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INTRODUCTION

This series of reports by the United States International Trade
Commission is made pursuant to section 410 of title IV of the Trade Act of
1974 (19 U.S.C. 2440), which requires the Commission to monitor imports from
and exports to certain nonmarket economy countries (NME's). These countries
include those listed in headnote 3(f) of the Tariff Schedules of the United
States (TSUS) 1/ and others not listed in the headnote, 2/ viz, Hungary, the
People’'s Republic of China (China), and Romania. 3/ These are countries whose
exports can be investigated by the Commission under section 406 of title IV of
the Trade Act of 1974. Through control of the level of production, the
distribution channels, 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, for the East-West Foreign Trade Board. As of that
date, the East-West Foreign Trade Board was abolished, and its functions were
transferred to the Trade Policy Committee, chaired by the United States Trade
Representative.

As specified by the statute, one objective of the reports in this series
is to provide data on the effect of imports from NME's on the production of
like or directly competitive articles in the United States and on employment
within industries producing those articles. Therefore, the reports include
trade statistics for those NME's whose current trade with the United States is
at least at a level that might possibly affect a domestic industry: Albanis,
Bulgaria, China, Cuba, Czechoslovakia, East Germany, Hungary, Mongolia, North
Korea, Poland, Romania, the U.S.8.R., and Vietnam.

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

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

3/ Barller reports in this series included Yugoslavia among the NME's 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 decided that Yugoslavia would no
longer be included in the countries covered by this report. This decision was
effective with the 27th report. (27th Quarterly Report to the Congress and
the Trade Policy Committee on Trade Between the United States and the
Nonmarket Economy Countries During April-June 1981, USITC Publication 1188,
September 1981, p. 1, hereinafter 27th Quarterly Report . . .). 1In the
opinion of many analysts, Yugoslavia is not appropriately classified as an
NME. Also, it is not a member of the Warsaw Pact or the Council for Mutual
Economic Assistance. Yugoslavia has special status with the Organization for
Economic Cooperation and Development and is a leader among nonaligned
countries.



At present, China, Hungary, and Romania are the only NME countries that
receive most-favored-nation (MFN) tariff treatment from the United States. 1In
the early 1950's, the MFN status of most NME's was suspended in accordance
with section 5 of the Trade Agreements Extension Act of 1951, which
established a policy of denying the benefits of trade agreement concessions to
Communist countries. 1/ Poland's MFN status was restored in 1960, but was
suspended indefinitely by the President in October 1982, The Trade Act of
1974 reiterated the policy of denying MFN treatment to imports from most
NME's, 2/ but it authorized the restoration of MFN status to countries whose
emigration policies met certain criteria. MFN status was restored to Romania
in 1975, to Hungary in 1978, and to China in 1980 under the provisions of
Title IV of the Act.

In the TSUS, the MFN rates of duty are set forth in column 1. The rates
applicable to products of designated Communist nations 3/ 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.

Except as otherwise noted, trade data presented in this report are
compiled from official statistics of the U.S. Census Bureau. Imports are
imports for consumption (the sum of directly entered imports plus withdrawals
from customs warehouses) at customs value (generally equivalent to f.o.b.
value at the foreign port of export). Exports are domestic exports
(U.S.-produced goods) at f.a.s. value. Detailed analysis in the report is
generally done on a seven-digit TSUS (imports) or Schedule B (exports) basis,
which is the basis on which the data are collected. Analysis of aggregate
trade levels and trends is generally presented in terms of Standard
International Trade Classification, Revision 2 (SITC) categories. 4/ The
TSUSA and Schedule B data are reclassified into. SITC categories using
concordances maintained by the Census Bureau.

1/ More specifically, the provision applied to imports from the Soviet Union
and "any nation or area dominated or controlled by the foreign government or
foreign organization controlling the world Communist movement." Presumably
because Yugoslavia was not considered to be under Soviet domination, its MFN
status waes not suspended.

2/ This provision was not applicable to countries that had MFN status when
the Trade Act was enacted, i.e., Poland and Yugoslavia.

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

4/ The SITC was developed by the United Nations Secretariat in 1950 as a
common basis for the reporting of international trade data. In 1975, the U.N.
Economic and Social Council recommended that member Stetes begin reporting
their trade statistics on the basis of Revision 2 of the SITC.



In this report, references to specific products (e.g., wheat) that are
not identified by a numerical classification (e.g., SITC Group 04l1l) are either
7-digit TSUSA items (U.S. imports) or 7-digit Schedule B items (U.S.
exports). The TSUSA or Schedule B classification numbers of these items may
be found in the tables in Appendix B of this report, which lists leading items
in trade with the NME's as a group and with individual NME countries.

The U.S. International Trade Commission is an independent, fact-finding
agency. Thus, the views expressed in the quarterly reports on East-West trade
do not necessarily reflect those of Executive branch agencies and should not
be taken as an official statement of U.S. trade policy.

This particular report contains a summary of U.S. trade with the NME's
during January-March 1984, and exaemines U.S. exports, imports, and the balance
of trade with these countries, as well as the commodity composition of this
trade. Important developments in U.S. commercial relations with the NME's
during the first quarter of 1984 are also examined. The report presents an
overview of the U.S. export control system and a quantification of U.S.
high-technology exports to the NME's.






SUMMARY

Two-way merchandise trade between the United States and the NME's
increased for the second consecutive quarter, totalling $2.8 billion during
January-March 1984, Trade turnover was 5.5 percent higher than in
October-December 1983 and 19.9 percent higher than in January-March 1983. The
NME's accounted for 2.2 percent of total U.S. trade turnover during
January-March 1984, This share remained unchanged from the same quarter of
1983, Relative to the first quarter of 1983, both U.S. exports to the NME's
and U.S. imports from the NME's increased, but only 9.4 percent of the
increase in trade turnover was attributable to U.S. exports.

U.S. exports to the NME's during January-March 1984 exceeded the
quarterly average for 1983, but were 10.3 percent lower than in the fourth
quarter of 1983, In comparison with the first quarter of 1983, U.S. exports
to the NME's increased by 2.9 percent to $1.6 billion during the period ‘under
review. Grein remained the leading U.S. export, but sales were 22.0 percent
lower in quaentity and 15.0 percent lower in value than in the first quarter of
1983. :

U.S. imports from the NME's reached a record quarterly high of
$1.24 billion during January-March 1984, This was only the second quarter in
which U.S. imports from the NME's had exceeded $1 billion since quarterly
reporting began in 1975. U.S. imports increased by 52.4 percent in comparison
- with the first quarter of 1983 and by 36.7 percent in comparison with the last
quarter of 1983, ' :

During the quarter, China was the major NME supplier, accounting for
61.0 percent of U.S. imports from the NME's. U.S. imports from that country
were valued at $754.1 million, the highest level in any quarter since this
report began. Far behind were the next largest NME exporters, Romania and the
Soviet Union, which supplied 16.1 and 10.8 percent, respectively, of U.S.
imports. Imports from Romania and the Soviet Union also expanded. Imports
from both countries were higher in January-March 1984 than the quarterly
average for 1983.

As a result, the traditional U.S., surplus in trade with the NME's shrank
from $742.3 million in January-March 1983 to $362.2 million in
January-March 1984, During the period under review, the United States had a
deficit in merchandise trade with China and most East European countries, but
& surplus in trade with the Soviet Union, Poland, and East Germany. The
largest deficits were registered in trade with Romania ($131.0 million) and
China ($128.1 million).

The first quarter of 1984 saw a number of positive developments in
U.S.-Chinese commercial relations. On January 12, 1984, President Reagan and
Premier Zhao Ziyang signed a three-year Industrial and Technological
Cooperation Accord. 1In March, a U.S. delegation led by Treasury Secretary
Regan attended the fourth annual meeting of the United States—-China Joint
Economic Committee in Beijing.



During the quarter under review, the Commission made affirmative final
determinations in dumping investigations involving imports of two chemicals
from China--potassium permanganate and chloropicrin. In both cases, Commerce
also issued affirmative decisions and, in the potassium permanganate case,
issued a finding of critical circumstances. In a three to one vote on the
final investigation, the Commission also determined that market disruption did
not exist as a result of imports of ferrosilicon from the Soviet Union.

Other developments affecting East-West trade included the annoucement
that the President had decided to take steps towards expanding the Defense
Department's authority to review applications for export licenses.

This report also examines the export control system, focusing on exports
of high technology subject to national security export controls. It estimates
the value and composition of such exports to the NME's and to other countries
during the 1979-1983 period. Among the major findings are the following:

U.S. high-technology exports increased by almost 80 percent over the period,
while total exports declined, an indication of the growing importance of
high-tech exports to the U.S. trade balance. U.S. exports of high technology
to other developed Western countries and the NIC's advanced. Exports to China
grew almost three-fold over the period, but shipments to the Soviet Union and
Eastern Europe were lower in 1983 than in 1979, reflecting changes in U.S.
licensing policy and the East European debt crisis.



