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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



12

a
. *UMOYS STPI03 92U} 03 Ppe 30U Lew sainS81y ‘SUTPUNCI JO ISNEBIIGwe-*DION
*9019wmo) jo Judmiaedsq °§*Q Y3 JO SOTISTIBIS TeFOTIIO WOxy poTrdmo) :92In0S

*UOTIBOTIISSEI) IPRIL TPUOTIBUIBIUT pIepuels /T

o
.

.
M

0°COT 1 0°00T . 0°00T P 0°00T : —— ———- Te3oy :
e R t6°2 t 8¢ : POTJISSETD 3I2YMasST2 3

: : : : JOU SUOTIDBSUBI] PUR SITITpPoWUWO] : ¢
9°T R R ¢ HE4A¥} AN {==$3TOT3IB P2INIDBJNUBW SNOSUBTTIISTH : §
€y t 6°G : Gy t 6°6€C t—=—-jusudnba 3ja0dsueil pue Lasutyodey : ;
v P LS cc°8 LA : TeTaaleuw JB3TYD :

: : : : £q PBTITSSEIO $POOR paanideInuey : 9
1°6 P9y L AN ) t 76 : STedTW3Y) : ¢
9°1 :t0°2 A : g t--91GPI5TaA puUP TEUIUR--SIEBJ PUBR STIQ : &
11 T 6T 109 PLCE loeeeee=D38 ‘SIUBOITIQNT ‘STBNJ [RIBUTK : ¢
£€°0¢ P 1702 :8°6 P 9°0T : Tong :

: : : : 1dooxa ‘3TqIpoul-~IBTIIBIEW PNIH : T
1 & TS ; t 2T . 020°8q03} pue safexandag : T
9°LS : 6°8¢ LR L AN 41 : STeWTIUB 2ATT pue poog : O

-Te3031 3O 3U3V13dg m w
6152 P v6L°T 1 680°%S P ¥19°8S : TRICL :
71 T g T H/GT T 06zt lmme e e — e e =D3TJISSE]D 312YMISTD H

: : : : JOU SUOTIDBEURA} Puv SI3TITPOWTOD : 6
A T I¢ t 1T16°¢ HETS ) {=--5D12T318 PRINIDPJNUBE SNOPUBTIEISTH : @
60T HIAh T 69%22 T CREET t———-Judwdinba 3x0dsuval pue LIdUTYOEY : 4
L8 T ST T 6Ly Y 2 GBE‘S : T®TI93BW 39TY0

: : : : £q pa13Isselo spood painidoeynuey : 9
0€? T 971 T GTTCS tTIYCS : STedTway) : ¢
h t ¢¢ T oY HI S« t~--2TqRI979A PUB TBUIUP--S1IBJ PUEB STTO : &
0¢ Iy HECTIRE HER C R lmem———=039 ‘S]UBDTAQNT STONI TRIBUIN : €
ALY :o90¢ tognets IR FAKC) : Teny

: : : : 31deox® ‘aTq1poul-~TBTIS1IBW BPNI) : T
z IR HN YA t 789 : 000BqO] pue safeaandg : T
T6%°T T 0191 : €899 P G9v‘g : STewTuE SATT PUB PoOg : Q

(SXETTOP UOTTTT™) onyEp
2861 : 861 : 86T : 1861 : : .o
*ABJ-°UB[ ! *JEN-‘UBL ! *APR-"UBR[ I ‘IPH-'UE(l : : N
s 503 - - . uot3dyassaq . uoridag
.M,TZ L ” mu.u,OanN HﬂuO.H “ ” O.H.Hm

01 s3ixodxy

7861 ydaep-Kaenuep pue TgFT UYdieR-Aienuer ‘(7 WOTSTAY) *SoN /T OLIS 4£q
“(s,qKN) £21a3Un0d LWOUODI 3IXITWUOU IYJ O3 PuB PTIOM Y] 03 S310dXd *G* -~k o[qEL



13

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).
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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.
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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.

In reaching a preliminary finding on the question of injury to the U.S.
industry, the Commission was able to draw upon information gathered in earlier
investigations, instituted on November 18, 1981. 2/ 1In a preliminary
determination made on December 22, the Commission found that there is a
reasonable indication that the domestic industry is materially injured or
threatened with material injury by imports of hot-rolled carbon steel plate
from Romania. The same preliminary determination was again reached by the
Commission on February 18, 1982, as a result of the investigatious instituted
in January following receipt of the petitions filed by U.S. steel
producers. é/ The vote was unanimous in both cases.

The Department of Commerce is continuing its investigations on the
question of sales at less than fair value. If Romanian steel plate is found
to be sold in the United States at less than fair value, the Commission will
make a final determination on the question of injury by imports of this
product.

Mushrooms from China

On December 29, 1981, following a request from the United States Trade
Representative, the Commission began an investigation to advise the President
of developments in the domestic mushroom-processing industry following the

1/ The petitions were filed in conjunction with a number of others alleging
that imports of certain steel products from Belgium, Brazil, France, Italy,
Luxembourg, the Netherlands, the United Kingdom, and West Germany are being
subsidized by their Governments or sold in the United States at less than fair
value. All the petitions on imports from Romania alleged sales at less than
fair value (subject to investigation as antidumping cases under sec. 733 of
the Tariff Act of 1930) rather than subsidized sales (subject to investigation
as countervailing duty cases under sec. 703 as the Tariff Act of 1930).

