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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, and Romania. These are countries
whose exports can be investigated by the Commission under section 406 of title
IV of the Trade Act of 1974. Through control of the level of production,
distribution process, and the price at which articles are sold, they could
disrupt the domestic market in the United States and thereby injure U.S.
producers. Under the statute, the Commission publishes a summary of trade
data not less frequently than once each calendar quarter for Congress and,
until January 2, 1980, the East-West Foreign Trade Board. As of that date,
the East-West Foreign Trade Board was abolished, and its functions were
transferred to the Trade Policy Committee, chaired by the United States Trade
Representative.

The previous reports in this series have included Yugoslavia among the
nonmarket economy countries whose trade with the United States is monitored.
At the suggestion of the United States Trade Representative, and after
consultation with the appropriate congressional committees, the Commission has
decided that Yugoslavia will no longer be included in the countries covered by
this report. In the opinion of many analysts, Yugoslavia is not appropriately
classified as a nonmarket economy country. Also, it is not a member of the
Warsaw Pact or the Council for Mitual Economic Assistance. It is a
contracting party to the General Agreement on Tariffs and Trade (GATT), and a
member of the International Monetary Fund and the World Bank. Yugoslavia has
special status with the Organization for Economic Cooperation and Development,
and is a leader in the movement of nonaligned countries. As specified by the
statute, one objective of the report is to provide data on the effect of
imports from nonmarket economy countries 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
those NME's whose current trade with the United States is at least at a level
that could present problems for domestic industry: Albania, Bulgaria, China,
Cuba, Czechoslovakia, the German Democratic Republic (East Germany), Hungary,
Mongolia, North Korea, Poland, Romania, the U.S.S.R., and Vietnam.

At the present time, Poland, Romania, Hungary, and China receive
most-favored-nation (MFN) 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 of 1951, i.e.,
that the President should take appropriate action to deny the benefit of

l/ 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 Commnist 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 tariff treatment is accorded a Communist
country, that country is no longer included in headnote 3(f).

1



trade-agreement concessions to imports from certain Communist nations or
areas. In the TSUS, the unconditional MFN rates of duty are set forth in
column 1. The rates applicable to products of designated Communist nations 1/
are set forth in column 2; for the most part, these are the higher rates that
were established in 1930. The rates of duty resulting from this policy vary
considerably from item to item, and discrimination is not present at all for
products that historically have been duty free or dutiable at the same rates
in columns 1 and 2. Therefore, actual or potential U.S. imports from
countries that do not enjoy MFN privileges depend in some measure on the rates
of duty on the specific items involved.

This particular report contains a summary of U.S. trade with the NME's
during April-June 1981 and examines U.S. exports, imports, and the balance of
trade with each country as well as the commodity composition of such trade.
Important issues in U.S. commercial relations with the NME's and pertinent
economic and trade developments are discussed. Part II of the report is the
result of a special research project forwarded to the Commission by the Office
of Economics and published for the information of our readers.

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



SUMMARY OF SECOND-QUARTER DEVELOPMENTS

The total value of trade between the United States and the nonmarket
economy countries declined 33.7 percent from January-March 1981 to April-June
1981, when it amounted to $2.4 billion. U.S. exports to the NME's decreased
47 percent between the two periods, and imports from the NME's increased
14 percent. The traditional surplus in the U.S. balance of trade with the
NME's plummeted 72 percent to $544 million, while the share of total U.S.
trade accounted for by trade with the NME's during the quarter was lower than
in any quarter since April-June 1980.

Exports to China, the leading NME market for U.S. goods—-accounting for
44 percent of all U.S. exports to the NME's--fell by 43 percent. A large part
of this decline was the result of diminished Chinese purchases of U.S. cotton
during the quarter, following improved cotton harvests in that country.
Cotton exports were down more than 80 percent in the second quarter of 1981
compared with those in the second quarter of 1980. The Soviet Union, which
accounts for a quarter of U.S. exports to the NME's, also imported less from
the United States during April-June 1981 than during the preceding 3-month
period, as did Romania, Poland, East Germany, Hungary, and Czechosolvakia.
The decrease in exports to several European NME's may reflect their efforts to
reduce their hard-currency deficits with the West.

The l4-percent increase in U.S. imports from the NME's during the second
quarter was largely accounted for by purchases of peanuts from China. When
peanuts are excluded, imports from the NME's in April-June 1981 declined
relative to the January-March level. A 1981 drought in the United States
reduced the peanut harvest by 42 percent; this resulted in increased import
opportunities for peanuts as substantial import quotas were opened.

As well as being the principal market among the NME's for U.S. exports,
China continued as the main NME source of U.S. imports. During the second
quarter the Soviet Union slipped from second to fourth place as a source for
U.S. imports, behind China, Romania, and Poland.

Several developments affecting U.S. commercial relations with NME's
occurred during the quarter. The most significant of these was the lifting of
the agricultural sanctions against the U.S.S.R. On April 24, President Reagan
revoked the nearly 15-month limitations on agricultural exports and exports of
phosphatic fertilizers, which had originally been imposed in January 1980 in
response to the Soviet invasion of Afghanistan. The suspension of the trade
sanctions was followed by an authorization under which the Soviets were
allowed to purchase 6 million additional tons of U.S. grain for delivery prior
to September 30 of this year.

Also during the quarter the President recommended that
most—-favored-nation status for Romania, Hungary, and China be extended for
another year, the first World Bank loan to China was announced, and further
liberalization of the controls on exports to China took place.






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

In April-June 1981, the upvard trend in trade between the United States
and the NME's slowed. While U.S. imports from the NME's reached new heights,
exports, by far the larger component of U.S.-NME trade, were barely above
levels established during April-June 1980. This minimal increase in exports
is particularly noteworthy since exports during April-June 1980 were already
dramatically lower than usual because of the economic sanctions applied
against the Soviet Union.

Total U.S. imports from the NME's in April-June 1981 were valued at
$904 million and increased by 57 percent from those in April-June 1980, which
were depressed because of decreased imports of Soviet gold. The increase in
the value of U.S. imports from January-March 1981 to April-June 1981 was less
than 14 percent.

U.S. exports to the NME's suffered significantly during April-June 1981.
Compared with the April-June 1980 level, exports were up by just 0.1 percent,
reaching a level of $1.4 billion. Compared with exports in January-March
1981, they declined by almost 50 percent, the greatest consecutive—quarter
decline in at least 3-1/2 years.

Total trade turnover (exports plus imports) between the United States and
the NME's was about $2.4 billion in April-June 1981. This represents a
l6-percent increase in trade turnover since April-June 1980. Relative to the
January-March 1981 trade level, however, trade turnover declined by over a
third.

Trade Patterns With NME's

U.S. exports to the NME's declined from $2.8 billion in January-March
1981 to $1.4 billion in April-June 1981, or by 47 percent (table 1). During
the same period, exports to the world increased by almost 2 percent. . U.S.
imports from the NME's in the period increased by 14 percent, from $793
million to $904 million, and imports from the world increased by almost 3
percent.

The rise in U.S. imports from the NME's was due largely to increased
peanut imports. Were it not for the increase in the 1980/81 U.S. import quota
for peanuts, lj U.S. imports from the NME's in April-June 1981 would have
declined relative to those in January-March 1981, reaching a level roughly
even with that established in October-December 1979, or $800 million.

As U.S. imports from the NME's increased by more than U.S. imports from
the world, the NME share of total U.S. imports rose slightly in April-June
1981, to 1.4 percent. This share was higher than it had been since
October-December 1979.

However, U.S. exports to the NME's, which usually account for more than
three-quarters of all U.S.-NME trade, declined both absolutely and relative to
U.S. exports to the world. The NME share of total U.S. exports dropped from

1/ Imports of peanuts during the first 6 months of 1981 are discussed later
in this section.



