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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,
People's Republic of China (China), Poland, Romania, and Yugoslavia. 3/ This
is the same group of countries whose exports to the United States can be
investigated by the Commission under section 406 of Title IV of the Trade Act
of 1974. 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. 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 provide
data concerning the effect of those imported items on the production of like
or directly competitive articles in the United States and on employment within
industries producing those articles. 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 because of the policy
legislated as section 5 of the Trade Agreements Extension Act, 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 are set forth in column 1.

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

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



The rates applicable to products of designated 1/ Communist nations are set
forth in column 2; for the most part, these are the higher rates that were
enacted in 1930. The rates of duty resulting from this policy vary
considerably from item to item, and discrimination is not present at all for
products 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 1980, examining U.S. exports, imports, and the balance of trade with
each country as well as the commodity composition of such trade. Significant
events in U.S. commercial relations with the NME's and important economic
developments within the NME's, especially those which might effect bilateral
trade, are also examined.

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



SUMMARY OF DEVELOPMENTS IN 1980

Two significant commercial developments affected economic relations
between the United States and the NME's in 1980: the imposition of trade
sanctions against the U.S.S.R. and the normalization of commercial relations
with China. Both contributed greatly to changes in the pattern of U.S. trade
with the NME's.

The level of trade between the United States and the NME's rose only
slightly in 1980, to $11.3 billion, up 3 percent from the 1979 level. This
was a marked departure from earlier steep increases: 53 percent in 1979 and
52 percent in 1978. Imports, exports and the trade balances each increased
less than 3 percent in 1980; when adjusted for inflation, the level of trade
with the NME's declined. Since total trade turnover with the world increased
nearly 19 percent, outpacing inflation, the market share for the NME's in
total U.S. trade diminished, falling 14 percent.

This relatively unimpressive performance in trade with the NME's is
primarily the result of the imposition of trade sanctions by the United States
on the U.S.S.R. early in 1980. Previously, the Soviet Union had been the
leading trading partner of the United States among the NME's, accounting for
over 40 percent of U.S. exports (70 percent of it agricultural products) and
30 percent of U.S. imports (much of it gold). In 1980, U.S.-Soviet bilateral
trade plunged to less than half the 1979 level. U.S. exports declined 58
percent, principally because of the partial grain embargo and U.S. imports
dropped 50 percent, mainly because of decreased shipments of Soviet gold. The
imposition of the sanctions was one of the most significant development in
East-West commercial relatioms in 1980.

In 1980, China replaced the U.S.S.R. both as the most important NME
purchaser of U.S. exports and as the principal NME source of U.S. imports. A
comprehensive trade agreement between the United States and China, signed in
1979, became effective in February 1980. The agreement included the extension
of most—favored—natlon (MFN) tariff treatment to imports from China, thus
reducing the barrier of high duty rates (previously column 2 rates of the
TSUS). Since granting MFN status, two-way trade with China has more than
doubled. However, this is more the result of a significant increase in
Chinese purchases of U.S. cotton and wheat than of increased U.S. imports from
China. China accounted for nearly 45 percent of all U.S. exports to the NME's
in 1980 and 36 percent of U.S. imports from these countries.

The basic framework of U.S.-Chinese economic relations was completed in
September 1980 at the first meeting of the United States-China Joint Economic
Commission, with the signing of four bilateral accords covering air routes,
shipping, consular affairs, and trade in textiles. The textile agreement will
most directly affect U.S.-China trade by establishing a mechanism by which
U.S. imports of Chinese textile products can be regulated in accordance with
the pattern set in other such bilateral agreements concluded under the
Arrangement Regarding International Trade in Textiles. The textile agreerent
removed one of the more controversial issues affecting U.S.-Chinese commercial
relations.






OVERALL U.S. TRADE WITH THE NONMARKET ECONOMY COUNTRIES IN 1980

In 1980, U.S. trade with the nonmarket economy countries barely improved
on a current-dollar basis. Imports, exports, the trade balance, and total
trade turnover each increased by less than 3 percent over those in 1979,
whereas total trade turnover increased by 53 percent from 1978 to 1979.

Taking inflation into account, all elements of trade actually declined in
1980. The total trade turnover with the world increased by 18.9 percent from

1979 to 1980, resulting in a diminished market share for the NME's in. the
total U.S. trade picture.

This relatively poor trade performance with the NME's is primarily
accounted for by the trade sanctions the United States imposed on the U.S.S.R.
on January 4, 1980, as a result of the Soviet invasion of Afghanistan. Total
U.S. trade turnover with the U.S.S.R. was down by more than half in 1980
compared with turnover in 1979, a year when the U.S.S.R. was by far the
biggest NME trading partner for the United States. Excluding the Soviet
Union, total U.S. trade with the NME's increased by 44 percent.

Trade Patterns with NME's

U.S. exports to the NME's increased by 2.5 percent, from $8.2 billiom in
1979 to $8.4 billion in 1980 (table 1). U.S. exports to the U.S.S.R. declined
by 58.1 percent, although exports to the world increased by 21.4 percent.

U.S. imports from the NME's increased by 2.8 percent, total U.S. imports
increased by 16.5 percent, and imports from the U.S.S.R. decreased by 50.7

percent in 1980. The U.S. trade surplus with the NME's increased by 2.9
percent.

Since trade with the rest of the world increased faster than trade with
the NME's, the relative importance of the NME's in total U.S. trade
diminished. The share of total U.S. exports accounted for by the NME's shrank
from 4.5 percent to 3.8 percent, and the share of total U.S. imports accounted
for by the NME's declined from 1.4 percent to 1.2 percent. While this
slowdown in trade with the NME's is dramatic, it is not unprecedented: in
1977, trade turnover declined by more than 10 percent and U.S. exports to the
NME's declined nearly 25 percent from 1976 levels. Improved harvests in the
Soviet Union were one of several factors in that decline.

Much of the slowdown in 1980 is a result of the economic sanctions
imposed by the United States against the Soviet Union. Excluding the Soviet
Union, U.S. exports to the NME's increased by over 50 percent, imports
increased by over 25 percent, total trade turnover increased by 44 percent,
and the U.S. trade surplus increased by 70 percent.

As is evident from table 1, U.S. trade with the NME's in the fourth
quarter of the year was substantially higher than that in the rest of the

year. The surplus in October-December 1980 accounted for over a third of the
surplus for the year.
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The trade balance with each of the major NME's except Hungary is heavily
in favor of the United States. The 1980 U,S. trade balance and trade turnover
with each of the 14 NME's in this report and the ratio of U.S. exports to U.S.
imports for each country, a ratio which defines import coverage, 1/ were as
follows:

f Trade ' Trade ° Ratio of
Country * balance ! turnover ° U.s. e*ports to

: : ¢ U.S. imports

¢ ——--Million dollars--- :
China-—---------- e : 2,709 : 4,788 : 3.61
J.§,8 R-m-mmmm oo s e e : 1,079 : 1,940 : 3.51
Yugoslavig——-—--===-=--mo—oom——— o : 303 : 1,201 : 1.68
Poland----—-===—=—mom s o s m e m s m e : 296 : 1,125 : 1.71
Romanig——--~—======-c-—-m——om e : 410 : 1,031 : 2.32
East Germany—-—--——-=-=-——=-—-=—=———-- : 434 520 : 11.11
Czechoslovakig--==-=---=-===—=—=—=— : 124 : 246 : 3.03
Bulgaria—------------—--——-=—-e—- -3 138 : 184 : 7.03
Hungary--—=—====—==—======———-—————— s =25 : 183 : .76
Albania----------~-- ittty : =4 2 18 : .64
Mongolig=—===mm==mmem————m e m e : -2 2 .03
Vietnam--- ettt bttt : 1: 1: 33.41
Cubgme=rem e e e e e e : 1/ : 1/ : 6.30
North Koreg==-=—=-=====-—=-————————— 2/ : 1/ : -

1/ Less than $500,000. .
2/ Less than $500,000 (trade deficit).

The tabulation shows that of the large NME's, U.S. import coverage is
greatest with East Germany, largely due to that country's vast agricultural
imports. East Germany accounted for 5.7 percent of U.S. exports to the NME's
in 1980, but for only 1.5 percent of imports.

U.S. Exports to NME's

The distribution of U.S. exports to the NME's and to the world by SITC
(one-digit) section numbers is shown in table 2 for 1979 and 1980. The
effects of the economic sanctions against the Soviet Union show up in the
first two categories (food and live animals, and beverages and tobacco).
Total exports to the NME's in these categories declined by about 7 percent in
1980 from 1979, while exports to the world increased by almost 25 percent.
The only other category of exports to the NME's to register a decrease was
oils and fats (SITC Section 4), which fell by 14 percent in 1980. This is
primarily because of decreased exports of inedible tallow to the U.S.S.R. 2/

1/ Import coverage gives an indication of the significance of a trade
deficit or surplus with a particular country: a deficit of $400 million is
presumably more significant to a country with total trade of only $500 million
than it is to a country with twice the trade.

2/ Tallow is used for making soap and as a feedstock. The sanctions, which
are applied on a case-by-case basis whenever a need to do so is indicated,
prohibit only those tallow exports that are intended for feedstock use.

Accordingly, tallow exports, while not completely eliminated, declined by over
half in 1980.
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The composition of U.S. exports to the NME's remains significantly
different from that of exports to the world. Almost half of all exports to
the NME's are either food or live animals (SITC Section 0), primarily corn and
wheat, while only 13 percent of U.S. exports to the world can be so
classified. Compared with U.S. exports to the world, a disproportionately
large share of U.S. exports to the NME's are of crude materials (SITC Section
2); in this category, U.S. exports to the NME's consist primarily of cotton
and soybeans, both of which are sold principally to China. These two
categories (food and live animals, and crude material) account for almost
two-thirds of all U.S. exports to the NME's. In comparison, exports to the
NME's are unusually weak in the last three categories: machinery and
transportation equipment (SITC Section 7, primarily airplanes); miscellaneous
manufactured articles (SITC Section 8, such as pressure sensitive tape to the
U.S.S.R.); and commodities and transactions not elsewhere classified (SITC
Section 9, primarily general merchandise valued at $500 or less).

Table 3 shows the distribution of U.S. exports to the NME's by SITC
Sections in October-December 1980. China was the major NME customer in 3 of
the 10 categories (2, 5, and 6), accounting for nearly four-fifths or more of
trade in all of them. In the crude materials category, the major products
purchased by China were cotton, polyester fibers, and paper products. In the
chemicals section, fertilizers, polyester resins, urea, and insecticides were
the major commodities sold to China. 1/ China also purchased the majority of
U.S. exports to the NME's of manufactured goods classified by chief material,
principally kraft linerboard, yarns, and drill bits. In a sharp change from
the situation in July-September, Yugoslavia was the major NME customer in
another four sections (1, 4, 7, and 9), but did not account for as much as
half of U.S. exports to the NME's in any of these categories.

The U.S.-U.S.S.R. agreement on grains, under which the United States
agreed to ship annually to the U.S.S.R., if requested, a minimum of 8 million
metric tons of grain (largely corn and wheat) to the Soviet Union, was not
breached by the imposition of the trade sanctions. 2/ The "agreement year"
for such shipments coincides with the U.S. fiscal year, which is October 1 -
September 30. Since the Soviets had used up their quota by grain purchases in
April-June 1980, no more grain had to be shipped to the U.S.S.R. until after
the agreement year expired on September 30, 1980. A new agreement year for
exports of grain began on October 1, 1980, and such exports to the Soviet
Union resumed in October-December. Because of renewed grain sales in that
period, the Soviet Union again became the major NME customer for U.S. food and
live animals, accounting for 40 percent of U.S. exports to NME's in that
category (3.2 million of the 8 million metric tons allotted). This is
approximately the same share that the Soviet Union received in January-March
1980, but is far short of the 50-percent share it received in October-December
1979.

1/ Leading export and import items are shown in the tables in appendix A.
2/ See the section on the U.S.S.R. later in this report.
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The table in appendix B shows this change more effectively. U.S. exports
of cereals and cereal preparations, which are included in SITC Section 0 and
are restricted by export sanctions, are shown for 1978-80. The U.S.S.R.
accounted for 59 percent of such U.S. exports to the NME's in 1979. 1In 1980,
the share was down to 27 percent, in part because of the vast increase in
these exports to China. The tabulation below shows exports of cereals and
cereal preparation to the U.S.S.R., by quarters, in 1979 and 1980:

Period Value
(1,000 dollars)

1979:

January-March-—---—-=---—-———m—m——- 220,982

April-June---------=-------———————e 523,300

July-September—==========—=———————— 801,623

October-December - 708,041
1980:

January-March - 336,886

April-June---------- 67,584

July-September -

October-December—--—-——---- 533,771

U.S. exports to the individual NME's are shown in table 4 and are
illustrated in figure 1. In 1980, exports to China, Romania, East Germany,
and Bulgaria increased by more than 35 percent . Exports to Poland,
Czechoslovakia, and most of the smaller NME's declined. The continued labor
disturbances in Poland caused the decline in U.S. sales there, although
exports during the fourth quarter of 1980 were almost back to normal levels.
Czechoslovakia's importance as a destination for U.S. exports diminished due
to greater domestic agricultural production following improved climatic
conditions in 1980 compared with the harsh winter and severe drought of 1979.
From 1978 to 1979, exports to only Hungary, Vietnam, and Cuba declined.

Exports to China accounted for 45 percent of U.S. exports to the NME's in
1980, up from just 21 percent in 1979. China's increased share was roughly
matched by the decrease in the Soviet share. Exports to China in 1980 were so
large that the country accounted for 1.7 percent of total U.S. exports to the
world.

U.S. exports to the NME's in general and to China and the Soviet Union in
particular are shown in figure 2 for each quarter during 1978-80. The figure
shows that U.S. exports to China rose fairly steadily over the past 3 years,
while exports to the NME's as a whole, although generally increasing, were
erratic because of fluctuations in exports to the U.S.S.R.

Agricultural items make up the bulk of U.S. exports to most of the NME's
(table 5). As seen in the lower half of the table, agricultural items
accounted for two-thirds or more of exports to many of the countries. Almost
95 percent of U.S. exports to East Germany are of agricultural items, the
highest among the NME's. Because of special arrangements, East Germany tends
to rely on West Germany and the Council for Mutual Economic Assistauce for
most of its industrial needs, leaving the United States to meet its 11
agricultural requirements.
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In 1980, although agricultural exports accounted for over 60 percent of
U.S. exports to the NME's, they actounted for only 19 percent of U.S. exports
to the world as a whole. The only major NME's for which U.S. exports are
mostly nonagricultural are Yugoslavia and Hungary; each has a well-developed
agricultural base.

In 1980, agricultural shipments to the U.S.S.R. declined substantially--
by almost two-thirds; over half were shipped during October-December.
Agricultural shipments to several other NME's also declined during the year,
resulting in a 7-percent decline in total agricultural exports to the NME's.
This is in contrast to the 18.7-percent increase in U.S. agricultural exports

to the world.

The NME's accounted for the largest market share of U.S. exports of items
shown in table 6. For example, 58 percent of U.S. exports of machines for
making filaments were sent to NME's in 1980. Only exports to the NME's of
items amounting to at least $1 million in 1980 are included in the table. As
the table shows, NME's have become a substantial market--in many cases the
ma jor market--for several U.S. commodities. China was the major NME customer
for over half the items listed, buying many primary products from the United
States for use in its own manufacturing sector and often exporting the
finished products to the United States.

Export items that increased or decreased by the greatest amounts are
shown in table 7. Only items in which NME trade amounted to at least $500,000
in both 1979 and 1980 are shown. For example, exports of primary tin plates
of iron and steel increased by 3,244 percent in 1980, from $535,871 in 1979 to

$17.9 million in 1980.

The table shows that 7 of the 10 leading growth items were sold primarily
to China. This was not unexpected since U.S. exports to China more than
doubled in that year. The table also shows that major gains were made in
exports of chemicals and manufactured goods. Machinery and equipment items
dominated the list of items having the largest percentage declines in 1980.

Table 8 shows exports to the NME's by selected major commodity groups.
(These groupings are summations of selected Schedule B export classification
numbers and do not necessarily correspond to any five- or seven-digit
categories or even fall within a common SITC section.) The table shows that
3.5 billion dollars' worth of cereals was exported to the NME's in 1980; the
major customer was China. NME's consumed over a fifth of U.S. exports of
cereals. The NME's in general, and China in particular, are also a ‘
significant market for U.S.textile manufacturers. NME's accounted for 13

percent of textile exports in 1980, up sharply from their share in 1979.
China alone accounted for 24 percent of cotton exports. 1/

The table also shows that the NME's accounted for over 40 percent of U.S.

exports of barley in 1979 but only 6 percent in 1980. In 1979, barley valued
at $31 million was exported to the U.S.S.R.; in 1980, exports of barley were

prohibited under the sanctions.

1/ For a detailed report on China's textile trade with the United States, 16
see "Textiles from China'" in 24th Quarterly Report . . ., pp. 47-85.
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U.S. Imports From NME's

U.S. imports from the NME's are shown in table 9 by SITC (one-digit)
section numbers for 1979 and 1980. As with exports, the comp081t10n of U.S.
imports from the NME's is 31gn1f1cant1y different than that of imports from
the rest of the world. Imports in just two categories—-mineral fuels and
lubricants (SITC Section 3) and machinery and transportation equipment
(SITC Section 7)--account for well over half of all imports from the world.
The leading items in the first category are petroleum products, and in the
second, automobiles. These categorles account for only 16 percent of U.S.
imports from the NME's, whereas imports in SITC Sections 6 and 8——manufactured
goods classified by chief material (precious metals) and miscellaneous
manufactured articles (wooden furniture)--accounted for nearly half of all
U.S. imports from the NME's. :

Imports declined in four SITC sections in 1980. The largest decline was
in imports of commodities and transactions not elsewhere classified (SITC
Section 9), which dropped by about $450 million in 1980, roughly the value of
the decrease in imports of gold bullion from the U.S.S.R. Another large
decline occurred in imports of food and live animals (SITC Section 0), which
declined $30 million in 1980, roughly equal to the decline in 1mported canned
hams.

The distribution of U.S. imports from the NME's by SITC sections in
October-December 1980 is shown in table 10. China was the major NME source in
5 of the 10 sections (2, 3, 4, 6, and 8) and accounted for all U.S. imports
from the NME's of oils and fats (SITC Section 4); these imports were primarily
of tung oil, which is used in paints. In three categories China accounted for
over half the imports from NME's: crude materials (primarily feathers and
natural barium sulfate), mineral fuels and lubricants (over half entered as
gasoline), and miscellaneous manufactured products (textile products and metal
coins). The U.S.S.R. accounted for more than 60 percent of two categories:
chemicals (anhydrous ammonia and uranium fluorides), and commodities and
transactions not elsewhere classified (refined gold bullion).

U.S. imports from the individual NME's are shown in table .ll and depicted
in figure 3. Imports from China accounted for over a third of total U.S.
imports from the NME's, compared with less than a fifth in 1979. The Soviet
Union, which supplied more than 30 percent of U.S. 1mports in 1979, supplied
less than half that share in 1980.

In 1980, imports from China, Czechoslovakia, and East Germany increased
by more than 20 percent, and imports from the U.S.S.R., Poland, Romania,
Hungary, Bulgaria, and most of the smaller NME's decreased. Imports from the
- U.5.S.R. dropped by over half, reflecting a drop of $464 million drop in U.S.
gold imports from that country; labor problems contributed to the decline in
imports from Poland. Imports from Romania shrank in the face of the decline
in the petrochemical industry in that country, and imports from Bulgaria
declined because its oriental leaf tobacco export pr1ces became uncompetitive
. with world prices, espec1a11y with Turkish leaf prices. 1/ Overall, U.S.
imports from the NME's increased by just 2.8 percent. .