2/ Hot Rolled Carbon Steel Plate From Belgium, Brazil, and Romania:
Dterminations of the Commission in Investigations Nos. 701-TA-83 and 701-TA-84
(Preliminary) Under Section 703(a) of the Tariff Act of 1930, and
Investigation No. 731-TA-51 (Preliminary) Under Section 733(a) of the Tariff
Act of 1930 . . ., USITC Publication 1207, January 1982. The earlier
investigations were initiated by Commerce on the basis of data gathered under
the Trigger-Price Mechanism program. Following the Commission's _
investigations, these actions were discontinued and preliminary investigations
covering more steel products and more countries were instituted on the basis
of the petitions filed by U.S. steel producers.

3/ Certain Steel Products From Belgium, Brazil, France, Italy, Luxembourg,
the Netherlands, Romania, the United Kingdom, and West Germany, vols. 1 and 2,
USITC Publication 1221, February 1982, covering investigations Nos. 701-TA-86
through 144, 701-TA-146, and 701-TA-147 (Preliminary) and 731-TA-53 through
86 (Prellmlnary)
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imposition of a higher tariff on imported canned mushrooms in November

1980. 1/ The investigation was instituted under section 203 of the Trade Act
of 1974 in order to determine the effect of import relief, the current extent
of injury to the U.S. industry from imports, and the specific efforts that
firms in the domestic industry have made to adjust to import competition. g/

Information gathered in the investigation 3/ showed that imports of
canned mushrooms from China have continued to increase since import relief
became effective, while total imports of the product have decreased sharply.
As the quantity of imported canned mushrooms from Taiwan, the leading U.S.
supplier prior to 1981, declined to less than half its 1980 level, China
became the major U.S. source of the article. 1In 1981, canned mushrooms from
China accounted for 31 percent (by quantity) of U.S. imports. This represents
a significant increase in China's share, which had been only 12.6 percent in
1980, when China was granted most—favored—nation tariff treatment, and less
than 1 percent in previous years. The quantity imported from China increased
from 265,000 pounds (drained weight) in 1979 to 27.4 million pounds (drained
weight) in 1981.

Information obtained in the investigation also showed that, in 1981, the
unit values of mushrooms from China were significantly lower than those of

mushrooms from Taiwan and The Republic of Korea. This appears to have been
the factor most responsible for the increase in China's market share. 4/

1/ The col. 1 (MFN) rate on canned and other prepared mushrooms was raised
from 3.2 cents per pound (drained weight) plus 10 percent ad valorem to
10 cents per pound (drained weight) plus 30 percent ad valorem on Nov. 1,
1980. The temporarily higher rate is subject to automatic annual reductions
and will revert to the statutory rate on Nov. 1, 1983.

g/ Under sec. 203, the Commission may also be asked to advise the President
as to the probable economic effect on the domestic industry of reducing or
terminating import relief. In this investigation, the Commission was asked to
consider the effect of terminating the higher tariff on canned mushrooms
broiled in butter or in butter sauce, an item that constitutes about 4 percent
of the annual U.S. imports of canned mushrooms.

3/ Certain Mushrooms: Report to the President on Investigation
No. TA-203-13 . . ., USITC Publication 1239, April 1982.

4/ Ibid., pp. A-24 through A-26.
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HUNGARIAN ECONOMIC REFORMS: SOME IMPLICATIONS

For some time Hungary has allowed market forces to have an increasing
role in its centrally planned economy. The Hungarian experiment with the
so-called New Economic Mechanism (NEM) is being followed with great interest .
in both other NME's and in market economy countries.

Following the major changes the Hungarian economy has undergone for over
a decade, its continued unqualified characterization as a nonmarket economy
has become somewhat debatable. Moreover, while several terms are used nearly
synonymously to refer to nonmarket economy countries, there seems to be no
clear standard by which to determine whether the Hungarian system can be
appropriately labeled with any one of them. ‘

Terminological variations in U.S. trade law and academic usage are
reviewed immediately below, followed by a general account of the Hungarian-
economic reforms. These reforms are of current interest for two reasons:
first, they have recently been subject of close scrutiny in the context of
U.S. trade laws, and second, the NEM and similar programs in Eastern Europe
may have a significant effect on East-West trade. '

"NME" and Other Terms in Use

U.S. statutes regulating foreign trade include provisions that apply
exclusively to trade with NME's, referred to as such or by some other term.
These statutes take into account the specific foreign—-trade implications of
NME characteristics, such as artificial pricing systems, state monopolies for
foreign trade and a lack of significant reliance on market forces. NME's are
able to export at prices that do not reflect their costs of production and
thus are more rapidly able to disrupt foreign markets.