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

Total two-way merchandise trade between the United States and the
nonmarkeét economy countries (NME's) during the quarter under review exceeded
the quarterly average 1/ of U.S8.-NME trade turnover for any calendar year
since 1975, when quarterly reporting on U.S.-NME trade began. At
$2.8 billion, total U.S.-NME trade was 19.9 percent higher in January-March
1984 than in January-March 1983 (table 1). 2/ On an annually projected basis,

U.S.-NME trade grew 31.2 percent during the period under review compared with
1983.

By increasing 5.5 percent from October-December 1983 to the first quarter
of 1984, U.S.-NME trade registered the second consecutive quarterly increase
after the sharp decline from the first to the second quarter of 1983, and the
near stagnation from the second to the third quarter of 1983. During the
half-year, October 1983-March 1984, U.S.-NME trade was 53.7 percent higher
than in April-September 1983, which marked the lowest half-year trade turnover
in U.S.-NME trade since 1979. 3/ Most of the growth in U.S.-NME trade from
the first quarter of 1983 to the period under consideration was the result of
increased imports from the NME's. Of the $470 million growth in U.S.-NME
trade from January-March 1983 to January-March 1984, 90.5 percent can be
attributed to increased U.S. purchases from NME suppliers, and only
9.5 percent to increased U.S. sales to the NME's.

U.S. exports to the NME’s amounted to $1.6 billion during the period
under review. Although this exceeded the 1983 quarterly average of U.S.
exports to the NME's by 26.2 percent, it showed a 10.3 percent decline
compared to October-December 1983 (fig. 1). By registering $1.2 billion, U.S.
imports from the NME's reached an unprecedented quarterly high in
January-March 1984. These imports were 52.4 percent higher than in

1/ The quarterly arithmetic average calculated for a given year screens out
possible seasonal and irregular fluctuations from the current price data used.

2/ The U.S. domestic inflation rate (CPI) was 4.3 percent from the middle of
the first quarter of 1983 through the middle of the first quarter of 1984, at
least 4-times less than the indicated 19.9 percent increase in the current
value of U.8.-NME trade over this l-year period. This means, that if the U.S.
domestic inflation rate is accepted as a surrogate for export and import price
increases in this particular comparison, the volume of U.S.-NME trade must
have also increased from January-March 1983 to January-March 1984,

3/ NME trade with the rest of the world recovered earlier than U.S.-NME
trade after the difficult 1980-1982 period for world trade and NME hard
currency trade. Based on data published by Wharton Econometric Forecasting
Associates, NME hard currency trade increased by 2.9 percent from 1982 to
1983. (Wharton, Centrally Planned Economies Outlook, April, 1984, p. 8).
U.8.-NME trade in contrast dropped by nearly 12 percent in a similar
comparison. (37th Quarterly Report. . ., p. 3).




‘s1seq °"S°'EB°} UB UO penfea aJe pue ‘sjuauwdiys

aouejsisse A4ejiTlw jusawjiaedaq esuejiadg Buipnioul ‘ATuo s340dx3 OLj}sBWOP BJ4E S3J400X] °*BNTEA SWO3ISND 3je
s

L
uo13dwnNsucd 404 s3Jdoduit

1seq-snsuad) ade juodad S1Y3} Ul S3TQR} J43Y3lo [ pue siy3 ul saunbiji FaoduwI--°d30N

‘@oJuBWWOS) 40 judwzJedag °*§°fl OY} JO SO13}SL13EIS [ELD1440 Woay Pafidwon :824n0g

LS} : 0871 : b6y : €71 AN fmmmm 0P e e e e e e e -~ =S 34 ODU]
G0°¢€ T 4G6°¢ : 69°1 : £6°1 : 81°¢€ $==FUBDUBD e e oo — -~ S }J0dX]
: : : : : :S,3WN Y31Mm Bpeax Aq 403
H : : : : pajunoooe apedy °§°f) 1303} 30 BUBRYG
qge‘e : 989°‘¢ s B6LCL T €6L°1L : §9£°2 :=-SJBTTOP uoLlTTLW :
: : : H :  (s3qodwt snid sjJodx®) J42A0UJAN]} BpeJ]
29¢ s LL8 2 0Yye- : G A JA tmm==O0P e mmmm—————-BOUET E]
95e 7T T 506 T 610°1 T 658 T 118 §mm=mOP e mmmm e m o -GS} ODU]
86461 : 18L¢Y T 6LL : HG6 : GGt :==SJETTOP UOLTTlWememem e m— S} J0dX]
: : 3 : : :S,3WN Y3 tM 8peJay g°n
66605t : 200021 T LGS : 629°CHL 1 509901 :==SJBTTOp UOLTTtW
: s : : :  (S34oduwt snid s340dX@) J4dAOUUN] BpeEU]
65292~ : GGE‘61~ : 91681~ : L69°El- : §£HL8- tmmm e OP - ——-—BDuBT BYg
L29°8L : 819769 T Gi2'99 T SEE°S9 T 579°1G fmmmmOP e e e~ ——S§ }J 0dW]
89¢€‘2¢ : $2€408 t 662°LY t 9Lh6h : 1E68Y 1 ==SJABTTOP UOLTTIWemeeme e mmmm—S3}J40dX3
: : : s : :@peJ} pryom gt
T Jdequedoaq s 3§ aun( : qodey :
H861 1 =d3qo3aQ : -ATnp : ~TLady : ~Aaenuep
Yyadey : : way I
~Aaenuer €861 s

‘(s,3WN) Ssat43unco

) $961 YodJel-£g6t Adenuep ‘saazuaenb Aq
Awouod? 3j3j)Jewuocu ayjx YjitM pue prJIoM 8Yy3x Yijitm 2pedyx *§°n--°|} d[qe]



TS & TV TETEITTTTN

8 I] TIT &7 TEIITFIIVIT 1YIViiee™ VTS YTIVITTTS
‘A8 SN o3 oy sysedxy .
ouy) ©3 wjsodxy PO

hdbfantdh i

=, 11® @3 sjledy

002 |

908 ° |

‘¥8—-1861

‘saejJonb Aq

\o“o”ono: .-.-‘ ‘s

\8-6

‘C=,JHND) PO | JJUNOD AWOUOCD® JSHIDOUWUOU ey} O] sjdodxe °‘g'N-—°| @InB) 4

3



10

January-March 1983 and 36.7 percent higher than in October-December 1983
(fig. 2). Review period NME imports topped the 1983 quarterly average by
38.4 percent, and the 1982 quarterly average by 50.9 percent. (Tables in
Appendix A show U.S. export and import trade with the NME's by Standard
International Trade Classification (SITC) sections. Tables in Appendix B
state leading export and import items in U.S.-NME trade.)

The surplus of U.S. merchandise trade with the NME's shrank from
$742.3 million in January-March 1983 to $362.2 million in Janusry-March 1984.
In ite trade with the NME's, the United States registered surpluses with the
Soviet Union, East Germany, and Poland, and deficits with China, Romania,
Hungary, Czechoslovakia, and Bulgaria. The United States had a $131.0 million
deficit in its trade with Romania and a $128.1 million deficit in its trade
with China. The aggregate U.S.-East European trade balance was also in
deficit during the quarter under consideration. Grain sales to the Soviet
Union and -China remained the most significant single source of U.S. export
revenue in trade with the NME's. Sales of Chinese apparel and clothing
accessories retained their leading role among U.S. imports from the NME's in
January-March 1984.

U.S} exports to the NME's represented 3.0 percent of total U.S. exports
during the quarter under review; U.S. imports from the NME's accounted for
1.6 percent of total U.S. imports. The share of both U.S. exports to the
NME's and imports from them exceeded their respective 1983 quarterly average
in January-March 1984. U.S. exports to the NME's increased at a slower pace
than worldwide U.S. exports from the first quarter of 1983 to the period under
consideration. But imports from the NME's increased at a faster pace than
wonldwidg U.S. imports over the same period.