Table 1.--U.S. trade with the world and with the nonmarket economy countries (NME's),
by quarters, April 1980-June 1981

1980 1981
Item April- July- October- January- April-
June September December March June

Total U.S. trade: : : : : :
Exports-—=-—=—==m—ww-- million dollars--: 55,510 : 52,062 : 56,985 58,614 : 59,572
ImpOrtg=—===—=m—————m e do~—--: 60,611 : 56,856 : 60,877 : 64,422 66,085
Balance-—===—==—-mmmmo——m—e do----: -5,101 -4,79 : -3,892 : -5,808 : -6,513

Trade turnover (exports plus imports) : : : : :
million dollars--: 116,122 : 108,918 : 117,863 : 123,036 : 125,657

U.S. trade with NME's: : e : : :
EXports~==-=—=—=——-e- million dollars--: 1,446 : 1,706 : 2,464 : 2,754 : 1,448
Importg=———===mm—m— e do-—--: 575 : 687 : 647 : 793 : 904
Balance-—--===--~mmmmmm e do----: 871 : 1,018 : 1,817 : 1,961 : 544

Trade turnover (exports plus imports) : : :
. million dollars--: 2,022 2,393 : 3,112 : 3,547 : 2,351

Share of total U.S. trade accounted : : :

for by trade with NME's: : : :

Exports-==—===—==- mm————————— percent--: 2.61 : 3.28 4.32 4.70 2.43
Imports—==---—--emm e do-—--: .95 : 1.21 1.06 : 1.23 1.37
Trade turnover-----————=—===--——-- do-—---: 1.74 : 2.20 2.64 : 2.88 1.87

Source: Compiled from official statistics of the U.S. Department of Commerce, Bureau of the Census.

Note.--Import figures in this and all other tabies in this report are imports for consumption on a
Exports are domestic exports only, including Defense Department military assistance
shipments, and are valued on an f.a.s. basis.

customs—-value basis.



4.7 percent in January-March 1981 to 2.4 percent in April-June. This
represents the lowest NME share of total U.S. exports since at least 1977. 1/

A portion of the decline in U.S. exports can be attributed to a drop in
Soviet purchases of grain. Almost 40 percent of the decline, however, was
seen in U.S. exports to China. On a comparable-quarter basis, exports to
China declined for the first time since at least 1978. Major declines were
also recorded in exports to several other NME's.

The U.S. trade surplus with the NME's declined from $2.0 billion in
January-March 1981 to less than $600 million in April-June 1981, representing
a drop of 72 percent. This was the lowest trade surplus between the United
States and the NME's since October-December 1978. The U.S. trade balances
with each of the major NME's except Hungary 2/ and Czechoslovakia remained
positive. -

U.S. Exports to the NME's

The distribution of U.S. exports to the NME's and to the world by SITC
numbers is shown in table 2 for January-June 1980 and January-June 1981. The
category showing the largest absolute increase in U.S. exports to the NME's as
a group was Section O (food and live animals), exports of which increased by
$765 million.

About 40 percent of the $765 million increase is accounted for by heavy
purchases of grain by the Soviet Union during the first quarter 1981. The
Soviets, under terms of the 1975 U.S.-U.S.S.R. grain supply agreement, agreed
to purchase at least 6 million to 8 million metric tons of grain annually.
Following the Soviet invasion of Afghanistan, the United States established
8 million tons as the maximum level of grain exports allowed to be shipped to
the U.S.S.R. during each agreement year, which runs from October 1 to

1/ This observation and all which follow are based on 1978 and later trade
data. Comparisons with trade data before 1978 are not entirely valid due to
the exclusion of nonmonetary gold and other classification differences between
the two periods.

z/ U.S. exports to Hungary and a few other NME's (primarily East Germany)
are underestimated because of grain transshipments. Due to poor or
nonexistent port facilities, countries may have to buy a product from one
country, unload it in a nearby country which has adequate port facilities, and
then bring the product overland from the second country. The United States
often records these exports as going to the middle country instead of the
country of final destination. The importing country usually records the
United States as the source of supply. 1In Hungary's case, U.S. grain is often
transshipped through Yugoslavia (East Germany transships through West
Germany). Hungary claims that its 1980 imports from the United States
amunted to $118 million more than the U.S. export figures to Hungary show.
Mich of this difference could be in transshipments. Including presumed
transshipments for January-June 1981, U.S. exports to Hungary probably
exceeded U.S. imports. As such, the recorded U.S. trade deficit with Hungary
may in fact be a trade surplus.
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September 30. The Soviets reached the 1980/81 quota in April 1981, and no
exports of U.S. grain were made to the U.S.S.R. in May or June. l/

The composition of U.S. exports to the NME's remains significantly
different from that of U.S. exports to the world. Over half of U.S. exports
to the NME's are of food and live animals (SITC Section 0), compared with just
one-eighth of U.S. exports to the world. The NME's accounted for almost 15
percent of U.S. food exports, but less than 4 percent of total U.S. exports in
January-June 1981.

By contrast, manufactured items (SITC Sections 6, 7, and 8) accounted for
almost 60 percent of U.S. exports to the world and only 17 percent of all
exports to the NME's. U.S. exports of manufactured goods to the NME's
represent just 1 percent of overall U.S. exports of manufactures. The fastest
growing component of U.S. manufactured exports to the NME's is manufactured
goods classified by chief material (SITC Section 6). Exports of these
products, primarily to China, more than doubled in the first half of 1981.

A major decline in U.S. exports to the NME's occurred in the crude
materials category (SITC Section 2). Such exports were down by 15 percent -
between January-June 1980 and the corresponding period of 1981. Much of the
decrease was due to lower cotton exports to China, a result of improved cotton
harvests in that country and the higher price of U.S. cotton following a
relatively poor harvest in the United States in 1980.

In table 3, U.S. exports in each SITC category for April-June 1981 are
shown for individual NME's. China was the major NME customer in 5 of the 10
SITC categories, accounting for two-thirds or more of the value of exports in
3 of them (Sections 2, 5, and 6). Major items exported to China in the crude
materials category included cotton, polyester fibers, soybeans, wood pulp, and
logs (table A-3 in the appendix); major chemicals exports included phosphatic
fertilizers and polyester resins; and exports in the category of manufactured
goods classified by chief material included textured yarns, leather, and kraft
linerboard--a wood product used in the manufacture of cardboard boxes.

The Soviet Union accounted for over 60 percent of U.S. exports to the
NME's in the minor categories of mineral fuels and lubricants (petroleum coke
and assorted oils) and oils and fats (primarily tallow). It also accounted
for almost half the machinery and transportation equipment exports (primarily
tractors and metalworking machinery, and parts).

U.S. exports to the individual NME's are shown in table 4 and are
illustrated in figure 1. The table shows that exports on a year-to-date basis
clearly increased, up 23 percent from January-June 1980 to January-June 1981.
The January-June 1980 base period is, however, unusually low because of the
trade sanctions imposed by the United States against the Soviet Union. U.S.

1/ Soviet representatives met with a U.S. Government interagency group on
June 8 and 9 in London. At this meeting, the United States agreed to supply
an additional 6 million metric tons (mmt) of grain (3 million each of corn and
wheat) to the U.S.S.R. during the remainder of the current agreement year.
Sales of 1.55 mmt were subsequently made under this additional allotment, and
the grain was exported in August and September. On August 3-5, U.S. and
Soviet representatives met again, this time in Vienna. At this meeting, the
United States agreed to extend the original 5-year grain supply agreement for
another year. Shipments under the extension can begin Oct. 1, the start of a
new agreement year.



Table 3.--U.S. exports to the nonmarket economy countries, by SITC 1/ Nos. (Revision 2), April-June 1981

(In thousands of dollars)

SITC : : : : :

Se;gion : Description f Albania f Bulgaria f China Cuba f si:ﬁ;ﬁ?g : G::;:ny :  Hungary
0 : Food and live animals—=--=-==-==—=-—w- : - 56,984 : 228,553 : - 1,835 : 66,755 : 1,295
1 : Beverages and tobacco--------- : - 5,233 : 404 : - 9 : 163 : -
2 : Crude material--inedible, except : : : : :