Title IV of the Trade Act of 1974 regulates various aspects of U.S. trade
with countries generally referred to as nonmarket economy countries throughout
the title. Title IV is also the basis for this series of reports: section
410 requires the U.S. International Trade Commission to monitor U.S. trade
with NME's. A terminological exception is made in section 406 of title IV,
which provides for the protection of U.S. industry and employment from market
disruption by imports originating in countries referred to as Communist rather
than as NME's. The term "Communist country"” is defined in the act as "any
country dominated or controlled by communism.” 1/

lf'The discussion of reasons for the semantic inconsistency in title IV is
beyond the scope of this report.
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In U.S. antidumping legislation, the determination of fair value is
separately provided for with regard to imports from those countries that are
determined to have state—controlled economies (SCE's). The currently
applicable statute is section 773(c) of the Tariff Act of 1930, as amended. l/

The provisions mentioned thus use three different terms to identify the
type of country to which they apply: "NME," "Communist,” and "SCE,"
respectively. Yet, to date, each of these provisions has been applied to
virtually the same group of countries, giving the appearance of an
interchangeability of these terms in legislative practice.

For the purposes of the East-West Trade Statistical Monitoring System,

- which includes the present series of quarterly reports, the Commission
originally defined NME's as identical with those "Communist countries” whose
exports can be investigated under section 406 of the act (market disruption).
However, in 1981, the Commission decided that Yugoslavia could not be
appropriately considered an NME, and therefore it would no longer be included
in the countries covered by this report. 2/ In other words, legislative
practice currently treats the countries listed in the introduction of this
report as NME's, and these countries plus Yugoslavia as Communist.

Section 773(c) of the Tariff Act of 1930 does not define the meaning of a
state-controlled economy or indicate an equivalency of this term with either
"Communist” or "NME." 1In fact, officials of the U.S. Department of Commerce,
which administers part of the antidumping statute, emphasize that the question
of whether or not a country is state controlled is separately determined for
the purposes of each case under investigation. The decision as to whether in
a particular case normal procedures of fair-value determination should be
ruled out is thus unrelated to the status of the country of origin as an NME,
a Communist country, or a market economy under any other statute. 2/

Those countries found to be SCE's in U.S. antidumping cases were all
among the Communist countries within the meaning of section 406 of the Trade
Act of 1974. Commerce officials emphasize that this is coincidental, as
several noncommunist countries might have been easily classified as SCE's had
their exports to the United States been significant and had some of their
products become the subject of U.S. antidumping investigations. Therefore,

1/ Sec. 773(c) was added to the Tariff Act of 1930 (19 U.S.C. 1677b (c)) by
sec. 101 of the Trade Agreements Act of 1979.

2/ See the introduction to this report.

2/ A preliminary determination in an antidumping case concerning menthol
from the People's Republic of China uses the following language: "There are no
set criteria for whether, in a particular case, the degree of state control
over an economy is such as to make home market prices inappropriate for
purposes of foreign market value. Neither the language of the statute nor the
legislative history offers anything more than the most general guidance. Each
case must be decided upon an analysis of the particular economic factors
involved.” 46 F.R. 3258.
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the apparent equivalency of "Communist™ with "SCE" in U.S. legislative
practice derives primarily from prevailing patterns of U.S. imports from the
countries involved. 1/

While all countries determined to be SCE's in antidumping practice were
also Communist, not all countries considered Communist were found to be
SCE's. 1In 1977, Commerce determined that Yugoslavia--universally regarded as
Communist—-=did not have a state-controlled economy for the purposes of an
antidumping case. 2/ At the time of this finding, Yugoslavia was still
included as an NME in this series.

To date, all other Communist countries have been found to be state
controlled. Nonetheless, the issue of state control was strongly argued in
antidumping proceedings concerning two other Communist countries, which are
considered NME's as well. The first country in question was the People's
Republic of China. 3/ This case raised the issue whether the finding of state
control under section 773(c) should be based on the characteristics of the
entire Chinese economy or only on the characteristics of the particular sector
relevant to the merchandise in question. ﬁ/

The next opportunity for Commerce to address this issue occurred in a
recent antidumping case concerning imports from Hungary. The Hungarian
exporter and U.S. importer argued that economic reforms created market-type
conditions in Hungary, reducing state control to a degree that allows normal
methods of price formation. In a preliminary determination of sales at less
than fair value, Commerce concluded that "Hungary's economy is state-
controlled to the extent we are unable to determine the foreign market
value « . . ." 5/

However, Commerce did recognize the significance of the Hungarian reforms
and their possible implications for future U.S.-Hungarian trade disputes:

The structure of the Hungarian economy is undergoing ma jor
internal reforms. These reforms, if adopted as expected, may
change the Hungarian economy sufficiently to establish "free
market” characterization in future cases.

1/ Since the Trade Act of 1974 became effective, the following countries
have been considered state controlled for the purposes of antidumping cases:
Poland (golf carts, carbon steel plate); Romania (footwear, sheet glass);
China (menthol), East Germany (montan wax) and Hungary (incandescent lamps and
tractor trailer subassemblies).

2/ 42 F.R. 39288.

3/ 46 F.R. 3258.

%4/ Commerce determined that "quasi-market conditions" existed with respect
to the product in question; nonetheless it determined that China was an SCE
for the purposes of that case. 46 F.R. 3258.

