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INTRODUCTION

This series of reports by the United States International Trade
Commission is made pursuant to section 410 of title IV of the Trade Act of
1974 (19 U.S.C. 2440), which requires the Commission to monitor imports from
and exports to certain nonmarket economy countries (NME's). These countries
include those listed in headnote 3(f) of the Tariff Schedules of the United
States (TSUS) 1/ and others not listed in the headnote, viz, Hungary, People's
Republic of China (China), Poland, Romania and Yugoslavia. This is the same
group of countries whose imports can be investigated by the Commission under
section 406 of title IV, since they are countries with centrally planned
economies. Through control of the distribution process and the price at which
articles are sold, they could disrupt the domestic market in the United States
and thereby injure U.S. producers. 2/ Under the statute, the Commission
publishes a summary of trade data not less frequently than once each calendar
quarter for Congress and, until January 2, 1980, the East-West 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 report is to identify
those imported items which may have an impact on the relevant U.S. industry
and on employment within that industry. Therefore, the report includes trade
statistics for Albania, Bulgaria, China, Cuba, Czechoslovakia, the German
Democratic Republic (East Germany), Hungary, Mongolia, North Korea, Poland,
Romania, the U.S.S.R., Vietnam, and Yugoslavia because these are the NME's
whose current trade with the United States is at least at a level that could
present problems for domestic industry.

At the present time, Poland, Yugoslavia, Romania, Hungary, and China
receive most-favored-nation (MFN) tariff treatment from the United States.
Most of the NME's have not been accorded this treatment since the underlying
tariff policy was made effective in 1951 and 1952 pursuant to section 5 of the
Trade Agreements Extension Act of 1951. That act directed the President to
take appropriate action to deny the benefit of trade-agreement concessions to
imports from certain Communist nations or areas. In the TSUS, the
unconditional MFN rates are set forth in column 1. The rates applicable to
products of designated Communist nations are set forth in column 2; for the
most part, these are the higher rates that were enacted in 1930. The rates of

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

2/ Some analysts consider Yugoslavia to be a market economy. It is not a
member of the Warsaw Pact or the Council for Mutual Economic Assistance, but
is a member of the General Agreement on Tariffs and Trade, the International
Monetary Fund, and the World Bank, has special status with the Organization
for Economic Cooperation and Development, and is a leader of the movement of
nonalined countries.



duty resulting from this policy vary considerably from item to item, and
discrimination is not present at all for products which historically have been
duty free or dutiable at the same rates in columns 1 and 2. Therefore, actual
or potential U.S. imports from countries which do not enjoy MFN privileges
depend in some measure on the rates of duty on the specific items involved.

This particular report contains a summary of U.S. trade with the NME's
during July-September 1980. This was the third quarter in which such trade
was affected by the President's restrictions on exports to the U.S.S.R.,
announced on January &4, 1980, following the Soviet invasion of Afghanistan.
The summary examines U.S. exports, imports, and the balance of trade with the
NME's as well as the commodity composition of such trade. Important changes
in U.S. commercial relations with the NME's and pertinent economic and trade
developments are discussed. The report also contains an analysis of textiles
from China, one of the leading products in U.S. trade with that country and
the subject of a recently concluded bilateral accord.



SUMMARY OF THIRD-QUARTER DEVELOPMENTS

The trade sanctions imposed by the President of the United States in
response to the Soviet invasion of Afghanistan continued to exert a strong
influence on the volume of trade between the United States and the nonmarket
economy countries during the third quarter of 1980. Total trade during
July-September was valued at $2.7 billion, 2.7 percent less than in the
corresponding period of 1979, and 17.3 percent less than in April-June 1980.
The decline in July-September was attributable to the absence of grain
shipments to the Soviet Union; the last grain sales allowable during the
fiscal year, under the partial embargo, were shipped during the previous
quarter.

While sales of agricultural products and crude materials accounted for
only 26 percent of total U.S. exports in January-September 1980, they
accounted for nearly 70 percent of U.S. exports to NME's. More than 60
percent of imports from the NME's during that period consisted of manufactured
goods, which also accounted for more than half of the total of U.S. imports.

During July-September 1980, China maintained its position as the leading
NME trading partner of the United States. It accounted for 57.2 percent of
U.S. exports to and 36.1 percent of U.S. imports from NME's in the 3-month
period. The Soviet Union was the second most important NME source for U.S.
imports, but fell to fourth place (behind China, Romania, and Yugoslavia) as
an NME purchaser of U.S. exports.

Among the notable developments of the quarter was the first meeting of
the United States—China Joint Economic Commission. The meeting provided a
forum for discussing current problems and outlining the future course of
economic relations between the two countries. It also served as the last step
in the process of economic normalization by providing the occasion for the
signing of four bilateral accords covering air routes, shipping, consular
posts, and trade in textiles. With the signing of these four major
agreements, the basic framework of U.S.-Chinese economic relations was

completed.