: fuel===~-=—mm e - 7,760 : 183,339 : - 1,732 : 769 : 1,396
3 : Mineral fuels, lubricants, etc---=-—---- : 965 - 16 : : 1: - 2
4 : 0ils and fats--animal and vegetable---: - - 2 - - -2 4
5 : Chemicals=========-—-mo——————c——m——ea— 4 7,375 : 72,215 : 24 779 : 1,222 : 3,282
6 : Manufactured goods classified by : © e : :
chief material-~-==—==-=——c—m—nee———; - 199 : 106,108 : - 891 : 416 : 2,337
7 : Machinery and transport equipment-----: - 1,510 : 61,030 : 8 : 1,732 : 490 : 9,173
8 : Miscellaneous manufactured articles—--: - 1,236 : 25,148 : 2 : 1,116 : 412 969
9 : Commodities and transactions not : : : :
elsewhere classified---~-=---------=: 2 : 79 : 630 : - 61 : 198 : 177
: Total--=--- - - 972 : 80,376 : 677,443 35 8,156 : 70,425 18,634
Mongolia g::;: 3 Poland : Romania : U.S.S.R. V::; Total
0 : Food and live animalsg~-=-==—=-======m= : - - 95,517 : 134,768 : 96,347 : 91 : 682,146
1 : Beverages and tobacco—--=--=----===--=: - - 5,355 : 6,171 : - - 17,334
2 : Crude material--inedible, except : : : :
fuel--===-—mmm ey - - 13,312 : 28,932 : 10,262 : - 247,503
3 : Mineral fuels, lubricants, etc—-=--—=-- : - - 10 : 9,048 : 15,081 : - 25,122
4 : Oils and fats--animal and vegetable---: - - 930 : - 12,590 : - 13,525
5 : Chemicals======-=meooce e : - - 2,968 : 1,354 : 18,316 : 151 : 107,690
6 : Manufactured goods classified by : : : :
: chief material---=-~=====-cmmeeeae-x : 8 : - 1,644 : 1,784 : 14,838 : 3 128,227
7 : Machinery and transport equipment-----= 2 4 ¢ - 13,092 : 7,270 : 82,792 : - 177,102
8 : Miscellaneous manufactured articles---: - - 948 : 2,006 : 14,040 : 534 : 46,413
9 : Commodities and transactions not : : : :
elsewhere classified-=-—====~========: - - 761 : 121 113 : 530 : 2,672
: Total-=--==--—ceem e e : 12 : - 134,538 : 191,453 : 264,380 : 1,310 : 1,447,735

1/ Standard International Trade Classification.

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 4.--U.S. exports to the individual nonmarket economy countries and to the world,
1979-80, January-June 1980, January-June 1981, April-June 1980, and April-June 1981

(In thousands of dollars)

January-June-- April-June--
Market 1979 1980
1980 1981 1980 1981

Ching-=====-===e e e 1,716,500 : 3,748,993 : 1,487,026 : 1,860,596 : 713,117 : 677,444
U.8.8, R-=-mmmm e oy 3,603,632 : 1,509,728 : 693,035 : 1,065,529 : 206,005 : 264,380
Romanig====-===~=mr e e 500,464 720,231 : 364,522 382,979 : 181,122 : 191,433
Poland----==~-=-—-r-—m—mm o 786,258 : 710,446 359,077 : 439,278 : 132,944 : 134,538
East Germany-—-—--~————===-—==—=———=——-—: 354,522 : 477,389 : 305,667 : 203,918 : 129,522 70,425
Bulgarig=—===m=——mm—m et 56,225 : 160,701 : 59,840 : 153,962 : 28,151 : 80,375
Hungary-=--—-====-==—==c—m———— e : 77,588 : 79,020 : 42,008 : 42,662 20,533 : 18,634
Czechoslovakig====—===m===———————— 281,129 : 185,145 . 114,841 50,515 : 32,308 : 8,156
Albanig-—=m====——m— e m e 10,054 : 6,891 : 3,277 : 1,021 : 2,316 : 972
Mongolia——=-----=-—~~-- mm—m : 80 : 64 13 : 27 : 7 : 12
Vietnam-—-=-=====--—-=—————————————: 541 1,148 : 272 : 1,313 : 72 : 1,310
Cuba-—=-—===mm e 299 : 119 : 50 : 49 28 : 35
North Korea--------—--==-=—=——————: 13 : - - - - -
Total=—=—-=——-—mmmmmmmmmm e 7,387,305 : 7,599,876 : 3,429,627 : 4,201,848 : 1,446,124 : 1,447,735

Total, U.S. exports : : : : :
to the world--=--~===—=——c—e---: 178,578,003 : 216,592,219 : 107,544,841 : 118,186,374 : 55,510,186 : 59,572,327

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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Figure {.-—Ralattive shares of U.S. exports to the

nonmarket economy countries, 1988 and January-June 1881.
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1/ East Germany, Bulgarta, Czechoslovakla, Hungary, Mongolla, Albanla, Vietnam, Cuba, and North Koraea.

Sourca: Based on data In table 4.
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exports in April-June 1981 were 47 percent below the level set during
January-March 1981, a record-high quarter for U.S. exports to the NME's.
Despite the fact that the sanctions had their greatest negative impact on U.S.
exports to the NME's during April-June 1980, exports increased by only

0.1 percent between April-June 1980 and the corresponding period of 1981.

The decline in exports, unusual enough for U.S. trade with NME's as a
group, is seen in trade with most of the individual NME's as well. This is
true even of exports to China on a comparable-quarter basis, which had been
increasing steadily since at least 1978. Exports to China declined
principally as a result of the improved cotton harvests in that country. The
"economic adjustment"” currently taking place in China also contributed to the
decline. China launched some overly ambitious industrialization programs 3
years ago, trying to create a heavy industrial base by the end of the
century. Many contracts were signed and purchases arranged. After a year or
so, China realized it could not finance the planned expansion and shifted
production goals toward agriculture and light industry. Drops in U.S.
heavy-industry-related exports to China resulted. At the same time, exports
of goods for agriculture (such as fertilizers) and light industry (such as
some types of textile-manufacturing equipment) increased. 1/

The following tabulation shows percentage changes in exports to
individual NME's on both comparable- and consecutive-quarter bases:

Percentage change, : Percentage change,
Market : April-June 1981 from : April-June 1981 from

: April-June 1980 : January-March 1981
China----- —-—= - -5.0 : -42.7
UeSeSeRmmmmmm e e e e : 28.3 : -67 .0

Romania- —-—- : 5.7 : 1/

Poland-——-==——==========m—mm : 1.2 - -55.9
East Germany : -45.6 : -47.2
Bulgaria-——————~—=—==—=—===— : 185.5 : 9.2
Hungary —-— : -9.2 : -22.4
Czechoslovakia————-—=——==—=-=: ~74.8 : -80.7
Albania--—-—=-—=—=—==——————- : -58.0 : 1,883.7
Mongol ia -- : 71.4 -20.0
Vietnam-—----===========—=== : 1,719.4 : 43,566.7
Cuba -— : 2/ : 133.3
North Korea-—-—---—--—- ———=1 - -
Total NME's - A1 =47 .4
World-——===—m—=——————————e 7.3 : 1.6

1/ Less than 0.05 percent.
2/ No change.

1/ Exports of urea, a commodity used in fertilizer production, have declined
despite China's emphasis on increasing agricultural production. While
$13.7 million in U.S. urea exports went to China in January-June 1980, only
half that amount was exported in January-June 1981. This decline occurred
because the Chinese now have plants to produce their own urea.
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On a comparable-quarter basis, the declines in exports to China,
Czechoslovakia, and East Germany were greater than at any time since at least
1977. On a consecutive-quarter basis, the same is true of exports to China,
Czechoslovakia, the Soviet Union, and the NME's as a whole. While the
declines in U.S. exports in the most recent period were not universal among
all NME's, they were fairly widespread. Bulgaria-—one of the few Eastern
European countries to have an overall trade surplus recently--is perhaps the
most significant exception.

The decline in exports to several NME's may reflect their determination
to reduce their hard-currency deficits with the West. East Germany, for
example, has totally reorganized its industrial sector over the last 2 years,
consolidating industries into larger kombinats (combines) and establishing
Foreign Trade Enterprises. The reorganization has eliminated some of the
bureaucratic layers which stifled East German production in the past, and may
allow the industries to respond better to market demands. The emphasis has
been to increase domestic production, and thus exports, while at the same time
reducing imports. In both respects, the East Germans were successful In
April-June 1981.

In figure 2, exports by quarters are shown for the NME's as a group, the
Soviet Union, and China. On average, exports to the NME's increased by 5.4
percent each quarter since 1977. The rate of growth to China was much faster,
averaging 17.4 percent per quarter. U.S. exports to the Soviet Union show an
average quarterly decline of 4.5 percent.

There were no exports at all to North Korea during April-June 1981.
These exports, like those to Vietnam and Cuba, are tightly controlled by the
U.S. Department of Commerce under the Export Administration Act of 1979.
Almost every item exported to these countries has to be specifically approved
by the U.S. Government. Exports to North Korea were recorded in only two
quarters—-—October-December 1978 and July-September 1979--out of the last 1l4.
Exports to Vietnam and Cuba have been relatively high. Many of the exports
were gifts from religious groups. Another source is people who have friends
or relatives remaining in these countries. l]

The bulk of U.S. exports to the NME's are agricultural items. These
exports, shown in table 5, constituted 54 percent of all U.S. exports to the
NME's in April-June 1981, compared with less than 20 percent of U.S. exports
to the world. While the NME's accounted for just over 2 percent of total U.S.
exports in April-June 1981, they accounted for almost 8 percent of U.S.
agricultural exports.

lj The U.S. Office of Export Administration designates all countries as
belonging to one of eight country groups. Each group is assigned a letter,
and the grouping determines the sort of export controls which will apply to
the country.