U.S. Exports

U.S. exports to the NME's increased from $1.55 billion in January-March
1983 to $1.60 billion, or by 2.9 percent, in January-March 1984. The volume
of these exports remained roughly the same during the two periods. Both the
value and volume of U.S. exports to the NME's were higher during the period
under review than during the second or third quarter of 1983. But from
October-December 1983 to January-March 1984, the value of these exports
declined by 10.3 percent 1/ and by a higher percentage in volume. 2/

1/ Much of this decline from October-Décember 1983 to January-March 1984 can
be attributed to diminished U.S. aluminum, airplane and wheat sales to China.
- 2/ Like the assessment of change in total turnover (see footnote 2, on
page 7), this is also based on the assumption that the U.S. domestic inflation
rate is an appropriate proxy for U.S. export price increases in sales to the
NME's from the middle of the first quarter of 1983 through the middle of the
first quarter of 1984.  The value of review period U.S. exports to the NME's
- was 67.5 percent above the second quarter's, and 105.1 percent above the third
quarter's level. Since the value of the average export price increase between
‘the second. or third quarter of 1983 and the first quarter of 1984 had to be
smaller than its assumed 4.3 percent annual value, the volume of U.S. exports
during the review period must have exceeded the volume in either the second or
the third quarter of 1983. The volume of U.S.-NME trade, however, must have
decreased from the fourth quarter of 1983 to the first quarter of 1984,

10
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Consequently, no solid conclusion can be drawn about the recovery of U.S.
sales to the NME's during the period under consideration. These sales were
26.2 percent above the quarterly average of 1983 in January-March 1984 but
below the quarterly average of any year in 1979-1982.

The Soviet Union was the largest market for U.S. exports to the NME's
during the quarter under review (fig. 3). The Soviets' share among NME
imports from the United States increased from 39.5 percent in 1983 to
44.6 percent in January-March 1984. In 1983, China held the first place.
January~-March 1984 U.S. exports to China represented 39.2 percent of total
U.S. sales to the NME's, those to Poland 5.9 percent, and those to Romania
4.2 percent (table 2).

Diversification of suppliers and efforts to maintain or increase hard

currency surpluses 1/ continued to limit NME markets for U.S. exports during
the period under consideration.

U.S. exports to the NME's of goods classified as food and live animals
represented 49.3 percent of total U.S. exports to the NME's in January-March
1984 (table 3). This was considerably below the 58.3 percent share during the
corresponding period of 1983, but well above the 40.6 percent 1983 quarterly

average. U.S. grain sales to China and a sharp recovery in purchases by the
Soviet Union explain these changes.

Chemicals became the largest 1-digit SITC category among U.S. exports to
China during the quarter under consideration, (table 4). These commodities
were in third place after food and live animals and machinery and
transportation equipment in January-March 1983. 1Increases in U.S. sales of
manufactured fertilizers and artificial resins accounted for the bulk of
growth in U.S. chemical exports to China from the first quarter of 1983 to the
period under review. U.S. polypropylene resin exports, with China as the
major NME customer, represented the largest value among U.S. exports to the
NME's which changed substantially from January-March 1983 to the period under
review (table 5). Food and live animal goods became less dominant among U.S.
sales to the Soviet Union than during the corresponding quarter of 1983.

Although the Soviets purchased more from the United States than did the
Chinese in January-March 1984, China was the major NME customer for 10 out of
the 20 export items which accounted for the largest market share of NME
purchases, while the Soviet Union was the major NME customer for 6 (table 6).

Food and live animals

At $788 million, U.S. exports of food and live animals (commodities .
classified in SITC Section 0) to the NME's were 13.0 percent lower during the
quarter under review than the $906 million registered in January-March 1983
(table 3). With 49.3 percent of total U.S. exports to the NME's, exports in
this product category remained the largest SITC 1-digit category among U.S.
exports to the NME's in January-March 1984. (Food and live animals
represented 12.0 percent of worldwide U.S. exports during the same period.)
U.S. exports of goods classified as food and live animals to the Soviet Union
and China were lower in January-March 1984 than in the corresponding period of
1983 but higher than the quarterly average of such sales calculated for 1983.
Wheat and corn remained the two leading export items in this category, as well
as among all items exported to the NME's during the quarter under review. |,

1/ In 1983, Eastern Europe, China and the Soviet Union realized surpluses in
their hard currency trade.
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Grain (wheat and corn) represented 94.4 percent of total U.S. food and
live animal exports to the NME's in January-March 1983, compared with
92.3 percent in January-March 1984. Grain sales to the NME's declined from
$855.6 million (or 6.0 million metric tons) to $727.4 million (or 4.7 million
metric tons) in a similar comparison.

Wheat exports were 2.6 million and corn exports 2.1 million metric tons
during the period under review. Average quarterly grain sales to the NME's
were 3.1 million metric tons in 1983 and 5.6 million metric tons in 1982.
Grain sales to the NME's declined by 21.8 percent in terms of quantity but
only by 15.0 percent in terms of value from the first quarter of 1983 to
January-March 1984. This reflects an increase in the average unit price of
grain sold to the NME's during the quarter under review compared with the
corresponding period in 1983. This increase was a composite result of a
slight decline in wheat, and a 33.8 percent increase in corn prices between
the two periods. :

Soviet Union.--Soviet purchases of U.S. food and live animal goods
declined from $546.5 million during the first quarter of 1983 to
$517.0 million during the period under review. The quarterly average of
Soviet purchases of U.S. food and live animal products amounted to
$298.7 million in 1983. The share of U.S. food and live animal goods among
total U.S. sales to the Soviet Union increased from 59.7 percent in 1983 to
72.5 percent in January-March 1984. Soviet purchases of wheat and corn
represented the only significant U.S. exports of commodities classified in the
food and live animal category to the Soviet Union during the period under
review.

Sales of U.S. grain to the Soviet Union totaled 3.3 million metric tons,
or $516.8 million during the quarter under review. First quarter 1983 sales
amounted to 3.6 million metric tons or to $546.1 million. Wheat sales to the
Soviets decreased from 2.6 million metric tons, or $432.4 million, in
January-March 1983 to 1.5 million metric tons, or $235.8 million, in
January-March 1984. Corn sales, however, increased from 1.0 million metric
tons, or $113.6 million, to 1.9 million metric tons, or $281.0 million, in a
similar comparison. 1/

1/ According to the May 20, 1984 issue of East Europe Agriculture, Soviet
grain import needs for 1983-84 have been virtually met. But there are signs
of firm Soviet demand for U.S. grain during the 1984-85 period. By
stipulating considerably higher minimum purchases than the first U.S.-Soviet
long-term grain agreement, the agreement now in effect predetermines an
increase in U.S. sales of grain to the Soviet Union over the average sales of
the past three years. (For details on the new U.S.-Soviet long-term grain
agreement, see 37th Quarterly Report. . ., p. 66.) 1In addition, the U.S.
Department of Agriculture currently estimates that Soviet grain production may
decrease from 195 million metric tons in 1983-84 to 190 million metric tons in
1984-85, increasing overall demand for imports. Moreover, fourth quarter 1983
data indicate that the United States has a relatively strong market position
among its main competitors on the Soviet market. In October--December 1983,
U.S. grain sales amounted to 3.8 million metric tons (according to USDA data),
those of Canada to 1.4 million, those of the European Community to
1.2 million, and those of Argentina to 0.8 million. The Soviet Union may now
also be in a good position to make hard currency purchases given its recently
reported 1983 trade surplus with the West. (For details on the Soviet t%ade
surplus, see Press Review, Bank for International Settlements, BIS, Apr. 3,
1984, p. 6.)
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China.--Chinese purchases of U.S. food and live animal goods registered
$172.6 million in January-March 1984. Although this was considerably below
the $277.3 million which was recorded during the corresponding period of 1983,
it exceeded the $135.2 million 1983 quarterly average of U.S. exports to China
in this commodity group. Among Chinese imports from the United States, the
share of commodities classified in SITC Section O was 41.8 percent in
January-March 1983, 25.0 percent in 1983, and 27.6 percent during the period
under review. Wheat was the only food and live animal item included among the .
top 80 items by value exported to China in January-March 1984.

The United States shipped 1.1 million metric tons of wheat to China
during the first quarter of 1984, roughly the same amount as during the first
quarter of 1983. The value of these exports, however, increased from 3158.6
million in January-March 1983 to $172.4 million in January-March 1984. The
Chinese neither received nor ordered any U.S. corn during the period under
review. 1/

Eastern Europe.--East Europeans increased their purchases of U.S. food
and live animal goods from $82.1 million in January-March 1983 to
$98.1 million in January-March 1984. 1In terms of export revenue, corn,
soybean oil cake, grain sorghum and barley were the most significant U.S.
exports of food and live animal commodities to Eastern EBurope during the
quarter under review.

East European corn purchases from the United States decreased from
0.3 million metric tons in January-March 1983 to 0.2 million metric tons
during the quarter under review. 1In value terms, these purchases increased
slightly from $34.3 million to $35.4 million. East German purchases of corn
decreased from $34.3 million, or 293 thousand metric tons, in January-March
1983 to $21.4 million, or to 143 thousand metric tons, in January-March
1984. 2/ Poland purchased $14.0 million worth of corn and $2.8 million worth
of wheat in the first quarter of 1984. Poland's wheat purchase, representing

1/ According to the U.S. Department of Agriculture, Chinese orders of U.S.
wheat, fulfilled and outstanding, totaled 2.9 million metric tons as of Apr.
26, 1984. This included the above reported 1.1 million first quarter
shipments of wheat to China, which counted entirely toward the fulfillment of
Chinese purchase requirements during 1984. Year 1984 marks the last of the
current U.S.-China long-term grain agreement. For more on this agreement and
for a detailed discussion on U.S. sales of food and live animal commodities to
China, see 37th Quarterly Report. . ., pp. 50-52.

