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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 Romania. 3/ 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.

At the present time, Poland, Romania, Hungary, and China receive
most—-favored-nation (MFN) rariff 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 ﬁf

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, rhose parts of Indochina under Communist control or
domination (including Vietnam), 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. The reasons for excluding
Yugoslavia are presented in the 27th Quarterly Report to the Congress and the
Trade Policy Committee on Trade Between the United States and the Nonmarket
Economy Countries During April-June 1981, USITC Publication 1188, September
1981, (hereafter 27th Quarterly Report . . .,) p. 1.

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




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 for
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 January-March 1982 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 also discussed, as well as
Hungarian economic reforms and some of their implications for East~West trade.



SUMMARY OF FIRST-QUARTER DEVELOPMENTS

Two-way trade between the United states and the nonmarket economy
countries reached $3.3 billion in the first quarter of 1982. This was the
highest level of this trade since the first quarter of 1981, when the value of
U.S. exports to and imports from NME's reached $3.5 billion..

The NME share of U.S. exports to the world rebounded to 4.7 percent
following three quarters of lower U.S. reliance on NME markets. Meanwhile,
the NME share of U.S. imports from the world continued to be low at 1.3
percent. The traditional U.S. surplus in trade with NME's attained its
highest quarterly level in a year, amounting to $1.7 billion.

Large Soviet purchases of U.S. grains (amounting to some $900 million), a
decline in U.S. exports to China, and soaring imports from that country were
the major factors shaping U.S.-NME trade during the quarter. U.S. exports to
the Soviets reached record levels, rising 58 percent by value compared with
exports in the first quarter of last year. Food and feed (SITC section 0)
constituted nearly three—quarters of these exports. In January-March 1982,
the Soviet Union accounted for over 70 percent of the U.S. trade surplus with
NME's, followed by China with 22 percent. This was a sharp change from
calendar year 1981, when China alone was responsible for over half the U.S.
surplus in trade with all NME's.

In January-March 1982 the Soviet Union once again became the principal
NME market for U.S. exports, moving China to second place. The Soviet market
had been dominant among NME's for years prior to January 1980, when the United
States imposed trade sanctions involving a partial grain embargo against the
Soviet Union. In contrast with the sharp rise in exports, U.S. imports from
the Soviet Union were down from those in the corresponding quarter of 1981.

U.S. trade with China moved in the opposite direction. U.S. exports to
China were down from the first quarter of last year by 24 percent, while U.S.
imports from that country rose 45 percent. Five items accounted for
72 percent of the increase: gasoline, crude petroleum, tin, cocoa butter, and
cotton terry towels. China, already the number one NME supplier of imports to
the United States in the past 2 years, accounted for two-thirds of all U.S.
imports from NME's in the most recent period.

During the quarter, the significance of NME's other than the U.S.S.R. and
China in U.S. trade continued to decline; they collectively accounted for less
than 14 percent of U.S. exports to all NME's. Exports to each Eastern
European country were down from the first quarter of 1981; exports to Poland
fell most precipitously. On the import side, NME's other than China and the
Soviet Union accounted for some 26 percent of the total, with Romania being
the only Eastern European supplier of some significance (11 percent).

The commodity composition of U.S. exports to NME's remained largely
unchanged, except for a sharp increase in chemical exports and a decline in
sales of machinery and miscellaneous items. The composition of imports from
NME's reflected, among other things, larger U.S. purchases of miscellaneous
items (from China) and a decline in food and crude materials imports.

January-March 1982 was the first quarter during which the economic .
sanctions ordered by President Reagan on December 23, 1981, against the Soviet
Union and Poland were in effect. As the items affected constitute a
relatively small part of U.S. exports to NME's, the impact of the new
sanctions is not reflected in overall trade figures.



Notable U.S. commercial developments with NME's in January-March 1982
included the suspeunsion (or delay of extemsion) of official U.S. export
credits and credit guarantees to Romania, and the intensification of U.S.
involvement in the development of Chinese energy resources. The U.S.
International Trade Commission made two determinations that concerned NME's
exclusively and one affecting an NME as well as other countries.



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

During January-March 1982, although the levels of exports, imports, and
the trade balance between the United States and the NME's were lower than
those of the corresponding quarter of 1981, the share of total U.S. trade
accounted for by the NME's remained virtually unchanged. Shipments to the
NME's were $2.5 billion and accounted for 4.7 percent of total U.S. exports,
and imports from the NME's were $782 million and represented 1.3 percent of
all foreign goods entered during the quarter.

Total trade turnover between the United States and the NME's reached
$3.3 billion in the first quarter of 1982; this was the highest level since
the first quarter of 1981 (table 1). By contrast, during the first quarter of
1982, U.S. trade turnover with the world registered its lowest level in over a
year. Owing to the continued downturn in domestic economic conditions on the
import side and the adverse effect of a stronger dollar on the export side,
total U.S. exports and imports declined; the overall trade balance remained a
deficit, increasing by nearly one-fifth from the level recorded in
January-March 1981.