5/ 26 F.R. 46153.
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We cannot state categorically that certain factors we have
relied on in this case will have the same relevance in any
other investigation. Therefore, our determination of state
control in no way means that in any future investigation we
will necessarily treat Hungary as a state—controlled economy. l/

It has been known for some time that SCE's--i.e., NME's--vary in their
degree of economic centralization. Therefore, differences between their
“economic systems, and a multitude of terms in use for denoting them,. create
some confusion. Additional terms in wide use that have not been mentioned so
far include "centrally planned economies” (CPE's), "command economies,” and
"socialist economies"”; the last is used by the Communist countries
themselves. In addition, a separate term was recently coined to distinguish
"modified centrally planned economies” (MCPE's) from the "classical" or
traditional Soviet-type CPE's. An MCPE is described essentially as the
Hungarian economy after 1968 including certain important features of the
Polish economy after 1971. 2/

Hungary's Economic Reforms 3/
Background

For some 14 years, Hungary has been pursuing an economic program unique
among countries with strong ties to the U.S.S.R. The New Economic Mechanism
is an economic policy and regulatory mechanism designed to reconcile market
forces with a central planning system. Introduced in 1968, it was interrupted
between 1974 and 1978 but was reaffirmed thereafter, triggering new measures
based on the original concept.

While other Eastern European countries also experimented with introducing
market forces, their actions were tentative in comparison with Hungary's
perseverance in pursuing this goal and did not constitute a comprehensive
program like the Hungarian NEM.

Following World War II, Hungary adopted a Soviet-type centrally planned
economic system as did all other countries in Eastern Europe. 4/ The
Hungarians developed multiyear and annual economic plans from draft plans

1/ 26 F.R. 46153.

Z] Thomas A. Wolf, "External Inflation, the Balance of Trade and Resource
Allocation in Small Centrally Planned Economies,” in The Impact cf
International Economic Disturbances on the Soviet Union and Eastern Europe,
Pergamon Press, 1981.

3/ This section is based on several recently published sources, especially
the following: OECD Secretariat, Assessment of the Economic Reforms in
Hungary, working paper TC/WP/ (82) 17; Truck Trailer Axle—and-Brake Assemblies
and Parts Thereof From Hungary, Memorandum of Rockwell International Corp. on
Hungary as a state—controlled economy before the U.S. Department of Commerce,
Apr. 22, 1981; Bela Csikos-Nagy, "The Competitiveness of the Hungarian
Economy”, The New Hungarian Quarterly, autumn 1981; Bela Balassa, The
Hungarian Economic Reform, 1982, World Bank staff working paper No. 506..

-4/ In the early 1950's, Yugoslavia was expelled from the alliance of the
Soviet Union and Eastern European countries. Thereafter, it created its own 34
brand of "socialist market economy."
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submitted by the lowest producing units (enterprises, firms, and cooperatives)
to the central authorities. After plans for the major economic sectors had
been approved by the political leadership, they were broken down and returned
to the enterprises. The plans for the most part were set out in quantitative
targets. Capital, materials, and labor were centrally allocated among users
in accordance with the production targets assigned to them in the plans. A
state monopoly was in charge of managing foreign trade, which was thus fully
centralized.

In this central planning system, the principal measure of an enterprise's
performance was the fulfillment of the plan. Profitability was of minor
significance because costs and revenues were not meaningful, being based on
largely arbitrary prices. Prices were determined by central authorities on
grounds of political and social as well as cost considerations, and they were
rarely changed after having been set. Prices therefore did not reflect
relative scarcities and bore no relation to world market prices. They were
inadequate to clear markets and to evaluate the cost effectiveness of
investments, foreign trade or any other economic process in Hungary. Prices
instead played a largely passive role, functioning predominantly as accounting
units.

Large~scale mobilization of untapped resources—-—including heretofore
underutilized rural and female labor--rewarded the Hungarian CPE with years of
rapid growth through the early 1960's, albeit from a relatively low base.
However, the shortcomings of what is now frequently referred to as physical
planning soon became apparent. Among other problems, the quality and
composition of producer goods and consumer goods supplied did not correspond
to demand, so that the economy was plagued with shortages of some goods and
surpluses of others.

Unconcerned with the real demand for their products, individual managers
pursued the fulfillment--preferably overfulfillment--of their production
targets. There was also an incentive to keep large inventories to prevent
shortages in inputs, and in all other respects to pay little attention to
cost. Wastefulness on the enterprise level was compounded by wastefulness in
the designation of developmental priorities and the other macroeconomic .
decisions made by central authorities. These decisions were not guided either
by considerations of cost effectiveness or by signals of real needs.

Following the 1956 revolution of the Hungarian people against repression,
the new Government reasserted Hungary's allegiance to the U.S.S.R. and the
"socialist” character of the Hungarian political-economic system.

Nonetheless, it decided to allot a certain role to market forces in regulating
the economic process. In the late fifties, authorities introduced measures
such as profit sharing for workers, as well as some degree of autonomy for
enterprises, and the modest beginnings of a price reform. The abolition of
mandatory planning and compulsory delivery of output to the State in the farm
sector--also in the late fifties—-was the forerunner of the comprehensive
reform program (the NEM) which was introduced a decade later.