2/ East Germany uses U.S. corn primarily as feedstock. Consequently, U.S.
corn sales to East Germany may have been displaced by Canadian feed barley and
feed wheat which are being sold under the 1983-86 agreement between the
Canadian "Wheat Board" and East Germany. The agreement, which was concluded
in September 1983, stipulates an annual one million metric ton sale of these
Canadian products to East Germany: Canada and East Germany concluded other
commercial agreements besides the wheat deal, in September 1983. Sources:
U.S. Embassy, Ottawa, Canada and U.S. Department of Agriculture.
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16 thousand metric tons, was the only wheat purchase by East Europeans in
January-March 1984. Poland did not buy any U.S. corn or wheat during the
first quarter of 1983. 1/ U.S. sales of soybean o0il cake to Eastern Europe
increased from $22.9 million, or 115 thousand short tons, in January-March
1983 to $33.6 million, or 142 thousand short tons, in January-March 1984. 2/
Poland purchased 75.5 percent and Hungary the remaining 24.5 percent of the
reported U.S. soybean o0il cake exports to Eastern Europe during the period
under review. East Germans increased their grain sorghum purchases from the
United States from none during the first quarter of 1983 to $15.1 million in
January-March 1984. East German imports of U.S. barley increased from none in
January-March 1983 to $7.0 million during the quarter under review.

Crude materials

U.S. crude materials (classified in SITC Section 2) represented the
second largest SITC l-digit category among U.S. exports to the NME's during
the quarter under consideration. U.S. exports to the NME's in this product
category rose from $137 million in January-March 1983 to $257 million, or by
88.2 percent, in January-March 1984. The share of crude materials among U.S.
exports to the NME's increased from 8.8 percent to 16.1 percent over the same
period. (The share of these goods among worldwide U.S. exports increased from
9.5 percent to 11.0 percent in a similar comparison.)

Soybeans remained the most significant.U.S. crude material export to the
NME's during the period under review. U.S. sales of this product to the NME's
rose from $41.2 million in the first quarter of 1983 to $74.3 million, or by
80.4 percent, in the first quarter of 1984. The increase in the volume of
deliveries, however, amounted to only 42.4 percent. Increase in the unit
price of U.S. soybean exports to the NME's was 26.7 percent over the indicated
period. U.S. soybean shipments to Eastern Europe rose from $41.2 million in
January-March 1983 (the only buyer of U.S. soybeans among the NME's during
that period) to $60.3 million, or by 46.3 percent, in January-March 1984. 3/
The increase in volume was 15.8 percent. With 63.3 percent of the purchases,
Romania remained by far the most significant NME buyer of U.S. soybeans during
the quarter under consideration. The Soviet Union, which did not purchase any
of this U.S. product during the first quarter of 1983, bought U.S. soybeans for

1/ According to the Department of Agriculture, Poland imported
3.2-3.3 million metric tons of wheat, corn, and barley in 1983. The Soviet
Union, other Eastern Bloc nations, Austria and France may have been the major
suppliers of the Polish market in 1983.

2/ U.S. sales of soybean oil cake to the East Europeans increased by
46.9 percent in value terms but only by 23.8 percent in terms of volume. This
reflects an 18.7 percent price increase between the two periods. Price
increases were noted in U.S. soybean exports to the NME's, too. (See section
on U.S. crude material exports.) .

3/ For an explanation of the current high East European, particularly
Romanian and Polish, demand for o0il seeds, see 37th Quarterly Report. . . ,
p. 100. China, a major buyer of U.S. 0il seeds in the past, did not resume
purchases during the period under consideration. For explanation, see ibid.,
p. 53, and 33d Quarterly Report. . . , pp. 46, 47.
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$14.0 million in January-March 1984. U.S. soybean shipments to Poland
declined in value by 1.1 percent from the first quarter of 1983 to the first
quarter of 1984. 1In terms of volume, these shipments declined by 25.3 percent
over the same period. 1/

China increased its acquisitions of U.S. softwood saw logs during the
first quarter of 1984. U.S. sales of Douglas-fir logs to China increased from
$26.1 million in January-March 1983 to $52.6 million, or by 101.4 percent, in
January-March 1984. The increase in the volume of U.S. Douglas-fir exports to
China, however, amounted to only 84.4 percent. Chinese purchases of U.S.
western hemlock logs rose from $4.7 million to $16.0 million, or by 243
percent, in a similar comparison. The increase amounted to 233 percent in
terms of volume.

Not only is China an exclusive customer for a number of U.S. wood
products among the NME's, but it is also a significant buyer among all
importers of these U.S. products. For example, Chinese purchases of
Douglas-fir logs represented 39.1 percent of worldwide U.S. sales during
January-March 1984 (table 6). U.S. western hemlock sales to China made up
20.2 percent of total U.S. sales during the same period. 2/

Further, Chinese demand for U.S. wood products appeared to be on the rise
during the quarter under consideration. 1In recent years, SITC Group 247,
which includes a variety of wood products called "other wood in the rough or
roughly squared," has been the most significant SITC 3-digit subcategory among
U.S. wood exports to China. U.S. sales to China of commodities classified in
SITC Section 247 amounted to $70.0 million in January-March 1984 compared with
$31.3 million in January-March 1983. The quarterly average for 1983, the
strongest year for these sales to China in 1981-1983, was $57.0 million.

U.S. cotton sales to the NME's increased from no sales in January-March
1983 to $45.5 million in January-March 1984. The Soviet Union purchased
$43.3 million of the total, China $1.8 million, and Hungary, a minor buyer,
the rest. 3/ The slight reduction in the value of NME purchases of U.S.
cattle hides from $26.1 million during the first quarter of 1983 to
$25.7 million during the period under review was much more significant in

1/ There are indications, according to the U.S. Department of Agriculture,
that Polish protein feed imports, which include oil cakes, soybeans and a
variety of other high protein concentrates, will exceed 1983 levels in 1984.
The severe difficulties which have reportedly emerged in Poland's livestock
production in 1983, and officially increased targets of protein meal imports
for 1984, point to a continued strong Polish demand for U.S. protein
feedstuffs. See also Eagt Europe Agriculture, January 1984, pp. 8-10.

2/ For background information on Chinese demand for U.S. wood products, see
33d Quarterly Report. . . , p. 48.

g/fFor reasons of recent Soviet demand for U.S. cotton, see 37th Quarterly
Report . . ., pp. 71, 72. For an explanation of sharply reduced Chinese
purchases of U.S. cotton, see ibid., p. 53.
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terms of volume. The volume of U.S. cattle hide shipments to the NME's
declined . by 29.5 percent in a similar comparison. With 73.5 percent of the
purchases during the period under consideration, East Europeans remained the
most significant buyers among the NME's. (East Europeans import U.S. cattle
hides in order to boost their hard-currency earning shoe manufacturing
industries.) The Soviets increased their purchases of this U.S. product from
the first quarter of 1983 to January-March 1984.

East Europeans, the only NME buyers of U.S. fertilizers in the first
quarter of 1984, purchased $9.5 million of this product in January-March 1984
compared with no purchases during the corresponding quarter of 1983.
Shipments to Poland were valued at $7.0 million and those to Romania at
$2.4 million. NME purchases of U.S. acrylic and modacrylic fibers increased
from $5.6 million in January-March 1983 to $9.0 million in January-March

1984. China was the recipient of 92.8 percent of these shipments during the
quarter under consideration. 1/

Chemicals

U.S. sales of chemicals (commodities classified in SITC Section 5) to the
NME's increased from $176 million in January-March 1983 to $223 million, or by
27.1 percent, in January-March 1984. The share of chemicals among U.S.
exports to the NME's increased from 11.3 percent to 14.0 percent over the same
period. As in the first quarter of 1983, chemicals retained their place as
the third most significant source of U.S. export revenue on NME markets during
the period under review. (The share of these commodities in worldwide U.S.
exports increased from 10.8 percent to 11.6 percent in a similar comparison.)
In January-March 1984, China accounted for 79.2 percent, the Soviet Union for
16.8 percent, and the rest of the NME's for 4.0 percent of total U.S. sales to
the NME's in this commodity group. For China, chemicals became the leading
SITC 1-digit commodity group among its imports from the United States during
the period under review.