During the quarter, as the crisis situation regarding Polish agriculture
was worsening, the President approved a ceiling of $670 million in export
credit guarantees to Poland. This amounts to a substantial increase over
fiscal year 1980 authorizations and will cover the risk associated with
privately financed U.S. exports of grains and farm products to that country.
It is significant that one-third of the total credits extended by the
Department of Agriculture's Commodity Credit Corporation for fiscal year 1981
have been allocated to Poland.






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

In July-September 1980, the position of the nonmarket economy countries
as U.S. trading partners improved slightly. Measured in current dollars, the
value of total U.S. trade (exports plus imports) with NME's increased by 17
‘percent over that in April-June 1980, compared with a decline of 6 percent in
U.S. world trade during the same period (table 1).

Until the first quarter of 1980, the U.S.S.R. had consistently been the
major NME trading partner of the United States. This situation was altered by
the imposition of trade sanctions against that country early in 1980, and
China became the leading U.S. trading partner among the NME's during
January-March. In July-September, trade with Yugoslavia and Romania also
exceeded U.S.-Soviet trade. However, this situation will probably reverse
itself in October-December because of increased U.S. imports of Soviet gold
bullion and expected U.S. grain exports to the Soviet Union in that quarter. 1/
On a year-to-date basis, the U.S.S.R. remains the second largest NME trading
partner of the United States.

The decrease in trade with the Soviet Union has been more than offset by
the increase in trade with China. Total trade with the U.S.S.R. declined by
62 percent from January-September 1979 to January-September 1980, while total
trade with China increased by 225 percent. 2/

Overall Trade Pattern With NME's

In July-September 1980, U.S. exports to the NME's amounted to $1.9
billion, representing an l6-percent increase (measured in current dollars)
over exports during the previous 3 months (table 1). The increase occurred
despite a 38-percent decline in exports to the U.S.S.R., which, until the
imposition of the trade sanctions, had been the largest NME customer for U.S.
exports.

Imports from the NME's increased by 18 percent in the third quarter of
1980, compared with a 6-percent decline in overall U.S. imports; most of the
increase was accounted for by renewed imports of Soviet gold.

Because imports rose faster than exports in the third quarter, the
balance of trade with the NME's improved by only 15 percent; it is still not
as favorable as it was in the first quarter of the year.

On a year-to-date basis, there were surpluses in trade with the NME's as
a whole and with each major NME with the single exception of Hungary, which
(unlike the other NME's) does not import significant amounts of U.S.
agricultural commodities.

1/ Under the terms of the 1975 grains supply agreement, between 6 million
and 8 million tons of wheat and corn combined are to be sold to the Soviet
Union in each 12-month period from Oct. 1, 1976, to Sept. 30, 198l. Such
shlpments have never come under the export suspen31on. The final "agreement
year" began on Oct. 1.

2/ Trade with the U.S.S.R. fell from $2,962 million to $1,129 million, and
trade with China increased from $1,466 million to $3,310 million.
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U.S. Exports to NME's

The distribution of U.S. exports to NME's and to the world by broad
product groups is shown in table 2 for January-September 1979 and
January-September 1980. The economic sanctions imposed on the Soviet Union
caused a significant shift in the composition of exports to the NME's, as food
(SITC Sections 0 and 1) continued to decline in importance in
January-September 1980 to 44.1 percent of exports from 52.7 percent in the
corresponding period of 1979. This decline was offset by the changes in the
other product groups. Exports in every other category increased, both
relatively and absolutely (table 2). Combined, the value of exports in the
other SITC sections (2 through 9) in January-September 1980 increased by 25
percent over that in the corresponding period of 1979. Major items accounting
for this rise included cotton (Section 2) and airplanes (Section 7); both were
exported primarily to China.

The composition of U.S. exports to the NME's remains significantly
different from that of exports to the world. About 40 percent of U.S. exports
to the world consist of machinery and transport equipment
(Section 7)--primarily airplanes, cars, and parts—--while only 14 percent of
U.S. exports to NME's are in this section (table 2).

U.S. exports to the NME's continued to be concentrated in two categories:
SITC Sections 0 and 1, food, beverages, and tobacco (primarily corn and
wheat), and SITC Sections 2 and 4, crude materials (largely cotton, soybeans
and polyester fibers).