U.S. exports to individual NME's during the first quarter are shown in
table 2. For the first time since the fourth quarter of 1979--the quarter
preceding the sanctions imposed by the Carter administration—-—the Soviet Union
was the leading purchaser of U.S. products among the NME's, accounting for
half of all quarterly exports to these countries. Figure 1 shows the relative
shares of U.S. exports to the leading NME's during the quarter. China, having
been displaced from its leading position as the most significant market for
U.S. goods in 1981, was second during the quarter. The change in relative
position between the Soviet Union and China when comparing the first quarter
with the year 1981 is notable: the share of the U.S.S.R. increased from 30 to
50 percent; that of China decreased from 46 to 36 percent. Together, the
Soviet Union and China accounted for over 85 percent of first quarter exports
to the NME's. Their combined shares of U.S. exports to the NME's highlights
the decline in the share of the U.S. market held by Eastern European and other
NME's. While this group of countries accounted for nearly one-fourth of U.S.
exports to the NME's during 1981, that share declined to only 14 percent in
the first quarter of 1982.

U.S. exports to the nonmarket economy countries were valued at
$2.5 billion in January-March 1982 (table 3), representing an 8.5-percent
decline from exports in the corresponding period of 1981. Exports to China in
January-March 1982 were off 23.6 percent from their level in the corresponding
period of 1981 (exports to China have not yet returned to the levels of late
1980 and early 1981). U.S. shipments to most of the Eastern European NME's
also decreased in the first quarter. The only increase occurred in shipments
to the Soviet Union, up a dramatic 58 percent from those in the first quarter
of 1981, a period when the embargo on U.S. sales of grain was still in
effect. Figure 2, depicting quarterly U.S. exports to all NME's as well as
individually to China and the U.S.S.R., shows that U.S. exports to the Soviet
Union reached a record level in the first quarter of 1982.

5

An examination of quarterly U.S. exports to the NME's on thc basis of
broad commodity groupings (i.e., SITC section numbers) shows that China was
the leading purchaser in 5 of the 10 categories. The Soviet Union was the
major NME customer in four other categories; it accounted for nearly
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two—thirds of the largest U.S. export category to NME's——food and live
animals. This category (SITC Section 0) continued to be the single most
important category of products sold to the NME's (table 4). 1In January-March
1982 such exports constituted nearly 58 percent of all sales to NME's. Grain
accounted for the record-high level of exports shipped to the Soviet Union as
well as for its being the leading NME purchaser of U.S. products during the
first quarter. The Soviets purchased grains under the l-year extension to the
long-term (1976-81) U.S.-U.S.S.R. grain supply agreement negotiated last
summer. The current extension authorizes the Soviets to buy up to 23 million
tons of grain during the l-year period ending September 30, 1982. During the
first quarter of 1982, 5.6 million tons of U.S. grain was shipped to the
Soviets. This brought their total purchases during the current agreement year
to 13.8 million tons as of April 1. 1/

U.S. exports of chemicals (SITC Section 5) to the NME's increased
dramatically during the first quarter, the export share for the category
doubling compared with that in the first quarter 198l. This rise is
principally attributable to the fact that sales of phosphoric acid to the
Soviet Union were sanctioned during the first quarter of 1981 and were only
resumed after the April lifting of the embargo. Sales of resins and compound
catalysts to China also increased from levels attained during the
corresponding quarter of 1981.

The problems facing the Polish economy are reflected in the trade data
for the first quarter of 1982. Poland slipped from third place in 1981 to
fifth in January-March 1982 among NME purchasers of U.S. products. The
withdrawal of U.S. credits.g/ has registered a definite impact on the Poles'
ability to import from the United States. U.S. exports to Poland fell 87
percent in the first quarter of 1982 compared with those in the corresponding
period of 1981 and were down 58 percent from exports in the previous quarter.
More than half the leading export items to Poland in the first quarter of 1981
do not appear in the quarter currently under review (table B-13, app. B).

Four of the five current leading exports, accounting for 43 percent of the
quarterly total, are items donated for relief or charity-—food products,
medicines, and apparel. More than half the leading export items were not
exported at all in the corresponding period of 1981. The denial of Commodity
Credit Corporation (CCC) credit guarantees no doubt contributed to the absence
of certain agricultural items (e.g., corn, wheat, soybeans, lard, and cotton)
from the 1982 list.

Romania, another Eastern European NME experiencing a credit crisis and
resultant hard-currency shortage, showed a 52-percent decline in first-quarter
purchases from the United States. Exports of corn declined from $74.9 million
in the first quarter of 1981 to $2.1 million in the first quarter of 1982
(table B-9). Other leading items showing declines were soybean oilcake and
meal (down 72 percent) and coal (down 47 percent).