Mainly as a result of significant increases in Chinese purchases of
organic chemicals (SITC Division 51), manufactured fertilizers (SITC
Division 56) and artificial resins (SITC Division 58), U.S. chemical exports
to China advanced from $125.0 million in the first quarter of 1983 to
$176.9 million, or by 41.5 percent, in the first quarter of 1984. Fertilizers
(classified in SITC Division 56) increased from $65.8 million to $82.9 million
in a similar comparison. This $82.9 million was almost twice as much as the
quarterly average calculated for 1983, the peak year for U.S. sales to China
in this commodity group in 1981-1983. There was a $21.3 million increase in
the sale of phosphate fertilizers, and a $12.3 million increase in the sale of
urea to China from the first quarter of 1983 to the first quarter of 1984.
This more than compensated for the fall in sales to China of concentrated
superphosphate which fell from $16.4 million in January-March 1983 to no sales
during the period under consideration. The increase in the volume of U.S.
urea shipments to China was even more significant than the increase in sales
value.

1/ For a description of the decline in U.S. man-made fiber sales to China,
see 33d Quarterly Report. . . , pp. 47, 48, and 37th Quarterly Report. .
pp. 52, S3. '
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U.S. sales to China of artificial resins increased from $26.3 million in
January-March 1983 to $52.2 million in January-March 1984. Although this
figure compares favorably with the 1983 quarterly average of $22.9 million, it
was still considerably below the $59.2 million quarterly average of 1982, the
best year for sales of U.S. artificial resin to China during 1981-83. Growth
in the volume of U.S. artificial resin shipments to China between the first
quarters of 1983 and 1984 was generally less than the growth in sales value
over the same period. 1/ U.S. exports of polypropylene resins (Schedule B
444.1700) increased from $7.3 million in January-March 1983 to $24.4 million
in January-March 1984, as those of polyethylene resins of low and medium
density rose from $3.2 million to $10.4 million. (Table S5 lists polypropylene
resins, low and medium density polyethylene resins, and urea among U.S. export
items to the NME's which increased substantially from the first quarter of
1983 to the period under consideration.)

Chinese imports of disinfectants, insecticides, etc. (SITC Group 591)
dropped from $21.3 million to $8.9 million in a similar comparison. For
example, organophosphorous-containing insecticides dropped from $12.3 million
in January-March 1983 to no sales during the quarter under review.

Although U.S. sales of phosphoric acid to the Soviet Union decreased from
$40.2 million in the first quarter of 1983 to $32.8 million in the first
quarter of 1984, the volume of deliveries increased by 1.9 percent reflecting
a reduction in the price of this commodity over the period. The Soviet Union
accounted for 94.0 percent of worldwide U.S. phosphoric acid sales in

January-March 1984, compared with 90.5 percent during the corresponding period
of 1983 (table 6). 2/

Machinery and transportation equipment

U.S. exports classified as machinery and transportation equipment (SITC
Section 7), were the second largest category among U.S. exports to the NME's
in January-March 1983 and the fourth largest during the quarter under
consideration. 3/ They declined by 5.7 percent, from $181 million to
$171 million, during that period. In January-March 1984, Chinese purchases
accounted for 68.9 percent of U.S. machinery and transportation equipment
sales to the NME's, the Soviet Union for 21.1 percent, and the rest of the
NME's for 10.0 percent. U.S. machinery and transportation equipment sales on

1/ When the United States entered the Chinese market with these products, it
enjoyed a cost advantage. For details, as well as for a review of U.S. resin

sales to China, see 33d Quarterly Report. p. 15, and 37th Quarterly
Report. . ., p. 55.

2/ SOViet imports of U.S. phosphoric acid are regulated under the 20-year
agreement between Occidental Petroleum Co. and the Soviet Government. For an
updated account on the status of this agreement, see 37th Quarterly
Report. p. 72.

3/ In terms of sales value, mach1nery and equipment is by far the largest

category among worldwide U.S. exports. It represented 40.4 percent of total
U.S. exports in January-March 1984.
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all three markets, China, the Soviet Union and Eastern Europe, were below
their respective 1983 quarterly averages during the period under review.

Chinese purchases of U.S. machinery and transportation equipment declined
by 9.3 percent from $129.7 million in the first quarter of 1983 to
$117.6 million in January-March 1984. Although review-period U.S. shipments
were considerably below the 1983 quarterly average of $145.7 million, they
were more than double the 1981 or the 1982 quarterly average. (In 1983, U.S.
sales to China in this category of goods were exceptionally high owing to the
$234.8 million Chinese purchases of U.S. aircraft and associated equipment,
SITC Group 792.) Chinese imports of U.S. aircraft continued in January-March
1984. During this period, China bought two airplanes from the United States
at a unit price of $16.0 million, and four helicopters at a unit price of
$1.8 million. During the first quarter of 1983, China purchased three
airplanes at a unit price of $13.1 million, but it purchased no helicopters
from the United States.

Chinese imports of U.S. data processing equipment (SITC Group 752)
amounted to $6.5 million during the quarter under review and to $7.5 million
during the corresponding quarter of 1983. The quarterly average of U.S. sales
to China in this product category was $3.4 million in 1981, $6.2 million in
1982, and $8.8 million in 1983. Chinese purchases of U.S. jet and gas
turbines (Schedule B 660.4930) amounted to $11.3 million in January-March
1983. Purchases of glass-working machines (Schedule B 678.3055) amounted to
$7.6 million. There were no Chinese purchases of either of these products
during the quarter under consideration. The sale of U.S. special--purpose
non-military vehicles to China increased from $0.7 million in the first
quarter of 1983 to $7.6 million during the first quarter of 1984.

Soviet purchases of U.S. machinery and transportation equipment increased
from $32.2 million in January-March 1983 to $36.1 million in January-March
1984. However, review-period Soviet imports of U.S. machinery and
transportation equipment, like the much less significant East European imports
in this category, remained below their respective quarterly averages for 1981,
1982 or 1983. Parts of industrial gas turbines, parts for earth moving
machines, for tracklaying tractors, and drilling and boring machines were
among the U.S. products which registered advances in sales to the U.S.S.R.
from January-March 1983 to the period under review.

Other export developments

From January-March 1983 to January-March 1984, China increased U.S. kraft
linerboard imports from $5.2 million to $6.5 million, and those of textured
yarns from $5.6 million to $6.4 million. However, it reduced its U.S.
geophysical equipment acquisitions from $9.3 million to $6.2 million.

The U.S.S.R. increased its purchases of U.S. pressure sensitive tapes
from $11.8 million in January-March 1983 to $13.0 million in January-March
1984. Soviet imports of tallow from the United States increased from
$8.8 million during the first quarter of 1983 to $11.9 million during
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the quarter under review, while those of linseed 0il rose from no purchases to
$9.1 million. 1Insulating or transformer oil shipments to the Soviet Union
amounted to $5.2 million during the period under review.

Unspecified commodities donated for relief or charity to the NME's were
valued at $16.3 million in January-March 1984, Poland received $10.7 million
and Vietnam $5.3 million of these shipments. Of the $5.3 million worth of
U.S. low volatile bituminous coal shipments to the NME's in January-March
1984, more than half went to Albania; the rest went to Romania.

U.S. Imports

Exceeding the one billion dollar benchmark for the second time since
quarterly reporting on East-West trade began in 1975, U.S. imports from the
NME's reached a record high of $1.24 billion in January-March 1984. 1/ U.S.
imports from the NME's during the period under review were 52.4 percent higher
than in January-March 1983, 36.7 percent higher than in October-December
1983. 2/ Review-period NME imports exceeded the 1983 quarterly average by
38.4 percent and the 1982 quarterly average by 50.9 percent. Thus, the
secular tendency of growth in the current value of imports from the NME's
since 1975 was reinforced in January-March 1984. (Figure 2 illustrates the
change in quarterly U.S. imports from the NME's since 1981.)

China, with 61.0 percent of total U.S. purchases from the NME's, remained
the most significant NME supplier to the U.S. market in January-March 1984.
Romania was responsible for 16.1 percent and the Soviet Union for 10.8 percent
of U.S. imports from the NME's during the first quarter of 1984 (fig. 4). At
$754.1 million, U.S. imports from China climbed to an unprecedented level
during the period under consideration (table 7). Romanian sales to the United
States amounted to $198.6 million in January-March 1984, exceeding the 1983
quarterly average of $128.2 million and the 1981 level of $139.9 million, the
peak year for U.S. imports from Romania. Soviet sales on U.S. markets reached
$133.9 million, the highest value since the first quarter of 1981. Hungarian
exports to the United States advanced and those of Poland declined from the
first quarter of 1983 to the quarter under review. Overall U.S. purchases
from Eastern Europe increased by 58.8 percent in a similar comparison.