The eight groups are P, Q, S, T, V, W, Y, and Z. North Korea, Vietnam,
Cuba, and Kampuchea belong to group Z, the most restrictive on-going group.
Albania, Bulgaria, Czechoslovakia, East Germany, Estonia, Laos, Latvia,
Lithuania, Mongolia, and the Soviet Union make up group Y, which is the second
most restricted group. Group W comprises Hungary and Poland. China
constitutes group P and Romania, group Q. Country group S, currently empty,.
designates those countries to which exports are embargoed. Group T is
composed of all remaining countries in the American continents except Canada,
which is not included in any group. Group V is made up of all other countries.
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Figure 2.--U.S. exports to the nonmarket economy countries (NME‘s)D,
China, and the U.S.S.R.. by quarters, 1978-81.
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Agricultural exports, however, were down 15 percent in April-June 1981
from the level in the preceding quarter. Such exports were lower than during
any quarter since October-December 1978, and were even below the levels
recorded during the period of trade sanctions against the Soviet Union.
Without agricultural items, exports to the NME's would have increased slightly
from January-March to April-June 1981 instead of dropping by 47 percent.

The largest absolute decline in agricultural exports was to China. Many
of these exports are accounted for by cotton, U.S. shipments of which were
down due to the previously mentioned increased cotton harvests in China last
year. lj Since different crops are grown in different locations and at
different times, other harvests in China have not necessarily followed the
trend for cotton. Due to reduced wheat harvests, for example, China's imports
of U.S. wheat more than tripled in January-June 1981 over those in
January-June 1980. 2/ China also imported more U.S. wheat to use instead of
U.S. corn, a close feed grain substitute, because of increased corn prices.
Chinese imports of U.S. soybeans were down because of generally improved
harvests in China in 1980. Czechoslovakia, Hungary, and East Germany also had
improved harvests last year, and U.S. agricultural exports were down to these
countries as well.

Agricultural exports to Poland were also down in April-June 1981 from
those in January-March. While agricultural items valued at $273 million were
exported to Poland in the first quarter of 1981, exports in the second quarter
were just $109 million. This decline occurred despite increased Polish food
needs during this time, promoted in part by crop failures in 1980. 3/

While the Poles have a continuing need to import agricultural products,
in March and April of this year they began to be delinquent in meeting the
payments on some of the public and private loans that financed past imports.
Discussions were held to consider rescheduling Poland's debt. An

1/ China has also been faced with increasing worldwide pressures, in the
form of quotas, to limit its textile exports. Because of the decreasing
prospects for its textile industry, China has not been expanding the
industry. This has led to a lessened demand for textile inputs, such as
cotton. China was the leading customer for U.S. cotton exports in 1980, a
year in which cotton was the second leading U.S. export to China. 1In
January-June 1981, China fell behind both South Korea and Japan as a market
for U.S. cotton.

2/ China was the leading customer for U.S. wheat in January-June 1981. The
Soviet Union was second and Brazil, third.

3/ Poland's 1981 harvests are expected to increase slightly over last
year's. While about 18 million metric tons of grain were harvested in Poland
in 1980, between 20 million and 22 million tons should be harvested this
year. Poland will still have to import between 6-1/2 million and 7 million
tons of grain from outside sources in 1982. The United States will provide
perhaps 2.5 million tons of this total. Polish representatives have notified
U.S. Government agencies that Poland intends to import 2.3 million tons of
corn from the United States--the only major supplier of this commodity--in
1982.
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intergovernmental agreement was reached on April 27 to reschedule nearly
$3 billion in publicly guaranteed credits due in 1981. 1/

Mich of the value of U.S. agricultural exports to Poland is currently
supported by U.S. Commodity Credit Corporation (CCC) guarantees. The CCC
guarantees the principal amount and up to 6 percent of the interest on loans
to purchase U.S. agricultural commodities. Any amount of interest between the
6-percent and the market interest rate, which has ranged from 13 to 21 percent
during 1981, is not guaranteed. Because of this "interest-rate gap,"” U.S.
banks began to balk at extending new loans to Poland. As credit dried up,
U.S. agricultural exports to Poland slowed to a trickle. 2/

Some agricultural items were exported to Poland during April-June 1981,
although most were at levels below those in January-March. Two notable items
(table A-9) were butter and nonfat dry milk. The United States supplied
30,000 metric tons of butter and 30,000 metric tons of nonfat dry milk to
Poland, 90 percent of which will be exported during July-September. 3/ Other
agricul tural items which continue to be exported to Poland include fish,
linseed o0il, and lard.

‘Agricultural exports to Bulgaria and some other NME's were up in
January-June 1981 compared with exports in January-June 1980. Bulgaria's 1980
harvest was poor, perhaps 10 percent lower than in 1979 for grains and
oillseeds. This in itself increased demands for grain, from the United States
and elsewhere. It is believed that the Bulgarians may also be trying to
upgrade their livestock-feeding practices by using more corn for feed. The
United States is the only ma jor world supplier of corn.

Table 6 shows U.S. exports to the NME's in selected major commodity
groups. The NME's account for more than a quarter of all U.S. exports of
wheat and manmade fibers, most of which are sent to China. The NME's also

1/ Debts which came due from May 1 through Dec. 31, 1981, were rescheduled
to be paid during 1986-89. In the case of loans guaranteed by the Commodity
Credit Corporation, the U.S. Government repaid the banks involved and is
effectively loaning Poland the amount of the debt until Poland repays.

g/ In July, Poland agreed to prepay the interest-rate gap, in effect
guaranteeing that the banks would get back all the interest as well as the
principal on any loans to Poland. Since this time, agricultural exports to
Poland have increased again.

3/ The United States has made this and other efforts to alleviate Poland's
agricultural problems without exacerbating its hard-currency shortage. In an
arrangement worked out in April, the United States supplied the butter and
milk in exchange for Polish currency, which is not freely convertible. As the
zloty is not a hard currency, the only way the U.S. Government could use it
would be to buy something from Poland with it, possibly displacing what would
otherwise be hard-currency purchases. To avoid this, the United States plans
to hold the zloty balances, using them later for U.S. Government projects in
Poland. Both butter and nonfat dried milk are currently stockpiled by the
U.S. Government under price-support programs.

The United States agreed in July to lend $50 million to Poland to pay for
350,000 metric tons of corn. The credits were made as part of the Food for
Peace program, under Public Law 480. These shipments will be made in the
latter half of 1981.



Table 6.--U.S. exports of selected major commodities to the nonmarket economy countries (NME's),

January-June 1980 and January-June 1981

Share of total : Value of

: exports accounted exports to

Commodity : Major NME customer : for by NME's all NME's
: Jan.-June : Jan.-June : Jan.-June : Jan.-June

1980 : 1981 : 1980 : 1981
I Percent—===---= : ----1,000 dollars----

Cattle hides-=----=====-----: Romania---——==—=-===—=c—c—a—e———: 11.5 8.3 : 41,257 : 28,057
Cereal grains-------====--==: U.S.S.R-=~-===--ommmmm e 18.0 20.5 :+ 1,294,671 : 1,903,474
Corn, unmilled---====-=~==j--mommmmeoo do-=====m=mmmmmey 25.0 21.6 : 923,756 : 1,021,978
Wheat========--cmeemeeeeee; China—-——===== === mm e e : 14.0 25.5 370,598 : 941,320
Coal-----=-==-=-----——-——-—-—-—: ROmiNia-—---=--=---—=m————————a : 2.1 1.1 : 47,014 25,862
Fertilizers----=----=-===--=: China-—--==-=-=---=—-—————o———- : 6.5 7.7 90,598 : 104,623
Mignesium-=-===-=-—--—=—---—- ¢ Romania---=--=----—-—mm—mmee e 12.2 2.2 9,295 : 1,131
Metal ores-—--=--------------: U.5.S.R and Bulgaria----===---: 1.0 : 2.3 9,143 : 15,171
Pejiroleum and natural gas--=: U.S.S.R-==-—-----m—m—mmm—eeo .1 1.3 1,054 : 18,677
Soybean oilcake and meal----: Romania and Poland-----==-----: 21.4 : 24.9 197,913 : 239,725
Soybeans----- =mmm—meweem—w==: China------=---~ccccmmmmmaeno : 8.6 3.7 259,054 : 122,467
Textiles-=---==-------——me—e il do=====—--mm——m - : 12.1 : 12.8 637,273 : 669,395
Cotton-=======-====—=—————- it do-—===mmmem e 26.5 : 24.1 508,785 : 360,866
Manmade fibers------------ it b do=======———m—emm 14.2 : 27.9 : 101,720 : 242,444
Titanium-=—=—== === - === === se e —— s do—===m=m—mmmo e : - 2.0 : - 1,700
Tobacco-—=====--==-=-====---=; Bulgaria and Poland------=---=: 1.1 1.7 13,393 : 21,151

Source: Compiled from official statistics of the U.S. Department of Commerce.
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account for a significant share of U.S. exports of cereals, soybean oilcake
and meal, and cotton. Table 7 shows those items for which NME's take a ma jor
share of U.S. exports. For example, over 95 percent of U.S. exports of
tugboats and towboats during January-June 1981 were sent to the NME's.