1/ U.S. Foreign Agricultural Service, Foreign Agriculture Circular,
FG-11-82, p. 2.

2/ Weekly Compilation of Presidential Documents, vol. 7, No. 52, pp.
1404-1407. Also see 29th Quarterly Report . . ., p. 94.

11
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The period January-March 1982 was the first full quarter affected by the
economic sanctions announced in December 1981. l/ The President suspended the
licensing of exports of certain high-technology equipment to the Soviets,
including electronic equipment, computers, and oil and gas equipment. 2/ Such
items would normally fall within SITC Sections 6-8. U.S. exports to the
Soviet Union in these three categories in the first quarter of 1982 were down

43 percent from those of the previous quarter and 31 percent from those of the
corresponding period of 1981.

U.S. imports from individual NME's during January-March 1982 are shown in
table 5. China continued to be the leading NME source for U.S. purchases,
accounting for two-thirds of the quarterly total. Figure 3 shows the relative
shares of U.S. imports from the leading NME's during the quarter and
illustrates China's overwhelming significance as an NME source. China's share
increased during the quarter, while that of the Soviet Union declined. In
1981 the Eastern European and other NME's accounted for one-third of all U.S.
purchases from the NME's. That share was reduced to one-fourth during the
first quarter of 1982.

U.S. imports from the NME's were valued at $782 million during the first
quarter of 1982. This is 1.4 percent below the level for the corresponding
period of 1981, and the lowest level since the second quarter of 1980. During
the quarter, China was the only major NME to increase significantly its sales
to the United States; imports from China rose 45 percent compared with those
in the first quarter of 1981 (table 6). 3/ Gasoline (TSUSA item 475.2520) and
crude petroleum (TSUSA item 475.1010) accounted for 55 percent of the
quarterly increase in imports from China. Three additional items were also
notably higher than in January-March 1981: tin (TSUSA item 622.0200), cocoa
butter (TSUSA item 156.3500), and cotton terry towels (TSUSA item 366.2460).
These items accounted for another 16.5 percent of the increase in U.S.
purchases from China.

China shipped no crude petroleum to the United States during 1981.
However, imports of gasoline from China increased sharply last year, reaching
$97.5 million in the third quarter and $93.7 million in October-December
1981. Since most of that country's petroleum output must be used
domestically, 4/ the Chinese can maximize foreign-exchange earnings from the
limited quantities of oil available for export by selling gasoline (or other
processed petroleum products) rather than the crude petroleum. U.S. imports
from China of both items together amounted to $110.9 million during the first

1/ See 29th Quarterly Report. . ., p. 48.

2/ Two actions in particular directly addressed themselves to U.S. exports:
(l) 'The issuance or renewal of licenses for the export to the U.S.S.R. of
electronic equipment, computers and other high-technology materials is being
suspended” and (2) "Licenses will be required for export to the Soviet Union
for an expanded list of oil and gas equipment. Issuance of such licenses will
be suspended. This includes pipelayers.” Quotations from the Presidential
Statement of Dec. 29, 1981.

3/ This quarterly increase followed a 76-percent increase in U.S. imports
from China in calendar year 198l. For details, see 29th Quarterly
Report . . ., pp. 40-43.

4/ See section on "U.S. Participation in Development of China's Energy 13
Resources” in this report.
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quarter, but gasoline accounted for only $66.6 million of this total. The
resumption of crude-petroleum exports may reflect larger foreign—exchange
requirements than China could meet by exporting gasoline, rather than a change
in policy.

The level of tin imports from China was four times that in the first
quarter of 1981 and 75 percent of the value of such imports during all of
1981. This may be a significant development since in recent years, China has
normally been a residual supplier of tin to the U.S. market, accounting for
less than 5 percent of the imports. China ranked third as a source of tin
during January-March of this year, following Thailand and Indonesia. Imports
of cocoa butter from China also increased sharply, from only $71,110 in the
first quarter of 1981 to $9.0 million in January-March 1982. U.S. chocolate
producers became interested in buying cocoa butter from China after that
country was granted most-favored-nation (MFN) treatment, which reduced the
tariff on this item from the 25-percent column 2 rate to the zero duty MFN
rate. Finally, imports of cotton terry towels from China increased to
$6.3 million, 4.5 times their level in the first quarter of 198l. These
towels are a relatively low-quality item, purchased mainly for industrial
use. The item is not now subject to a specific import ceiling under the
U.S.-Chinese textile agreement.