1/ It was during the third quarter of 1983 when U.S. imports from the NME's
exceeded one billion dollars for the first time, by registering $1.02
billion. See 36th Quarterly Report . . ., p. 6

2/ Under the assumption that the average price of commodities imported from
the NME's did not rise faster than U.S. domestic prices, as measured by the
CPl, from the first quarter of 1983 through the period under review, it is
evident that the volume of U.S. purchases from the NME's had to increase in
both comparisons.
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The growth of Chinese sales to the United States coincided with further
improvements in commercial relations between the two countries. 1/ China's
demand for hard-currency export revenues to finance the country's accelerated
modernization program and its development strategy, which gave a prominent
role to light-industry exports, provide further explanations. 2/

The impact of Chinese development strategy on the structure of U.S.
imports from the NME's has been significant. In 1975, food items, mineral
fuels and lubricants, and manufactured articles classified by chief material
dominated U.S. imports from the NME's. 3/ Primarily as a result of China's
success in developing a highly competitive textile industry, miscellaneous
manufactured articles (SITC Section 8) became by far the largest product
category among U.S. imports from the NME's. Commodities classified in SITC
Section 8 represented 35.8 percent of total U.S. imports from the NME's in
January-March 1984. Chinese apparel and clothing articles (SITC Division 84)
made up 65.0 percent of these imports during the period under review. The
development of China's textile industry is reflected also in the fact that
43.8 percent of total U.S. imports from the NME's in the category of
manufactured goods classified by chief material (SITC Section 6) was Chinese
yarn, fabric, and related products (SITC Division 65).

The need to earn more hard currency in order to meet external payment
obligations explain East European, especially Romanian, efforts to increase
sales to the United States during the quarter under review. It is remarkable
that after teetering on the brink of a breakdown in the country's energy
economy in 1981-82, Romania has succeeded in consolidating its internal energy
balance and increasing its refined product exports to the United States from
the first quarter of 1983 to the period under consideration (table B--28) 4/.

Increased sale of light fuel oils was the most significant contribution
by a single commodity to the growth of Soviet exports to the United States
from January-March 1983 to the quarter under review (table B-6). 5/

1/ See more on the subject of U.S.-Chinese commercial rapprochement later in
this report.

2/ See, 37th Quarterly Report. . . , pp. 33-34, and Wharton Econometric
Forecasting Associates, Centrally Planned Economies Outlook, April 1984,
p. 137. The Commission has initiated an investigation on China's economic
development strategies and their effects on U.S. trade (investigation no.
332-168). The results of the research will be published in the second half of
1984.

3/ See 5th Quarterly Report. . . , p. 5

4/ Countertrade imports of oil from the U.S.S.R. did help in the improvement
of Romania's energy balance. See EIU Quarterly Economic Review of Rumania,

Bulgaria, Albania, No. 1, 1984, p. 9.
5/ Wharton estimates that fuels made up 80 percent of Soviet exports to the

non-NME's in 1983. The Soviet Union may have stepped up the volume of its
fuel shipments to the West by 15-20 percent in 1983. (Wharton Econometric
Forecasting Associates, Centrally Planned Economies, Current Analysis,

Apr. 9, 1984.) By comparing the volume of Soviet light fuel o0il shipments in
January-March 1984 with the average quarterly volume of shipments in 1982 and
1983, a similar drastic increase in Soviet deliveries may be observed.
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Miscellaneous manufactured articles

By representing 35.8 percent of total NME sales on U.S. markets,
miscellaneous manufactured articles (classified in SITC Section 8) remained
the dominant 1-digit SITC category among U.S. imports from the NME's in
January-March 1984 (table 8). The share of this commodity group among
worldwide U.S. imports was 12.8 percent during the same period. Miscellaneous
manufactured imports from the NME's increased from $283 million in the first
quarter of 1983 to $443 million, or by 56.6 percent, in the first quarter of
1984. Overall U.S. imports of these commodities increased by 39.4 percent in
a similar comparison. During the period under consideration, 88.0 percent of
NME SITC Section 8 sales on U.S. markets came from China, 6.0 from Romania,
2.7 percent from Hungary, 1.5 percent from Poland, 0.9 percent from
Czechoslovakia, and 0.9 percent from other NME suppliers (table 9).

Articles of apparel and clothing accessories (SITC Division 84) made up
73.9 percent of Chinese miscellaneous manufacture sales to the United States
during the period under consideration. China increased its export revenues
from the sale of these (SITC Division 84) goods on U.S. markets from
$180.7 million in January-March 1983 to $288.2 million in January-March 1984.
This exceeded by large margins the $188.7 million quarterly average of
1983, 1/ the $153.0 million quarterly average of 1982, and the $101.1 million
quarterly average of 1981.

In six out of the seven sub-categories of apparel and clothing articles
(SITC Groups 842-848), sales from China showed various degrees of growth from
January-March 1983 to the quarter under review. Chinese sales of women's and
girls' outer garments (SITC Group 843) soared from $69.0 million during the
first quarter of 1983 to $127.4 million during the first quarter of 1984. Of
the 10 U.S. imports from the NME's which substantially increased over this
period 9 were textile products from China (table 10). Increases were
especially noticeable in dresses (SITC Subgroup 8433), skirts (SITC Section
8434), blouses (SITC Subgroup 8435), and the residual category of women's
outer garments (SITC Subgroup 8439). Chinese exports to the U.S. market of
women's fiber blouses increased from $3.1 million in January-March 1983 to
$14.5 million during the period under consideration. Sales of women's cotton
trousers from China on the U.S. market increased from $9.5 million to
$10.4 million. Sales of women's, girls' and infants' apparel increased from
$1.4 million to $10.3 million in a similar comparison (table B-4). The
quarterly average of imports of women's and girls' outer garments (SITC Group
843) from China was $75.5 million in 1983, $61.9 million in 1982, and
$41.4 million in 1981. 1In the category of knitted or crocheted undergarments

1/ After the imposition of a number of restrictions on apparel imports
during 1982 and early 1983, Chinese sales of apparel and clothing to the
United States slowed down during the second half of 1983. Thus, Chinese
apparel imports during the first half of 1983 grew faster in comparison with
the second half of 1982 than they did during the second half of 1983 in
comparison with the first half of 1983. For details, see 37th Quarterly
Report. . . , pp. 57-58.
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from China (SITC Group 846), sales jumped from $19.4 million to $39.8 million
from January-March 1983 to January-March 1984. 1/

China increased its U.S. dollar revenues from the sale of footwear (SITC
Group 851) to the United States from $10.4 million in the first quarter of
1983 to $11.3 million during the period under review. The quarterly average
of Chinese footwear sales on the U.S. market was $8.7 million in 1983 and
$9.5 million in 1982. U.S. imports of Chinese antiques increased from
$2.6 million in January-March 1983 to $12.4 million in January-March 1984, and
imports of metal coins increased from $3.7 million to $8.1 million in a
similar comparison.

Romania's exports of miscellaneous manufactured articles to the United
States increased by 12.9 percent, from $23.6 million in January-March 1983 to
$26.7 million in January-March 1984. Since the quarterly average of these
sales was $26.9 million in 1983, and $29.8 million in 1982, the reported
increase represents a recapture rather than an extension of overall sales. A
noticeable shift in the composition of Romanian sales classified in S1TC
Section 8 to the United States, however, has occurred. U.S. imports from
Romania of articles of apparel and clothing (SITC Division 84) have increased
from $10.8 million during the first quarter of 1983 to $18.9 million during
the quarter under review. Sales of men's and boys' suits from Romania
increased from $1.2 million to $3.4 million, and sales of women's, girls' and
infants' apparel increased from insignificant sales to $2.9 million in a
similar comparison. U.S. purchases of Romanian furniture (SITC Division 82),
however, declined from $7.1 million in January-March 1983 to $3.8 million in
January-March 1984. Sales of wood furniture from Romania (TSUSA 727.3540),
for example, dropped from $4.0 million to no sales at all, in a similar
quarter-to-quarter comparison.

Sales of miscellaneous articles from Hungary to the United States
increased from $8.2 million in January-March 1983 to $12.1 million in
January-March 1984, or by 47.3 percent. In 1983, when Hungarian miscellaneous
manufacture sales on U.S. markets were the highest since reporting began in
1975, the quarterly average of these Hungarian sales was $10.0 million. The
increase in the sales of apparel and clothing (SITC Division 84) was largely
responsible for increased sales of Hungarian miscellaneous manufactures on
U.S. markets. U.S. purchases of Hungarian men's and boys' outer garments

1/ The U.S.-China bilateral textile agreement (see 37th Quarterly
Report. . . , pp. 38, 39) allows for .a 90-day consultation period after a call
for consultation. The agreement provides formulas for limiting Chinese
textile sales in an affected category during, as well as after, a consultation
period. According to information obtained from the Import Administration of
the Department of Commerce, 6 such 90-day consultation periods expired in
January-March 1984, leading to the imposition of import restrictions by the
United States. These restrictions affected the following textile categories:
cotton sheeting (cat. 313), cotton twill and sateen (cat. 317), cotton
underwear (cat. 352), men's and boys' wool suit-type coats (cat. 433),
women's, girls' and infants' wool coats (cat. 435), and other manufactured,
manmade fibers (cat. 669). No previously established annual quotas for
Chinese textile imports in 1984 had been filled during the quarter under
review.
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(SITC Group 842) doubled from January-March 1983 to the period under
consideration. Men's and boys' outer garments (SITC Group 842) were the most
significant items of miscellaneous manufacture imported from Poland in
January-March 1984. Articles of footwear {SITC Group 851) were the most
significant import items from Czechoslovakia, and works of art and collectors'
items (SITC Group 896) were the most dominant among Section 8 imports from the
Soviet Union.