Table 3 shows the distribution of U.S. exports to the NME's by major
commodity categories during July-September 1980. China was the major NME
customer in 7 of the 10 SITC sections (0, 2, and 4 through 8). China
accounted for 70 percent of U.S. exports to the NME's in four sections: crude
materials (primarily cotton, polyester fibers, and soybeans), oils and fats
(soybean o0il), chemicals (diammonium phosphate fertilizers, polyester resins,
urea, insecticides, and polyvinyl chloride), and manufactured goods classified
by chief material (kraft linerboard, yarns, fabrics, and drill bits)(see
appendix tables). China was also the major NME customer for exports in the
categories of food and live animals (wheat and corn) and machinery and
transport equipment (airplanes, drilling machines, and parts).

As recently as January-March 1980, the Soviet Union was the largest
single NME importer of food and live animals from the United States,
accounting for 35 percent of U.S. exports in that category. By April-June, it
had fallen to fourth place, accounting for only 13 percent of such U.S.
exports. In July-September, the Soviet share fell to less than 1 percent of
the total, and the Soviet Union was the smallest NME importer. The dramatic
decline in the Soviet Union's relative share of U.S. exports in this category
was primarily the result of the sanctions and was reinforced by the rapid
growth in the Chinese market.



Tab

le 2.--U.S. trade with the world and with the nonmarket economy countries (NME's),
by SITC ]/ Nos. (Revision 2), January-Septemder 1979 and January-September 1980

: H U.S. trade H U.S. trade
S11C : H with the world H with the NME's
Section H Description s Jan.-Sept.: Jan.-Sept.: Jan.-Sept.: Jan.-Sept.

No. H : 1979 B 1980 : 1979 : 1980

: f Exports (million dollars)

H H : : :
0,1 s+ Food, beverages, and tobacco-—===-- : 16,980 : 21,358 : 2,835 : 2,500
2, 4 : Crude materials: “e—3 15,704 : 19,771 : 1,039 : 1,360
3 ¢+ Mineral fuels and lubricants-——---- : 3,984 : 5,701 94 : -129
5 ¢ Chemicals : 12,607 : 15,717 : 279 : 404
6 ¢ Manufactured goods classified by : H : H

H chief material: : 11,625 : 16,795 : 243 : 320
7, 8, 9 ¢ Other manufactured goods and mis- : : : :

H cellaneous H 67,050 : 80,265 : 889 : 957

] Total : 127,950 : 159,607 : 5,379 : 5,670

: : Imports (million dollars)

H H : : :
0, 1 ¢ Food, beverages, and'tobacco-—=—===-=: 12,700 : 13,401 : 305 : 270
2, 4 : Crude materials H 8,261 : 8,035 : 113 : 137
3 ¢ Mineral fuels and lubricants—=====-- H 41,138 : 59,518 : 123 : 180
5 s+ Chemicals : 5,456 : 6,342 : 131 207
6 ¢ Manufactured goods classified by H ] H ]

H chief material : 22,059 : 24,180 : 386 :* 489
7+ 8, 9 : Other manufactured goods and mis- : : H :

:  cellaneot : 58,793 : 67,639 : 871 : 848

H Total : 143,407 : 179,117 : 1,929 : 2,132

: : Percent of total exports

: : : s H
0, 1 : Food, beverages, and tobacco------- H 13.3 13.4 : 52.7 : 44,1
2, 4 ¢ Crude materials : 12.3 : 12.4 : 19.3 24.0
3 ¢ Mineral fuels and lubricants--—-=—=-- H 3.1: 3.6 : 1.7 2.3
5 ¢ Chemicals B 9.9 : 9.8 5.2 : 7.1
6 s+ Manufactured goods classified by : : ] H '

¢ chiei material H 9.1 : 10.5 : 4.5 5.6
7, 8, 9 : Other manufactured goods and mis- H H H H

H celli.neous : 52.4 50.3 16.5 @ 16.9

H Total : - 100.0 : 100.0 : 100.0 : 100.0

: : Percent of total imports

H H H H H
0,1 ¢ Food, beverages, and tobacco—===—--- H 8.6 : 7.5 2 15.8 12.7
2, 4 ¢ Crude materials H 5.6 : 4.5 : 5.9 : 6.4
3 ¢ Mineral fuels and lubricants--—--——-- : 27.7 : 33.2 6.4 ¢ 8.4
S ¢ Chemicals H 3.7 ¢ 3.5 ¢ 6.8 ¢ 9.7
6 : Manufactured goods classified by H i H ]

¢ chief material 3 14.9 : 13.5 : 20.0 : 22.9
7, 8, 9 : Other manufactured goods and mis- : 3 : H

H cellaneous : 39.6 : 37.8 : 45,2 3 39.8

H Total H 100.0 : 100.0 : 100.0 : 100.0

H

1/ Standard International Trade Classification.

Sources:

for consumption and are valued on a customs basis.

valued on an f.a.s. basis.

Compiled from official statistics of the U.S. Department of Commerce.

Imports are

Exports are domestic merchandise only, and

Note.--Because of rounding, figures may not add to tﬁe totals shown.
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