1/ Turkey accounts for over a quarter of world production of oriental leaf
tobacco. 1In 1980, 931,000 metric tons of the leaf was produced in the world,
of which 280,000 metric tons was produced by the Soviet Union, 266,000, by
Turkey, 131,000, by Bulgaria, and 97,000, by Greece.
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U.S. imports from the NME's combined, from China, and from the Soviet
Union are shown, by quarters, in figure 4. This figure shows that while
imports from China rose fairly steadily over the last 3 years, imports from
the NME's as a whole were erratic, largely due to fluctuations in imports from
the Soviet Union. 1/

The value of U.S. imports of agricultural items from NME's, shown in
table 12, increased by a minuscule amount (0.065 percent), much less than the
rate of inflation. This is largely because of the declining role of canned
hams in U.S. imports: canned hams accounted for 45 percent of agricultural
imports in 1980, down from 51 percent in 1979. Although they are still the
leading import item from the NME's, canned ham imports declined by $28 million
in 1980 (12 percent); $20 million of this decline was due to reduced
production in Yugoslavia. Another portion of the decrease was the result of
reduced unit values for canned hams ($1.48 per pound in 1980 compared with
$1.53 in 1979), although the quantity of imports also declined by almost 9
percent. 2/ The next most important agricultural import from the NME's was
cigarette leaf, which was imported primarily from Yugoslavia.

Agricultural imports accounted for almost 16 percent of all U.S. imports
from NME's in 1980, down slightly from each of the preceding 2 years yet still
more than double the percentage from the rest of the world. Well below this
average is the Soviet Union, from which only 2 percent of U.S. imports are of
agricultural items, primarily sable skins. Countries that supply unusually
large amounts of agricultural items are Poland (the source of almost
two-thirds of U.S. canned ham imports from the NME's) and Bulgaria
(principally cigarette leaf, cheeses, wine, and spices). The country whose
exports to the United States are the most overwhelmingly agricultural--
sometimes amounting to 100 percent of exports—-is Mongolia, whose major export
to the United States is camel hair.

The NME's accounted for the largest share of total U.S. imports of items
shown in table 13. For each of the items shown, NME's accounted for over 60
percent of all U.S. imports. China was the major NME supplier of half the
items shown, primarily crude materials and textile-related products. The
NME's accounted for 64 percent of U.S. imports of canned hams, leading item
imported from the NME's.

Items shown in table 14 are those that grew or declined the most between
1979 and 1980. China accounted for 7 of the 10 leading growth items, 5 of
which are textile items. Major declining items fall within the general
classes of manufactured goods and chemicals. The U.S.S.R. was the major
source for four of the declining products, one of the most significant being

gold bullion, the Soviet Union's major export item to the United States in
1979.

1/ Since at least 1978, U.S. imports from the U.S.S.R. have soared during
the fourth quarter of each year due to large Soviet gold bullion sales during
that quarter. A departure from this trend occurred in 1980 since little gold
was sold in October-December.

2/ There was 139 million pounds of canned hams imported in 1980, down from
153 million pounds in 1979.

25



26

‘sji0dw] |oJsued ouo sjuodwT  "Q@EE~L4 UO13iPD| |qnd edueuwo] jo jJuswiaedeq ‘g'n
BUIyg wouy sjJdodwy ..., +
A'S S N oYy wouy sjuodwy L
®,31iN |[o wouy sjuodwy

286! 6.8} 8.6}
€ 2z I ¥ € z ] e € 2 (
S DRGSO S | TR TN B W SN A M
L *
7 At .....? .................... .
\o = ‘ o.N.f«/. fr-! ¢
) ..\a N\ g .r-/
—— v o L . |
/ .on*.....op* .* . /\ MQQ—
.t.ﬁ. e .
h e \ m
Lo¥ \ W
..... - \ 4 i
N \ 7 |
\ 7 : _
¥ : Waom

\\.//.\.[11\.\.. _azs

) | o9z

BsS6

$I5TTSP
, osTTTT
'B8-8.61 ‘®JejJonb Aq Tty g §gN Y} puUp ‘Dujy]y LLARL
‘C(®,IWN) Se|Jdjunes Auouocoe jedJpwuou By} wody sjdodu) ‘g N-—'p BInB| 4

1 9D 4Nog

\O
N



Table 12.--Agricultural items: U.S. imports from the nonmarket economy countries and
and October-December 1980

27

from the world, 1978-80, October-December 1979,

f f : . October-December—--
Source ) 1978 X 1979 . 1980 . -
) : : : 1979 ; 1980
f Value (1,000 dollars)
China : 83,964 : 85,684 133,125 25,589 : 35,217
U.S.S.R : 12,379 : 14,698 : 9,636 : 1,656 : 1,220
Yugos lavia d 113,410 : 86,442 63,633 : 13,963 s 14,857
Poland : 154,570 : 163,969 : 155,743 43,371 3 40,083
Romania : 31,597 : 33,588 : 30,470 @ 8,137 : 7,401
East Germany : . 2,850 : 2,248 2,825 : 81 : 30
Czechoslovakia : 6,144 7,726 10,441 ¢ 3,439 : 4,262
Bulgaria 3 24,798 : 23,239 : 17,449 ¢ 4,382 @ 4,451
Hungary : 32,276 : 35,764 : 30,586 : 8,890 9,650
Albania : 885 : 2,524 3,833 ¢ 538 1,415
Mongolia : 3,673 : 3,752 @ 2,197 : 559 : 713
Vietnam : - 1 - -2 -
Cuba H - - - e -2 -
North Korea H -2 - -3 - - -
Total : 466,544 : 459,633 : 459,931 : 110,605 ¢ 119,299
Total, agricultural imports s : H : :
from the world--—----——------ : 14,804,097 : 16,725,061 : 17,336,155 : 4,408,476 : 4,498,963
; Percent of total imports from each country
China : 26.5 : 15.6 : 12.8 : 15.7 11.7
U.S.S.R : 2.3 3 1.7 : 2.2 3 bt 1.0
Yugeslavia : 27.9 : 22.1 14.2 @ 15.2 ¢ 13.6
Poland : 35.5 ¢ 38.5 : 37.5 41.4 38.1
Ror znia : 9.2 : 10.2 : 9.8 11.2 12.4
East Germany : 8.1 : 6.3 : 6.6 : 1.0 : .3
Czechoslovakia H 10.7 15.5 ¢ 17.1 24,1 3 27.1
Bulzaria : 88.9 : 77.1 : 76.3 : 76.6 : 79.3
Hungary : 46.7 : 31.9 @ 29.3 27.5 @ 36.6
Altania H 25.3 : 28.0 : 35.3 : 40.3 : 98.9
Monzolia : 99.8 : 1/ 99.9 : 98.9 : 100.0 : 99.9
Vietnam H - S B -3 -2 -
Cuba : -3 - -2 - -
North Korea : - -3 -2 -3 -
Total : 20.9 : 16.4 3 15.9 12.5 @ 15.8
Total, imports from H : : : :
the world : 8.6 : 8.1 : 7.2 7.7 : 7.4

1/ Actually 99.97 percent.

Source: Compiled from official statistics of

the U.S. Department of Commerce.

Note.--Because of rounding, figures may not add to the totals shown.
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Table 15 summarizes imports from the NME's by major commodity groupings.
It shows that over half a billion dollars' worth of textile products was
imported from the NME's in 1980, accounting for 5.5 percent of total textile
imports. These were imported primarily from China. Total textile trade with
the NME's (based on tables 8 and 15) was $1.8 billion in 1980, with China

accounting for about $1.4 billion.
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U.S. TRADE WITH INDIVIDUAL NONMARKET ECONOMY COUNTRIES IN 1980

China

As the upward trend in U.S.-Chinese trade continued in 1980, the total
reached $4.8 billion, more than double that in 1979, when U.S.-Chinese trade
had also doubled in value. During January-March 1980, China became the
leading NME trading partner of the United States, accounting for 35 percent of
all U.S. trade with the NME's. This role was assumed in part because of the
bilateral increases in exports and imports and in part because of the decline
in U.S. exports to the U.S.S.R. during this period, as the trade sanctions
began to have an effect. China's share increased to 51 percent in
July—-September and averaged 43 percent for the full year.

The value of U.S. exports to China far exceeded the value of imports from
China (table 16). U.S. sales amounted to $3.7 billion, or 78 percent of the
bilateral turnover, with agricultural products accounting for 59 percent of
‘the export value. This ratio was slightly higher than that reported for
1979. U.S. grain and other agricultural exports to China fluctuated widely
between 1972 and 1977 (averaging $250 million a year during this period), but
have expanded rapidly in the past 3 years, increasing 123 percent in 1980.
Total exports to China were up 118 percent compared with those in 1979; while
the increase included substantial sales of some nonagricultural items, the
anticipated rise in U.S. sales of machinery and other high-technology
equipment did not materialize. 1/

Since 1977 China has experienced a growing deficit in trade with the
United States and has emphasized the need for a substantial increase in U.S.
purchases of its products. Although the value of imports from China increased
to $1 billion in 1980 from $549 million in 1979, U.S. purchases as a share of
two-way trade declined to 22 percent in 1980 from 24 percent in 1979. China's
bilateral deficit was $2.7 billion in 1980, up from $1.2 billion in 1979. The
unwillingness of the Chinese to sustain imbalances of these magnitudes, 2/ in
view of their shortage of foreign exchange and reluctance to undertake
large-scale foreign financing of imports, may be a significant factor
under lying the relatively slow growth in U.S. exports of manufactured goods to
China.

Nevertheless, the United States is one of China's leading trading
partners, ranking second, after Japan, as a supplier of its imports and third,
after Hong Kong and Japan, as a market for Chinese products. In 1979, the
latest year for which data on world trade are currently available, the United

States accounted for about 11 percent of China's imports and 4 percent of its
exports.

1/ U.S. exports of the goods that China requires for modernization continued
to increase in 1980, but not at the rate anticipated after the marked rise in
exports of these items in 1979. The increase occurred in only a few selected
products, while exports to China of most high-technology goods declined. See
21st Quarterly Report . . ., pp. 34-35.

2/ The trade imbalance was one of the major bilateral issues raised by the
Chinese during the first meeting of the United States—China Joint Economic
Commission (see 24th Quarterly Report . . ., pp. 33-36). 33
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Developments affecting U.S. commercial relations with China

The establishment of diplomatic relations between the United States and
China on January 1, 1979, paved the way for complating the ncrmelization of
bilateral commercial relations. A number of steps were therefore taken in
1979 to remove trade barriers, but none of the more important issues were
resolved until 1980. Between January 24, 1980, when Congress zpproved the
United States-China trade agreement, and September 17, when Przsident Carter
and China's Vice Premier Bo Yibo signed four other major agreements—--covering
trade in textiles, maritime transport, air routes, and consular posts—--the
basic framework of U.S.-Chinese economic relations was completed. While the
normalization process improved trade relations and probably contributed to the
increase in bilateral trade in 1980, the initial effect of most of these
developments was to provide a sounder basis for the future growth of
U.S.-Chinese trade.

The United States—China trade agreement was signed on July 7, 1979, and,
following approval by the Congress, entered into force on February 1, 1980.
Although the accord includes provisions for the facilitation of banking and
other business transactions and for the reciprocal protection of patents,
copyrights, and trademarks, its most significant provision is for the mutual
extension of MFN tariff treatment. The application of the generally lower
U.S. column 1, or nondiscriminatory, rates of duty to imports from China led
to substantial growth in U.S. purchases of some of these products in 1980,
which, in turn, may have enabled the Chinese to further increase their
purchases of U.S. goods. On the other hand, a few import-semsitive U.S.
industries may have been adversely affected by increased imports of some of
the products on which China is now largely dependent for its foreign-exchange
earnings. Thus, while strengthening U.S.-Chinese ties, the granting of MFN
status to China also created new conflicts of interest which are likely to
increase as the trade relationship develops.

Some of the trade conflicts appeared before China had been granted MFN
treatment. The U.S. textile industry began to experience import penetration
by products from China as early as 1978. Despite the substantially higher
tariffs that applied to Chinese textiles at that time, the increase in imports
of cotton apparel and a few items of synthetic apparel was especially large.
After two rounds of official negotiations between the United States and China
had failed to stem the volume of these imports, the President ordered
unilateral quantitative restrictions on seven items of apparel in May 1979 and
on two additional items in October 1979. These quotas remained in effect
until a bilateral agreement to voluntarily control trade in textiles was
reached. The signing of the textile accord on September 17 has resolved one
of the more serious issues in bilateral trade. However, it probably does not
provide a complete solution to the problems the U.S. industry has had with
textiles from China: while certain items of apparel from China are now
subject to agreed levels of trade, increased imports of other items not
restricted under the agreement could have an adverse effect upon the U.S.
textile market. 1/

1/ For example, in October the United States notified China that woolen
sweaters, an item not controlled under the agreement, were tending to disrupt
the U.S. market. For a detailed discussion of textiles from China, see 246h
Quarterly Report . . ., pp. 47-85.
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Although the textile industry is now China's major source of foreign
exchange, the Chinese have also concentrated on developing other light
manufacturing industries in order to increase their export earnings. On the
other hand, a number of the U.S. industries that are most sensitive to a rapid
escalation of imports manufacture products of this type. Among the U.S.
imports of China's light-industry products in 1980, those currently regarded
as having the greatest potential for trade problems are footwear, metal
fasteners, stainless steel flatware, bicycles, and consumer electronics.

In 1980 two products from China were the subject of investigations by the
U.8. International Trade Commission. The U.S. canned mushroom industry filed
a petition under section 201 of the Trade Agreements Act of 1974 alleging the
increased imports of mushrooms from all sources were a substantial cause of
serious injury. The U.S. menthol industry filed a petition under Title VII of
the Trade Agreements Act of 1979. The petition alleged that the industry was
materially injured by reason of imports of menthol from China and Japan which
are allegedly sold or likely to be sold in the United States at less than fair

value,

Following an affirmative determination by the Commission, President
Carter raised the MFN tariff on imported mushrooms (TSUS item 144.20) from 3.2
cents per pound plus 10 percent ad valorem, or 13 percent ad valorem
equivalent (AVE), to 3.2 cents per pound plus 30 percent ad valorem, or 33
percent AVE, effective November 1, 1980. 1/ Although China is not a
leading foreign supplier of mushrooms to the U.S. market, accounting for only
11 percent of all such imports in 1980, imports from China amounted to $13.5
million last year, compared with $0.1 million in 1979. This marked increase
appears to be principally the result of extending MFN treatment to China on
February 1, when the difference between the column 2 duty rate, previously
applied to Chinese mushrooms, and the column 1 rate amounted to 45 percent

AVE. 2/

The trade complaint on menthol from China is still pending. After the
Commission made a preliminary determination that there is a reasonable
indication that the U.S. synthetic menthol industry is threatened with
material injury by imports of natural menthol from China (its finding with
respect to imports from Japan was negative), 3/ the investigation was
continued by the U.S. Department of Commerce, which issued a preliminary
finding, on the basis of its initial investigation, that the product is being

1/ Higher tariffs were imposed for a period of 3 years, during which the
rate will be reduced to 28 percent AVE in the second year and 23 percent AVE
in the third year. The tariff will then revert to its previous level. For a
discussion of this investigation and the rationale underlying the President's
choice of this form of import relief, see 24th Quarterly Report . . .,

. 43-45,
pp2/ The col. 2 tariff is 10 cents per pound plus 45 percent ad valorem, which
amounted to a duty of approximately 58 percent AVE on mushrooms imported from
China prior to Feb. 1, 1980.

3/ See 23d Quarterly Report . . ., p. 34.
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sold in the United States at less than fair value. Therefore, a final
investigation to determine whether material injury, or the threat of material
injury, to the domestic industry has resulted was instituted by the Commission
on January 12, 1981. 1/

The normalization of bilateral relations was accelerated following
congressional approval of the United States-China trade agreement. On the
basis of commitments made by the administration in August 1979, the remaining
steps were taken to extend both the financing facilities of the Export-Import
Bank of the United States (Eximbank) and the services of the Government-owned
Overseas Private Investment Corporation (OPIC) to China. Concurrently, over a
period of several months, changes were made in the regulations affecting
exports to China of goods that are controlled for reasons of national
security. As a result of these changes, the criteria used in granting
licenses for the export of military support equipment and dual-use goods and
technology to China are now more liberal than those applied to the Soviet
Union and other controlled countries. 2/

Without the Government-subsidized loans and loan guarantees provided by
the Eximbank, U.S. exporters remained at a disadvantage in competing in the
Chinese market against Japanese and European firms. In April, the same month
in which President Carter determined that extending Eximbank financing to
China was in the national interest, Eximbank officials made the first
preliminary loan commitment; the Chinese were reportedly unwilling to include
U.S. companies in a final contract unless the financing could be offered at
Eximbank's rate of interest, which is substantially lower than commercial
rates. The credit involved about $80 million in U.S. exports of steelmaking
equipment and technical services for use in constructing a cold-rolling mill
at Baoshan, outside Shanghai, as part of a project led by a West German
consortium. At that time the project was expected to involve imports by China
worth $500 million. This initial commitment was the only financing authorized
for China by the Eximbank in 1980, 3/ and the credit was not used. In
November, the Chinese announced they were postponing plans for a major portion
of the $5 billion Baoshan steel complex, including the cold-rolling mill for
which they had signed a contract with Wean United, Inc., the principal
participant in this part of the project. 4/

1/ The deadline for Commerce to make a final determination on the question
of sales at less than fair value has been extended from Mar. 23 to Apr. 22.
The Commission's final determination on the question of injury, which was
initially scheduled for May 6, has therefore been extended to June 5.

2/ For an account of this shift in U.S. policy and the more liberal
guidelines that now apply in granting validated export licenses for sales to
China, see 24th Quarterly Report . . ., pp. 38-40.

3/ See 23d Quarterly Report . . ., pp. 23-25. On Feb. 10, 1981, Eximbank
made its second preliminary loan commitment to China, involving $75 million in
exports of heavy electrical goods and services by two U.S. companies,
Westinghouse Electric Corp. and Combustion Engineering, Inc.

4/ In early 1981, work on the entire complex was halted. Japan and West
Germany were the major investors.

37



38

The current prospects for Eximbank support of U.S. exports to China are
limited. When China became eligible for credit, the Bank was already
experiencing difficulty allocating loans because of budgetary problems, and no
additional funds to accommodate this new commitment were authorized. Another
problem, and a major bilateral issue from China's point of view, is the credit
terms offered by Eximbank. Compared with the credit programs provided by the
official export credit agencies of the other major industrial countries with
which the United States must compete, Eximbank's interest rate on medium- and
long-term loans (8.75 percent) is generally higher, and the portion of an
export contract that it will normally support (65 percent) is lower. 1/ To
date, China's willingness to use Eximbank financing has been contingent upon
75-percent Bank support, which is offered only when the U.S. suppliers will
agree to draw upon their own resources to subsidize Eximbank credits. 2/

Extending the OPIC programs to China required legislation to amend the
Foreign Assistance Act of 1961, under which OPIC had been authorized. The act
included a provision prohibiting the extension of any assistance mandated by
this law to a Communist country, and it was previously amended in order to
provide the services of OPIC to Yugoslavia and Romania. An amendment to make
China eligible as well was passed by the Congress in July 1980 and signed by
President Carter on August 8. However, no services for China were instituted
until an operating agreement between OPIC and the Chinese Government was
reached; this agreement was signed on October 30.

OPIC functions primarily to insure U.S, companies against political risks
that may accompany direct investment in developing countries, such as currency
inconvertibility and losses owing to government expropriation, war, or
revolution. A major economic consideration in extending the insurance to
China was the current and anticipated U.S. involvement in mining development
and the construction of chemical plants, investments which have long payback
periods. However, OPIC insurance does not cover losses incurred as a result
of the indefinite deferment or cancellation of contracted work in
progress. 3/ In addition to providing political-risk insurance, OPIC makes
direct loans of up to $5 million for projects in developing countries and
guarantees loans of up to $50 million made by U.S. commercial banks. This
program is designed to support small U.S. businesses that are especially
vulnerable to losses they might incur in making investments that are large
relative to their size.