Mineral fuels and lubricants

U.S. imports of NME commodities classified in SITC Section 3 increased
from $121 million in January-March 1983 to $247 million in January-March
1984. The share these products represented among total U.S. imports from the
NME's increased from 14.9 percent to 20.0 percent over the same period. 1In
terms of value, mineral fuels and lubricants became the second most
significant commodity group among U.S. purchases from the NME's during the
period under consideration (table 8).

Gasoline, naphthas, light fuel oils, liquid derivatives of mixed
hydrocarbons, and crude petroleum made up 98.5 percent of first quarter U.S.
imports of mineral fuels and lubricants from the NME's. Romania supplied 51.0
percent, China 36.3 percent and the Soviet Union 12.6 percent of U.S. mineral
fuel and lubricant imports from the NME's to the United States during the
period under review.

Purchases of gasoline remained the largest single item among U.S. imports
from the NME's in January-March 1984. At $107.0 million, these purchases,
however, were 17.2 percent lower than the 1983 quarterly average of U.S.
gasoline imports from the NME's. Whereas the quantity of total U.S. gasoline
imports almost doubled, the quantity of gasoline imports from the NME's
declined by 2.7 percent from January-March 1983 to January-March 1984. As a
result, the proportion of NME supplies in the total quantity of U.S. gasoline
imports dropped from 31.7 percent to 15.5 percent, in a similar comparison.
China and Romania 1/ remained the only NME suppliers of the U.S. gasoline
market in January-March 1984. Although Chinese gasoline sales on the U.S.
market declined from $70.4 million to $64.0 million (by 8.3 percent in
quantity terms) from the first quarter of 1983 to the period under review,
they retained their leading position among China's exports to the United
States. Romanian sales of gasoline to the United States increased from $41.9
million during the first quarter of 1983 to $43.0 million during the quarter
under review. Gasoline represented the second most important U.S. dollar
earning commodity for Romania in January-March 1984. Following world market
trends, the unit value of gasoline sold by these two countries on the U.S.
market declined from the first quarter of 1983 to January-March 1984. (The
unit value of NME gasoline sales on the U.S. market remained below the average
unit value of total U.S. gasoline imports in both periods.)

Another SITC section 3 commodity, naphthas was the second largest item
among all categories of U.S. imports from the NME's during the quarter under
review. The bulk, 89.9 percent, of the $59.6 million total U.S. purchases

1/ U.S. imports of gasoline from the U.S.S.R. amounted to $10.3 million in
1982, but there were no such imports in 1983; see 37th Quarterly

Report. . . , p. 76. 35
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of this commodity represented Romanian sales; the rest, Chinese. The third
largest item among all U.S. imports, as well as SITC section 3 commodities,
was light fuel oils. Of the total $36.7 million NME light fuel shipments to
the United States in January-March 1984, 84.8 percent originated from the
Soviet Union, the rest from Romania. The fourth most significant SITC Section
3 import from the NME's, the seventh among all commodities, during the quarter
under review was liquid derivatives of mixed hydrocarbons. Romania was the
sole source of the entire $23.6 million U.S. purchase of this commodity in
January-March 1984.

During the quarter under review, China and Romania showed reverse
tendencies as to the proportion of their refined petroleum (SITC Group 334)
exports to the United States. Chinese sales of refined petroleum products
represented 15.8 percent of total Chinese exports to the United States in
1983, decreasing to 9.7 percent in January-March 1984. Based on a parallel
calculation, the proportion of Romanian refined product sales increased from
54.7 percent in 1983 to 63.3 percent during the period under review. The
reduced share of refined products in China's overall exports to the United
States is explained by Chinese efforts to accommodate an increased domestic
demand for refined o0il products with a relatively narrow refinery capacity; by
the relatively low world market prices of these products; and by successful
increases in Chinese manufactured goods exports. 1/ Romania, in contrast,
aimed to increase the exportation of refined products in order to maximize
capacity utilization of its relatively large refinery capacity, while
simultaneously curtailing the domestic demand for these products. 2/

Among other SITC Section 3 imports, sales of Chinese crude petroleum to
the United States were valued at $16.3 million during the quarter under
review. This was smaller than the $17.2 million quarterly average of U.S.
purchases of Chinese crude petroleum in 1983 and less than half the $38.2
million quarterly average of such purchases in 1982.

Manufactured goods classified by chief material

Commodities identified as m&hufectured goods classified by chief material
(SITC Section 6) represented the third largest commodity group among U.S.
imports from the NME's during the quarter under consideration. U.S. imports
in this category increased by 62.3 percent from $142 million in January-March
1983 to $230 million in January-March 1984. China supplied 65.1 percent of
these goods during the first quarter of 1984, the Soviet Union 12.8 percent,
Romania 8.2 percent, East Germany 4.3 percent, Poland 3.9 percent, and the
rest of the NME's, each supplying less than 4 percent, 5.7 percent. The two
largest single commodities imported by the United States from the NME's in
this product category in January-March 1984 were wool floor coverings, valued
at $23.4 million (with China as the dominant supplier), and palladium, valued
at $18.6 million (with the U.S.S.R. the most important supplier).

1/ Although China's primary good exports have recently decreased, its
worldwide exports of crude oil and refined products remain highly significant
for the country's external balance. For a description of .recent trends in
Chinese exports, see Centrally Planned Economies Qutlook, Wharton Econometric
Forecasting Associates, April 1984, p. 149.

2/ Romanian policies to improve the country's energy balance are summarized

in 37th Quarterly Report. . ., pp. 81-83.
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Chinese sales to the United States of manufactured goods classified by
chief material increased by 51.9 percent from $98.6 million in January-March
1983 to $149.8 million in January-March 1984. Increased shipments of Chinese
textile yarn, fabrics, and related products (SITC Division 65) accounted for
the bulk of the increment. China's sales in this product category amounted to
$100.7 million during the first quarter of 1984 compared with $65.0 million
during the corresponding period of 1983. Average quarterly Chinese sales of
these (SITC Division 65) goods on the U.S. market were $61.1 million in 1983
and $56.5 million in 1982. Woven cotton fabric (SITC Subgroup 6521) imports
from China amounted to $31.1 million, representing the largest 4-digit
category of Chinese sales in the SITC Division 65 category during the period
under review. Chinese woven cotton fabric sales to the United States
registered $20.2 million in the first quarter of 1983.

Wool floor coverings were China's second most significant U.S. dollar
earning commodity during the period under consideration. Chinese sales of
this commodity to the United States increased sharply from $13.6 million in
January-March 1983 to $22.4 million in January-March 1984. Chinese sales of
printcloth shirting on U.S. markets increased from $7.7 million during the
first quarter of 1983 to $12.6 million during the first quarter of 1984 and
sales of cotton towels increased from $4.9 million to $7.4 million.

Printcloth shirting imports from China represented 65.4 percent of total U.S.
imports of this commodity during the period under review (table 11). Growth
in Chinese metal manufacture (SITC Division 69) sales on U.S. markets was also
impressive. U.S. purchases of these Chinese products, which include a variety
of hand tools among other things, increased from $14.0 million in
January-March 1983 to $21.8 million in January-March 1984. The quarterly
average sales of these Chinese products was $15.9 million in 1983 and

$14.0 million in 1982.

Soviet exports to the United States of goods classified in the SITC
Section 6 category registered a sharp increase from $11.7 million in
January-March 1983 to $29.4 million during the period under review. This
first quarter 1984 value exceeded average quarterly Soviet sales of SITC
Section 6 items on U.S. markets during any of the past three years.
Stepped-up Soviet sales of non-ferrous metals (SITC Division 68) accounted for
the bulk of this increase. Soviet non-ferrous metal exports to the United
States increased from $10.8 million during the first quarter of 1983 to
$26.9 million during the first quarter of 1984. Prominent among these goods
during the quarter under consideration was palladium with an import value of
$18.4 million. Soviet palladium sales to the United States amounted to only
$5.9 million in January-March 1983. U.S. purchases of palladium bars and
plates increased from $0.6 million during the first quarter of 1983 to

$5.9 million in January-March 1984; purchases of ferrosilicon rose from no
sales to $1.3 million.