China is the primary NME destination for exactly half the 20 items shown
in the table. Most of these commodities are textile items. 1/ Poland is the
ma jor NME customer for most of the remaining items. These commodities are
usually agricultural items, imported to improve the food supply situation in
Poland.

U.S. export items whose value rose by large percentages from January-June
1980 to January-June 1981 are shown in table 8. Nearly all the items showing
large increases are those for which the ma jor NME market is China, the NME
which has also shown the highest rate of growth as a market for total U.S.
exports since at least 1977. g/ The Soviet Union is the leading NME market
for the remaining items. The Soviets import molybdenum ore for alloying
steel; they also import phosphoric acid under a countertrade agreement with
Occidental Petroleum Corp. of California. 3/

Export items which declined greatly in percentage terms are also shown in
table 8. One such item is drilling and boring machines, exports of which
declined as a result of a slowdown in Chinese drilling operations. This
slowdown occurred both because of the general heavy industry slowdown in the
country and because of declining growth in accessible (on-shore) oil reserves.

1/ For a detailed report on U.S. exports of textiles to China, see "Textile
Fibers and Textile Products to China" in 26th Quarterly Report to the Congress
and the Trade Policy Committee on Trade Between the United States and the
Nonmarket Economy Countries During January-March 1981, USITC Publication 1161,
June 1981, hereafter 26th Quarterly Report . . . , pp. 45-66.

2/ U.S. exports to China rose by an average of 17.4 percent in each of the
last 13 quarters. Exports to Bulgaria, the second fastest growing NME export
partner for the United States, increased by an average of 16.7 percent over
the same period.

3/ On Apr. 12, 1973, Occidental and the Soviets signed a 20-year $20 billion
countertrade agreement. Under the agreement, Occidental was to receive
anhydrous ammonia, urea, and potash from the U.S.S.R. 1In exchange, the
Soviets were to be provided with superphosphoric acid (SPA). On Feb. 12,
1980, U.S. phosphate exports were halted as part of the economic sanctions
imposed by the United States against the U.S.S.R. Out of the planned
1 million metric tons, only 41,000 tons of SPA were sent to the U.S.S.R. in
1980 before exports were halted. U.S. imports of ammonia amounted to 1.1 mmt
instead of the planned 2.1 mmt, probably due to Soviet production problems.
The trade sanctions were lifted on Apr. 24, 1981. After some hesitation, SPA
exports resumed in June and are expected to reach 500,000 metric tons (perhaps
$200 million) during July-December 1981. Prospectus of the Iowa Beef
Processors, Inc.-Occidental Petroleum Corporation Joint Proxy Statement, July
10, 1981, p. 59. See also discussion of phosphate exports in "Phosphates” in
22d Quarterly Report . . ., pp. 52-58.
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U.S. Imports From the NME's

Import levels

The United States imported over 900 million dollars' worth of goods from
the NME's during April-June 1981. This was the highest level of imports ever,
representing a 57-percent jump over imports in April-June 1980 and a
l4-percent increase over the level established in January-March 1981.

However, if imports of peanuts (in SITC Section 2--crude materials) are
excluded, U.S. imports from the NME's in April-June 1981 would have increased
by only a third relative to those in the corresponding period of 1980; imports
would actually have declined relative to the January-March 1981 level. l/

Imports from the NME's by SITC sections are shown in table ¢ for
January-June 1980 and January-June 1981. Almost a third of U.S. imports from
the world are mineral fuels and lubricants, (Section 3). While only 16
percent of U.S. imports from the NME's fall in this category, this share grew
from 10 percent in January-June 1981 due to large increases in U.S. imports of
Chinese gasoline..g/

The NME's account for a disproportionate share of manufactured goods
classified by chief material (SITC Section 6) and miscellaneous manufactured
articles (SITC Section 8). The most significant items imported under the
former category are steel plates from Romania, nickel and palladium from the
Soviet Union, and some textile items from China. Items of importance in the
latter section include corduroy coats from China and leather footwear from
Poland and Romania.

In table 10, U.S. imports from the NME's by SITC sections are broken down
by individual countries for April-June 1981. China is the major NME supplier
of products in half of the 10 categories, accounting for 94 percent of total
U.S. imports from the NME's of crude materials (SITC Section 2). Over
three-quarters of these imports from China consisted of peanuts. Other
commodities supplied by China in this section include barium sulfate,
feathers, tungsten ore, and bauxite (see table A-4).

China also provides over half of all U.S. imports from the NME's of
chemicals (SITC Section 5), miscellaneous manufactured articles
(SITC Section 8), and commodities and transactions not elsewhere classified
(SITC Section 9). Normally, the latter category is dominated by gold imports
from the Soviet Union. Some gold was imported from Poland in April-June 1981
(less than a thousand dollars' worth) but none was imported from the

l/ Imports of peanuts were an important component of U.S. imports from the
NME's during January-June 198l. See the separate section on peanuts from
China, below.

_g/ As was mentioned previously, the Chinese have cut down on purchases of
petroleum-drilling machinery. Nevertheless, petroleum products already rival
textiles as China's leading export, and China needs the hard currency produced
by petroleum exports. As their readily accessible on-land oilfields have
begun to dry up, the Chinese are moving toward off-shore oil production.
China has studied its off-shore o0il fields and may begin production in these
areas during 1984-86. In the meantime, China will try to develop the
infrastructure necessary to exploit the oil found on-shore in less accessible
areas. Until this change can be made, Chinese o0il production may actually
experience a period of decline.



Table 9.--U.S. imports from the world and from the nonmarket economy countries (NME's),
by SITC 1/ Nos. (Revision 2), January-June 1980 and January-June 1981

Imports from

* i rts
S:i:gon : Description : Total mport the NME's
No. : : Jan.-June : Jan.-June : Jan.~June : Jan.-June
: : 1980 : 1981 : 1980 : 1981
; : Value (million dollars)
0 : Food and live animals : 7,930 : 7,912 : 142 : 163
1 : Beverages and tobacco : 1,135 : 1,364 : 14 : 15
2 : Crude material--inedible, except : : : :
: fuel : 5,233 : 6,003 : 84 : 248
3 : Mineral fuels, lubricants, etc-—=-—-=- : 41,831 : 43,176 : 109 : 267
4 : 0ils and fats-—animal and vegetable--: 272 : 252 : 3: 1
5 : Chemicals-- - : 4,458 4,662 : 132 : 127
6 : Manufactured goods classified by : : : :
: chief material : 16,806 : 17,918 : 256 : 378
7 : Machinery and transport equipment----: 30,190 : 33,766 : 102 : 126
8 : Miscellaneous manufactured articles--: 11,138 : 11,904 : 258 : 347
9 : Commodities and transactions not : 5 : :
: elsewhere classified : 3,268 : 3,491 : 4 23
: Total--- 2 122,261 : 130,507 : 1,105 : 1,697
f : Percent of total
0 : Food and live animals : 6.5 : 6.1 : 12.8 : 9.6
1 : Beverages and tobacco : .9 1.0 : 1.2 : .9
2 : Crude material--inedible, except : : : :
: fuel - - -3 4.3 : 4.6 : 7.6 : 14.6
3 : Mineral fuels, lubricants, etc——===--= : 34.2 33.1 : 9.9 : 15.8
4 : Oils and fats--animal and vegetable--: W2 .2 .2 .1
5 : Chemicals----- : 3.6 : 3.6 : 12.0 : 7.5
6 : Manufactured goods classified by : : : :
: chief material-- : 13.7 : 13.7 : 23.2 : 22.3
7 : Machinery and transport equipment-—---: 24.7 : 25.8 : 9.3 ¢ 7.4
8 : Miscellaneous manufactured articles—-: 9.1 : 9.1 : 23.3 : 20.4
9 : Commodities and transactions not : : : :
elsewhere classified : 2.7 : 2.7 : Ao 1.4
: Total--- : 100.0 100.0 : 100.0 : 100.0

l/ Standard International Trade Classification.