1/ "The most recent edition of the Report to the U.S. Congress on Export
Credit Competition and the Export-Import Bank of the United States was
published in October 1980 . . . . The conclusions of the analytical section
are that, in 1979, Eximbank was fully competitive only in the area of
short-term programs, least competitive in the area of medium-term financing
and marginally competitive in the area of long-term financing. It should be
stressed that these conclusions are based on 1979 activity alone. During
1980, various economic and financial trends have combined to reduce the Bank's
ability to offer fully competitive support, particularly in the medium- and
long-term areas." Eximbank Record, Vol. 5, No. 1, October-November 1980, p. 7.

2/ The two Eximbank commitments made to China have included arrangements for
the U.S. companies to finance 10 percent of the export contract, giving the
Chinese an effective rate of interest of 8.25 percent.

3/ In addition to the Baoshan steel complex project, the Chinese stopped
construction on all large-scale mining and petrochemical projects in February
1981. The U.S. companies holding contracts for these projects have been paid
for services already performed.
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As a Communist country, China is eligible for only one other major U.S.
Government-sponsored financing program--the credit guarantees of the Commodity
Credit Corporation (CCC). CCC credit guarantees are available to China under
a provision of the Agricultural Trade Act of 1978, 1/ but it has not used
them, probably because of the currently high level of U.S. interest rates.
This program (GSM-102) guarantees payment to U.S. banks for a large portion of
the risk that they assume in financing agricultural exports, but the
Government does not subsidize the credit extended. However, the Chinese may
wish to finance some of the grain that they will purchase from the United
States under a bilateral agreement reached in October 1980. This 4-year pact
applies to U.S. grain sales beginning in January 1981 and stipulates that
China will purchase between 6 million and 9 million metric tons annually,
which is expected to consist of approximately 80 percent wheat and 20 percent
corn. The U.S. Department of Agriculture has estimated that the sales pledged
under the agreement will amount to about $1 billion annually, or about 80
percent of the combined value of the 7.8 million metric tons of wheat and corn
that the United States exported to China in 1980.

To provide a forum for discussing current problems and outlining the
future course of bilateral relations, the United States-China Joint Economic
Commission held its first formal session in September. 2/ One of the
highlights of the meeting was the signing of four major bilateral agreements,
an event which-—after the series of programs and new trade regulations that
were put into effect for China during the first half of 1980--virtually
completed the economic normalization process. Although the agreement
controlling the quantity of Chinese textile products to be imported will
probably have the most significant short-term effect on trade, the other three
accords are expected to facilitate business between the United States and
China and improve trade relations. Two of the agreements cover commercial

transport--both civil air and maritime--and the third, the consular
convention, provides for the opening of additional consulates and an expansion

of the protections and services each country will extend to the citizens of
the other.

The air-transport accord authorizes a direct air route between China and
the United States for the first time since 1949. It will be serviced by
China's national airline, the Civil Aviation Administration of China (CAAC),
and, during the first 2 years of the agreement, by only one U.S. airline, Pan
American World Airways. The maritime transport pact designates the port
access of each country's ships to the other country's ports and stipulates
that each country will carry no less than one-third of the bilateral cargo.
Both agreements became effective on September 17, the date of the signing,
although direct air service was not initiated until early in 1981. 3/ Unlike

1/ Under sec. 402 of the Trade Act of 1974, a Communist country is legally
barred from eligibility for U.S. Government credits and credit guarantees
unless it has been granted MFN status. In order to grant CCC credits to China
in 1978, legislation was required to lift this restriction.

2/ See 24th Quarterly Report . . ., pp. 33-38.

3/ CAAC and Pan Am began scheduled service on Jan. 7 and Jan. 28,
respectively. For a more detailed description of these two agreements, see
24th Quarterly Report . . ., pp. 36-37.
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the other accords reached between the United States and China, the consular
convention is not an executive agreement, but a treaty, and requires Senate
approval before it can enter into force. The Department of State decided to
wait until the 97th Congress had convened before sending the agreement to the
Senate. 1/

The only major U.S. trade program not yet extended to China is the
Generalized System of Preferences (GSP), which provides for duty-free
treatment of specified semimanufactures and manufactures and certain
agricultural products imported by the United States from designated developing
countries. The United States-China trade agreement officially recognizes
China's status as a developing nation, and the Chinese have requested
admittance to the program. However, from the U.S. point of view, at least two
problems must be dealt with before further consideration can be given this
request.

First, at the present time, China has fulfilled two of the legal
requirements for receiving GSP treatment--MFN tariff status and membership in
the International Monetary Fund (IMF) 2/--but not a third requirement--
membership in the General Agreement on Tariffs and Trade (GATT). Second,
there has been growing concern in the Congress about the effect of the GSP
program on production and employment in the United States and, in conjunction,
a particular reluctance to extend any further reduction in U.S. duty rates to
the world's most populous country. 3/ If admitted to membership in the GATT,
the Chinese are expected to press more strongly for these benefits. The
United States is now the only one among the 20 countries offering preferential
tariff programs that has not granted China beneficiary status. 4/

1/ The consular convention was sent to the Foreign Relations Committee on
- Jan. 19, 1981, with a request that consideration of the agreement be given
priority.

2/ On Apr. 17, 1980, China was recognized as the official representative of
"China" in the IMF, and Taiwan's credentials were revoked. On May 15, a
similar procedure was followed in admitting China to membership in the World
Bank, for which membership in the IMF is a requirement. China appears to be
particularly interested in the low-cost financing of major development
projects that the World Bank can provide through its affiliate, the
International Development Association. See 23d Quarterly Report . . .,
pp. 21-23.

3/ The U.S. International Trade Commission is currently investigating the
probable economic effect on domestic industries of granting GSP status to
China. This investigation (No. 332-123) is scheduled for completion by July 1.

4/ China now receives preferential tariff treatment from Austria, Australia,
Canada, the ten-member European Community, Finland, Japan, New Zealand,
Norway, Sweden, and Switzerland. The preferences offered range from tariff
levels only slightly below the MFN rate to duty-free treatment of specified
products. Import-sensitive products are generally excluded from the benefits
or subject to strict ceilings.
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Before 1980, when MFN treatment was mutually extended and other bilateral
economic constraints were removed, neither the Chinese nor the U.S. Government
could greatly expand trade by promoting its exports. Du11ng the fall of 1980,
China held its first U.S. trade exhibition, which opened in San Francisco in
September and later in Chicago and New York; and in November the United States
held an exhibition in Beijing, the first official U.S. show in China since the
renewal of trade relationms.

Because China's show was aimed at modifying its national image and
improving relations with the U.S. public as well as building sales, the
products displayed ranged from antique treasures to industrial equipment based

upon recently acquired technology, with the primary emphasis on consumer
goods. Among the products in this group, there was a considerable range in
the quality, which was highest in labor-intensive items such as arts, crafts,
jewelry, embroidered linens, and hand-knotted carpets. Other items such as
women's dresses, men's suits, and fur apparel have not been traditionally
produced for the export market, and the styles were not well adapted to U.S.
consumer tastes. U.S. importers attending the exhibition also complained of
China's inflexible and, for some products, unrealistic prices, with no
allowance made for differences in product quality or delivery reliability,
another factor that is still a problem for U.S. buyers. 1/ Yet despite the
fact that some of the machine-made products, especially heavy industrial
equipment, were of lower quality or less technically advanced than similar
domestically produced goods or those of other foreign suppliers to the U.S.
market, the exhibition demonstrated that the Chinese are making progress in
modernizing their economy.

The U.S. exhibition in Beijing was directed primarily to promoting
exports of the technology and equipment that were expected to meet China's
current pr10r1t1es for economic development. The products displayed by the
254 companies represented at the show covered five general categories:
agriculture, power generation and distribution, light industry (including
textile and consumer goods manufacturing), oil exploration and drilling, and
transport (air, water, rail, and highway). While the exhibition clearly
demonstrated U.S. capability for providing the Chinese with the types of
industrial equipment and services they now need to speed their modernizationm,
sales made at the show totaled only $5.7 million. Contracts were reportedly
also signed for more than $15 million in sales that had been negotiated before
the exhibition opened; however, a large portion of this total consisted of a
contract for three aircraft that the Cessna Aircraft Co. had negotiated. g/

The steps taken by the United States in 1980 to remove bilateral economic
constraints and improve U.S.-Chinese trade relations were paralleled by the
emergence of new problems within China and a reassessment of its modernization
program. An inflationary trend, continuing deficits in the national budget,
excessive and inefficient investment in the capital structure, unemployment,
and energy shortages converged to force a retrenchment in development plans.

A shortage of foreign exchange placed added pressure on the economy, and
despite efforts to limit borrowing abroad, China was beginning to accumulate a
sizable foreign debt by 1980. During the Fifth National People's Congress,
held in August and September, the original 10-year plan (1976-85) was
officially abandoned in favor of a 5-year plan to bring the economy through to
1985. This program will be incorporated into a new 10-year plan (1981-96).

1/ Journal of Commerce, Nov. 8, 1980, p. 33.
2/ Business China, Dec. 17, 1980, pp. 188-89.
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The 1980 reassessment was not the first that China had undertaken since
launching a four-sector program--agriculture, industry, defense, and science
and technology--to modernize the economy by the year 2000. In 1978, less than
a year after the program was underway, cost considerations and production
bottlenecks led to a reevaluation of priorities. The 3-year (1979-81)
read justment program downgraded the development of high-cost, capital-
intensive industries that were unlikely to generate profits for 10 to 15 years
and favored moving ahead in the light industries. Particular emphasis was
placed upon boosting the production of textiles and other consumer goods that
could quickly increase China's earnings of foreign exchange and raise living
standards.

The new program announced at the recent National People's Congress not
only reinforces the earlier reassessment of national investment priorities,
but confirms a marked shift away from heavy industries, including those
related to energy, and a cutback in defense expenditures. Even greater weight
will be given to the development of light industries and agriculture, but the
goal of early agricultural mechanization on a large scale was also discarded
in 1980 in favor of introducing farm machinery in a few selected provinces.
Given its huge population but weak economic base, China will focus upon the
more intensive use of its abundant labor supply.

Capital investment will be limited to building the infrastructure. After
realizing that they lack the transport facilities needed for the large-scale
introduction of foreign investment, the Chinese have already moved ahead in
the development of ports, shipping lines, roads, railroads, and international
air services. The communications system is another weakness in the
infrastructure and has been accorded investment priority. The development of
the energy sector will continue, but China will delay the heavy capital
investment required for substantially increasing petroleum production and will
concentrate on raising coal output, both for domestic use and to increase
export earnings.

China's foreign trade policy for 1980 was to reduce its merchandise trade
deficit, which totaled $2.1 billion in 1979. The preliminary figures indicate
that the effort has paid off; exports increased sharply, and the Chinese cut
back substantially on imports, China's two-way trade was $36.4 billion, up
~ 20.7 percent from 1979, with exports of $17.9 billion, up 27 percent, and
imports of $18.5 billion, up 14 percent. China's overall deficit of $533
million was in marked contrast to its $2.7 billion bilateral trade deficit
with the United States. The impact of decelerating imports was most apparent
in trade with Japan, its largest trading partner. On the other hand, China's
grain and cotton imports increased sharply and were the principal factor
responsible for the substantially higher level of U.S.-Chinese trade.

U.S. exports

The value of U.S. exports to China reached $3.7 billion in 1980, up $2
billion from 1979, with agricultural products accounting for $2.2 billion,
nearly 60 percent of the total. Five items accounted for virtually all the
farm exports: wheat, corn (table 16, SITC Section 0, and table A-3), cottonm,
soybeans (under SITC Section 2), and soybean oil (under SITC Section 4).
combined export value of this group of products increased 123 percent over
sales in 1979, while nonagricultural exports to China increased 112 percent.
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Among the nonfarm exports, substantial increases were reported in shipments of
raw or semiprocessed materials, for use as inputs in China's textile and other
consumer-goods industries, and in chemicals, largely for use in raising the
level of agricultural production in China. Sales of high-technology machinery
and transport equipment (represented in table 16 under SITC Section 7)
increased only 57 percent, compared with the l46-percent increase in this
export category in 1979.

China was the largest customer for U.S. exports of both wheat and cotton
in 1980. 1Its purchases of wheat increased almost fourfold, to $1 billion or
28 percent of all exports to China and 16 percent of the total value of U.S.
wheat exports last year. Cotton exports totaled $702 million, almost double
the value of Chinese purchases in 1979. With this sharp increase in demand,
China accounted for about 24 percent of the total quantity and value of U.S.
cotton exports. The demand apparently stemmed from the decision to invest
more heavily in the production of textile products; in addition, cotton has
benefited from the rising cost of the petroleum-based synthetic fibers.
Together, wheat and cotton constituted 45.4 percent of the value of U.S.
exports to China in 1980.

The rise in wheat exports in 1980 appears to have been partly the result
of a smaller harvest than the one in 1979, when better weather conditions in
China reportedly produced a record grain crop. 1/ Another and increasingly
important factor was the recent shift in the Chinese Government's agricultural
policy, which was probably the major reason for the growth in U.S. grain
exports to China in the past 3 years. Less acreage is now being allocated to
grain and is being used instead for industrial cash crops, including crops for
export, for which the soil and climate are also better suited: peanuts, sugar
beets, cotton, oilseeds, silk cocoons, tea. The diversification program was
accelerated in 1979 and again in 1980. As a result, with decreasing emphasis
placed on grain production, China's wheat and other grain imports should
remain at a high level. The other major grain suppliers to China are Canada,
Australia, and Argentina. Under the new 4-year U.S.-Chinese grain agreement,
the United States appears to be assured a considerable portion of this market.

U.S. cotton exports to China are also expected to continue and may
increase substantially. The Chinese are expanding the acreage they devote to
growing cotton, but the rate of increase in domestic output is falling far
short of the demand under a Government policy of promoting the production of
cotton and cotton-blend products. Although China is now the world's largest
producer of textiles, a further expansion of mill capacity is expected to
generate a higher level of economic growth, to increase export earnings, and,
primarily, to raise the standard of living of the nearly 1 billion Chinese
people. China's choice of the United States as the major source of imported
cotton was apparently based on the quality of U.S. cotton and the potential

for output in the United States to expand in response to a substantial
increase in demand.

U.S. exports of corn to China declined to $225 million, or 1.7 million
metric tons, in 1980, compared with sales of $269 million, or 2.4 million
metric tons, in 1979, when the quantity of U.S. corn exported to China
exceeded the quantity of wheat: only 1.6 million metric tons of wheat was
exported in 1979, compared with 6.1 million metric toms in 1980. The higher
grice of the corn exported to China in 1980, as represented by a 20-percent,,
increase in the unit value relative to that reported for 1979, may have
contributed to the decline in its purchase; the substitution of high-protein
soybeans for the relatively more expensive corn may have been another factor.

1/ U.S. Department of Agriculture, Foreign Agricultural Service, Foreign

Agriculture, March 1980, pp. 8-9.



44

In 1980, exports of soybeans to China increased by approximately 45
percent in value, to $155 million, and by 47 percent in quantity, to 0.6
million metric tons. China traditionally exported soybeans, but has been
importing increasing amounts of both soybeans and soybean o0il in recent
years. As the Chinese cut back the acreage used for grain production, they
are also developing a modern livestock industry. The demand for meat and
dairy products is already growing, and if the per capita consumption of these
products by China's huge population continues to increase, the demand for feed
grains and protein feeds will probably have to be met through expanded
imports.

Exports to China of crude materials (SITC Section 2) amounted to $1.2
billion, more than double their value in 1979. The category included five of
the leading items (table A-3): cotton and soybeans, which accounted for 72
percent of the value of exports in this group; polyester fibers, which ranked
fourth in value of sales; and logs and wood pulp, which the United States sold
to China for the first time last year.

China's imports of polyester fibers from the United States were up
sharply in 1980, increasing by 222 percent in value compared with imports in
1979, substantially more than the 73-percent increase in total U.S. exports of
this item. The Chinese have become the largest customers of U.S. manmade
fibers, which they use in manufacturing synthetic textiles and cotton or wool
blends. In addition to exports of polyester fibers worth $183 million, U.S.
sales to China included nylon, acrylic, and other noncellulosic fibers ($11
million) and polyester and other manmade filaments and strips ($5 million).
The Chinese also bought synthetic yarns valued at $62 million (under SITC
Section 6). The combined value of China's purchases, approximately $260
million, accounted for 18 percent of all manmade fibers (including yarns)
exported by the United States in 1980.

Cotton, soybeans, and manmade fibers (including filaments and waste)
constituted about 90 percent of the crude materials that the United States
shipped to China in 1980. The export of logs is noteworthy because it
represents China's entry into this U.S. market. The timing of the entry was
opportune: the timber companies of the Pacific Northwest, with which the
Chinese negotiated the export contracts, reportedly had large inventories in
1980 owing to the depressed housing market in the United States and a cutback
in purchases of timber by Japan. However, with China's purchases of logs
amounting to only $40 million in 1980, 1/ the extent to which the U.S.
companies will be able to benefit from this potentially significant export
market is unknown. The Chinese do not have modern machinery for handling the
logs, 2/ and their sawmills are able to process only limited sizes and species
of trees. 1In addition, there is some concern in the United States that China
will continue to buy only logs, rather than lumber; extensive exports of whole
logs to China could depress production levels in the U.S. lumber mills and
deprive their workers of jobs.

1/ In addition to the $34.3 million in Douglas-fir logs shown in table A-3,
U.S. exports to China included $5.6 million in Western hemlock logs.

2/ Because of the problems involved in unloading the logs in Chinese ports,
Weyerhauser Co. shipped two hydraulic log-loading machines to China, together

with a team to train Chinese operators (Washington Post, Nov. 27, 1980, p. D3Zi
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Chemicals (SITC Section 5) were another category in which U.S. exports to
China increased substantially in 1980. Fertilizers led in sales, accounting
for nearly 40 percent of the exports to China in this category. The largest
increase was in diammonium phosphate fertilizer (table A-3), with the value of
exports to China growing from less than $4 million in 1979 to $85 million in
1980. Sales of concentrated superphosphates were also up considerably, from
$14 million in 1979 to $30 million in 1980. The increase in exports probably
occurred in part because the Chinese shifted their source of supply: there
was a marked reduction in China's imports of chemical fertilizers from Japan
in 1980. U.S. exports of insecticides to China also increased, from $4
million in 1979 to $26 million in 1980, as did sales of resins. The leading
item of this type was unsaturated polyester resins, exports of which amounted
to $51 million in 1980, more than double their 1979 value. 1/

Most of China's purchases of manufactured goods classified by chief
material (SITC Section 6) consisted of two types of products: paper and
paperboard and yarns and textile fabrics. Unbleached kraft linerboard was
among the top 10 exports to China in 1980, with sales amounting to $80
million, compared with $2.5 million in 1979. The Chinese substantially
increased their purchases of U.S. paper and paperboard products in 1980,
buying most of these items for the first time. Other first-time purchases
included yarns and fabrics. In addition to the rise in U.S. exports of yarns
(noted above), sales to China of both woven and knit fabrics increased in
1980. U.S. exports of fabrics to China amounted to about $65 million.

Exports of machinery and transport equipment (SITC Section 7) increased
to $358 million, or by 57 percent. This relatively small increase in
sales—-after a l46-percent increase from 1978 to 1979--reflected China's
initial readjustment program, which began in 1979, and the further
reassessment of investment priorities, which was officially announced in
September 1980. The Chinese made most of their commitments to invest in
capital-intensive industries in 1978, leading to a surge in their imports of
U.S. machinery and other high-technology goods in 1979. 1In 1980, however,
they purchased only a few selected items of this type from U.S. companies.