Imports from the Soviet Union during the first quarter dropped
dramatically by 59 percent, 1/ and those from Poland slid by 65 percent,
compared with the levels of the first quarter of 1981. Figure 4, showing
quarterly U.S. imports from leading NME's, illustrates that U.S. imports from
China have been increasing, while those from the Soviet Union are still well
below their 1980 level. U.S. imports from the Soviet Union in January-March
1982 were lower than those in any quarter since the first quarter of 1977. 2/

The principal categories of imports from the NME's are: miscellaneous
manufactured articles (SITC Section 8), manufactured goods classified by chief
material (SITC 6), and mineral fuels and lubricants (SITC 3) (table 7). China
was the leading supplier in each of these three groups and in four others.

During the first quarter of 1982, miscellaneous manufactured
products——the most significant category of imports from the NME's-—accounted
for 28 percent of the total. The share in the corresponding period of 1981
was 20 percent. Among the products included in this category are articles of
wearing apparel from China (women's coats and men's shirts and sport shirts)
(table B-4).

Imports of food and live animals from the NME's declined in the first
quarter of 1982. The most significant item in this category has traditionally
been canned hams. Until this quarter, Poland had been the principal NME
supplier of the product to the United States. In the first quarter of 1982,
imports of canned hams from Poland decreased to $2.6 million from
$32.9 million in the corresponding quarter of 1981 (table B-14). Poland

accounted for 71 percent of the NME-sourced canned hams sold in the United

1/ Among the items showing declines were gold bullion (98 9 percent),
palladium (34.2 percent), and unwrought nickel (13.3 percent).

ﬁ/ The decrease in imports, coupled with the increase in U.S. exports to the
Soviet Union, resulted in a positive bilateral trade balance of over $1.2
billion with the Soviets. This accounted for nearly 70 percent of the trade
balance between the United States and the NME's recorded in the first quarter.
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States in the first quarter of 198l1. By the first quarter of 1982 this share
had dropped to 28 percent, and Hungary had replaced Poland as the principal
supplier of canned hams to the United States.

More detailed statistical information on both quarterly exports and
imports, including data on commodity groups, is contained in appcndix A to
this report. Leading U.S. imports and exports in trade with the nonmarket
economy countries can be found in appendix B.
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FIRST-QUARTER DEVELOPMENTS AFFECTING U.S. COMMERCIAL RELATIONS
WITH NONMARKET ECONOMY COUNTRIES

U.S. Sanctions Against the Soviet Union and Poland

As the new year began, efforts were underway to gain the support of
European allies for the economic sanctions imposed by the United States in
December 1981 on Poland's martial-law regime and on the Soviet Union for its
"heavy and direct responsibility for the repression in Poland.” 1/ While the
United States had little difficulty persuading other members of ‘the North
Atlantic Treaty Organization (NATO) to take economic measures against Poland,
U.S. officials found the Western Europeans less willing to reduce their
financial and trade ties with the Soviet Union.

President Reagan announced the sanctions against Poland on December 23.
They included the suspension of Government-supported shipments of dairy and
other agricultural products and a prohibition against renewing a line of
short-term credit insurance that had been suspended by the Export-Import Bank
of the United States (Eximbank) in November. Comparable measures were adopted
by the other NATO countries (with the exception of Greece) at a series of
meetings held in January. Most important, agreement was reached on ending all
government-guaranteed bank credits to Poland for anything except food, a step
that essentially stopped the export of Western spare parts and raw materials
to that country. The European Community (EC) also decided to end its sales of
subsidized food to the Polish Government. It was further agreed that talks on
rescheduling Poland's official debts would be postponed.

Of the seven economic sanctions imposed against the Soviet Union by the
United States effective December 29, two were directed toward a further
tightening of technology transfer. One measure suspended the issuance or
renewal of licenses for export of electronic equipment, computers, and other
high-technology materials to the U.S.S.R. The second expanded the list
of o0il and gas equipment requiring licenses for export to the Soviet Union and
suspended the issuance of such licenses. In practice, the suspensions
extended to all items on the Commodity Cortrol List 2/ administered by the
Department of Commerce; i.e., the processing of all applications for a
validated license to export goods and technical services to the Soviet Union
was halted.

Given the commitment of the U.S. allies to the construction of the
Soviet-European gas pipeline, 3/ the January meeting of the NATO countries
ended with their pledging not to undercut one another's sanctions-—-namely, the
U.S. sanctions——and to consider other economic measures against the Soviet
Union. Two steps in particular were to be given further consideration:
restraints on imports from the Soviet Union and restrictions on the financing
of exports to the Soviet Union.