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 10.--U.S. imports from the nonmarket economy countries, by SITC 1/ Nos. (Revision 2), April-June 1981

(In thousands of dollars)

SITC

Seggion : Description 3 Albania E Bulgaria f China ; Cuba : 3223:223 E Gziizny :  Hungary
0 : Food and live animals----------== : 19 : 279 : 29,095 : - 1,220 : 63 : 6,409
1 : Beverages and tobacco : - 3,301 : 363 : - 272 : 2 : 258
2 : Crude material--inedible, except 2 : : : : :

: fuel=—m===—————mm e mm e 953 : 17 149,479 : -1 125 : 138 : 1,055
3 : Mineral fuels, lubricants, etc====-----: - - 56,550 : - - - -
4 : 0ils and fats--animal and vegetable---: -3 - 79 : - - 341 -
5 : Chemicals======——m—meme— e : 15 : 81 : 33,653 : - 373 : 2,698 : 1,795
6 : Manufactured goods classified by : : T : : :
: chief material----- - : - - 82,059 : - 5,390 : 2,958 : 1,666
7 : Machinery and transport equipment-----: - 960 : 6,258 : - 4,137 : 4,083 : 14,791
8 : Miscellaneous manufactured articles---: 9 : 3 : 129,847 : - 5,813 : 964 3,087
9 : Commodities and transactions not : : : : :
elsewhere classified-—====—========—; - 1 : 1,939 : 25 : 159 : 50 : 31
Total-~==~===-- -— 996 : 4,641 489,321 25 : 17,489 : 11,298 : 29,092
: : Mongolia : Eorth Poland : Romania : U.S.S.R. : Viet- Total
: : orea , : : nam
0 : Food and live animalg-——-=--—====-- -—-: - - 39,286 : 3,759 : 309 : - 80,439
1 : Beverages and tobacco-- : -3 -3 327 : 307 : 1,952 : - 6,782
2 : Crude material--inedible, except : : : : : :
fuel=—=—=~— e : 1,121 : - 1,857 : 3,087 : 2,016 : - 159,848
3 : Mineral fuels, lubricants, etc-==-==--: - -3 - : 80,813 : 9,773 : - 147,477
4 : Oils and fats--animal and vegetable---: - - 90 : - 1: - 169
5 : Chemicals—=========-==- -—— : - - 3,854 : 3,698 : 12,595 : - 58,762
6 : Manufactured goods classified by : : : : : :
: chief material--- —-—— : 1: - 28,364 : 39,224 : 41,097 : - 200,761
7 : Machinery and transport equipment----- : - 35 : 12,137 : 21,644 : 333 : - 64,376
8 : Miscellaneous manufactured articles---: 108 : 3 17,174 : 24,757 : 627 : - 182,390
9 : Commodities and transactions not : : : : : :
elsewhere classified-=~-===—======m=—; - - 104 @ 69 : 303 : 6 : 2,688
Total- -- : 1,230 38 : 103,192 : 177,358 : 69,006 : 6 : 903,692

-1/ Standard International Trade Classification.

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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Soviet Union. Although the declining price of gold makes gold sales less
profitable, U.S. Department of Commerce experts believe that the Soviet Union
will export large amounts of gold in 1981. As the Soviet grain harvest is
expected to be smll again this year, the U.S.S.R. will need to import large
amounts of grain from other countries. Past history suggests that the Soviets
may sell significant quantities of gold on world markets in order to meet the
hard-currency requirements of these grain shipments.

Total U.S. imports from each of the NME's are summarized in table 11 and
figure 3. China accounted for just over half of all U.S. imports from the
NME's in January-June 1981, a record share for the Chinese. Total U.S.
imports from the NME's increased by 57 percent between April-June 1980 and the
corresponding period of 1981--the largest comparable-quarter increase since at
least 1977. Imports of peanuts caused total imports from China to more than
double between these periods, and imports from Romania increased by 78
percent, the largest percentage increase since at least 1977.

On a consecutive—-quarter basis, these increases are somewhat less
notable, as shown in the tabulation below:

: Percentage change, : Percentage change,
Source : April-June 1981 from : April-June 1981 from

: April-June 1980 : January-March 1981
China-----——-—-———————————v : 101.3 : 36.0
U.S.SeR————mmmmm e : 13.0 : -53.9
Romanig-—---=—--==-memm——me : 78.1 : 65.6
Poland-——==—====——m e : -9.1 : -.1
East Germany ———= -3 12.3 : A
Bulgarig-—————=—————m———————e : -22.2 : -29.9
Hungar y———————=—==——————————m 26.0 : -18.1
Czechoslovakia—————-=—-=—————= : 18.4 : -4
Albania-------- mmmmmm e : -74.9 : -10.1
Mongol ia——=—====——=—===———m—m : 250.4 : 1.9
Vietnam-—=——=—===———==—————— -77.8 : -92.9
Cuba————==——— : 257.1 : 1,150.0
North Korea---- : 52.0 : 280.0
Total MME'g-——=——=—=————m———- : 57.0 : 13.9
2.6

World———-—----—-————=——ma—m : 9.0 :

On a comparable-quarter basis, U.S. imports from the NME's declined for 4
of the 13 countries. Imports of canned hams and coal from Poland declined due
to political problems. 1/ Imports from Bulgaria, especially of footwear and
tobacco, also declined by a significant amount. Albanian trade was stunted by
a dramatic drop in U.S. chrome ore imports, which fell from $4.3 million

1/ Poland's manufacturing sector has slowed down due to labor problems.
Adding to this, Polish dock workers have periodically refused to load or
unload ships. In August 1981, dock workers refused to load canned hams for .
export due to shortages at home.
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(more than two-thirds of all Albanian imports) to only $580,000 (just over a
quarter of the total). Total U.S. imports of chrome ore from all sources have
declined so far in 1981. The ore is used mainly in steel production, which
has recently fallen off in the United States. Also, high interest rates have
forced producers to limit inventories of the inputs into steel production,
including chrome ore.

Imports of major products from East Germany generally showed a slight
increase in April-June 1981, perhaps as a result of East Germany's industrial
reorganization. lj Going against this trend, however, U.S. imports of East
German montan wax, traditionally one of the leading U.S. imports from East
Germany, have markedly declined since 1980. 2/ This has occurred since the
U.S. International Trade Commission determined in October 1980 that there was
a reasonable indication that the sole U.S. producer of montan wax was being
injured or threatened with material injury by reason of imports from East
Germany. 3/ The U.S. importer of the wax was required to post a bond
eventually equal to 13.02 percent of the value of montan wax imports while the
Commiss ion and the Department of Commerce concluded their investigations._i/

U.S. imports from the NME's as a group, from China, and from the Soviet
Union are shown in figure 4. Imports from the NME's increased by an average
of 5.2 percent each quarter since 1977. 1Imports from China increased by 14.8
percent each quarter. For the Soviet Union, quarterly imports declined by an
average of 1.6 percent.

Imports from Romania were up sharply in April-June 1981. Much of the
increase was in petroleum products, such as naphthas and gasoline (see
table A-8). While overall imports of these products were slight in 1980, they
have traditionally been a major U.S. import from Romania. Romania has its own
oil reserves, but its exports are refined products made with imported Iraqi
and Libyan crude. Romanian petroleum exports have fluctuated considerably,
and the current levels of U.S. imports are not believed to reflect any
long-term trend.

Agricul tural imports, shown in table 12, account for almost one-fourth of
total U.S. imports from the NME's. This compares with the 6-percent share
accounted for by agricultural products in total U.S. imports from the world.
More than three—quarters of the agricultural imports from NME's during
April-June 1981 came from China, which supplied feathers and downs;z/ as well

1/ This reorganization is discussed above.

2/ For a more detailed description of U.S. montan wax imports from East
Germany, see 25th Quarterly Report . . ., pp. 93-94.

2/ See Montan Wax From East Germany: Determination of a Reasonable
Indication of Material Injury, or Threat of Material Injury, in Investigation
No. 731-TA-30 (Preliminary) . . ., USITC Publication 1103, October 1980.