The guiding principles of the NEM were announced on May 7, 1966, in a
resolution of the Central Committee of the Hungarian Socialist Workers'

Party. This resolution is considered the basic document of the program, which
was put into effect on January 1, 1968.

Under the NEM, economic decisionmaking was to be decentralized to th.e:35
level of the enterprises, which, in turn, were to be motivated by profit
incentives. Making profitability an indicator of the enterprises' efficiency
required meaningful, functional prices. The NEM set out, therefore, to limit
the scope of central price determination, allowing domestic prices to



gradually find their free-market levels and linking them with world market
prices. Enterprises were given autonomy in operating decisions and for some
investment decisions. The reformers intended to replace the fulfillment of
the plan with profitability as the yardstick of performance.

After the NEM was initiated in 1968, a wide array of measures were
gradually introduced. Some of these were first trials in the framework of the
new program. Others adjusted or complemented earlier measures reflecting the
authorities' learning process about the program, and still others were
responses to newly arising domestic or external requirements in the spirit of
the NEM.

Owing to its high foreign-trade sensitivity, l/ the Hungarian economy
suffered a shock in the early 1970's from rapidly rising prices in world
markets——especially from soaring crude-oil prices. At the same time, world
recession and growing protectionist tendencies made Hungarian exports for hard
currency increasingly difficult.

In response to these external developments, the Government virtually
halted the NEM in 1974-78. Central authorities set out to shield enterprises
that were affected by the soaring prices of imported inputs and to support the
competitiveness of enterprises on world markets with various schemes of
subsidies and preferences. At the same time, authorities levied special taxes
on the revenues of those firms they perceived to be reaping extra benefits
from subsidized inputs or having more than average profits from exports. The
levels of support and taxation were determined on a firm—by-firm basis
involving considerable bargaining between the firms and the central
authorities. 2/ This practice also clearly amounted to a partial
recentralization of economic management, and was in sharp conflict with the
fundamental concept underlying the NEM. However, the objectives of the NEM
were strongly reaffirmed in 1978, with added emphasis on the goal that Hungary
should become competitive in export markets. International competritiveness
became the overriding aim of the new round of measures introduced thereafter.

Principal features of the New Economic Mechanism 3/

The provisions of the NEM fall in two major categories: (1) institutional
and (2) pertaining to prices and incentives. In the first category, a
landmark measure was the abolition of compulsory planning for industrial
enterprises, which took effect in 1968, immediately at the outset of the NEM.
This act conferred a major degree of autonomy on firms, allowing them to
determine their own performance goals, to do their own marketing, acquisition,
and hiring, and to decide on certain investments. Some large producers were
even authorized to export and import directly. As a corollary of these
measures, the NEM began to phase out the central allocation of materials and
permit the free movement of labor.

1/ For years, exports have accounted for some half of Hungary's national
income; close to half have gone to market economies.

2/ Bela Baladssa, The Hungarian Economic Reforms, op. cit., p. 15.

27 The remainder of this section will discuss certain economic policy
decisions under the NEM. Insufficient information and the scope of this
report do not allow an assessment of the extent to which these actions wer
actually put into operation, to which segments of the economy they are
applicable or how successful their implementation was. Statements relating to
foreign trade generally refer to Hungary's trade with market economies. The
special conditions applicable to Hungary's trade with partners in the Council
of Mutual Economic Assistance are not separately discussed.
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In principle, competition——from both domestic and imported items-—was to
replace plan directives in guiding the enterprises. However, when the NEM was
instituted, the competitive domestic environment required by this concept was
missing. The highly concentrated Hungarian industry was dominated by
large-scale enterprises relative to the size of the economy, employing 1000
persons or more. Many of these were centrally managed trusts; scme
represented entire industries, and therefore enjoyed virtual monopoly
positions. In order to create 'a more competitive environment, the Hungarian
government made efforts to increase the number of enterprises by breaking up
several horizontal trusts and large firms and by establishing new
enterprises. lf

Under NEM provisions a notable role was accorded to cooperatives in the
area of industry and construction with the intention of filling the void
created by the shortage of small firms. Cooperatives often produced
components and parts needed by the larger firms. The NEM also supported the
growth of small private enterprises in areas such as services, construction,
and retailing and, more recently, in industrial production as well.

In agriculture, the reformers gave further encouragement to workers of
the agricultural and nonagricultural socialist sector to farm on small
household plots. For example, they eliminated restrictions on livestock size
on such plots (farming on household plots and the free marketing of produce
from these plots had already been permitted before the NEM). Moreover, the
NEM strengthened the rural cooperatives legally and financially, authorizing
them to establish ancillary operations, including construction and
manufacturing. These operations were to complement rather than replace the
collectivized agricultural sector.

The NEM also accommodated the growth of what is generally termed
Hungary's "second economy.” This includes small-scale private ventures in
several areas of the economy, many of which have never been officially
registered. Unlike the U.S.S.R. and other Eastern European countries, Hungary
has tolerated these activities. The Hungarian authorities apparently recognize
that the "second economy” frequently serves a useful social function in
satisfying those needs the socialist sector is unable to meet and in
augmenting the earnings of individuals in the socialist sector. The "second
economy” is only tacitly accepted in the current phase of planned transition
to a market economy, and authorities may endeavor to legalize it fully some
time in the future.