Aircraft sales, which amounted to $162 million, accounted for 45 percent
of the value of all machinery and transport equipment that the United States
sold to China in 1980. The Chinese purchased three Boeing 747 wide-body jets
for use on international routes between Beijing and Paris, Karachi, and Tokyo,
and, beginning in January 1981, between Beijing and U.S. cities. U.S. exports
of other transport equipment and parts totaled $23 million, down from $40
million in 1979, and consisted largely of special-purpose vehicles, trucks and
truck tractors, and agricultural tractors and parts. Exports of parts of oil
and gas field drilling machines accounted for another $23 million in 1980, but
also declined sharply from 1979, when this item accounted for $54 million in
U.S. sales. Computer items, such as data processing machines and parts, were
the only products in this category showing any notable rise in U.S. exports.
Total sales were small in 1980, amounting to $29 million for all items, but
are likely to continue to increase despite the current retrenchment in the
Chinese economy. The more liberal criteria that now apply in granting 1.S.
licenses to export high-technology goods to China did not become effective
until July 1980, and the Chinese have expressed a particular interest in 45
computers.

1/ Unsaturated polyester resins are plastics resins used in nontextile
applications. The saturated type is used in making textile fibers.
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U.S. imports

The value of U.S. imports from China reached $1 billion in 1980, a rise
of 89 percent over imports in 1979. Petroleum and textile imports contributed
to the increase, as in 1979, while U.S. purchases of crude materials,
chemicals, and materials classified by chief material also increased
substantially., The increase in these three categories reflected both the
higher value of some purchases for industrial use and a further
diversification of products imported for this purpose.

Imports of crude materials (table 16, SITC Section 2) from China
increased 94 percent from $65 million in 1979 to $126 million in 1980.
Approximately 70 percent of the increase was attributable to five items (table
A-4): feathers, licorice root, natural barium sulfate, tungsten ore, and
calcined bauxite.

The largest increases were in sorted feathers and natural barium
sulfate., Imports of each of these items increased about 155 percent and
amounted to $19 million in 1980. Among the factors contributing to larger
imports of feathers were the popularity of 'down" coats, jackets, and other
apparel in 1980 and a strong demand for other uses such as in pillows,
comforters, and sleeping bags. Most of these items contain varying
percentages of feathers combined with down. In conjunction with the rise in
demand, the supply of feathers and downs from China also increased. The
Chinese had been exporting only a limited amount and were using much of their
supply to manufacture apparel for export, in an effort to increase earnings by
adding to the value of the product entering foreign markets. After declining
from $25 million in 1978 to only $9 million in 1979, the combined imports of
feathers and downs from China were $24 million in 1980, accounting for 36
percent of the value and 50 percent of the quantity of U.S. imports of these
items. Increased imports of natural barium sulfate from China also reflected
a recent rise in U.S. demand. Barium sulfate is used as a weighting agent in
drilling mud, which is now used extensively in drilling oil wells. The
reported number of oil well drillings in the United States reached a record
level in 1980.

Bauxite from China was used extensively in this country for the first
time in 1980; imports increased from $2.5 million in 1979 to $10.4 million
last year. The refractory-grade bauxite used in the United States was
purchased primarily from Guyana prior to 1979, when Chinese bauxite was
introduced. A long-term agreement has been reached between a U.S. company and
the Chinese Government under which the United States will import a minimum of
150,000 long tons of bauxite from China annually, beginning in 1981; imports
amounted to 109,268 long tons in 1980.

The composition of U.S. petroleum imports from China (SITC Section 3)
changed in 1980 from 1979, the first year in which the United States bought
crude petroleum and petroleum products from China. Imports of gasoline
increased to $82 million, about 4 times their 1979 value, while U.S. purchases
of the naphtha derivatives were $31 million, 10 times their previous level.

On the other hand, imports of crude petroleum from China declined from $72
million in 1979 to $19 million in 1980, or 74 percent. The Chinese are
promoting the export of petroleum products as one means of coping with twoyg
conflicting problems: a shortage of foreign exchange and a shortage of energy
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for domestic needs. By selling primarily the more expensive petroleum
products, instead of crude petroleum, they can realize higher foreign-exchange
earnings while limiting their exports. Until China undertakes the long-term
capital-intensive investment required to explore for oil offshore, the rate of
growth of its petroleum industry is expected to be negligible.

Chemical imports (SITC Section 5) were $102 million, up 90 percent from
the 1979 level. Fireworks and ammonium molybdate, with the import value of
each amounting to $23 million in 1980, were the leading U.S. purchases in this
category. Ammonium molybdate is principally used to produce molybdenum metal,
which in turn is used to alloy steel and other metals. Other chemical imports
included antimony oxide ($6 million), used in flame-proofing papers, textiles,
and plastics; and menthol ($5 million), which is currently the subject of an
investigation of less than fair value sales (described earlier in this
section).

, The largest increase occurred in imports of manufactured goods classified

by chief material (SITC Section 6). Imports reached $232 million,
representing an increase of 182 percent from the 1979 level, primarily because
of the larger U.S. purchases of textile products (floor coverings and fabrics
are included in this category, but apparel is not) and metals.

Imports of hand-knotted wool carpets were valued at $36 million in 1980,
compared with $5 million in 1979. China was the second leading supplier of
oriental floor coverings to the U.S. market, following India but outranking
Pakistan and Iran. The factor that was probably most responsible for this
substantial increase in imports was the extension of MFN treatment to China's
products in February 1980: the column 2 tariff of 45 percent ad valorem that
previously applied to hand-knotted carpets from China was highly restrictive
compared with the 8-percent MFN duty rate. 1/

U.S. purchases of woven fabrics from China amounted to $55 million in
1980, more than double their value in 1979, when these imports had declined to
$26 million from $40 million in 1978. The value of cotton printcloth, the
leading fabric import from China, was only $14 million in 1979, down from $20
million in 1978; it increased to $21 million in 1980. Fabrics are not subject
to quantitative import limits under the textile agreement signed on September
17, but the United States may request a consultation with China if any of
these imports threaten to disrupt the U.S. market.

China became a new U.S. source of titanium sponge metal in 1980, when the
Soviet Union temporarily withdrew from the export market. Prior to China's
entry into the market, Japan and the U.S.S.R. were the major U.S. sources of
the metal in the form of titanium sponge, so called because the titanium ore
comes out of the reduction process full of holes. The ore is also imported
into the United States from Australia, the principal source. Only high-grade
ore and sponge are used in producing titanium metal in this

1/ As a result of the multilateral trade negotiations, the MFN rate of duty
that applies to hand-knotted carpets (TSUS item 360.15) was subject to staged
reductions. The rate was reduced from 11 percent ad valorem to 8 percent ad
valorem effective Jan. 1, 1980, and further reduced to 5.1 percent ad vgjorem
effective Jan. 1, 1981.
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country, 1/ and the quality of the Chinese material reportedly equals other
high-quality imports. Imports of titanium sponge from China amounted to $16
million, or 1.6 million pounds, in 1980. The United States also imported some
waste and scrap and small amounts of the ore from China in 1980, for a total
import value of $25 million, giving China a 23-percent share of all U.S.
titanium imports in that year. U.S. purchases of titanium sponge metal from
China are expected to continue and may increase considerably, since the
consumption of titanium metal, which is used primarily in the manufacture of
aircraft, could rise markedly if defense expenditures increase.

Tin was the only other metal the United States imported in substantial
quantity from China in 1980. Imports were $14 million in 1980, representing
an increase of 416 percent from 1979, when the U.S. purchases were extremely
small. Tin has customarily been a leading U.S. import from China, amounting
to $12 million in 1977 and $15 million in 1978 compared with only $3 million
in 1979. China is not, however, a major U.S. source of tin and accounted for
only 1.8 percent of the value of the U.S. tin imports in 1980.

Miscellaneous manufactured articles (SITC Section 8) amounted to
$379 million in 1980, accounting for 37 percent of total imports from China,
after almost doubling in 1979. The major imports included clothing, antiques,
baskets and other woven accessory items, and footwear. Metal coins were also
a significant item in this category in 1980: although customarily negligible,
U.S. purchases amounted to $21 million. The Chinese have been producing
commemorative coins for export as part of the effort to increase their
foreign-exchange earnings.

Apparel and accessories (gloves, handkerchiefs, and scarves) accounted
for 60 percent of the miscellaneous manufactures imported from China in 1980.
The reported value of the clothing imports was $223 million, up from $113
million in 1979. However, because certain import-sensitive items of apparel
have been subject to quantitative restrictions since May 1979, 2/ the data for
1980 include some clothing that was released from U.S. customs warehouses
after being placed in bond upon entering the United States in 1979. 3/ 1In the
last half of 1980, and particularly during the fourth quarter, imports of
apparel from China were substantially below their previous levels. The
apparent slowing of imports since the United States—China textile agreement
was initialed last July (it was signed on September 17) indicates that the
Chinese are now controlling their exports of clothing to the United States in
an effort to abide with the quantitative import levels agreed upon in the
accord.

1/ The United States has abundant supplies of low-grade titanium ore, but
uses the high-grade ore to produce titanium metal because the process is
simpler and creates less waste.

2/ Unilateral quotas were applied to the following items effective June 1,
1979: cotton gloves, women's cotton knit shirts, men's woven cotton shirts,
men's and women's cotton trousers, and men's and women's manmade-fiber
sweaters. When a textile agreement could not be reached in October 1979,
quotas were applied to two additional items: women's woven cotton blouses and
women's manmade-fiber coats. All these items except manmade-fiber coats are
now subject to specified levels of trade established under the bilateral 48
agreement.

3/ Imports that are placed in bond because they exceed quota limits are
included in the data on imports for consumption when released from U.S.
customs warehouses.
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U.S.S.R.

Before 1980 the Soviet Union had consistently been the major NME trading
partner of the United States. However, U.S.-Soviet trade suffered a serious
setback in 1980, contributing to the displacement of the Soviet Union by China
as the principal U.S. trading partner among NME's.

In 1980, two-way trade between the United States and the Soviet Union
declined from $4.5 billion in 1979 to $1.9 billion, making the Soviet Union
the second largest U.S. trading partner in the NME group. Since U.S. exports
account for over three-fourths of two-way trade, their 58-percent decline in
1980 cut deeply into the U.S. trade surplus with the U.S.S.R., reducing it
from $2.7 billion in 1979 to $1.1 billion in 1980. Meanwhile, U.S. imports
from the Soviet Union also declined to less than half their value in 1979.
Exports shrank in response to the various trade sanctions the United States
put into effect early in the year against the U.S.S.R., especially the
partial embargo on grain shipments to the Soviet Union. The decline in
imports resulted predominantly from the reduction of gold exports by the
Soviets.

In response to the Soviet invasion of Afghanistan, President Carter
suspended a significant part of U.S. exports to the Soviet Union on January &,
1980. His orders were directed, in large measure, at Soviet attempts to ‘
upgrade their politically sensitive feed and livestock sector. This sector
was particularly vulnerable to restrictions on imports because of the poor
Soviet grain crop of 1979. 1In addition, he aimed at curtailing Soviet access
to high-technology and other items of strategic significance. Subsequent
regulations of the U.S. Government more closely identified the major commodity
classes to be barred from export to the Soviet Union for an indefinite time or
to be subject to a case-by-case licensing review; the regulations specified
the procedures to be used in implementing the new export control policy. 1/

In January 1981 the outgoing administration extended the export controls for
another year.

U.S.-Soviet commercial relations as well as actual trade were adversely
affected by the Soviet invasion of Afghanistan. Previously scheduled events,
such as trade exhibits and a meeting of the Cabinet-level Joint United
States-U.S.S.R. Commercial Commission, were postponed or cancelled. Yet the
institutional structure of U.S.-Soviet trade relations has not been
dismantled. In August, agricultural officials of the two countries resumed
consultations on permissible grain transactions--the first official contacts
since President Carter originally ordered economic sanctions.

Business contacts between U.S. companies and Soviet officials have
largely been maintained, but uncertainty about the trade policy of both
Governments depressed business activity. It was reported in May that the
overall workload of U.S. firms in Moscow had fallen by some 50 percent. 2/

Declining trade with the United States in 1980 was in contrast to
continued growth in Soviet trade with other Western countries. In
January~September the share of total Soviet foreign trade with the indusEE}al

1/ See the 22d, 23d and 24th quarterly reports for discussions of the trade
sanctions against the Soviet Union and the various trade and other
implications of such measures.

2/ Business Eastern Europe, May 23, 1980, vol. IX, p. 161.
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West increased from 31 to 33 percent over that in the corresponding period of
1979. 1/ 1In contrast, the U.S. share in Soviet foreign trade declined from
3.4 percent to l.4 percent, respectively.

Imports from the West, consisting mainly of agricultural products from
the United States, Argentina, Canada, and Australia and machinery and pipes
and other steel products from Western Europe, rose 26 percent in value in
1980. The value of Soviet exports to the West increased even faster,
propelled by sharp rises in the world price of petroleum and other minerals;
as a result, the Soviet Union could cut back on the quantity of such
exports. 2/ According to Soviet statistics, the trade deficit with the West
virtually disappeared in January-September 1980. 3/ The Soviets were
successful in maintaining a hard-currency surplus on current account, which
allowed them to curtail their gold sales sharply during the year. According
to Soviet concepts of national accounting, gold is not part of merchandise
trade.

The terms of trade for the Soviets were favorable in both 1979 and 1980;
however, their dependence on food and animal feed also increased. The Soviet
harvest failure of 1979 was followed by another mediocre harvest in 1980. The
official U.S.S.R. crop estimate for 1980 was reported at 189.2 million metric
tons--almost 46 million below the annual target. 4/ This crop is not
significantly higher than the drought-ravaged one of 1979, and lower than the
average of 195 million tons which the Soviet Union produced over the past 5
years. The U.S. measures directed against the Soviet feed-livestock complex
take on added significance in the light of this new harvest failure. 5/

Crops of potatoes--the mainstay of the Soviet diet and an important hog
feed—-were the worst since 1962. A decline in Soviet meat and milk
production, and worker discontent stemming from food shortages, were already
reported in earlier issues of this series. 6/ Soviet President Brezhnev
publicly admitted the shortages of food and consumer products in his speech
delivered to the Communist Party's Central Committee in October 1980, and
later, in his televised new year's message to the nation. Western experts
predict that the new harvest failure will cause continued severe food
shortages in the U.S.S.R.; such shortages might not be averted, even if the
United States lifts the embargo in 1981. 7/

1/ Foreign Trade (a monthly magazine published by the U.S.S.R. Ministry of
Foreign Trade), Statistical Supplement, November 1980.

2/ 1Ibid.

3/ U.S. Government experts, on the other hand, concluded that the Soviet
trade deficit widened somewhat in this period, compared with January-September
1979, as Soviet hard-currency outlays for grain, soybeans, sugar, and meat
outpaced the increase in Soviet hard-currency exports.

4/ U.S. Department of Agriculture, FG-6-81 and FG-7-81, February 1981.

5/ See "U.S. exports", below.

6/ 23d Quarterly Report. . ., p. 41, and 24th Quarterly Report. . ., p. 30.

7/ Journal of Commerce, Dec. 5, 1980, p. 11.
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Recently published Soviet information on the fulfillment of the 1980 plan
indicates that overall agricultural output was 2 percent less than in 1979.
Heavy Soviet reliance on imports of food and animal feed is therefore bound to
continue, thus causing such imports to compete for hard-currency with high-
technology items. As before, the necessary foreign exchange will be provided
principally by Soviet natural resources.

Apparently the Soviets now aim at replacing crude oil with natural gas as
the major foreign-exchange earner. The most ambitious target in the recently
published guidelines for the llth 5-year plan (FYP) (1981-85) is in the area
of gas production, which is planned to reach 600 billion to 640 billion cubic

meters by 1985, up from the 435 billion cubic meters expected for 1980. 1/

Under a proposed countertrade agreement, 2/ Western European countries
will construct a pipeline which will transport gas from Siberia to European
countries. The pipeline is one of the major projects outlined in the draft of
the llth FYP, and the proposal calls for massive Western financing, which is .
currently in the negotiating stage. The Carter administration had authorized
U.S. companies to take part in negotiations on supplying the planned .
pipeline. Whether or not this important project will indeed have implications
for U.S.-Soviet trade remains questlonable. Ultlmately, this will depend on
the results of the U.S. Government's current review of the broad subject of
U.S.-Soviet economic relatioms. »

In contrast to the ambitious plans for natural gas production, the target
for crude oil output in the draft FYP is 620 million to 645 million tons by
1985, 3/ only a slight increase from 1976-80 levels. This bears out earlier
assessments by U.S. Government experts, predicting a slowdown in the growth of
Soviet petroleum production. 4/ With expanding domestic and Eastern European
demands for Soviet crude 011, the role of this item as a major hard-currency
earner for the Soviet Union is clearly diminishing.

The volume of petroleum exports to the West was already reduced in 1980,
with France expected to be the only Western country maintaining previous
levels of such imports from the Soviet Union. 5/ Petroleum output in 1980 was
expected to amount to 603 million tons. As before, the industry

1/ Foreign Broadcast Information Service, Daily Report, (Soviet Union),
‘"Draft Guidelines for 1981- 85," Dec. 4, 1981, p. Sl.
2/ "Countertrade" is a general term, often used synonymously w1th
"compensation agreements." A countertrade agreement is a transaction in whrch
a seller provides a buyer with deliveries (e.g., technology, know-how,
finished products, machinery, and equipment) and contractually agrees to
purchase goods from the buyer in an amount equal to the original sales
contract value or an agreed—upon percentage thereof. In the context of °
East-West trade, the seller is generally the Western party and the buyer the
Eastern party.
3/ Foreign Broadcast Informatlon Service, Daily Report (Sov1et Union), Dec.
8, 1980, p. S3.
4/ See discussion on oil- and gas-drilling equipment in the 20th Quarterly

Report. . ., p. 27.
5/ Journal of Commerce, Dec. 16, 1980, p. 34. 51
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continued to be constrained during the year by a shortfall in skilled manpower
and sophisticated exploratory drilling equipment. The latter problem was

aggravated by the U.S. trade sanctions, which prohibited sales of technology
pertaining to crude oil exploration and production to the Soviet Union.

Overall, the guidelines of the 1lth FYP reflect lowered expectations on
the part of Soviet leadership. 1/ National income (the equivalent of gross
national product in Soviet accounting) is planned to increase by 18 to 20
percent over 5 years, compared with the 24- to 28-percent planned growth from
the 10th FYP., Industry is slated to grow by 26 to 28 percent, compared with
35 to 39 percent in the previous plan.

In response to the U.S. agricultural sanctions, the theme of
self-sufficiency was revived in the Soviet Union during the year. This is
reflected in the agricultural targets of the FYP, which appear more ambitious
than most of the other economic goals. The plan calls for increasing average
annual output of grain to 238 million to 243 million tons; this compares with
the 215 million to 220 million tons planned under the current FYP and--as
pointed out earlier--with the less than 200 million tons actually attained.
Growth is to come from higher yields, which are to be attained by using more
inputs (farm machinery, fertilizers, and so forth), and greater efficiency in
the application of such inputs. The allocation of investment funds is not
clearly stated in the llth FYP, but agriculture apparently shares priority
with energy production and exploration.

The plan's directives stipulate that 90 percent of the economic growth
must come from increases in labor productivity. Because of declining birth
rates, the expansion of the Soviet labor force can be counted on for only 10
percent of the growth.

The planned increase in real per capita income of 16 to 18 percent in the
new FYP contrasts with the 20- to 22-percent increase envisioned under the
previous FYP. For both producer and consumer goods, the planned rate of
growth is lower than in the previous plan, but the reduction in the rate is
less pronounced for consumer goods. Output of consumer goods is slated to-
grow somewhat faster than that of producer goods. This is unusual in Soviet
planning, and reflects the stated goal of the plan to provide a higher living
standard for the population. ‘

The 11th FYP contains significantly less statistical data than previous
plans, leaving important areas of economic development--most notably iron and
steel production--without specified targets. Unlike previous FYP's, there is
no target figure for the growth of foreign trade. The foreign-trade section
of the plan contains only very general statements, with no manifest
implications for trade with the West, much less for U.S.-Soviet trade.