4/ On Aug. 26, the Commission made a final determination of injury in the
case. In a unanimous decision, the Commission found that the domestic
industry was being injured by the imports from East Germany. See Unrefined
Montan Wax From East Germany, Determination of the Commission in Investigation
No. 731-TA-30 (Final) Under the Tariff Act of 1930 Together With the
Information Obtained in the Investigation, USITC Publication 1180, Aug. 1981.

.2/ Feathers and downs have always been a major U.S. import item from China,
where ducks are the major domestic livestock.




Figure 4.—U.S. imports from the nonmarket economy countries C(NME‘s),

China, and the U.S.S.R., by quarters, 1978--81.
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as peanuts. Several Eastern European NME's, primarily Poland, Hungary, and
Romania, provided the other major agricultural import, canned hams. 1/
Together, these three commodities account for over two-thirds of all U.S.
agricultural imports from the NME's. The major agricultural commodities
imported from the world are coffee and sugar.

Table 13 summarizes imports from the NME's by ma jor commodity groupings.
The NME's provide slightly over half of all U.S. imports of prepared pork,
primarily canned hams. They also provide a large portion of U.S. unmilled
corn imports. NME's both import and export corn in trade with the United
States. This may be because of differences in corn types (the unit value of
U.S. corn exported to the NME's is $4 per bushel; that of corn imported from
the NME's is $36 per bushel) and because of unusual countertrade demands
placed on U.S. exporters. 2/

The importance of NME producers in the U.S. import picture is shown in
table 14, which lists leading items for which the NME's provide the major
source of imports. The table shows that all U.S. imports of ammonium
molybdate come from the NME's; in fact, all come from China. The NME's,
primarily China, are also a major source for a number of animal hair and
textile products.

Table 15 shows the items for which imports increased or decreased
significantly between January-June 1980 and January-June 198l. Peanuts do not
appear on the list because imports in January-June 1980 were less than
$500,000, the minimum value required for an item to appear in the table. Of
the 10 items for which imports increased the most, China accounts for 7.

The fastest growing import item on the list has been oil well casings
from Czechoslovakia. O0il well casings are metal tubes which are sunk into the
ground during drilling operations. They protect against explosions and
protect the tubing used to carry the oil against outside elements.

In the last year or so, as oil price decontrol has taken effect, demand
for oil-drilling equipment has been very strong in the United States.
Oilfield equipment companies in the United States have not been able to change
production fast enough to serve this higher level of increased demand. As a
result, the United States has been importing an increasing amount of oil well
casings to serve this shortage.

Items for which the value of imports declined substantially in percentage

terms are also shown in table 15. China and the Soviet Union each account for
4 of the 10 items.

Peanuts from China

During the 1980 growing season, drought in the United States reduced the
peanut harvest by 42 percent. The United States, normally self-sufficient,

1/ For a discussion of canned ham imports, see "Canned Hams From Eastern
Europe” in 23d Quarterly Report . . ., pp. 47-63.

2/ Countertrade arrangements are employed by several countries to limit
their hard-currency expenses. Under the terms of a typical countertrade
agreement, firms which sell commodities to a country are obligated to purchase
other commodities from that country. The ratio of sales to purchases can
vary, but at times U.S. exporters have been forced to buy back more goods than
they export.




Table 13.--U.S. imports of selected major commodities from the nonmarket economy countries (MME's),

January-June 1980 and January-June 1981

: Share of total : Value of

s imports accounted H imports from

Commodity Ma jor NME supplier : for by NME's : all NME's
Jan.-June : Jan.-June : Jan.-June : Jan.-June

1980 : 1981 : 1980 : 1981

: ==——===--Percent : 1,000 dollars———-
Cereal grains : Romania : 2.4 : 15.3 : 466 4,512
Corn, unmilled : do : 14.4 40.3 : 466 : 4,507
Chromium scrap : China : 1.4 : 3.7 : 214 534
Coal : Poland : 9.2 : 3.2 : 6,225 : 1,439
Copper : do : 6 2 5,399 : 1,2.7
Feathers and downs—--=-------- ¢ China : 41.9 : 38.6 : 13,610 : 15,206
Fertilizers : U.S.S.R : 6.8 : 6.5 : 41,313 : 45,653
Furniture : Romania : 4.9 : 4.7 : 13,261 : 13,194
Glass and glass products do : 5.3 : 4.3 19,830 : 18,681
Metal coins : China : 2.3 : 1.0 : 22,710 : 6,424
Metal ores : do : 1.2 .8 : 22,577 : 15,476
Nickel : U.S.S.R : 2.9 : 6.1 : 14,509 : 34,495
Petroleum and natural gas-—-: Romania : 2 6 @ 102,182 : 265,464
Precious metals—--—-—-=-=-———- : U.S.S.R 1.8 : 2.0 : 49,010 : 44,346
Gold bullion : do : -3 2.0 : - 18,349
Platinum : do : 7.7 : 6.8 : 34,607 : 23,071
Silver bullion-—==--===-—- : China : - 1 - 252
Prepared pork : Poland : 55.2 : 51.6 : 94,494 90,464
Textiles : China : 4.3 ¢ 6.0 254,109 : 398,254
Footwear : do : 3.3 : 3.3 : 47,242 50,711
Nonrubber footwear-—--=-: Romania and China-—=—=—=—=====-: 5.0 : 4.3 2 40,659 : 35,642
Titanium ¢ China : 28.1 : 12.2 12,972 : 9,732
Tobacco : Bulgaria : 3.7 : 3.2 : 9,267 : 9,061
Typewriters : Bulgaria and East Germany----- : 1.9 : 2.1 : 3,478 : 3,548

Source: Compiled from officlal statistics of the U.S. Department of Commerce.
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found it necessary to import large quantities of peanuts. Since international
trade in edible peanuts is small compared with U.S. production or consumption,
the U.S. peanut shortage placed unprecedented demand on the world market.
Peanut imports are subject to import quotas under section 22 of the

Agricul tural Adjustment Act which provides for the imposition of special
tariffs or quotas on imports of items which have been found to render or tend
to render ineffective, or materially interfere with, any program of the U.S.
Department of Agriculture. 1/ On December 4, 1980, the import quota on
peanuts was temporarily increased pending the results of an investigation by
the International Trade Commission, allowing an additional 200 million pounds
of peanuts to enter through June 30, 1981, over the 1,709,000 pounds allowed
under the previous quota. On April 14, 1981, following the receipt of the
Commission's report, 2/ the President raised the temporary quota to 300
million pounds for the quota year ending July 31.

China, having been a minor supplier of peanuts to the United States under
the original 1,709,000-pound quota, began almost immediately to make large
shipments under the new quota. U.S. imports of peanuts from China are shown
for 1980 and by months in January-June 1981 in the tabulation below: 3/

Imports from China

Period f f Quantity

Val
alue Percent of total

1,000 pounds from all countries

1,000 dollars

1980 - : 27 : 53 : 29.8
1981: : : :
January - : 1,145 : 1,362 : 87.5
February---—-———————- : 11,073 : 10,545 : 21.7
March-—————=—m—==——emm : 22,474 22,474 39.6
April-———m—————————e : 28,007 : 30,385 : 55.3
May e - 63,320 : 64,921 : 69.5

June—-———————mm—————— 22,594 25,555 : 57 .6

As the data demonstrate, U.S. imports from China increased dramatically
during the first 5 months of the year. Few U.S. importers thought the
Chinese, the world's largest producer of inedible peanuts, could export as
many edible peanuts as they did in such a short time. Yet the Chinese,
accustomed to peanut prices in the range of $800-$900 per metric ton, quickly
pushed their peanuts out in a world market which paid $1,700-$1,800 per metric
ton, helping to fill both peanut quotas quickly. The supplementary quota of
300 million pounds was filled on June 8, a little over 6 months after the much
larger limit was established. The original quota of 1.7 million pounds was
filled later, on June 12.

i/ Peanuts are covered under a USDA price-support program.

_g/ Peanuts, Report to the President on Investigation No. 22-42 Under Section
22 of the Agricultural Adjustment Act as Amended, USITC Publication 1124,
January 1981.

3/ Compiled from official statistics of the U.S. Department of Commerce.
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The 26 million pounds of peanuts entering the United States during June
represented only a fraction of the peanuts which were lined up to enter the
country. Fifty to sixty million pounds, 1/ much of which was from China, was
still in U.S. ports on August 3 when the regular 1,709,000-pound quota was
opened for 1981/82. 2/ This situation caused financial problems for many U.S.
peanut purchasers, although the Chinese, having already sold the peanuts,
benefited from the exports.