The NEM also changed the organizational scheme of the central planning
authorities, whose disengagement from close supervision of the enterprises
allowed the reduction of their bureaucracies. Meanwhile, the role of the
National Bank of Hungary increased, reflecting the growing relevance of
monetary relationships in the Hungarian economy. The increased autonomy of
enterprises in the investment area allowed them to supplement their own
investment funds with loans from the National Bank.

However, the central authorities retained ultimate power in the area of
investments. The NEM did not dismantle the preexisting system of taxes and
subsidies which served to reallocate the funds generated by enterprises

lj’Despite such efforts, the level of concentration in the Hungarian
industry remained high, facilitating its temporary recentralization after
1974. 1In 1978, 700 state—owned enterprises accounted for 84 percent of the
industrial work force and 93 percent of the industrial output.
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according to centrally determined priorities. The self financing of
enterprises has continued to be controlled by significant taxation, and their
ma jor investment proposals still depend on centrally allocated grants from the
state budget, or on centrally determined priorities in awarding credit.

The centerpiece of the NEM was a major overhaul of the Hungarian price
system. The reformers wanted prices to reflect the cost and market valuation
of products as they do in market economy countries. Three major price
categories-—fixed, limited, and free-—were established during the transition

from the prior system of exlusively fixed prices to the ultimate goal of
completely free price formation.

Fixed prices initially continued to predominate in the spheré of energy,
basic materials, agricultural products, foodstuffs, and some intermediate
products, as authorities wanted the prices of such vitally important
commodities to remain stable. In contrast, the reform freed the prices of
less essential items—-mostly finished industrial goods. 1In the intermediate
category, the reformers allowed prices to vary between specified limits or
they set upper limits only. This heterogeneous domestic price system was then
linked to world market prices through a complicated system of "foreign trade
multipliers” (the forerunner of a subsequent "commercial exchangc rate"). The

intent was to gradually make domestic prices proportional with world-market
prices.

The reformers envisaged that prices that had been originally designated
as fixed and/or limited would gradually become free for most industrial and
consumer goods. However, this process turned out to be much slower than
expected. By 1975, only some 35 percent of such products (not counting
investment-related construction goods) belonged to the free category instead
of 50 percent, as planned. 1/

As some prices were gradually liberalized while others remained in the
fixed and/or limited category, major new incongruities developed (a) between
producer and consumer prices and (b) between domestic and foreign prices. In
the first case, increases in the liberalized producer prices were transmitted
only slowly to consumer prices, which continued to be heavily subsidized.

This resulted in the anomalous situation wherein producer prices were on the
average higher than consumer prices.

In the second case, despite policy goals to the contrary, domestic prices
continued to be isolated from world-market prices, as central authorities
shielded enterprises and consumers from the effects of foreign inflation. For
example, in 1976, the Hungarian price of petroleum was still only some 60
percent of the world price.

The distorted price system, coupled with a weak incentive system
therefore continued to deliver the wrong signals to producers, consumers and
workers. This led to excessive demand for investment goods which triggered an
influx of imports of technology—-intensive Western goods that used up
hard-currency reserves. The system also provided insufficient incentives to
export and encouraged an unaffordable level and structure of consumption.

1/'F1gyelo (a Hungarian magazine), Dec. 24, 1980, as cited by Rockwell, op. 33
cit., Annex A. p. 16.
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Foreign—-trade aspects and the most recent measures

These problems led to a thorough reexamination of the NEM in the second
half of the 1970's, especially in the context of Hungary's foreign-trade
policy. Hungary is a small, resource-poor country with a high dependence on
foreign materials and equipment. The effects on its economy of fast-rising
world prices had therefore been profound. A few years after the NEM was
introduced, Hungary's terms of trade began to deteriorate precipitously. This
problem was compounded by increased Western sensitivity to imports following
the first oil shock, which sharply curtailed Hungary's opportunites to export
for hard currency. These developments interfered with the intentions of the
reformers to hold enterprises responsible for profitability and led to
substantial Hungarian trade deficits and a sizable external debt in hard
currency. 1/

In 1974 the NEM was tacitly interrupted, and a prolonged debate began on
the principles and methods of possible adjustments to the new conditions.
Some argued in favor of indefinitely protecting the Hungarian economy from
harmful external effects by the administrative means characteristic of CPE's.
However, by about 1978, a consensus taking the opposite view emerged. The
majority argued that domestic adjustments to international economic changes
should not be delayed indefinitely. Specifically it was decided that Hungary
should reestablish its hard-currency trade balance and control its external
debt.

In effect, policymakers decided to subordinate earlier economic
objectives——such as rapid domestic growth and price stability-—to external
equilibrium as their overriding goal. The Hungarians were successful in
reducing their hard-currency deficit in 1979 and in virtually eliminating it
thereafter. This was achieved by a combination of stringent import
restrictions and stepped-up exports mostly in the area of agricultural and
food products. Hungary's application for membership in the International
Monetary Fund (IMF) and the World Bank in the fall of 1981 implied their
readiness to submit to the economic discipline such membership requires. 2/
Nonetheless, the servicing of existing foreign loans, compounded with
prospects of further deterioration in Hungary's terms of trade, continue to
cloud the outlook for the country's external balance.