1/ The following analysis is prepared from cables from the U.S. Embassy in
Moscow and unpublished background papers obtained from the Department of
Agriculture and the National Foreign Assessment Center.
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U.S. analysts generally believe that the Soviet leadership, while
apparently taking account of growing economic problems, continues to specify
unattainable targets, notably in the area of agriculture, gas production, and
consumer-related areas. They further believe that the gaps in the plan
reflect higher-than-normal uncertainties and/or disagreements on policymaking
levels. 1/

The draft plan discussed above is subject to review and public debate,
although few changes are expected. The 26th Congress of the Communist Party
in February had the authority for final approval. Although some implications
of the draft plan concerning U.S.-Soviet trade can be identified, prospects
for this trade will depend primarily on U.S. policy currently under review by
the new administration. Ultimately, these will be determined by U.S.-U.S.S.R.
relations, which, in turn, will depend to a large extent on Soviet actions.

U.S. exports

Restrictions of U.S. exports to the Soviet Union directly affected
agricultural commodities and phosphates (both relating to the feed-livestock
complex), high-technology and other items of strategic significance, and
exports intended for the 1980 summer Olympic games in Moscow. The Office of
Export Administration in the Department of Commerce was designated to
administer the licensing of exports under the new restrictions, with the
cooperation of other U.S. Government agencies—-the Departments of State,
Agriculture, and Defense, as applicable. Regulations developed to implement
the trade sanctions have been discussed in some detail in earlier reports. 2/

Total U.S. exports to the Soviet Union declined from $3.6 billion in 1979
to $1.5 billion in 1980, or by 58 percent. Exports in the categories affected
by the trade sanctions decreased by 63.5 percent, accounting collectively for
95 percent of the total decline (table 17). Agricultural commodities
continued to account for the major portion of U.S. exports to the Soviet
Union, although their share in the total dropped from 79 percent in 1979 to 69
percent in 1980. Table 18 compares exports in 1980 to preembargo exports in
1979 in each of the affected product classes, showing the steep reduction in
postembargo exports in each of these categories.

Grains.--In 1979, grains, valued at $2.2 billion, accounted for 62
percent of all U.S. exports to the Soviet Union and almost half of trade
between the two countries. U.S. shipments averaged from two-thirds to
three-fourths, by quantity, of all Soviet grain imports throughout the
1970's. U.S. grain exports to the Soviet Union developed into one of the most
important aspects of mutual relationms.

At the time the post-invasion trade restrictions became effective early
in 1980, 25 million tons of U.S. grains was authorized for export to the
Soviet Union. Of this amount, 22 million tons was under contract to be
delivered, and some had already been shipped. The partial grain embargo

1/ 1d. Also, Washington Post, Dec. 2, 1980, p. Al2, and statements by Dr.
Joseph Berliner at the Arden House Conference, Mar. 14, 1981.
2/ 224, 23d and 24th quarterly reports. 53
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halted further deliveries through September 30, 1980, except for the remainder
of the U.S. Government's commitment under the United States-U.S.S.R. grains
agreement to export up to 8 million tons of corn and wheat combined in any
"agreement year." 1/

In April 1980, deliveries reached the limit set by the partial grain
embargo; hence there were no U.S. grain shipments to the Soviet Union in the
third quarter of the year. Shipments resumed in October, with the beginning
of the fifth and last agreement year of the 5-year pact. At that time, the
U.S. Government was once more committed to allow the sales of up to 8 million
tons of U.S. grain to the Soviet Union through September 30, 1981, and the
Soviets acted quickly to place orders. In the fourth quarter of 1980, 3.2
million tons, or 40 percent of the 8 million tons allowed, was actually
shipped, bringing U.S. grain sales to the Soviet Union for the year to 6
million tons (4.2 million tons of corn and 1.8 million tons of wheat), 11
million tons less than in 1979.

The U.S. Government obtained the support of several grain-exporting
countries in the grain embargo: shortly after the embargo was announced,
Australia, Canada, and the European Community agreed not to replace any
shortfall in grain exports to the Soviet Union caused by the U.S. sanctions.
Argentina, a major grain producer, decided not to join the group, and
subsequently concluded a long-term agreement with the Soviet Union involving
sales of grains and other food items. The partial embargo of the United
States and the supporting countries triggered major changes in the pattern of
world grain trade, shifting U.S. sales to less traditional markets and Soviet
purchases to other sources.

At a November 1980 meeting of the major grain-exporting countries, the
Carter Administration requested that support for the embargo be maintained
until early 1981, pending review of the entire question by the new
~administration. Canada subsequently signed a contract with the Soviet Union

involving sales of 2.1 million tons of wheat and barley for delivery in
January-July 1981. .

Even after an entire year's experience, the effect of the grain embargo
on the availability of grain in the Soviet Union has continued to be a
controversial subject. Those in favor of revoking the embargo have
consistently argued that since the Soviet Union can replace U.S. grains from
other sources, the embargo is ineffective. Accordingly, assessments on the
role of the U.S. trade sanctions in current Soviet food shortages have varied;
they range from the sanctions' being considered a small, aggravating factor
for the Soviets to their being a major cause of Soviet food problems.

Previous reports in this series published in 1980 cited U.S. Department
of Agriculture (USDA) estimates that the grain embargo caused the Soviets a
shortfall of 6 million tons of grains in 1979/80 on a July-June marketing-year
basis, 2/ and a shortfall of 9 million tons on an October-September marketing-

1/ The bilateral grains supply agreement of 1975 was signed with the
objective of smoothing out the wide yearly fluctuations of Soviet grain
purchases from the United States. Under its terms, the Soviets agreed to
purchase and the United States agreed to sell from 6 million to 8 million tons
of U.S. wheat and corn combined per year in each agreement year (Oct. 1
through Sept. 30), from Oct. 1, 1976, to Sept. 30, 1981.

2/ 24th Quarterly Report. . ., p. 30.

56



57

year basis. 1/ However, these estimates conflicted with certain nongovernment
sources, many of which considered the shortfall negligible.

Although grain replacement opportunities for the Soviets turned out to be
better than originally expected, their reduced feed use in the latter half of
the year, heavier-than-normal slaughter of livestock, and declining numbers of
hog, sheep, and goats attested to a shortfall of grain. A decline in Soviet
production of milk, dairy products, and meat, a general scarcity of food, and
resulting worker discontent in the first half of the year have previously been
reported. 2/ Soviet statistics on meat and milk production continued to show
a decline in January-November 1980, compared with the corresponding period of
1979. 3/

Besides a shortage of livestock feed, ultimately resulting in food-supply
problems, the Soviet Union was apparently compelled to contend with an
unpredictable variety of foreign supplies delivered on an irregular schedule,
causing transportation problems as well. Moreover, it had to pay premium
prices for grain imports.

In view of an apparent depletion of Soviet grain reserves in 1979, and a
second consecutive poor Soviet grain harvest in 1980, the USDA expects
large-scale Soviet grain imports to continue. For the July-June marketing
year of 1980/81, USDA forecast these imports at 34.5 million tons. 4/ The
USDA considers it possible that the permissible grain sales of the United
States in the 1980/81 marketing year and bilateral arrangements made by the
Soviet Union with Argentina, Canada, Australia, and other suppliers could
cover most of these needs. 5/ It is noteworthy, however, that U.S. supplies
permissible under the United States-U.S.S.R. grain agreement would still
amount to almost a quarter of the estimated total.

U.S. farming interests were also adversely affected by the grain embargo;
its impact was especially evident in the first part of the year. 6/ The U.S.
Government took action to alleviate the farmers' losses by removing surplus
items created by the agricultural embargo from the market. These measures
included both direct purchases by the USDA and financial aid to farmers for
their participation in the farmer-owned-reserve program. Subsequently, the
prospects of U.S. grain producers improved notably, as the drought in the
United States and poor harvests in Argentina and Australia caused grain prices
to rise and the long-term outlook for export trade turned more favorable.
These developments reduced the burden of the grain sanctions on U.S. farmers.
Nonetheless, spokesmen for the farming community continue to deplore the
partial loss of the large Soviet market, to which they attribute a downward
pressure on prices. Some claim that only considerably increased grain prices
will allow them to remain profitable in view of the rising cost of items such
as fuel, fertilizers, equipment, and, most of all, high interest rates.

1/ 23d Quarterly Report. . ., p. 42.

2/ 23d Quarterly Report. . ., p. 41l.

3/ Foreign Broadcast Information Service, Daily Report (Soviet Union), Dec.
23, 1980, p. Tl.

4/ U.S. Department of Agriculture, Foreign Agricultural Circular FG-2-81,
Jan. 15, 1981, p. 1.

5/ Ibid. 57

6/ See 22d Quarterly Report. . ., p. 40, and 23d Quarterly Report. . .,
p. 43.
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Soybeans and soybean products.--The U.S. trade sanctions halted the
delivery of 1.3 million tons of soybeans and 400,000 tons of soybean meal
already under contract. Soybean sales in 1980 declined to 0.17 million metric
tons from 1.8 million metric tons in 1979, when they accounted for most of the
estimated Soviet imports. In the 1979/80 October-September soybean marketing
year, the U.S.S.R. was expected to import from 2 million to 2.5 million tons
of soybeans and soybean meal from the United States. There were no U.S.
exports in 1980 of soybean oil--one of the 20 leading export items to the
Soviet Union in 1979.

The Soviets were apparently successful in replacing most of the denied
U.S. supplies from other sources--Argentina, Brazil and Western Europe--but
disruptions probably occurred in their soybean supplies, as they did in grain
supplies, 1/

Because of poor Soviet grain and oilseed crops (primarily sunflower
seeds) in 1980, the USDA believes that Soviet demand for imported soybeans and
soybean meal will further increase. 2/

Phosphates.--On February 21, 1980, U.S. phosphate shipments to the Soviet
Union, including phosphate rock, phosphoric acid, and phosphate fertilizers,
- were placed under embargo for an indefinite period. To have continued to
supply these fertilizers for Soviet grain production would have conflicted
with the U.S. embargo on grains and soybeans directed against the Soviet
feed-livestock complex. Sales of phosphoric acid to the Soviet Union fell
from 542,949 short tons in 1979 to 74,391 short tons in 1980; the exports that
were shipped were delivered early in the year, before the phosphate embargo
was announced. 3/

Soviet purchases of U.S. phosphates had been in the form of
superphosphoric acid (SPA), of which the United States is the only major
exporter. Before the embargo, the U.S.S.R. was the second largest market for
these exports, which were based on a 20-year countertrade agreement concluded
between Occidental Petroleum Corp. of California and the Soviets on April 12,
1973. Occidental was to receive anhydrous ammonia, urea, and potash from the
Soviet Union and, in exchange, the Soviets were to be provided with SPA.

Foreign phosphates are especially critical for Soviet agriculture, as
agricultural soils in the Soviet Union are deficient in phosphorus. Phosphate
fertilizers account for a comparatively small part of Soviet fertilizer
production, which is dominated by nitrogen fertilizers. Soviet press comments
suggest phosphate supply problems during the latter half of 1980, and the
Soviets are reported to be actively involved in securing foreign sources of
phosphorous products to replace U.S. supplies.

1/ U.S. Department of Agriculture, "The U.S. Sales Suspension and Soviet
Agriculture", Supplement 1 to WAS-23, p. 13.

2/ Ibid.

3/ For a discussion of the embargo on U.S. phosphate exports to the Soviet
Union, see 22d Quarterly Report. . ., p. 52.

58



59

High technology.--In March 1980, President Carter announced that stricter
criteria would be applied in granting the validated export licenses necessary
to sell high-technology items to the Soviet Union. At that time, those items
subject to validated licenses for export to Communist countries--i.e., those
with prior approval of a particular shipment--had already been specified on a
list maintained by the U.S. Department of Commerce called the Commodity
Control List (CCL). Most items listed on the CCL also fall under multilateral
control-—the strategic control of the Coordinating Committee for Multilateral
Export Controls (cocoM). 1/ COCOM maintains lists of those items that member
nations agree not to sell to Communist nations unless permission is granted
unanimously after a request for an exception is made.

The most important element of the new U.S. policy was generally to
approve no exceptions from agreed COCOM controls on exports to the U.S.S.R.
In the period immediately preceding the invasion of Afghanistan, the United
States and Western European countries granted exceptions liberally. Other
COCOM countries have agreed to cooperate with the United States in its effort
to impose tighter restrictions on sales of high technology to the Soviet Union.

Stringent U.S. controls were aimed predominantly at exports representing
so called dual-use technology--that is, technology and equipment which, while
having legitimate civilian uses, have the potential for military
applications. A new CCL covering dual-use items was put into effect on June
25, reflecting the results of extensive negotiations carried on by the United
States and its COCOM allies. In the new list, greater emphasis has been
placed on controlling the exports of technology rather than goods. While it
permits the sale of numerous high-technology exports to Communist countries,
it restricts the export of design and other manufacturing know-how which might
enable these countries to reproduce the equipment or adapt it to other uses.

The new CCL is also better coordinated with existing multilateral
controls, as restrictions on items that were freely available from other
sources have been removed from the former list. Licensing requests for the
items on the CCL are being reviewed on a case-by-case basis. While the list
applies not only to the Soviet Union, but also to other Communist countries,
the criteria applicable to the Soviet Union are more stringent. Moreover, the
"no exception policy" applies only to the Soviet Union.

Table 18 shows that, in 1980, U.S. sales of oil- and gas-drilling
equipment and computers declined to 34 percent of their 1979 value.
Meanwhile, exports of "other high-technology items' declined only moderately.
Sales of all items defined as "high-technology" for the purposes of table 18
declined by half, from $234 million to $118 million.

Decisions of the U.S. Government on certain licensing requests became
controversial and drew criticism for perceived lack of consistency. The
entire subject is presently under consideration by the new administration as

part of a comprehensive review of the U.S. position concerning the trade
sanctions.

1/ COCOM is a multnational organization through which the United States and
its allies attempt to coordinate controls over the export of strateglc 59
materials and technology to Communist countries. Membership in COCOM consists

of all the members of North Atlantic Treaty Organization except Iceland, and
Japan.
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The U.S. ban on the transfer of important technology to the Soviet Union
caused some disruption in Soviet programs, and has introduced uncertainties
into the drafting of the 11lth FYP. 1/ An increase in Soviet imports from the
industrial West during the year suggests that Western technology continued to
be available to the Soviets, and that an undetermined amount of U.S. business
has been diverted to West Germany, France, and other developed countries.

Exports by SITC sections—-Table 17 shows U.S. exports to the Soviet Union
by one-digit SITC categories. Since over three-fourths of total exports to
the Soviet Union were affected by controls, U.S. sales have declined in all
but two minor categories: beverages and tobacco, and mineral fuels. Table
A-5 shows an increase in the exports of a few leading items unaffected by the
trade sanctions, such as calcined petroleum coke, almonds, and hops. Exports
~of machinery and transportation items to the Soviet Union declined as a group,
but sales of some of the items classified in this category increased (notably
- sales of tracklaying tractors) or entered the list of the 20 leading exports
in 1980 (notably tractor shovel loaders and precision grinding machines).

U.S. imports

Although U.S. imports from the Soviet Union were not directly affected by
the post-invasion trade sanctions, they declined to $430 million in 1980, half
- their value in 1979 (table 17). The single item responsible for the decline
was gold bullion. Imports of Soviet gold, which in 1978 and 1979 accounted
for well over half the total U.S. imports from the Soviet Union, dropped 84
percent in current dollars in 1980 from the value in 1979, even though their
average unit value more than doubled. The explanation lies in a precipitous
decline in the quantity of U.S. imports: 0.13 million troy ounces in 1980,
compared with 1.6 million troy ounces in 1979.

In recent years, the Soviets were able to reap windfall profits in world
markets from the sale of gold, as well as from the sale of some of their other
regularly exported natural resources, such as silver, platinum, diamonds,
petroleum, and natural gas. Since Soviet gold sales are apparently determined
by prevailing hard-currency requirements not sufficiently met by other
sources, soaring gold prices made it possible for the Soviets to continue
reducing their volume of gold exports. In 1980, analysts expected the Soviet
Union to market between 2.4 million and 2.9 million ounces of
gold--representing a sharp decline from the estimated 7.4 million ounces
exported in 1979 and from an average annual level of exports of 12.9 million
ounces for the previous 3 years. 2/ The Soviet Union ranks as the world's
second largest gold producer after the Republic of South Africa. Analysts
speculate that the Soviet Government is presently either rebuilding its
depleted gold reserves or withholding sales in the hope of giving stimulus to
further price increases. 3/

1/ U.S. Department of State, Bureau of Public Affairs, Export Restrictions
on U.S.S.R, Aug. 20, 1980, Current Policy series , No. 211.

2/ Wall Street Journal, Dec. 10, 1980, p. 35.

3/ "Soviet Gold,'" Mining Journal, London, Oct. 3, 1980, p. 265.
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Gold bullion is classified in SITC Section 9 (commodities and
transactions not elsewhere provided for). This was by far the dominant
category of imports from the U.S.S.R. in both 1978 and 1979, accounting for 54
and 63 percent of the total in those years, respectively. As a result of the
precipitous decline in gold imports, this SITC category has been displaced to
third position.

In 1980, U.S. imports from the Soviet Union other than of gold increased
from $324 million in 1979 to $345 million. Chemicals constituted the only
ma jor product category in which imports from the Soviet Union continued to
rise. Meanwhile, imports in the other two major sections—-manufactures
classified by chief material, and crude materials-—-declined. As a result, the
comodity composition of imports from the Soviet Union changed, with chemicals
becoming the leading group, followed by manufactures classified by chief
material, and miscellaneous products (mostly gold bullion).

Imports of Soviet chemicals more than doubled in current value, amounting
to $148 million. Two items were responsible: anhydrous ammonia and uranium
compounds, the latter purchased from the Soviets for the first time (table
A-6). 1In 1980, the United States imported 1.1 million short tons of ammonla,
68 percent more than in 1979 but less than expected. Ammonia became the
number one item from the Soviet Union.

At the end of 1979, and again in the early part of 1980, ammonia imports
from the Soviet Union faced possible restrictions by the U.S. Government. On
October 11, 1979, the U.S. International Trade Commission, acting under
section 406 of the Trade Act of 1974 and in response to a petition for import
relief, determined by a 3-to-2 vote that market disruption existed, i.e., that
imports of ammonia from the U.S.S.R. were increasing rapidly so as to be a
significant cause of material injury or the threat thereof to the domestic
producers of ammonia, and recommended that the President impose a quota of 1
million short tons for 1980 and somewhat higher quotas for each of the 2
subsequent years. 1/ However, on December 11, 1979, the President decided
against restricting ammonia imports on the grounds that quotas were 'mot in
the national economic interest,'" in part because "it is critical that farmers
have access to sufficient fertilizer supplies at reasonable prices."

Following the Soviet intervention in Afghanistan, the President took
emergency action under section 406(c) of the Trade Act of 1974 and announced
on January 18, 1980, that ammonia imports from the Soviet Union would be
limited to 1 million short tons in 1980 rather than the 1.4 million short tons
which had been expected. The President also requested that the U.S.
International Trade Commission begin another investigation on the issue of
market disruption. By a 3-to-2 vote on March 20, 1980, the Commission
announced that market disruption did not exist, nullifying the quota
previously imposed by the President. 2/

1/ Voting for the f1nd1ng of market disruption were then Chairman Joseph O.
Parker, Commissioner Catherine Bedell, and Commissioner George M. Moore. ‘
Voting in the negative were then Vice Chairman Bill Alberger and Commissioner
Paula Stern. :

2/ Voting against the finding of market disruption were then Vice Chairman
Bill Alberger, Commissioner Paula Stern, and Commissioner Michael Calhoun.
Voting affirmatively were then Chairman Catherine Bedell and Commissioner
George M. Moore.
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Ammonia has been the main export item in Soviet countertrade arrangements
with the West. However, over the next few years, the range of Soviet
chemicals produced under such arrangements will expand. It was reported in
September 1980 that some 30 Western chemical plants have been built in the
U.S.S.R. involving payments in resultant chemical products. 1/

U.S. imports from the Soviet Union of manufactured goods classified by
chief material consist mostly of nonferrous metals; their share in Soviet
sales to the United States is comparatively larger than that in Soviet sales
to other hard-currency markets. Platinum group metals--palladium, rhodium,
platinum sponge, and platinum products-—account for some two-thirds of the
imports in this group (table A-6). 2/ These imports are used in a number of
industries, including automobile, chemicals, petroleum, glass,
pharmaceuticals, and jewelry production. Palladium ranks third, after ammonia
and gold bullion, among the 20 leading imports from the Soviet Union. Imports
of most platinum products declined in 1980, even in current value. Platinum
and palladium bars constituted the exception; the rising unit values caused an
increase in their imports in current value, even though the quantity of such
imports did not expand notably. Imports of nickel and of titanium waste and
scrap—--the other major nonferrous metals purchased from the Soviet Union--also

declined.