Peanuts accounted for over 20 percent of all U.S. imports from China
during April-June 1981 and for almost 9 percent of imports from all the NME's
in January-June. They were the leading item imported from all NME's in
January-June 1981, surpassing the traditional leading import item, canned hams
(see table A-2).

1/ USDA analysts place the amount of unaccepted peanuts in U.S. ports at
50-60 million pounds. Newspaper accounts report "at least" 60 million
pounds. (Washington Post, July 21, 1981, p. A-3.) An industry spokesman,
James Mack, general counsel for the Peanut Butter and Nut Processors
Association as well as for the National Confectioners Association, claims that
64 million pounds of peanuts was purchased above the quota level. Some of
this amount presumably was rerouted to other countries before the
1.7-million-pound quota reopened.

2/ The quota was filled immediately upon opening. The U.S. Customs Service,
faced with applications from importers for the entry of 22 million pounds of
peanuts, accepted 7.8 percent of them.
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SECOND-QUARTER DEVELOPMENTS AFFECTING U.S. COMMERCIAL RELATIONS
WITH NONMARKET ECONOMY COUNTRIES

Lifting the Agricultural Trade Sanctions
Against the U.S.S.R.

On April 24, 1981, President Reagan revoked the U.S. limitations on
agricultural exports and exports of phosphatic fertilizers to the Soviet
Union. Among other measures, these restrictions were imposed by President
Carter in January 1980 in response to the Soviet invasion of Afghanistan. 1/
In announcing his decision, President Reagan recalled his opposition to the
curb on these sales "because American farmers had been unfairly singled out to
bear the burden of this ineffective national policy.".g/ The President
further stated that his decision followed careful consideration of national
security, foreign policy, and agricultural needs. The revocation covered all
restrictions on exports relating to Soviet feed and livestock production--most
notably the partial embargo on grain and the full embargo on U.S. sales of
soybeans and phosphatic fertilizers.

The partial grain embargo had prohibited U.S. grain sales in excess of
8 million tons a year to the Soviet Union in the fourth and fifth agreement
years (October 1, 1979 through September 30, 1981) of the 1975 U.S.-U.S.S.R.
grain supply agreement. Under the agreement, the United States was committed
to sell at least 8 million tons of grain in each October 1-September 30
agreement year. The agreement was signed with the objective of smoothing out
the wide yearly fluctuations in Soviet grain purchases from the United
States. Under its terms, the Soviets agreed to purchase at least 6 million
tons and the United States agreed to offer for sale at least 8 million tons of
U.S. wheat and corn combined in each agreement year from October 1, 1976, to
September 30, 1981.

Early in June 1981, the United States and the U.S.S.R. held their first
consultations on grain trade following the lifting of the embargo. This
meeting resulted in the United States' authorizing the Soviets to purchase an
additional 6 million tons of U.S. grain for delivery before September 30,
1981. This amount was over and above the minimum sales commitment for the
1980/81 agreement year of 8 million tons that was honored even during the
embargo and that the Soviets had already exhausted by April 1981. Allowing
the Soviets to buy more marked a return to the preembargo procedure that
permitted them purchases, after consultation, in excess of the minimum sales
commitment..z/ At the same meeting, the U.S. Government also authorized the
Soviet Union to purchase up to 6 million tons of grain for delivery after
September 30, 1981, without prior consultation.

}j For earlier discussions of President Carter's restrictions on exports to
the Soviet Union and various implications of these restrictions, see the 22d,
23d, 24th and 25th reports in this series.

2/ Weekly Compilation of Presidential Documents, Apr.27, 1981, p. 465.

3/ Thus, because the terms of the 1975 grain supply agreement required
consul tations prior to purchases above 8 million tons, there was no
possibility of grain purchases by the Soviets even after the April revocation
of the partial embargo on grain until the June announcement authorizing
additional grain sales. Sales of soybeans and phosphate fertilizers, however,
were permitted to resume immediately after the April announcement.
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Since they had been able to secure grain supplies during 1980/81 from
other sources, the Soviets were not expected to buy major amounts of U.S.
grain for delivery before September 30. 1In late July, the Soviet Union
resumed purchasing U.S. grain for delivery after September 30. Subsequently,
however, they also began to buy U.S. grain for delivery in the current
agreement year. As of September 1, 650,000 tons of wheat and 900,000 tons of
corn had been purchased for delivery before September 30.

Because of the grain embargo, it was very doubtful whether a new
long-term U.S.-U.S.S.R. grain agreement would be concluded to replace the one

expiring in September 1981. The prospects for such a new agreement markedly
improved, however, after the embargo was revoked.

On August 5, the United States and the Soviet Union agreed to extend the
current agreement for another year. This had the effect of commiting the
Soviets to buy at least 6 million tons during October 1981-September 1982.
There had been no such commitment at the June meeting. It also raised the
authorization made by the United States in June from 6 million toas to
8 million tons. More important, the agreement also opened the door for
additional purchases of U.S. grains under specified conditions. 1/

The impact of the embargo

While in effect, the embargo drastically curtailed U.S. agricultural
exports to the U.S.S.R. and, as intended, adversely affected Soviet feed and
livestock production. The exteat of the economic damage to the Soviet Union
remains controversial, however, with assessments thereof ranging from trivial
to significant. Equally controversial is the assessment of the extent of
damage the embargo inflicted on U.S. interests.

The embargo apparently had an influence on grain production policy in the
Soviet Union, where the old theme of self-sufficiency was revived in response
to the U.S. trade sanctions. The 11th 5-year plan (FYP)(1981-85) calls for
increasing average annual grain output to a range of 238 million to
243 million tons. This target appears more ambitious than most of the other
Soviet economic goals in the plan; it is well above the target of 215 million
to 220 million tons planned under the previous FYP, of which less than
200 million tons was actually attained.

The embargo affected third countries as well, by changing international
trade patterns. Some experts believe that the embargo may also have triggered
long-term production responses in those countries that gained access to the
Soviet market, most notably Argentina. 2/

1/ As of Sept. 1, the Soviets had contracted for 1 million tons of wheat and
1.6 million tons of corn for delivery after Sept. 30.

2/ "An Assessment of the Afghanistan Sanctions: Implications for Trade and
Diplomacy in the 1980's," report prepared for the U.S. House of
Representatives, Committee on Foreign Affairs, by the Congressional Research
Service, April 1981, p. 47.
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U.S.-Soviet trade.—-0f all the U.S. trade sanctions imposed following the
invasion of Afghanistan, the partial grain embargo curtailed U.S.-Soviet trade
most severely. Grains constituted the largest part of this trade, accounting
for 61 percent of total U.S. exports to the Soviet Union in 1979--the last
preembargo year. When the embargo was imposed in January 1980, the Soviets
had already purchased almost all the 8 million tons the United States was
committed to sell during the fourth year under the grain supply agreement.
Consequently, they could import virtually no grain from the United States
before the fifth agreement year began in October 1980. 1In that month,
although the partial embargo had not been lifted, the Soviets were able to
resume their purchases of U.S. grain for the final agreement year. They
continued to purchase grain through April 1981.

The full embargo on other U.S. exports relating to the Soviet
feed-livestock complex--principally soybeans and phosphates—-caused further
significant reductions in U.S.-Soviet trade. Table 16 shows U.S. exports to
the U.S.S.R. of the principal commodities affected by the farm-related embargo
from 1976 through January-June 1981. Table 17 shows the impact of the trade
sanctions on total U.S. exports to the Soviet Union, by quarters, for 1980 and
the first half of 1981. 1In large measure, the overall data follow the
fluctuations of U.S. grain shipments to the Soviet Union.

With the embargo in place, China overtook the Soviet Union as the
principal U.S. trading partner among the NME's. Prior to 1980, the Soviet
Union had consistently been the major NME trading partner of the United States.

Impact on Soviet interests.--The Soviet Union was apparently able to
replace much of the embargoed U.S. grain with grain from other sources, and
imported record amunts while the embargo was in effect (table 18, fig. 5).
Previous reports in this series published in 1980 cited U.S. Department of
Agriculture (USDA) estimates that the grain embargo led to a shortfall in
Soviet grain consumption of 6 million tons in 1979/80 on a July-June
marketing-year basis, 1/ and a shortfall of 9 million tons on an
October-September marketing-year basis. 2/ However, this appraisal conflicts
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