The new commitment to external equilibrium after 1978 was coupled with a
strong reaffirmation of the NEM for adapting the Hungarian economic structure
to the requirements of that equilibrium. International competitiveness became
the byword for a new round of reforms initiated in 1980. 1In the words of a
leading Hungarian economist, ". . . in an economy sensitive to foreign trade
« « « economic efficiency can only be measured by the standards of
international competitiveness.” 3/

Hungarian reformers argued that international competitiveness required
competitive pricing on the domestic market; therefore, most of the newest
provisions pertain to prices and incentives. Foreign'prices are to become
regulators of Hungarian domestic prices, which will in principle lead to a
gradual alignment of domestic prices with world market prices. This also

1/ See the 29th Quarterly Report . . ., p. 110.
2/ In May 1982 the IMF formally approved Hungary as its 146th member. 39
3/ Csikos, op. cit., p. 24.
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involves phasing out the import subsidies that discouraged enterprises from
saving on imported items. Domestic prices are to reflect the actual cost of
imported fuels, materials, and equipment, calculated in terms of "realistic"
exchange rates. The reformers hope that taking account of the true cost of
imported inputs would induce producers to be more economical in their use. lj

Similarly, it was decided to phase out export subsidies that reduced the
incentives for enterprises to search for profitable ways of exporting. The
prices of exportable products on the home market are in principle also limited
to the prices these products command on world markets. Previously, firms
preferred to sell on the domestic market as, among other advantages, this
~allowed them to charge higher prices. Tying home-market prices to the prices
attainable on world markets is intended to (a) subject monopolistic domestic
producers to foreign price competition and (b) eliminate the disincentive for
these producers to export.

‘The new price measures were also designed to establish an appropriate
relationship between domestic producer and consumer prices while linking both
to world market prices. This was to be accomplished by phasing out consumer
subsidies (especially on internationally tradeable products) and by levying
sales taxes on consumer items. The combined effect was a marked rise in
consumer prices. g/ Policy makers thus accepted inflation-—a notable fact,
considering that inflation has always been anathema to socialist dogma. In
sacrificing dogmatic constraints, the reformers were hoping that higher
consumer prices would render Hungarian consumption patterns affordable for the
country. 3/

The alignment of the Hungarian prices with world-market prices required
workable exchange rates._ﬁ/ Reformers also decided to achieve at least a
partial convertibility of the forint to improve Hungary's international
creditworthiness. As a step towards this goal, Hungarian authorities merged
the previously separate commercial and tourist rates into a single exchange
rate in October 1981, and subjected it to weekly adjustments thereafter.

1/ On Jan. 1, 1980, the average prices of raw materials and basic
intermediate products were raised by 30 percent; the increase for energy was
57 percent.

E/ Many consumer prices, including those for foodstuffs, rose significantly
in 1978-81. Further increases are anticipated, many of them to occur among
essential consumer goods.

2/ The latest price reforms were accompanied by corresponding tax reforms
(e.g., a cut in payroll taxes to offset increases in consumer prices), the
discussion of which is beyond the scope of this report.

4/ An ongoing debate about what a "realistic” exchange rate should be
centers on the question of whether it would be preferable to somewhat
undervalue the forint and stimulate exports or to overvalue it and reduce the
effects of Western inflation on essential Hungarian imports. For a discussion
of these questions and the issue of currency convertibility in Hungary, see
Paul Marer, "Exchange Rates and Convertibility in Hungary's Economic
Mechanism,"” published in U.S. Congress, Joint Economic Committee, East
European Assessment, pt. 1, 1981. '
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Competitive prices, once in effect, are expected to shape the Hungarian
economic structure in accordance with the country's comparative advantages.
They are envisaged as stimulating those industries that can export efficiently

or that can substitute efficiently for imports——especially in hard-currency
trade. 1/

The sixth Hungarian five-year plan (1981-85) apparently shifted the
preexisting emphasis in Hungarian foreign trade from import substitution to
export promotion. The plan is aiming at developing Hungary's capabilities for
producing and marketing items which can be sold profitably in any market.
Two-thirds of the national income increment stipulated in the plan is
. earmarked for additional exports. 2/ To insure external balance, the plan

stipulates relatively slow growth (2.6 to 3.2 percent annually) and aims at
maintaining, rather than raising, the standard of living. 3/

Current Status of the NEM and Implications for Western Partners

Hungary's experience shows that a reform program that aims at reconciling
two fundamentally different economic systems takes a long time to work
through. Pursued for over 14 years, the NEM can be credited with many
achievements. This is especially true for the period between 1968 and 1974,
when the impact of adverse external circumstances began to be felt. Initial
accomplishments included accelerated growth of production and exports. The
salutary effects of the newly introduced incentives were apparent in the early
years of the NEM in the form of rising productivity, cost reductions, and
greater sensitivity to the nature of demand. Since 1968, the range of
consumer goods and services available to the Hungarian people has been unique
among NME's.

Still, the program seems to be far from achieving its aims. Some of its
potentially most effective measures were announced only recently, and
therefore their impact has not yet been assessed. Analysts agree that the
Government will have to continue to fight deeply entrenched resistance to the
program since the new measures threaten the traditional security of both
managers and workers.