U.S. purchases of Soviet crude materials declined during the year.
Imports of chrome ore decreased substantially and imports of Soviet aluminum
waste and scrap were discontinued entirely.

Imports of Soviet metal coins declined by 27 percent, causing a reduction
in U.S. imports of miscellaneous manufactures from the Soviet Union, of which
metal coins constitute the major part. This decline was partly offset by a
steep increase in the import value of paintings--also classified in the
miscellaneous group.

Yugoslavia

Bilateral trade between the United States and Yugoslavia increased 7
percent in 1980, to a level of $1.2 billion. U.S. imports from Yugoslavia
increased 14.8 percent, after falling 3.8 percent from 1978 to 1979; U.S.
exports to Yugoslavia increased by just 2.8 percent in 1980, after a dramatic
55.3-percent growth the previous year. The U.S. trade balance with Yugoslavia
declined by 11.1 percent from a surplus of $340.8 million in 1979 to a surplus
of $303.1 million in 1980.

The rapid growth of U.S. imports from Yugoslavia owes much to economic
developments within that country. For many years prior to 1980, Yugoslavia
had been emphasizing domestic investment. Domestic demand for goods and
equipment during 1978 and 1979 rose distinctly faster than output, with the
excess demand resulting in increased imports while exports stagnated and
actually declined in quantity in both 1977 and 1978. This situation provoked
severe trade and balance-of-payments deficits for that country.

1/ Business Eastern Europe, Sept. 19, 1980, p. 299.
2/ See discussion on platinum group metals in 1llth Quarterly Report. . .,
p. 33.
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Before 1980, the Government tried some weak measures designed to correct
the deficit. In mid-1978, a conscious decision was made by Federal and
republican authorities to increase imports from the United States because the
trade deficit with the United States was smaller than it was with the European
Community (EC) in general and West Germany in particular. 1/ By 1979, the
United States had become Yugoslavia's fourth leading tradlng partner, behind
the Soviet Union, West Germany, and Italy in that order.

Yugoslavia's balance-of—payments deficit was $1.4 billion in 1978 but
rose dramatlcally to $3.4 billion in 1979, and the trade deficit rose from
$4.3 billion in 1978 to $6.4 billion in 1979, a year when investment equaled
40 percent of gross national product and only 48 percent of imports were
covered by exports. At the end of the year, the Federal Executive Council
decided that the deficit could not be allowed to go higher.

The Economic Resolution for 1980 made increased exports the economic
priority for the year and determined that the maximum balance-of-payments
deficit would be $2 billion. Unlike in the past, many of the policies and
targets of the plan were made legally binding. This deficit was apportloned
among each of the republics and autonomous regions and, once a region exceeded
its deficit, no payment approvals could be issued unt11 the deficit was
corrected. Foreign companies found that in order to sell in Yugoslav1a they

were often required to make counterpurchases from the republic in whlch their
sale was made.

- In June 1980, the Government devalued the Yugoslav currency (the dinar)
by 30 percent. The Government expected this action to cut imports of
‘equipment in half, imports of consumer goods by 20 percent, and raw-material
1mports by 4 percent. 2/ Devaluations act to encourage exports and dlscourage
imports, thus improving the trade balance, but they also typically result in a
dramatic increase in domestic prices of imported goods. To counter the -

inflationary effect, the Government also imposed price controls and an incomes
policy. ,

While most domestic firms had stockpiled enough imported raw and
intermediate materials for awhile, when these stores dwindled manufacturers
~were forced to reduce output or shift to domestic sources of supply. Other
manufacturers exported goods originally manufactured for domestic consumption
in order to get the hard currency necessary to finance their imports. ‘

The rate of growth of productlon declined in Yugoslavia. nflatlon, at a
brisk 22 percent in 1979, was running higher than for any other country in
Europe, despite the price freeze. Officially, retail prices jumped by 30.4

percent in 1?80. Since wage increases were held down, Yugoslav workers felt a
general decline in their standard of living.

1/ In fact, in 1979 West Germany was the third major destinmation for
Yugoslav exports but the primary supplier of Yugoslav imports, purchasing 9
percent of Yugoslavia's exports yet supplying 18 percent of its imports. In

contrast, the United States ranked fourth in both imports and exports.
2/ Business Eastern Europe, July 11, 1980.
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By the end of the year, Yugoslavia announced that its balance-of-payments
deficit had been reduced by $1.2 billion, or about 35 percent: it fell.to
$2.2 billion, just over the planned $2 billion. This was caused more by a
decrease in imports than by an increase in exports. Exports increased by 32
percent, to over $9 billion in 1980, while, almost entirely because of
increased petroleum prices, imports increased by just 7 percent, to $15
billion (a real decrease, given the 30-percent devaluation of the dinar). The
ratio of exports to imports rose to over 60 percent. Exports to Eastern
Europe increased 58 percent and imports, 36 percent.

Yugoslavia, as an associate member of the Council for Mutual Economic
Assistance (CEMA) 1/ since 1964, has substantial commercial ties with the
Soviet bloc and currently relies on the U.8.8.R. for more than one-third of
its oil and natural gas imports. Unlike trade with the West, trade with the
Soviet Union is balanced because it is based on bilateral-payments agreements.

In 1979, the CEMA countries accounted for 41 percent of Yugoslavia's
exports, compared with the 49 percent accounted for by the industrialized
West. In December 1979, Yugoslavia signed a trade agreement with the Soviet
Union that provided that the value of goods exchanged between the two
countries would rise to $4 billion in 1980, $500 million more than in 1979.
Agreements signed between the two countries established that trade in 1981-85
will be double that in 1976-80. '

In the EC, with which Yugoslavia had a substantial trade deficit, there
was increasing concern over the importance of CEMA in Yugoslavia's trade
picture and Yugoslavia's balance-of-payments problems. 2/ 1In the face of the
Soviet invasion of Afghanistan in December 1979 and worries over the imminent
death of Marshall Tito, the EC signed a new trade agreement with Yugoslavia in

April 1980.

Under the terms of the agreement, Yugoslavia, without reciprocating,
obtained duty-free access to the EC for about 70 percent of its industrial
products. While many important goods continued to be subject to quotas and
duties, these limitations were liberalized to provide easier access to EEC

markets.

The Yugoslav 5-year economic plan for 1981-85 was scheduled for adoption
by the end of February. It is expected that the plan will increase emphasis
on developing Yugoslavia's own natural resources, especially coal, and on
trying to use these resources more efficiently. In fact, no oil-fired power
plant will be constructed in the country in the coming 5 years, and the
existing ones will be used only to meet peak demand. The plan also promises
another year of economic stabilization, with further declines in imports,

investment, and public spending. The balance-of-payments deficit is to be
reduced by $200 million to $1.8 billion in 1981 compared with the $1.3-billion

reduction in 1980. The diminished decline in part reflects internal pressure
against winding the economy down too rapidly. -

1/ CEMA members include Bulgaria, Cuba,‘Czechoslovakia, East Germany,
Hungary, Mongolia, Poland, Romania, Vietnam, and the U.S.S.R. :
2/ Journal of Commerce, May 9, 1980, p. 33.
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U.S. exports

U.S. exports to Yugoslavia increased just 2.8 percent in 1980, to $752
million from $732 million in 1979. 1In constant dollars, exports actually
declined. This decrease was caused by several factors, including both the new
Yugoslav resolve to limit imports and the improved agricultural harvests in
the country.

In 1980, Yugoslavia announced that wheat production was up 10 percent
over the 1979 level, harvests being ''the richest since the war" in some
provinces. 1/ Despite this, the Government announced that it would still have
to import grain. U.S. wheat exports to Yugoslavia increased from $55.8
million in 1979 (7.6 percent of U.S. exports) to $135.9 million in 1980 (18.1
percent of exports).

Although wheat exports increased, as did soybean oilcake and meal, other
agricultural exports did not fare as well. Yellow corn, the leading U.S.
export in 1979 (amounting to $95.4 million or 13.0 percent of exports), was
not exported at all in 1980. This is due to a shift from corn to wheat for
feeding livestock. 2/ Nor was grain sorghum, another large export in 1979,
exported in 1980. This is because the bad U.S. sorghum harvest, brought about
by drought, decreased sorghum production by a third, causing prices to rise
and making grain sorghum unattractive relative to corn.

While U.S. agricultural exports to the world increased 18.7 percent in
1980, agricultural exports to Yugoslavia declined 2.4 percent (see table 5).
About one-third of U.S. exports to Yugoslavia are agricultural items. U.S.
nonagricultural exports to Yugoslavia increased by 6.0 percent.

On an SITC (one-digit) Section basis, exports remained roughly stable
over those in the previous year except in two sections (table 19). Beverages
and tobacco (SITC Section 1) declined from $17.3 million to $5.7 m11110n,
largely due to the absence of cigarette exports (an $11.5 million item in
1979). 0ils and fats (SITC Section 4) increased from a minuscule amount in
1979 to $12.3 million in 1980. Virtually all these exports are accounted for
by crude soybean oil exports, which increased as Yugoslavia increased its
livestock production.

A traditionally leading export to Yugoslavia is low volatile bituminous
coal, used for coking. Yugoslav imports of this product from the United
States declined in 1980, when the Yugoslav Government announced a long-term
shift away from imported o0il toward domestic hydroelectricity and coal
sources. This policy will not directly affect U.S. coal exports, however,
because the Yugoslavs produce lignite, which cannot be used for coking.

U.S. exports to Yugoslavia of chemicals (SITC Section 5) increased in
1980; included were various refined materials like styrenes, diammonium
phosphate fertilizers, and polyethylene resins.

1/ Eastern Europe, Aug. 14, 1980, p. I-6.
2/ The Yugoslav corn harvest appears to have been 10 percent less than in
1979.
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Nonmilitary airplanes are a fairly significant U.S. export to Yugoslavia,
accounting for 2 of the 20 largest U.S. export items (table A-7). In total,
airplanes valued at $41.8 million were exported to Yugoslavia in 1980, down
slightly from $48.5 million in 1979. Due to the high cost of a single
airplane, this amount represents the sale of only seven airplanes in 1980,
compared with five in 1979. At least two of these planes, accounting for
$30.5 million in 1980 exports, were financed by Eximbank credits, for which
Yugoslavia is eligible because of its MFN status. 1/ Because of planned U.S.
Government budget cutbacks, these exports may be reduced further in future
years.

Airplanes fall into the machinery and transportation equipment category
(SITC Section 7). Other items exported in this section are machinery parts,
trucks, and locomotives. Exports in this section rose slightly in 1980 (by
just over 1 percent), accounting for about one-third of total U.S. exports to
Yugoslavia.

Yugoslavia is a significant market for several U.S. products. Exports of
machines suitable for extruding or drawing manmade textile filaments (TSUS
item 670.00) to Yugoslavia in 1980 were valued at $1.9 million, accounting for
57 percent of U.S. exports of that item. Exports of hides and skins, not
specially provided for, to Yugoslavia in 1980 were valued at $3.8 million,
accounting for over a quarter of those exports. Yugoslavia also accounts for
8 percent of U.S. exports of copper ore, 8 percent of vinyl chloride, and 6
percent of U.S. diesel locomotive and tender exports.

U.S. imports

U.S. imports from Yugoslavia increased by 14.8 percent in 1980, to $448.9
million. A leading cause for this increase should have been the new economic
measures in Yugoslavia, especially the June devaluation, which should have
boosted Yugoslav exports to all countries, including the United States.

U.S. imports in the second half of 1980 increased 27.3 percent over those in
the corresponding period of 1979. However, U.S. imports in the second half of
1980 (postdevaluation) were lower than imports during the first half and, in
examining individual imports, it is apparent that most of the increase was
probably attributable to the escalated prices of precious metals.

Precious metals account for 14 percent of U.S. imports from Yugoslavia.
The three highest precious metal imports over the past 3 years were as
follows:

Value Quantity

Commod ity - -
. 1979 © 1980

1978

1978 1979 . 1980 :
----1,000 troy ounces----

----Million dollars--

®e s e oo oo o0 oo
e

oo 00 loe o0 o0 eo eojoee ee|es oo

Silver bullion, refined---- 7.9 ¢+ 14.5 : 29.4 1,435 ¢+ 1,251 : 1,127
Gold bullion, refined------ : 7.1 ¢+ 11.7 = 27.9 39 : 41 45
Osmium, osmium content---—:__ - : - : 3.7 0 : 0 : 97
Total : 14.9: 16.2 : 61.0 1,474 ¢ 1,293 : 1,272

: : : -

1/ Yugoslavia, like Romania, receives both MFN and GSP treatment from the
United States. Yugoslavia has received GSP treatment since 1974 and effective

MFN treatment since 1881.
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As the tabulation shows, the value of these three precious metal imports
in 1980 almost quadrupled over such imports in 1979. The increased value
accounts for $44.8 million of the $57.9-million increase in overall imports
seen in 1980. Quantities of different precious metal imports have both
increased and declined since at least 1978; the increased value of imports is
primarily due to the increased unit value of these imports rather than to
substantial increases in quantity.

Forty~-three percent of Yugoslavia's exports to the United States enter
duty free because of GSP, 1/ and Yugoslavia is among the top 10 users of
GSP. 2/ 1In 1980, firms in Yugoslavia petitioned the United States to have GSP
treatment extended to four additional Yugoslav products: wines, sardines,
silicon metal, and pig and hog leather. Because of the sensitivity of these
imports into the United States, the requests for the first three were rejected
outright. The request concerning leather has been under consideration and will
be decided by the end of March. It is likely that Yugoslavia will lose GSP
coverage for its leading export to the United States--wooden chairs--because
of the large value of 1980 imports of this items. 3/ )

On an SITC basis, the greatest increase in imports came in the mineral
fuels, lubricants, and so forth category (SITC Section 3). Naphthas derived
from petroleum and valued at $40.8 million accounted for 9 percent of the
imports in this section in 1980. This item is distilled from crude petroleum,
and in the form imported is used primarily as a solvent for drycleaning and
for making petrochemical products. Naphthas were not imported from Yugoslavia
in 1979, although they account for almost all 1980 trade in this SITC section.

Increases were also seen in SITC Sections 7 (machinery and transportation
equipment), 8 (miscellaneous manufactured articles), and 9 (commodities and
transactions not elsewhere classified). Section 7 included insulated
electrical conductors, valves, and refrigerator compressors. Section 8
imports, the largest import section, consisted primarily of wooden furniture,
and Section 9 imports were largely gold bullion. Yugoslavia is a significant
supplier of wooden furniture to the United States: it supplies over a third
of U.S. imports of wooden chairs not specially provided for and 17 percent of

wooden furniture parts.

1/ The precious metals cited above enter the United States duty free
regardless of source. '

2/ Top users are determined by figuring what share of imports in
GSP-eligible items actually receive GSP treatment. For Yugoslavia, the figure
is 96 to 97 -percent; no country has 100 percent.

3/ The United States specifically designates imports in certain five-digit
TSUS items to enter the country duty free under GSP. Imports of these items
from an eligible country may enter the United States duty free under GSP as
long as (a) that country does not provide over half of the U.S. imports of
that item, and (b) the value of these imports does not exceed a certain
percentage of U.S. gross national product in that year. The percentage is
minute, 0.0017 percent, and in 1980 the value of imports could amount to $45.8
million and still be GSP-eligible. No duty is levied on wooden chairs (TSUS
item 727.29) because of GSP, while the standard MFN rate of 8.1 percent would
apply without GSP. Since imports of this item amounted to $46.0 million in 68
1980, it will probably be excluded from further GSP treatment for Yugoslavia.,
A decision on this will be made by Mar. 3l.
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The largest decline was in food and live animals (SITC Section 0); it is
also reflected in the agricultural import figures (see table 12).
Agricultural production in Yugoslavia declined 2 percent in 1980. U.S.
imports of agricultural items from Yugoslavia declined more than $20 million,
reflecting a decline in canned hams, which had been the leading import item in
each of the years 1977-79. This decline was due to several factors. Poor
cereal harvests in previous years in Yugoslavia had reduced the size of the
pig population in that country. This, combined with the record slaughter of
pigs in the United States in 1980, which depressed domestic pork prices,
provided little incentive to ship canned hams to the United States. 1/

The United States is the major importer of oriental cigarette leaf from
Yugoslavia. Imports of this commodity were down slightly in value in 1980
(table A-8), due primarily to a sharp drop in Yugoslavia's tobacco stocks at
the end of 1979.

The second largest import group was manufactured goods classified by
chief material (SITC Section 6), 1nc1ud1ng silver bullion, ferrochrome,
ferrosilicon, aluminum, pneumatic tires, and osmium.

Poland

Total trade between the United States and Poland topped $1 billion for
the third consecutive year, totaling $1.1 billion in 1980. This level is 7.2
percent below the previous high registered in 1979. U.S. exports to Poland
fell by nearly 10 percent, to $710 million, and imports decreased by almost 3
percent, to $415 million. Although a bilateral trade surplus has been
maintained since 1973, the decline in U.S. exports to Poland contributed to an
18-percent reduction in the level of the surplus from that of the previous
year.

Following a 2-percent reduction in national income in 1979, Poland's
economy suffered another disastrous year in 1980, with national income
declining at the rate of 3 percent. 2/ That situation coupled with the worst
agricultural: performance in 10 years “led to an 1nev1tab1e worsening in the
external economic situation.

Despite the austere policy of restricting all but the most essential
imports from the West and curbing domestic investment, Poland's overall
imports expanded by 6.1 percent in 1980 while exports increased 3 percent.
Thus, Poland's trade deficit worsened; the deficit with the West was over $800
million. Poland is faced with the dilemma of attempting to make its exports
more competitive--a policy which requires increased capital goods from the
industrialized countries--at a time when its international credit situatiom is
precarious. The expansion of exports is crucial to any long-term solution to
the seemingly intractable problems confronting the Polish economy.

1/ Since pork demand was high and Yugoslav corn production was good in 1980,
the number of hogs increased slightly by the end of the year. Thus canned ham
exports might increase in 1981. '

2/ Business Eastern Europe, Feb. 13, 1981, p. 49.
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At the beginning of 1980 the Polish debt was estimated at $20 billion, up
from $7 billion in 1975 and less than $1 billion in 1971. The debt-service
ratio, or percentage of export earnings required to cover both payments and
interest on the debt, was 94 percent. The rise in the debt level is the
result of considerable external borrowing by the Poles in the 1970's to
finance capital investment in heavy industry at home and to finance the
agricultural imports necessitated by consecutive years of failure to meet farm
targets. By the end of 1980, the debt level was estimated to be approaching
$25 b11110n, with servicing costs greater than hard-currency export
earnings. 1/ Of this amount, approximately $19 billion is commercially held
debt, the remainder being officially backed loans, mostly export credits.
Poland's major Western creditors are West Germany, the United States, France,
and the United Kingdom. 2/ Repayments on two-thirds of the debt are due in
the next 3 years. It is estimated that $10.9 billion will be needed during
1981 alone, $3.2 billion to cover a projected current account deficit and $7.7
billion for loan servicing and repayment. This projected shortfall in 1981
revenues points out the economic plight of the country and the need for Poland
and its creditors to come to some agreement with regard to future debt levels
and financing. 3/ Poland is seeking to reschedule its debt over the next 10
years. The outcome of negotiations on this question is not yet known.