1/ Address by President Reagan, Dec. 29, 1981.
2/ The Commodity Control List is the list of "dual-use"” goods and technology
having both civilian and potentially significant military applications. :
}/IFor discussions of the pipeline project, see the 28th Quarterly
Report « . ., pp. 37-39, and 29th Quarterly Report . . ., pp. 49-50.
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On March 15 the finance ministers of the EC countries (except Greece)
agreed to restrict imports of 59 Soviet products, primarily luxury items and
some manufactures. Oil and raw materials, which make up the bulk of the EC
imports from the Soviet Union, were not affected by the agreement. The
restrictions involved a 25-percent reduction, based on 1980 trade, in imports
from the U.S.S.R. of certain goods that had been imported in unlimited
quantities and a 50-percent cut in imports of other products that were already
subject to quantitative restrictions. The annual loss to the Soviet Union
will be about $153 million, or 1.4 percent of the roughly $11 billion in goods
that it exported to the EC in 1980. 1/

Throughout the first quarter, the United States pressed its allies to
limit trade with the U.S.S.R. and the Eastern European NME's by restricting
export credits. 2/ The U.S. proposals included putting an end to
government—subsidized interest rates’on credits extended for sales to the
Soviet Union and placing a ceiling on the amount of trade with the U.S.S.R.
and its satellites that Western governments would finance at commercial
rates. No action had been taken as of the end of the quarter. 3/

Suspension of U.S. Credits to Romania

In view of the Romanian Govermment's difficulties in making timely
payments on its large hard-currency debt, the United States has suspended or
delayed the extension of any additional official credits to Romania. In
February, President Reagan rejected Romania's request for credit guarantees to
support its purchases of U.S. agricultural commodities. 1In addition, during
the first quarter the Eximbank delayed making any disbursements to Romania on
a $120.7 million long-term loan that was authorized in June 1981. Meanwhile,
U.S. commercial banks, acting in conjunction with European private lending
institutions, agreed in principle to accept the deferred repayment of Romanian
obligations. During the quarter, the major creditor banks held a series of
meetings to discuss the rescheduling of Romania's overdue 1981 payments and
the portion of its debt due in 1982.

President Reagan's decision to deny Romania's request for U.S.
agricultural export credit guarantees in fiscal year 1982 (October 1,
1981-September 30, 1982) was based largely on concern over that country's
financial difficulties. Since Romania was already in arrears on its payments
to Western banks and suppliers, the question of whether the loans could be
repaid outweighed the other major economic consideration—--that the guarantees
would serve to increase sales of U.S. farm products. If Romania should fail
to pay loans guaranteed by the Department of Agriculture's Commodity Credit

1/ U.S. Import Weekly, Mar. 17, 1982, p. 595.

g/ Unlike its allies, the United States excludes the Soviet Union from any
Government-sponsored financing; i.e., the U.S.S.R. is not eligible for either
the credit facilities of Eximbank or the Commodity Credit Corporation's
credit-guarantee program that supports U.S. grain and other major agricultural
exports.

2/ These proposals were among the issues raised by President Reagan at the
economic summit meeting held in June. Other leaders would agree only to
"handle cautiously financial relations with the U.S.S.R. and other Eastern
European countries, in such a way as to-insure that they are conducted on a
sound economic basis, including also the need for commercial prudence in
limiting export credits” (communique issued at the end of the Versailles
conference, June 6, 1982).
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Corporation (CCC), the United States would be forced to choose between
declaring Romania in default or permitting delays in repayment, as has been
done with Poland. 1/

Romania had requested $200 million in agricultural credit guarantees for
fiscal year 1982; however, the CCC had been seriously considering extending
only up to $65 million. The commodity credits would have been used to buy
U.S. corn and soybean meal. In fiscal year 1981, the CCC guaranteed $50
million in loans by U.S. banks to Romania, which were used to finance
purchases of soybean meal.

Events during the first quarter lent support to the administration's
decision to suspend the credit guarantees. Two banks acting as collection
agents for the U.S. Govermment notified the CCC that they had not received
approximately $5.8 million in payments that Romania owed on loans extended by
the CCC under its direct credit program. 2/ The overdue obligations were
subsequently met by the Romanian Government, following a request for immediate
payment by the U.S. Department of State. Nonetheless, the incident indicated
the seriousness of Romania's shortage of hard currency. "

As of March 31, outstanding direct CCC loans to Romania totaled
$28.8 million, of which $20.5 million is due during this fiscal year (on or
before September 30, 1982). Loans supported by CCC credit guarantees amounted
to $49 million, of which $8.5 million is due by September 30. Bcth the direct
loans and those guaranteed by the CCC were made to Romania for a term of
3 years.

Eximbank has delayed disbursing to Romania any portion of the loan that
it authorized last year for the purchase of two 700 megawatt steam turbine
generators and related services from the General Electric Co. The financing
arrangements called for Eximbank to support 85 percent of the $142 million in
U.S. exports for use in the construction of a nuclear power station. A
contract for equipment and services is also held by a Canadian company that
will supply the nuclear reactor, and an Italian company will supply the rest
of the plant in association with General Electric. 3/ Eximbank's decision to.
delay its financing of the U.S. portion of the project was made because
Romania did not meet certain financial criteria specified in the loan
agreement. A $1 billion loan package from Canada's Export Development Bank
was also suspended because of concern over Romania's solvency. The Italian

part of the financing is contingent upon activation of the Eximbank and
Canadian credits.