1/ Hungarian economists measure the efficiency of hard-currency exports by
the domestic cost of a unit of hard currency a product or an industry can
earn. They measure the efficiency of hard-currency imports by the amount of
domestic currency a unit of hard currency spent on the imported product can
save. However, these indices of foreign-trade efficiency are considered
meaningful only in the context of a realistic domestic price-~ and
cost—accounting system.

2/ Csikos, op. cit., p. 29.

3/ Even before this most recent added emphasis on exports, the Hungarians
created highly specialized enterprises equipped with modern machinery, capable
of mass—producing items sold at internationally competitive prices.
~Often—-cited examples are the Hungarian "Ikarus" buses, the truck trailer
subassemblies mentioned previously,; electric lamps, all sold in the United
States and other foreign markets.
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The reforms of the NEM made the determination of the question of state
control for Hungary under the U.S. antidumping law more complex than it would
have been with regard to other NME's. The Department of Commerce stated in
its affirmative determination of last year in a particular antidumping case
that "there is considerable uncertainty as to the extent that the 1978 reforms
are being instituted and enforced.” 1/ The Commerce report further pointed
out some specific factors that limit the action of market forces, such as the
investment of enterprises that continue to be state controlled and wage levels
that are effectively centrally controlled by means of high marginal tax
rates. 2/ With respect to the latter point, it is argued that taxing the
increments of wages on a progressive scale puts a de facto ceiling on earnings
and may depress the cost of labor sufficiently to interfere with free price
formation. ' ‘

Traditional NME objectives, such as maintaining full employment (which is
meant more literally than in Western democracies) and a relatively high degree
of egalitarianism, have lingered on in Hungarian socioeconomic policy to
date. Wage controls are a positive policy tool from this perspective since
they are believed to aid in (a) accommodating more employment from a given
wage fund and (b) avoiding significant income disparities. At the same time,
wage controls limit the freedom of enterprises to reward productive workers on
one hand, and to punish unproductive ones on the other. Similarly,
inefficient firms continue to be protected from bankruptcy, so that their
workers also continue to be shielded from losing their jobs. 2/

These arguments are especially important when comparing the central
controls still prevailing in Hungary with conditions in Yugoslavia, where the
national Government's role is limited mostly to fiscal and monetary controls.
In Hungary, managers are appointed and supervised by central authorities,
whereas Yugoslav firms are under the management of their own workers. The
Yugoslav workers' councils are not accountable to any higher authority for
their actions; the workers of the firms collectively own their capital assets
and allocate profits freely, whether to be distributed or retained for
investment. By the same token, the workers' councils are vulnerable to all
adverse consequences of their own decisions.

An expert for the U.S. producer's side in the Hungarian truck trailer
antidumping case characterized the Yugoslav economy as follows:

The objectives, features and performance of the Yugoslav economy,
which is not shielded against the negative effects of a
functioning market mechanism (inflation, unemployment,
bankruptcy) justify its classification as a socialist market
economy . . . . 4/

1/ F.R. 46153.

Z/ 1bid.

3/ The newest regulations reportedly provide incentives for enterprises to
limit the size of their work forces, and they stipulate that firms operating
at a loss will eventually be phased out.

4/ Rockwell, op. cit., Amnnex A, p. 2.
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He subsequently suggested that vulnerability to these negative
developments in an economy indicate the presence of an operating market
system, whether socialist or capitalist. By contrast, an economy that has
built-in protections against these threats in the form of preferences and
subsidies——as does the Hungarian economy--cannot be considered a market
economy, he argued. }/ However, Hungary's market orientation is significant
in the context of East-West trade, even if it has not reached the ultimate
stage. This was apparent from the serious attention Commerce paid to
Hungary's market forces in the truck trailer case when determining the degree
of state control.

Spokesmen for NME's have intermittently complained that existing or
proposed trade legislation in the United States and other Western countries is
based on the presumption that exports from NME's (or SCE's) are unfair per
se. 1In the words of Poland's Professor Soltysinski:

. « « If one starts with such somewhat arrogant assumptions that
in each case the costs of production of a socialist enterprise
cannot be lower than those of its free market economy
competitor, that all our exports are unfair, or that in an SCE
everything is subsidized, one will end with discriminatory
solutions . . . . 2/

He then argued that such presumptions should not preclude SCE's from the
opportunity to compete in world markets, including on the basis of price. é/

Because of their notable trade with Hungary and other Eastern European
countries, the West is not uninterested in whether they will succeed in
becoming competitive at fair prices on any meaningful scale. A transformation
of Hungary and possibly other NME partners into market economies, having
meaningful prices, would undoubtedly invite a review of some of the
presumptions that may currently underlie Western policies concerning East-West
trade.

1/ Ibid.
2/ Stanislav Soltysinski, "U.S. Antidumping Laws and State-Controlled

Economies”, Journal of World Trade Law, Summer 1981, p. 263.
3/ Ibid.
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APPENDIX B

LEADING U.S. IMPORTS AND EXPORTS IN TRADE
WITH THE NONMARKET ECONOMY COUNTRIES
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