In Poland the NME custom of 5-year planning has been temporarily
postponed for 1981-85. 1In its place, a 3-year stabilization program is
envisioned. Stabilization in Poland is closely associated with economic
reform. A reform program which emphasizes greater independence for producers
while at the same time clarifying the role of central planning has been
unveiled., 4/

U.S.-Polish trade is not significantly different from U.S. trade with the
NME's as a whole. In 1980, U.S. exports to Poland were heavily agricultural
(80.4 percent), whereas U. S. imports were predominantly manufactured goods and
chemicals (58.0 percent). Among Western industrialized countries, the United
States ranked fifth in 1979 as a market for Polish products, after West
Germany, the United Kingdom, France, and Italy. As a source for Polish
imports the United States was second to West Germany, which was Poland's most
significant Western trading partner, accounting for 9 percent of imports and 7
percent of exports. Poland's CEMA partners account for the largest share of
its imports and exports; the U.S.S.R. is the most important, responsible for
31 percent of Polish imports and 35 percent of Polish exports. The United
States accounts for 2.6 percent of Poland's exports and 4.3 percent of its
imports.

1/ The debt-service ratio at the end of 1980 was estimated at 118 percent by
the National Foreign Assessment Center.

2/ Of the total debt, approximately 12 percent is owed to U.S. commercial
banks and the U.S. Government.

3/ In November the United States was requested by the Poles to provide
$3 billion in emergency economic aid. The requested assistance would consist
of concessional loans and rescheduling of payments on existing debt. Action
on this request was deferred by the outgoing administration, and no new
official policy toward Poland has been announced by the new administration.

In February 1981, however, it was announced that the United States had granted
a deferral of $80 million on Polish repayment of CCC loans.

4/ Certain facets of the Polish economic reform program have been compared
with elements of the Hungarian and Yugoslav economic systems. (See Times
(London), Nov. 19, 1980, p. 7; New York Times, Jan. 9, 1981, p. A3; and The
Economist, Jan. 17, 1981, pp. 47-8.)
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U.S. exports

U.S. exports to Poland declined by 9.6 percent in 1980, falling to $710
million from the previous record of $786 million in 1979. The drop reflects
the Government's desire to cut back on imports in the face of the extremely
difficult Polish debt situation. The 1980 levei of exports is only 5 percent
greater in value terms than that recorded in 1978. Over four-fifths of the
total is accounted for by agricultural products, reflecting Poland's need to
supplement domestic production. Much of the decrease in the level of exports
can be attributed to a decline in shipments of food and live animals (SITC
Section 0), a category which includes grains and which is the single most
important SITC category for U.S. exports to Poland, accounting for 63 percent
of the total (table 20). Decreases were registered in each of the other major
SITC categories except crude materials (SITC Section 2), the second largest
category, in which exports increased 12 percent from the 1979 level, to $143.6
million. A significant decline occurred in the oils and fats category (SITC
Section 4), as exports dropped by nearly two-thirds from the 1979 level.
Indicative of the Polish Government's attempt to cut back on imports of
hard-currency items, U.S. exports of machinery and transport equipment (SITC
Section 7), a traditionally important sector, declined from $61.0 million in
1979 to $53.2 million in 1980.

The significance of agricultural products in the exports shipped to
Poland underscores the importance of this sector to the Polish economy and the
unsatisfactory performance of domestic production in certain key areas. The
agriculture sector is basic to the Polish economy. Its functioning determines
the country's import requirements and its credit rating abroad. 1/

Polish agricultural performance in 1980 was the worst in 10 years. The
grain crop, hit by drought and then torrential rains and flooding, was 20
percent below target and 12 percent below the already low level of 1979. The
calamitous results for certain crops (e.g., potatoes and sugar beets) brought
additional pressure on the livestock sector, and occasioned resort to
additional imports of grains, further worsening the already bad debt
situation. 2/

1/ "More than any other single factor the fate of farming seasons--afflicted
by bad weather, poor management, faulty supplies of inputs--is responsible for
Poland's massive debt and consumer unrest." Journal of Commerce, Jan. 28,
1981, p. 1l.

g/ It was reported in November that exports of food from Poland were being
halted in order to meet domestic necessities. (Times (London), Nov. 15, 1980,
p. 1.) U.S. importers have reported delays in shipments of goods from Poland
and shortages in certain areas, but a complete drying up of food exports to
the USS. has not been substantiated. (Journal of Commerce, Feb. 13, 1981,

p. 1.
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~ Exports of food and live animals declined from $508.5 million in 1979 to
$447.9 million in 1980. Since 1977 this particular category has accounted
for the greatest value of U.S. goods shipped to Poland. U.S. grain exports
accounted for 80 percent of the value of such shipments. These exports
decreased from $390 million in 1979 to $357 million in 1980, or by 8.4
percent. In turn, shipments of corn accounted for nearly two-thirds of U.S.
grain exports, amounting to $298 million in 1980. 1/ Yellow corn constituted
the single most significant item in overall U.S. exports to Poland in 1980,
accounting for 41 percent of the value of the total (table A-9). Despite the
disastrous year in Polish agriculture, the quantity of grains exported to
Poland in 1980 was 18 percent below the 1979 level. The 5-percent expansion
in the quantity of corn exported was not sufficient to offset the decline in
wheat shipments and the disappearance of grain sorghum and barley from among
the grains exported in 1980. The following tabulation shows the quantity and
unit value of U.S. grain and soybean exports to Poland in 1979 and 1980:

: 1979 : 1980
Commod ity ¢ Quan- : Unit © ¢ Quan- : Unit

: tity : value : tity : value

: 12009 s ) :12009- : A

¢ metric ¢ Per metric : metric : Per metric

H tons ¢ - ton ¢ tons . ton
Corn : 2,153 : $115.95 ¢ 2,259 : $132.10
Wheat—-- : 699 : 153.85 : 323 181.17
Grain sorghum : 244 112,71 : - -
Barley : 52 : 94.79 ¢+ .- : -
Soybeans ‘ -3 200 : 272.49 : 242 : 276 .44
Soybean oilcake and meal -===--==—=- 343 : 222.29 @ 311 : 231.27

oo oo

Oilcake and meal constitute the other major category of products in SITC
Section 0 which are exported to Poland. Although the quantity of soybeans 2/
included in U.S. agricultural shipments to Poland expanded by one-fifth during
a time when U.S. soybean production was declining, the cutback in exports of
soybean oilcake and meal reflects the diminished U.S. supplies of the
principal product. U.S. exports of linseed oilcake and meal plunged from
$14.3 million in 1979, when such shipments accounted for 53 percent of all

U.S. exports of the item, to $3.0 million in 1980, when Poland's market share-
was only-lB percent.

1/ The figure includes over $5 million in corn seed for planting purposes,
wh;ch was exported during the fourth quarter in response to severe flooding .
which wiped out significant quantities of several important Polish
agricultural crops. ‘

2/ Soybeans are included in the crude materials category, SITC Section 2,
and soybean o0il falls within the vegetable oils category, SITC Section 4.
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The second largest category of U.S. exports to Poland is crude
materials. In the only increase among major export classes, U.S. shipments of
crude materials climbed to $143.6 million in 1980, a 12.2-percent jump from
shipments in 1979. The share accounted for by crude materials in overall U.S.
exports to Poland rose from 16.3 percent to 20.2 percent. Soybeans were the
leading export item in the crude materials category (table A-9); imports were
valued at $66.8 million, representing an increase over the 1979 level. The
United States is the major supplier of soybeans to Poland, and soybeans
accounted for 47 percent of all crude materials exported to Poland in 1980.
Shipments of cattle hides, used in the production of leather footwear--a
prominent Polish export item--remained significant during the year although
virtually unchanged from those in 1979. Another important crude product
imported from the United States by Poland, which figures significantly in
Polish textile exports, is raw cotton, U.S. exports of which declined by more
than half in 1980. U.S. shipments of raw cotton in July-December suffered
considerably as a result of the summer drought, which cut yields sharply.
Sales of soybeans, phosphates, cattle hides, cotton, and sheep skins accounted
for 90 percent of 1980 exports in the crude materials category.

Valued at $61.0 million in 1979, exports to Poland of machinery and
transport equipment declined to $53.2 million in 1980. Among the 20 leading
items exported to Poland (table A-9), 4 fall in this category: parts of
tracklaying tractors (up 28 percent in value), digital data processing
machines (up fivefold in quantity 1/), certain motor starters and contactors
(unchanged in quantity but up nearly fortyfold in value), and parts of other
tractors (down 30 percent in value).

U.S. exports of animal and vegetable oils and fats decreased by 64.5
percent, from $29.4 million in 1979 to $10.4 million in 1980. As a share of
overall U.S. exports to Poland, they declined from 3.7 to 1.5 percent. U.S.
production of fats and oils decreased significantly during the year,
diminishing supplies available for export. 2/

A considerable portion of U.S. agricultural exports to Poland are backed
by CCC credit guarantees. During fiscal 1980, $550 million was authorized for
purchases by Poland under the export credit guarantee program. That initial
amount was increased by $50 million in order to assist in purchases of corn
delivered during the period June through August. Of the $550 million in U.S.
commodities exported to Poland under the fiscal 1980 authorization, the
leading items were corn ($198 million), soybean meal ($95 million), soybeans
($78 million), and wheat ($36 million).

1/ Two such computers, valued at 320,700 were sold in 1979. Ten computers,
valued at $5.5 million, were sold in 1980, half of them in the last quarter.
The October-December sales accounted for over 90 percent of 1980 exports of
this item.

2/ According to a Department of Agriculture publication, U.S. production of
the products from which oilseeds are derived declined in the 1980/81 crop
year: soybean production was down 22 percent, peanuts were down 40 percent,
and sunflower seeds were down over 40 percent. (World Agricultural
Situation, WAS-24, December 1980, p. 17.)
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For fiscal year 1981, which began on October 1, 1980, the CCC has been
authorized to extend up to $2 billion in credit guarantees on exports. 1In
September, the President approved an allocation of $670 million for Poland
alone. It is significant that one-third of the total credits extended by the
CCC for fiscal year 1981 have been allocated to Poland.

Commod ity designations have already been established for almost all the
$670 million extended for sales through next September 30. The CCC will
provide guarantees for up to $336 million for sales of U.S. feed grains (corn,
barley, sorghum, or oats), $110 million for protein meals (cottonseed,
linseed, soybean, or sunflower seed meal), $60 million for wheat, $53 million
for soybeans, $16 million for vegetable oils (cottonseed, linseed, peanut,
soybean or sunflower seed 0il), $16 million for lard, $15 million for cotton,
$12 million for fresh lemons, $8 million for rice, $8 million for meat and
bone meal, $6 million for edible soy protein, $4.5 million for tobacco, $3
million for alfalfa seed, $2 million for tallow, and $1.3 million for protein
feed concentrates. 1/ The allocation of the remaining $19.2 million will be
announced later. Of the $670 million in credit guarantees on U.S. exports of
grains and other farm products, over three-fourths of the total, $525 million,
has already been committed to U.S. exporters having made firm sales to Poland,
leaving nearly $145 million to be issued.

There has been a gradual decline in official lending to Poland as the
country has cut back its level of external borrowing for investment. During
calendar year 1980 only one Eximbank loan was made to Poland: $4 million for
a satellite communications earth station. In November the Poles requested a
medium-term credit line of $17.5 million to cover expenditures for small
capital goods items. Action on this request has been deferred, pending the
outcome of the ongoing debt renegotiation talks.

The $670 million in CCC commodity credit guarantees will support
continued high U.S. agricultural exports to Poland in 1981. Other areas of
export opportunity include agricultural machinery and fertilizers and grain
storage and food processing equipment.

U.S. imports

The value of U.S. imports from Poland in 1980 was nearly $415 million,
the lowest level in 3 years, down 2.6 percent from imports in 1979. The major
category of imports continued to be food and live animals, which accounted for
38 percent of the total. Other significant categories were manufactured goods
(SITC Sections 6-8, accounting for 52.4 percent of imports) and chemicals
(SITC Section 5) (5.6 percent of imports).

1/ This list covers the commodity assignments through March 10.
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The 2.6-percent decline in the value of U.S., imports from Poland in 1980
underscores the problems faced by the Poles. 1In a year when hard-currency
needs necessitated a major effort to boost Polish exports to the West, the
real level of exports to the United States declined significantly. The
reduced level of imports can, in many cases, be directly attributed to
shortfalls in Polish production as a result of the labor unrest which occurred
in the last half of the year. The $15 million decline in imports from Poland
during the third quarter was greater than the decline for the entire year ($11
million). Decreased production coupled with strikes by dockworkers and plant
closures contributed to a reduction in the level of Polish shipments to many
of its trading partners.

The composition of U.S. imports from Poland changed slightly in 1980.
The share of imports accounted for by manufactured goods classified by chief
material, a category which includes iron and steel, nonferrous metals, and
textile yarns and fabrics, increased to 23.2 percent over its 1979 share of
18.9 percent. The value of imports of mineral fuels and lubricants declined .
by mo;e than 50 percent, to only 2.3 percent of total U.S. imports from Poland
in 1980.

Food and live animals (SITC Section 0) constitute the leading category of
goods into which U.S. imports from Poland are classified. The value of
imports in this category fell by $8.9 million, or 5.2 percent, between 1979
and 1980. Among the leading Polish products in this class are hams, pollock,
cod, frozen strawberries, and whiting.

Canned hams weighing over 3 pounds constitute the leading U.S. import
item from both Poland and the NME's as a group. This single product accounted
for 32 percent of total U.S. imports from Poland (table A-~10), 7 percent of
total U.S. imports from NME's (table A-2), and 65 percent of total canned hams
imported from NME's in 1980. They were the most significant item in the food
and live animals category, accounting for 84 percent of Polish shipments to
the United States in that category in 1980. Two-thirds of the decrease in
value in imports in food and live animals can be attributed to the drop in the
value of Polish canned hams between 1979 and 1980; the quantity of canned ham
imports from Poland, however, remained virtually unchanged. The unit value of
the Polish product declined from $1.57 in 1979 to $1.49 in 1980.

One of the immediate causes of the strike along the Baltic coast in the
summer of 1980 was consumer and labor unrest following the announcement of
official increases in the price of meat. It has been suggested that Polish
dockworkers refused to load preserved meat for export in the face of meat
shortages at home. Canned hams constitute one of the major hard-currency
earners among Polish exports. It is likely that the quantity of exports of
this product might have been even greater than that registered but for a
reported decision to direct meat supplies away from the export market to the
home market. Quarterly import data show that the quantity of imports of
Polish canned hams was lower in the fourth quarter of 1980 than in the
corresponding period of 1979.

Among manufactured goods, the import value of goods classified by chief
material (SITC Section 6) is the most significant, accounting for
$96.4 million in U.S. imports from Poland. Such imports increased by nearly 74
20 percent from 1979 to 1980, and their share of total imports increased from
18.9 percent in 1979 to 23.2 percent in 1980. Eight of the top 20 TSUSA items
imported from Poland (table A-10) fall within this class. Among these items
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is steel plate, Polish shipments of which increased from $13.7 million in 1979
to $18.1 million in 1980. Other notable items include nails and screws, brass
rods, certain woven fabric, and cotton towels. During the fourth quarter of
1980, the Poles sold $5 million in refined silver bullion to the United
States. It can be assumed that this sale was prompted by the need for hard
currency.

Imports of miscellaneous manufactured articles (SITC Sectiom 8) include
apparel, footwear, furniture, and bicycles. The 1980 value of such imports,
representing the third largest import cateory, was 12 percent below the 1979
level and 23 percent below the 1978 level. Poland accounted for 11 percent of
the footwear imported from the NME's in 1980, compared with 14 percent in
1979. While imports of footwear from Poland declined only slightly (1.5
percent) in 1980, such imports from the NME's increased significantly (26.6
percent) (table 15). The value of U.S. imports of footwear from Poland was
$16.3 million. The principal item of footwear imported from Poland, unchanged
from 1979, was men's leather construction footwear, imports of which increased
7 percent in quantity over the 1979 level.

Textile apparel represented 46 percent of the value of the goods imported
in SITC Section 8. U.S. imports of textiles and textile products from a
number of countries are limited by bilateral agreements under the Arrangement
Regarding International Trade in Textiles, more commonly referred to as the
Multifiber Arrangement (MFA). 1/ The United States-Poland bilateral agreement
was effective for a period of 3 years from January 1, 1978, to December 31,
1980. 2/ 1In 1980 this agreement applied to all categories of cotton, wool,
and manmade-fiber textiles, and provided for an aggregate limitation of 50.5
million square yard equivalents (SYE). Four subgroups, each with a separate
quantitative limitation, are specified. Apparel constituted nearly 84
percent, or 42.2 million SYE, of the overall aggregate. Preliminary data
indicate that U.S. textile imports from Poland in 1980 filled only 32.8
percent of the aggregate limit specified in the agreement. 3/ The comparable
figure for 1979 was 59.7 percent.

Imports of Polish apparel amounted to nearly $33 million in 1980,
representing a 25-percent decline from the 1979 level of $44 milliom.
Included were such items as men's and boys' wool suits, 4/ cotton coats and
jackets, raincoats, trousers and slacks, shirts, knit athletic jackets, and
cotton overalls and jumpsuits, and women's cotton raincoats.

1/ For a recent examination of the administration of the MFA and issues
currently being discussed concerning its renewal, see U.S. International Trade
Commission, The Multifiber Arrangement, 1973 to 1980 . . ., USITC Publication
1131, March 1981.

2/ Renegotiation has taken place and a new 4-year agreement was concluded in
January 1981. Official settlement and details of the agreement have not yet
been announced.

3/ Based on Census data, as of Jan. 31, 1981. The final figure is expected
to be over 40 percent.

4/ Men's and boys' wool suits and all suits of manmade fibers make up one of
the four subgroups within which textile imports from Poland are monitored
under the bilateral agreement.
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The third significant section constituting manufactured goods is
machinery and transport equipment (SITC Section 7) U.S. imports of such
goods from Poland continued their upward trend, increasing 6 percent in 1980
to a level of $49 5 million. Among the significant products included in this
category are sew1ng machines, metalworking machine tools, and golf cars. The
number of sewing machines imported from Poland in 1980 increased by 50
percent, to nearly 64,000. U.S. 1mports of metalworking machine tools from
Poland amounted to $12 5 million in 1980, a quarter of the goods supplied from
Poland in this SITC section.

Polish shipments of electric golf cars to the United States amounted to
$2.5 million in 1980, down from the 1979 level of $4.3 million. In 1980, the
U.S. International Trade Commission reviewed its 1975 determination 1/ of
injury concerning less than fair value sales of electric golf cars from
Poland. The Commission determined in June 1980 2/ that changed circumstances
existed which indicated that an industry in the United States would not be
threatened with material injury if the antldumplng finding were revoked. 3/
The number of golf cars 1mported fell from 5,190 in 1979 to 2,770 in 1980,
nearly half of which entered in October-December.

Chemicals (SITC Section 5) account for only 6 percent of all imports from
Poland. Such imports rose modestly, by 3 percent in 1980. Over a third of
the value of imports in this category consist of shipments of sulfathiazole
(an anti-infective agent added to animal feeds as a growth promoter) and
casein (the principal protein of milk used mainly in imitation cheeses,
nondairy whiteners, and dessert toppings). The casein imported from Poland is
industrial grade and has multiple applications in paper products and
adhesives. Other major chemical imports from Poland include naphthols and the
pharmaceutical products erythromycins and tetracyclines.

Owing to a decrease in the amount of coal shipped to the United States as
a result of Polish labor problems, work stoppages, and cuts in the number of
hours and shifts worked by miners, imports in the mineral fuels and lubricants
category (SITC Section 3) suffered the greatest decline among all categories,
dropping from $20.8 million in 1979 to $9.5 million in 1980, or by 54
percent. Lignite accounted for $9.7 million of the $11.3 million decrease in
the category, and bituminous coal, for the remainder. Poland is the world's
largest exporter of coal, after the United States, and the 1980 decline in
Polish coal production exacerbated the country's debt problems by resulting
in losses of hard-currency earnings. At the same time, decreased availability
of coal contributed to interruptions in electrical-power generation at home,
thereby affecting both the production and the reliability of shipment of other
products, some of which are produced mainly for export to the West.