The Romanian Government's inability to meet its financial obligations
became increasingly apparent when Eximbank began to receive claims from U.S.
companies that had protected their short-term credit sales to Romania under

1/ Since the summer of 1981, the CCC has purchased the loan agreements
supported by its credit guarantees from U.S. banks, i.e., paid the banks, when
Poland failed to meet the payments. The position of the CCC and other U.S.
Government officials is that declaring Poland in default would make it
impossible to recover any of the loan losses. The payments totalad
$187 million as of June 29, 1982.

2/ CCC's direct credit program was phased out during 1980 and completel
replaced by a credit-guarantee program at the beginning of fiscal year 19%1.
However, a number of such loans are still outstanding.

3/ For a more detailed description of the Eximbank loan, see 27th Quarterly
Report . . ., pp. 48-50.
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the export credit insurance program operated jointly by Eximbank and the
Foreign Credit Insurance Association (FCIA). The suppliers had received only
part or none of the payments due them. 1/

As of December 31, 1981, the outstanding balance on Eximbank's loans to
Romania (excluding the $120.7 million loan not yet disbursed) was
$89.8 million. An additional $93.3 million in short-term credits extended to
Romania by U.S. companies is insured under the joint Eximbank-FCIA
program. 2/ Most of these payments are due before September 30, 1982.
Eximbank also has a program that insures repayment to U.S. banks that extend
credit to foreign buyers on behalf of U.S. suppliers. However, at present
there are no outstanding guaranteed loans to Romania.

U.S. Government credits and credit guarantees make up only a small
fraction of Romania's financial obligations to Western governments, banks,
suppliers, and the International Monetary Fund. Estimates of its net
hard-currency debt as of January 1, 1982, ranged from $10.1 billion 3/ to
$12.9 billion. 4/ While the Romanlan debt is less than half that of
Poland, 5/ much of it is short term. Over $1 billion in payments to Western
banks and Western companies was overdue at the end of 1981, 6/ and
$2.6 billion in interest and principal is scheduled for repayment in 1982. 7/
During the first quarter, no significant progress was made in rescheduling ‘the
outstanding 1981 debt or payments due in 1982.

U.S. Participation in Development of China's Energy Resources

During the first quarter, China took steps to launch an energy
development program involving significant foreign business participation. On
February 15, the Government established the China National Offshore 0il
Corporation to oversee the development, production, and marketing of petroleum
resources in a 58,000-square-mile area, primarily along China's southern and
northeastern coastlines. The following day, the Chinese invited 46 oil

1/ Because of Romania's difficulties in meeting its payments, Eximbank
suspended issuing policies on short-term credit sales to Romania on May 7,
1982.

2/ The balance outstanding when insurance for Romania was suspended.

3/ Estimate of Wharton Econometric Forecasting A55001ates, Inc., as reported
in Business Week, May 24, 1982, p. 170.

4/ Business Eastern Europe, Feb. 12, 1982, p. 49.

5/ According to data compiled by Wharton Econometric Forecasting Associates,
Inc., Poland's net hard-currency debt was $22.6 billion as of Jan. 1, 1982
(Business Week, May 24, 1982, p. 170).

6/ Payments overdue to Western banks at the end of 1981 were officially put
at "over $500 million" (The Economist, Mar. 20, 1982, p. 63). The Romanian
Government also acknowledged that $600 million in payments was overdue to
Western suppliers at the end of 1981 (The Economist, Apr. 24, 1982, p. 170).
These were debts not guaranteed by government export credit agencies.

~According to Romanian officials, only $20 million was overdue to U.S.
companies at the end of 1981l. The estimate made by Western sources was
$300 million. (Washington Post, Apr. 15, 1982, p. A38). '

7/ Estimate of Wharton Econometrlc Forecasting Associates, Inc. (Business
Week May 24, 1982, p. 170).

24



25

companies that had already conducted seismic surveys of the undersea reserves
to bid for exploration rights. U.S. companies accounted for half of those
invited to participate in the bidding. 1/ These initiatives were followed by
an announcement, in late March, that the Occidental Petroleum Co. had signed
an agreement to study the fe351b111ty of developing the vast coal resources
underlying an area of nearly 14.7 square miles in the northern province of
Shanxi, about 300 miles from Beijing. Thus, while U.S. companies have been
involved in evaluating China's oil and coal resources for several years, these
announcements indicate that the Chinese Government is now ready to move ahead
on a large scale to modernize its energy sector.

