, starting in October 1980, in the fifth and final year of the
U.S.-Soviet Union grains supply agreement. 2/ Under these new licensing
procedures, applications for export licenses and reexport authorizations will
be considered on a first-come-first-served basis by Commerce's Office of
Export Administration (OEA). 3/

1/ Bills to terminate the embargo were introduced in both the Senate (s.
2855) and the House (H.R. 7632, H.R. 7671, and H.R. 7731).

2/ The only grain exports permitted under the partial grain embargo were the
6 million to 8 million tons of corn and wheat per "agreement year,'" which were
committed under the U.S.-U.S.S.R. grain supply agreement of 1975. Each
"agreement year," or fiscal year, runs from Oct. 1 to Sept. 30. The agreement
was signed in 1975 with the objective of smoothing out the wide yearly
fluctuations of Soviet grain purchases from the United States. It permits the
Soviet Union to purchase more than 8 million tons a year with special
authorization by the U.S. Government. It also permits the United States to
sell less than 6 million tons, provided U.S. grain supplies are below a
specified level.

3/ Commerce News, ITA 80-97, June 6, 1980.
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The new licensing procedures accorded with the President's decision,
announced in April, to fulfill the terms of the bilateral grains agreement.
In August, U.S. and Soviet officials belatedly held their consultation
concerning administrative matters pertaining to the grain transactions in the
last agreement year. This was the first contact between agricultural
officials of the two countries since President Carter announced the trade
sanctions against the Soviet Union. The Soviets had made their first
purchases of U.S. corn and wheat for delivery in the last agreement year even
before these consultations took place. These grain purchases, and Soviet
willingness to discuss the agreement, put to rest speculation that the Soviet
Union might not honor the grain agreement in its last year.

In June, the U.S. Government released U.S.-based multinational grain-
trading companies from their voluntary commitment to refrain from selling
foreign-grown grains to the Soviet Union. U.S. Department of Agriculture
Undersecretary Dale. E. Hathaway explained that restraint on sales of non-U.S.
grains to the Sowiet Union was no longer necessary, since the large amounts of
grain that were outside the control of govermments supporting the U.S. embargo
had been sold and no longer threatened the embargo's effectiveness. 1/ The
U.S. Department of Agriculture (USDA) emphasized that this action should not
be interpreted as a relaxation of the embargo.
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