- 1/ Electric Golf Cars From Poland . . ., inv. No. AA1921-147, ITC

Publication 740, September 1975. o i

2/ The determlnatlon was made by a 5-to-0 vote. The Commissioners voting
were Chairman Catherine Bedell, Vice Chairman Bill Alberger, and Commissioners
George M. Moore, Paula Stern and Michael J. Calhoun. See Electric Golf Cars
From Poland . . ., inv. No. AA1921-147A (Review), USITC Publication 1069, June
1980.

3/ 45 F.R. 52780 78
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Romania

The value of trade between the United States and Romania amounted to
$1 billion in 1980, representing a 24-percent increase over 1979 trade. With
U.S. exports accounting for 70 percent of the two-way total, the trade surplus
with Romania was $410 million; the U.S. surplus was $171 million in 1979.
During the past 2 years, Romania imported substantially larger amounts of U.S.
grains and protein feeds than in 1978. 1In addition, coal became a major U.S.
export item in 1980. As U.S. exports to Romania grew, from $317 million in
1978 to $720 million in 1980, U.S. imports from Romania declined, from $345
million in 1978 to $311 million in 1980.

While nearly 40 percent of Romania's trade is with other countries in the
CEMA, the United States continues to be one of its most important Western
trading partners, ranking second after West Germany. In 1979, the latest year
for which data on world trade are available, the United States accounted for
4.5 percent of Romania's imports and 3.1 percent of its exports. Among the
NME's Romania ranked fifth in total bilateral trade with the United States in
1980, following China, the U.S.S.R., Yugoslavia, and Poland.

Despite the decrease in U.S. imports from Romania over the last 2 years,
imports of some Romanian products have increased. Among the factors
underlying the increase are the application of MFN treatment to products from
Romania and, even more important, its designation by the United States as a
beneficiary country under the GSP program.

The mutual extension of MFN treatment was provided for under the United
States-Romania trade agreement. This accord was initially approved by the
Congress and entered into force on August 3, 1975, 1/ making Romania the first
NME to receive MFN tariff status under a waiver provision in section 402 of
the Trade Act of 1974. Section 402 prohibits the granting of MFN treatment to
any NME that denies or severely restricts emigration by its citizens, but
authorizes the President to waive this prohibition for a limited period of
time if he determines that doing so will promote freedom of emigration. A
waiver initially granted by the President then becomes subject to an annual
congressional review. In 1980, in hearings held before committees of both the
Senate and House, a number of witnesses testified to the difficulties
encountered by a number of Romanians seeking to emigrate during the past year
and opposed the further continuation of the waiver authority for Romania. The
termination of MFN treatment for a country requires the adoption of a simple
resolution of disapproval in either the Senate or the House. However, when
neither had acted by September 1, as required by law, MFN status for Romania
was automatically extended for another year.

As one of the poorer countries of Eastern Europe, Romania is recognized
as a developing nation. In 1975, following the granting of MFN status to
Romania, the United States also designated Romania as a beneficiary country
under the GSP. 1In 1980, 27 percent of imports from Romania, valued at $83.5
million, were duty free under this program, rather than subject to the MFN
tariff rates that would have otherwise applied.

Romania has been eligible for the credit and credit-guarantee programs of
the CCC and the Eximbank since 1970 and 1971, respectively. In fiscal year
79

1/ The 3-year agreement was renewed for another 3 years in 1978.
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1980, which began on October 1, 1979, the United States exported $25 million
in soybean meal to Romania under the export credit sales program of the CCC.

Of this amount, soybean meal worth $16.7 million was shipped in calendar year
1980.

In 1980, the Romanian Bank for Foreign Trade had access to two lines of
credit established by the Eximbank late in 1979, under its authorization for
fiscal year 1980. One was $30 million in credit to finance 85 percent of the
value of Romanian imports of general-purpose U.S. goods and services. Most of
this had been utilized by the end of 1980. The second was a project line of
credit to finance 70 percent of the export value of U.S. contracts with
Romania that range from $5 million to $10 million. It was established to
cover up to $50 million in U.S. contracts over a 2-year period. From
October-December 1979, it had supported $17 million in U.S. sales, but no use
was made of the line during calendar year 1980. In addition, the Eximbank and
the Romanian Bank for Foreign Trade have completed negotiations on a
preliminary loan commitment to build a nuclear power plant in Romania. The
credit was arranged with General Electric Co., the major U.S. participant in
the project.

Among the several United States—-Romania agreements that are now in
effect, the two relating to textile imports from Romania have been especially
important in providing a basis for continuing consultation and amendment as
market conditions change. Both are bilateral accords under the MFA. One is a
5-year agreement that covers cotton apparel and other cotton textile imports
and will be in effect through December 31, 1982. The other agreement, which
covers textiles of wool or manmade fibers, was scheduled to expire on December
31, 1980, and was extended during the year to March 31, 1981, while
negotiations on a new agreement were underway. 1/ Neither agreement
places an aggregate limitation on Romanian exports to the United States, but
specified items of apparel are subject to quantitative restrictionms.
Consultation levels are designated for certain other items; i.e., the items
are subject to consultation if Romania's exports exceed a specified level.

Two agreements concluded between the European Community and Romania in
1980 could have an adverse effect on U.S.-Romanian trade over the next few
years. The first covers trade in industrial products, and the second provides
for the establishment of a Joint Community-Romania Committee. Both accords
were signed on July 28 and will run concurrently with Romania's 5-year plan
(1981-85). Romania ié¢ the first CEMA country to act independently of this
organization in negotiating a bilateral trade agreement with the EC. However,
before the EC-Romania agreements were negotiated, limited protocol agreements
on textiles and steel existed between the EC and a number of the individual
CEMA countries; these products were therefore not included in the new trade
accords.

The industrial-products agreement covers some 85 percent of Romania's
trade with the EC and eliminates about two-thirds of the EC import quotas that
applied to Romanian products. For those Romanian goods still subject to
quantitative restrictions, the quota levels were scheduled to be increased by
20 percent in 1981. 1In turn, Romania has committed itself to reduce the
tariffs on some products that are imported from the EC and to increase imports

1/ The new agreement was concluded in January 1981, and is effective for a
4-year period, from Apr. 1, 1981, through Mar. 31, 1985.
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from the EC by at least as much as from any GATT member country. The feature
of the Joint Community-Romania Committee that currently appears to be most
advantageous to the EC is a commitment by the Romanian Government to provide
EC officials with ongoing information about the country's import plans and
priorities. The accord also provides for the Joint Committee to draft future
agreements on industrial and other economic cooperation, although the language
of the agreements does not specifically accord preferential treatment by
Romania to EC suppliers.

Romania's economic performance during the 5-year planning period 1976-80
fell short of the targeted levels in all sectors except foreign trade, in
which Romania achieved a targeted rate of annual growth of nearly 16 percent.
The draft of the new plan calls for more modest goals in all sectors of the
economy over the next 5 years. However, the target for growth in agricultural
production in 1981 has been raised sharply, to 9 percent as compared with a
4.5- to 5.0-percent projected rate of annual increase over the entire 5-year
period (1981-85). The expansion and improvement of agriculture and the food
processing industry are aimed primarily at meeting consumer needs; the
doubling of the agricultural growth rate for 1981 was announced in October
1980, indicating that concern for the Romanian consumer is closely related to
the crisis in Poland.

Foreign-trade turnover is projected to grow 10 percent in 1981, including
a planned increase of 21 percent in exports. The goal is not only to bring
merchandise trade into balance, but to begin the process of liquidating
Romania's hard-currency debt. Although the planned rate of growth for
industrial production in 1981 is 8.1 percent, the growth targets for the
strong export industries are substantially higher. The expansion of the
chemical industry is being given particular emphasis in the 1981 plan, and the
machine-building sector and the light industries also have priority. While
the plan will entail imports of key pieces of machinery and equipment for
these industries, the Romanians intend to rely increasingly on domestic,
rather than foreign, suppliers of capital goods. The goal is to limit hard-
currency expenditures for machinery and equipment in order to better afford
the rising cost of their import requirements for agricultural products, fuel,
and raw materials. This aim was reflected in the composition of U.S. exports
to Romania in 1980.

U.S. exports

U.S. exports to Romania exceeded their 1979 level by nearly $220 million,
or 44 percent (table 21). Food (SITC Section 0) was the highest category,
accounting for $339 million, or 47 percent of total exports in 1980, followed
by crude materials (SITC Section 2), which amounted to $165 million, or 23
percent of the total. Machinery and transport equipment (SITC Section 7)
accounted for another $90 million in exports, although the increase in U.S.
sales of these items to Romania was only $14 million, or 18 percent. The
largest rate of increase was in mineral fuels (SITC Section 3), consisting
principally of coal. Exports to Romania in this category amounted to $81
million in 1980, almost three times their value in 1979.
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Agricultural products, consisting of both food and crude materials, were
valued at $463 million, or 64 percent of U.S. exports to Romania in 1980.
Corn, wheat, soybean oilcake and meal, and soybeans were the leading items
(table A-11), accounting for 82 percent of all agricultural exports and 52
percent of the total value of sales.

Romania has been expanding the production of beef, pork, and poultry meat
for both domestic consumption and export. As a result, U.S. exports of corn
and protein feeds to Romania were significantly larger in 1979 and 1980 than
in previous years. U.S. shipments of corn to Romania amounted to $158 million
in 1980, representing an increase of 52 percent over the value in 1979, when
these exports were some five times their 1978 level. Exports of soybean
oilcake and meal also increased, from $57 million in 1979 (when sales were
seven times their 1978 value) to $69 million in 1980. Although exports of
soybeans decreased from $74 million in 1979 to $62 million in 1980, sales were
still substantially higher than the $41 million in soybean exports reported
for 1978. With the unit value of corn exports to Romania nearly 15 percent
higher than in 1979, the 52-percent increase in value represented only a
33-percent increase in quantity; on the other hand, the unit value of both
soybean oilcake and meal and soybeans was slightly lower in 1980 than in 1979.

Three agricultural products--soybeans, cotton, and cattle
hides—-accounted for 75 percent of the value of U.S. sales to Romania in the
crude materials category. Cotton apparel and leather footwear are two of
Romania's major export industries, and both depend largely upon imports to
meet their raw-material requirements. Imports of U.S. cotton increased from
$24 million in 1979 to $33 million in 1980, or by 38 percent in value and 29
percent in quantity. In contrast, Romania's purchases of U.S. cattle hides
decreased, from $60 million in 1979 to $29 million in 1980, or by more than 50
percent in value, but--because the unit value was almost 40 percent lower
than that in 1979--by only 21 percent in quantity.

The substantial increase in U.S. exports of coal to Romania in 1980 was
‘part of the effort to cope with a worsening energy crisis. Romania's domestic
oil reserves are being rapidly depleted, and, with the rising cost of oil
imports, the search for alternative fuels is one of the country's top
priorities. The problem is compounded by the fact that Romania is importing
an increasing amount of crude oil in an effort to maintain its present output
of refined petroleum products, which are its leading export to the industrial
West and, therefore, a major source of hard-currency earnings.

In addition to its purchases of bituminous coal from the United States,
which amounted to $61 million, Romania bought almost 19 million dollars' worth
of coking coal for the first time in 1980. The increase in U.S. sales
represented the implementation of a contract between a Romanian Government
foreign trade corporation, Mineralimportexport (sic), and Island Creek Coal
Co., a subsidiary of Occidental Petroleum Corp. The agreement calls for the
delivery of about 2 million tons of coal to Romania annually, or a total of
$40 million tons over a period of 20 years or longer, for a total estimated
value of roughly $1 billion. 1/

1/ Foreign Broadcast Information Service, Daily Report (Eastern Europe),
Apr. 4, 1980, p. H-6; New York Times, Apr. 24, 1980, sec. 4, p. 5; and Wdll
Street Journal, Apr. 24, 1980, p. 4.
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The value of exports of U.S. manufactured goods to Romania (SITC Sections
6-8) increased from $96 million in 1979 to $129 million in 1980, or by
35 percent. Machinery and transport equipment accounted for $68 million, or
53 percent, of the total value and included a $30 million sale of one
airplane. The other major manufactured exports consisted of a few items for
industrial production (iron and steel plates, sheets, and strips, and drilling
and boring machines) and high-technology equipment (parts of automatic data
processing machines, geophysical instruments for use in o0il exploration, and
other scientific apparatus). The largest number of items consisted of
replacement parts for machinery and equipment already in place.

Probably the principal factor hampering U.S. exports of manufactures to
Romania is its strict countertrade regulations. Romania's purchases of
industrial products, even though limited to priority items, must be
largely—and in some cases, totally--compensated for by sales of Romanian
products. As a rule, a firm contract must be made by U.S. and other Western
exporters as a prerequisite for Romanian imports. The regulations were
recently tightened; whenever possible, the exports and imports must now be in
the same industrial sector.

U.S. imports

After reaching $345 million--their highest level--in 1978, U.S. imports
from Romania decreased to $311 million in 1980, or by about 10 percent. The
cutback occurred in almost every category, with machinery and transport
equipment (SITC Section 7) the only noteworthy exception. Imports in this
category continued to increase, rising 21 percent in 1980 compared with their
value in 1979 and amounting to nearly three times their 1978 level. However,
imports of miscellaneous manufactures (SITC Section 8), still the category
with the highest import value, and mineral fuels and lubricants (SITC Section
3), consisting of Romania's exports of petroleum products, decreased steadily
after 1978.

The value of U.S. imports of naphthas and other derivatives and of heavy
fuel oils--the two leading petroleum products from Romania--decreased 4
percent and 49 percent, respectively, in 1980 (table A-12). With the value of
these items continuing to rise, the decrease in the quantity of each was even
larger. Imports of naphthas dropped by 25 percent, from l.l1 million barrels
in 1979 to 852,000 barrels in 1980, and the purchases of heavy oils decreased
from 846,000 barrels in 1979 to 368,000 barrels in 1980, less than half the
previous level. This followed a substantially sharper decrease in both the
value and quantity of these imports in 1979. 1In 1980, Romania's dollar
earnings from these two items were only $44.5 million, compared with
$92.6 million in 1978.

While petroleum products were still Romania's single largest source of
export revenue from the United States and other industrialized countries of
the West in 1980, its outlay of hard-currency for imported crude oil increased
substantially. Of the 15 million tons of oil that Romania bought in 1980,

84



85

most was purchased on the world market, with some coming from the Soviet
Union, which also demanded payment in hard-currency. 1/ The imports from the
U.S.S.R. mark a significant departure from tradition; Romania is the most
economically independent of the CEMA countries and has not previously
purchased crude petroleum from the Soviet Union.

Although petroleum products were the major items underlying the further
decrease in imports from Romania in 1980, manufactured goods (SITC
Sections 6-8), which accounted for 70 percent of the imports, failed to offset
the downward trend. This sector consists of a number of consumer products
(textile fabrics and apparel, footwear, bentwood furniture, and glassware);
machine-building products and metalworking machine tools (ball and roller
bearings and lathes); and transport equipment (tractors and railway cars).

The value of U.S. imports of manufactured goods from Romania decreased
from $222 million in 1979 to $217 million in 1980, or by 2 percent. While the
import value of some manufactures remained virtually unchanged, that of an
even larger number decreased. Overall, the value of this sector was
maintained in 1980 because a very few items increased. For example, while
most footwear imports were below their 1979 level, U.S. purchases of leather
athletic footwear were substantially larger. Total imports of nonrubber
footwear from Romania amounted to $41.4 million in 1980, representing a rise
of 1.3 percent. Similarly, the import value of one item of apparel--women's
manmade-fiber coats--increased from $0.6 million in 1979 to $3.1 million in
1980. However, total apparel imports from Romania decreased, from $37.8
million in 1979 to $30 million in 1980.

The rise in imports of machinery and transport equipment (SITC Section
7), the one category of manufactures that increased in 1980, was largely
attributable to increases in imports of railway cars and parts, which amounted
to $30.4 million in 1980 compared with $19.7 million in 1979, the first year
in which they were imported from Romania. Because Romania is eligible for the
GSP program, the railway cars are imported duty free, whereas the MFN rate of
18 percent would otherwise apply. The Romanian product is a kit for assembly,
rather than a finished car.

East Germany

Total direct bilateral trade between the United States and East Germany
increased by 33.4 percent in 1980, reaching half a billion dollars for the
first time. U.S. imports increased by 20.4 percent, and direct exports
increased by 34.7 percent. The United States had a 1980 balance-of-trade
surplus with East Germany of $434.4 million, up 36 percent from 1979. This
growth in exports occurred despite a determined effort by the East German
Government to reduce imports from the Western economies. 2/

1/ Business Eastern Europe, Nov. 7, 1980, p. 355. See also U.S. Department
of Commerce, U.S.-Romanian Trade Trends, January-June 1980, September 1980,
p. 2.

2/ U.S. Department of Commerce, International Trade Administration, U.S.-GDR
Trade Trends, January-December 1979, March 1980, p. 15.
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East Germany has the most technologically advanced economy in Eastern
Europe. Its per capita income is the highest in the Communist world, and only
five countries in the world have both a higher per capita gross national
product and a larger population than East Germany. 1/ 1Its economic growth in
1980 was 4.2 percent, the highest in Europe.

Production centers on a very diverse blend of manufactured goods,
including heavy machinery. With extremely limited natural resources of its
own, except lignite and potash, East Germany must import most raw materials.
Faced with increasing raw-material costs, an aging industrial base, a labor
shortage, 2/ and a technology which is not sophisticated enough in many areas
to make a number of its products competitive on the world market, it is unable
to increase its exports sufficiently to cover these higher raw-material
costs. 3/ As a result, its trade deficit in recent years has worsened.

Since prices of goods from the CEMA countries are based on a 5-year
moving average of world prices, East Germany, like other members of CEMA, is
partially insulated from the recent increases in world prices of raw
materials. As these average prices increased, East Germany, due to its policy
of domestic price subsidization, began to have trouble containing the
increases. Accordingly, the Government announced a new pricing policy in
December 1979 which divides consumer goods into basics, standard goods, and
luxury products. Prices of all but the basics were allowed to rise gradually.

East Germany had a hard-currency debt of $9 billion with the West at the
end of 1979. By the end of 1980, the debt had increased by another billion
dollars. While this is not substantial by Eastern European
standards, 4/ it has caused the East Germans to continue to emphasize hard-
currency exports to the West as a means of facilitating debt repayment.

Imports from the West are expected to increase the industrial base. They
consist largely of sophisticated capital equipment, key industrial inputs,
some consumer goods, and feed grains and other raw materials which are not
available elsewhere. From its allies in the CEMA group, East Germany imports
fuels and raw products. In exchange, it exports chemicals, industrial and
light manufactures, and agricultural raw materials. Because much of its
production is considered inferior on the world market, East Germany has not
been able to increase exports to the West as much as it has desired.

1/ The United States, Japan, West Germany, France, and Canada.

2/ About half the East German population is under the age of 30, and a
quarter are beyond retirement age. The remaining quarter is the prime
domestic source for skilled workers in the country. Because of this, a very
large percentage of East German women work, and the country employs 40,000
foreign laborers. '

3/ Recently, the country began to reorganize its industries into kombinats
(combines), a system of both vertical and horizontal mergers. All firms in a
given industry, from research to production and marketing, are integrated into
one kombinat in order to improve the efficiency of the industry as a whole.

4/ Poland's debt at the end of 1980 was $25 billion.
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Accordingly, while the country has been cutting back on industrial investment
as a whole, 1/ East Germany has tried to direct domestic production more into
exportable high-quality products. Production of such goods increased by 20
percent in 1979.

For large sales to East Germany, firms must often accept countertrade
agreements of 100 percent or more. In view of fears about the spread of
independent workers' movements, the country is still willing to pay cash for
smaller purchases<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>