The slump in China's oil and coal production in the last 2 to 3 years has
increased the urgency of an energy development program. After leveling off in
1980, o0il output in China declined from 106 million tons (2.1 million barrels
a day) in 1980 to 101 million tons (2.0 million barrels a day) in 1981, or by
approximately 4.5 percent. 2/ Natural gas production, closely related to oil
output, dropped 10.7 percent in 1981. Coal production declined 2.4 percent to
680 million tons in 1980 and, despite the priority given the industry under
the economic readjustment program initiated late that year, output did not
increase in 1981. 3/

China's need to exploit its energy resources and the necessity of foreign
participation to increase production capacity quickly appear to have overcome
an earlier reluctance to permit the large-scale involvement of U.S. and other
Western companies. The approach to major capital investment over the past few
years had been to import Western equipment and technology while maintaining
complete control over the projects. Now, however, the Chinese ars promoting
joint ventures both to develop their energy resources and to upgrade or expand
other industries. Among the advantages of the new approach are the direct
injection of foreign capital and the support provided by the ongoing presence
of technical advisors and experienced production and marketing managers. The
development of the energy sector will essentially involve a compensation trade
approach to joint ventures: China will export the oil and coal at some time
in the future in exchange for the money and technical assistance needed to
undertake the projects and to reach the production stage.

1/ The 23 U.S. companies invited to bid for oil exploration contracts were:
Amoco Orient Petroleum Co.; Chevron Orient, Inc.; Cities Service Orient
Petroleum Co.; Conoco Orient, Inc.; Esso Exploration, Inc.; Getty 0il
International (Orient), Inc.; Hunt-Sedco International Petroleum Co.;
Kerr-McGee Corp.; Mobil 0il Corp.; Murphy Asia 0il Co.; Natomas (Far East),
Ltd.; Occidental Eastern Co.; Pecten Orient Co. (Shell USA); Pennzoil Far
East, Ltd.; Phillips Petroleum International Corp. Asia; Sunmark Exploration
Co.; Superior 0il Co.; Tenneco Far East Exploration and Development Co.;
Tesoro Petroleum Corp.; Texaco Orient Petroleum Co.; Texas Eastern Corp.;
Union 0il Orient, Ltd.; and Union Texas Asia Offshore, Inc. Two other U.S.
companies——Atlantic Richfield and Santa Fe International--signed preliminary
agreements with China in June 1981 and are in the process of negotiating the
details of their future participation at locations in the South China Sea.
However, most of the companies wanted to wait until China had drafted laws on
" the role of foreign firms in the development of the o0il resources and on
foreign taxes. In February, within days of the invitation to bid .on
exploration rights, the Chinese Government issued the Regulations of the
People's Republic of China on the Exploitation of Offshore Petrolesum Resourges
in Cooperation with Foreign Enterprises and Detailed Rules and Regulations for:
the Implementation of the Foreign Enterprise Income Tax Law (the tax law
itself was released in December 1981).

2/ China Trade Report, April 1982, p. 3; Business China, May 12, 1982, p. 67.

3/ Business China, May 12, 1982, p. 67.
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The agreement contemplated by Occidental Petroleum for the development of
the Pingshuo mine in Shanxi Province would not only represent the largest U.S.
participation in China's modernization plans to date, but would also be the
largest joint venture that the Chinese have implemented with a foreign
company. A preliminary assessment by the company has indicated that the mine
contains 1.4 billion tons of coal, making it one of the largest open—-pit coal
deposits in the world. The initial feasibility study will consist of a
verification of the mine's potential and further negotiations on the
production-sharing and profit-sharing arrangements. A final agreement on
joint development of the deposit is expected by early next year; April 1,
1983, has been set as the target date for construction to begin, with
production expected to start in the first half of 1985.

Present plans call for the Occidental Petroleum Co. to invest
$230 million in machinery and technology to complete the first phase of a
projected three—-stage development program, with the Island Creek Coal Co., a
wholly owned subsidiary of Occidental, acting as the U.S. partner in the
operation of the mine. China is expected to pay the costs of labor and
materials for the extensive infrastructure development that will be required
for the export of the coal--primarily a 558-mile railway from the mine site at
Pingshuo to the coast and some port facilities. Estimates based on a startup
in 1985 indicate that the mine can reach a full production level of 15 million
tons of coal a year by 1986, resulting in 12.5 million tons of
commercial—-quality coal. The Chinese intend to export roughly 9 million tons,
primarily to Japan, and use the remainder in domestic power plants. Profits
from the exports will be divided evenly until Occidental's investment is
recovered. Thereafter, the Chinese will receive 60 percent of the profits and
Occidental, 40 percent. If the mine is developed to its full potential in the
two additional stages now projected, output could reach 45 million tons
annually. Negotiations are also underway for the joint exploitation of other
coal deposits in China. 1/

Similar compensation trade arrangements are expected when the agreements
are signed for the development of China's offshore oil resources. The
companies whose bids are successful will be required to provide the investment
capital and will bear all exploration risks. The revenues from the petroleum
exports will then be used to compensate contractors for their drilling
costs. g/ Although most international oil development contracts allow for
10 years of exploration and 20 years of production under a joint—venture
arrangement, the Chinese want to compress the time to 20 years or less—-3 to
5 years of exploration and 15 years of production. é] The area opened for
bidding in February was the first of two offshore oil tracts that foreign
companies will be invited to develop jointly with the Chinese.

1/ In April another U.S. company, Fluor Corp., signed an agreement to
upgrade a large open—pit mine at Fushun in northeastern China. The mine is
already the world's largest operating oil shale mine and a major source of
China's present supply of coal. The aim of the 50-million-dollar project
(including labor and other domestic costs) is to increase the mine's capacity
for export.

2/ Although the Chinese were expected to issue "model contracts” that would
provide a basis for negotiating oil development agreements, none were released
during the first quarter. Issues such-as how the sales revenues are to be
split between China and the oil companies remained unsettled.

3/ The China Business Review, July-August 1981, p. 57; The Economist, May 8,
1982, p. 88.
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U.S. International Trade Commission Actions Affecting NME's

The Commission completed two investigations involving imports from NME's

during the first quarter. A determination was made under section 406 of the
Trade Act of 1974 on a petition alleging that imports of unrefined montan wax
from East Germany were disrupting the U.S. market. A preliminary finding was
made under section 733 of the Tariff Act of 1930 on a petition alleging injury
by reason of imports of hot-rolled carbon steel plate from Romania sold in the
United States at less than fair value. A third investigation affecting an
NME--a review of conditions in the U.S. mushroom-processing industry following
the imposition of import relief for the domestic producers in November
1980--was in progress during the quarter. China is now the leading source of
imported canned mushrooms. o .

Montan wax from East Germany

On January 4, 1982, the Commission determined that imports of unrefined
montan wax from East Germany were not disrupting the U.S. market. 1/ The
finding was based on an investigation instituted on October 28, 1981, under
section 406 of the Trade Act of 1974, following receipt of a petition from the
American Lignite Products Co., the sole U.S. producer of unrefined montan
wax. Section 406 investigations apply only to imports from a Communist
country, and, in this case, East Germany is the sole supplier of the imported
product. The primary use for both domestic and imported montan wax in the
United States is as a flow agent in the manufacture of one-time carbon paper.

To make an affirmative finding of market disruption, the Commission must
first find that imports are increasing rapidly, either absolutely or
relatively. This rapid increase in imports during a recent period of time
must be the basis of the material injury, or threat of material injury,
alleged by the petitiomer. 1In its investigation the Commission found that
imports were not increasing rapidly and did not reach the issue of material
injury. 2/

l/ The determination was made by a 4-to-1 vote with Chairman Bill Alberger,
Vice Chairman Michael J. Calhoun, and Commissioners Paula Stern and Alfred
Eckes constituting the majority. Commissioner Eugene Frank dissented, having
found that imports of montan wax from East Germany are disrupting the U.S.
market. The findings of the Commission are presented in Unrefined Montan Wax
From East Germany: Report to the President on Investigation No.

TA-406-7 . . ., USITC Publication 1214, January 1982.

2/ In 1980 and 1981 an antidumping investigation was conducted by the
Commission under sec. 733 of the Tariff Act of 1930 on imports of unrefined
montan wax from East Germany. In its determination, reached in August 1981,
the Commission found that the U.S. industry was being materially injured by
imports of montan wax sold in the United States at less than fair value.
However, after reviewing the imports determined to be sold at less than fair
value, the Department of Commerce concluded that no margin of dumping existed
on any of the sales. In February 1982, all dumping duties previously assessed
on imports of montan wax from East Germany were waived and no further duties
will be assessed pending another review. On March 8, legislation that would
impose a quota on imports of montan wax for a period of 3 years was introduced
into the House of Representatives. As the quarter ended, this bill was utder
consideration by the House Committee on Ways and Means.




28

Carbon steel plate from Romania

On January 11, 1982, petitions were filed with the Commission and the
Department of Commerce by several U.S. steel producers, alleging that imports
of certain steel products from Romania are being, or are likely to be, sold in
the United States at less than fair value. 1/ The U.S. industry subsequently
withdrew the petitions on six products, and Commerce dismissed the petitions
on two others because imports of the items from Romania had been nil or
negligible in recent years. These actions reduced the scope of the
antidumping investigation with respect to steel products from Romania to
hot-rolled carbon steel plate.
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