East European exports to the United States in this product category grew
from $31.3 million in the first quarter of 1983 to $50.7 million in the
quarter under consideration. 1Increased shipments of Romanian goods classified
in SITC Section 6 were responsible for more than half of this increase. Since
SITC Section 6 encompasses a large spectrum of goods, the reported increase
could not be attributed to the stepped-up U.S. acquisition of any particular
Romanian commodity. The largest Romanian sale in this product category during
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the period under consideration, as well as the largest increase from the first
quarter of 1983 to the quarter under review, occurred in aluminum sheets and
strip. U.S. purchases amounted to $2.7 million in January-March 1984, whereas
there were no such purchases during the corresponding quarter of 1983.
Romanian sales to the United States of nonferrous metals (S1TC Division 68),
which includes the above-mentioned product, increased from no purchases to
$3.5 million, in a similar comparison. The second largest Romanian sale
occurred in glass tableware, kitchenware, and cookware. U.S. purchases of
this Romanian commodity, which amounted to only $0.4 million in the first
quarter of 1983, increased to $2.2 million during the period under
consideration. A modest recovery during the period under review has been
noticed in Romanian sales of iron and steel products (SITC Division 67) to the
United States. Romanian iron and steel exports to the United States amounted
to $127.0 million in 1981, plunging to $22.6 million in 1982 and $1.6 million
in 1983. 1/ Whereas practically no Romanian merchandise in this category had
been sold on U.S. markets during the first quarter of 1983, sales amounted to
$2.6 million in January-March 1984. U.S. imports of nonmetallic mineral
manufactures (SITC Division 66) from Romania increased from $4.2 million
during the first quarter of 1983 to $6.4 million in January-March 1984;
imports of textile yarn, fabrics, and related products (SITC Division 65) rose
from $2.0 million to $3.7 million.

Notable among other developments was the jump in the sale of East German
iron and steel products (SITC Division 67) on U.S. markets from an
insignificant amount in January-March 1983 to $4.7 million in January-March
1984. This exceeded combined East German sales to the United States in this
product category during 1981-83. After the 1983 banner year for Czech rubber
manufacture (SITC Division 62) exports to the United States, Czech sales of
these goods in January-March 1984 amounted to $2.3 million. This exceeded
January-March 1983 sales in this product category by 33.4 percent. Polish
metal manufacture (SITC Division 69) imports increased from $2.6 million
during the first quarter of 1983 to $3.4 million in January-March 1984, while
imports of Hungarian nonferrous metals (SITC Division 68) increased from
$1.7 million to $2.7 million over the same period.

Chemicals

NME sales of chemicals (commodities classified in SITC Section 5) to the
United States increased by 32.5 percent from $94 million in January-March 1983
to $124 million during the quarter under consideration. These products
represented 10.0 percent, the fourth largest 1-digit SITC category, among U.S.
imports from the NME's in January-March 1984. (Chemicals accounted for
4.2 percent in worldwide U.S. imports during the same period.) With a share
of 45.6 percent, the Soviet Union was the largest NME supplier of chemicals in
January-March 1984. China shipped 34.5 percent of these products to the
United States, Romania 10.2 percent, East Germany 5.5 percent, and the rest of
the NME's 4.2 percent during the first quarter of 1984.

1/ For a description of U.S. iron and steel imports from Romania and a
related action by the Commission, see 29th Quarterly Report. . ., pp. 76, 87.
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U.S. purchases of chemicals from the Soviet Union increased from
$45.3 million in January-March 1983 to $56.6 million during the first quarter
of 1984. Review-period Soviet sales of chemicals to the United States
exceeded all quarterly averages of such sales for the years 1981-83.
Anhydrous ammonia remained the dominant Soviet export commodity to the U.S.
market in January-March 1984. Soviet deliveries increased to $33.3 million
during this period from $26.2 million in the first quarter of 1983. This
increase amounted to 71.4 percent in terms of quantity, reflecting a decline
in the unit price of Soviet anhydrous ammonia sales to the United States over
the period. 1/ A similar decline in the unit price with a simultaneous
increase in the value and volume of shipments was observed in Soviet shipments
of urea. Representing the second largest U.S. import of chemicals in terms of
value, the third largest among all U.S. imports from the Soviets, urea
deliveries increased from $15.2 million in January-March 1983 to $19.2 million
in January-March 1984. The increase was 30.2 percent in terms of quantity.

China‘'s earnings from the sale of chemicals on U.S. markets increased

from $36.7 million to $42.8 million, in a similar first-quarter-to-first-quarter
comparison. Fireworks, remaining at $10.0 million, the same as in
January-March 1983, retained their lead among Chinese chemicals sold to the
United States in January-March 1984. U.S. purchases from China represented

77.4 percent of total U.S. imports of this product during the period under
consideration (table 11). U.S. purchases of Chinese medicinal and
pharmaceutical products (SITC Division 54) increased from $6.1 million to

$8.9 million, or by 44.0 percent, from the first quarter of 1983 to
January-March 1984.

The increase in East European sales of chemicals to the United States
from $11.7 million during the first quarter of 1983 to $24.8 million in
January-March 1984 exceeded the increase in Soviet or Chinese sales of
chemicals over this period. Romanian sales of manufactured fertilizers (SITC
Division 56), jumping from no sales to the United States during the first
quarter of 1983 to $9.9 million during the quarter under review, accounted for
the bulk of this increase. Romanian sales of urea represented $6.7 million
within the $9.9 million total of manufactured fertilizer sales to the United
States in January-March 1984. 2/ East German urea sales on the U.S. market
increased from no sales to $2.3 million, and those of potassium chloride
increased from $3.8 million to $4.2 million, in a similar comparisen.

1/ For a description of the long-term U.S.-Soviet deal involving the Soviet

sale of anhydrous ammonia, see 37th g arterly Report . . ., p. 75, and 33d
Quarterly Report . ., P. 72.

2/ Despite this unprecedented quarterly shipment of Romanian manufactured
fertilizers to the United States in January-March 1984, there are indications
that Romania intends to reduce the share of energy-intensive, high-tonnage
basi¢ products, e.g., fertilizers, in its chemical industry output and
exports. For details, see Foreign Broadcast and Information Service, FBIS,
East Europe Report Economic and Industrial Affairs, Apr. 24, 1984, pp. 38-42.
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other import developments

U.S. purchases of canned hams (Section 0) from the East Europeans have
decreased from $35.4 million in January-March 1983 to $24.1 million during the
period under consideration. Polish sales have declined from $24.6 million to
$16.5 million, and Hungarian sales from $7.6 million to $6.3 million, over the
period. Review-period canned ham shipments from Eastern Europe were
considerably below the $30.0 million quarterly average calculated for 1983, or .
the $21.9 million quarterly average of 1982. U.S. purchases of motor vehicle
parts (SITC Section 7), almost exclusively from Hungary, represented the
largest U.S. import item from the NME's, classified as machinery and
transportation equipment (SITC Section 7) during the period under review.
These purchases increased from $3.7 million in January-March 1983 to )
$9.8 million in January-March 1984. The United States imported $5.7 million
worth of corn (Section 0) from Eastern Europe, most of it from Romania, in the
first quarter of 1984. There were no such purchases during the corresponding
period of 1983. East European sales of hops (S1TC Section 0) to the United
States, with Czechoslovakia as major supplier, amounted to $6.7 million in
January-March 1984. U.S. purchases of Bulgarian cigarette leaf (SITC
Section 1) were valued at $5.5 million in January-March 1984. As in the first
quarter of 1983, this item was the only Bulgarian export to the United States
which exceeded the million dollar benchmark.

Chinese exports of natural barium sulfate (SITC Section 2) to the United
States decreased from $10.2 million during the first quarter of 1983 to
$7.0 million during the quarter under consideration. China's mushroom (SITC
Section 0) exports to the U.S. market showed. an increase from $6.0 million to
$6.9 million from the first quarter of 1983 to the quarter under review. 1/

U.S. imports of crabs (Section 0) from the Soviet Union increased from
$1.5 million to $5.6 million, and imports of sable furskins (SITC Section 2)

increased from $2.9 million to $3.6 million from the first quarter of 1983 to
the period under review.

1/ For clarification of comparability of TSUSA categories as applied to
mushroom imports from China, see footnote in table B-4&.
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FIRST-QUARTER DEVELOPMENTS AFFECTING U.S. COMMERCIAL
RELATIONS WITH THE NONMARKET ECONOMY COUNTRIES

Industrial and Technological Cooperation Accord With China

On January 12, 1984, President Reagan and Chinese Premier Zhao Ziyang
signed an accord that provides the framework for increased U.S. involvement in
the development of China's industrial technology. The new agreement calls for
both the United States and China to '"take all appropriate steps to create
favorable conditions for strengthening industrial and technological
cooperation between the two countries." It further states that these steps
may include consultations to identify industrial and technological cooperation
projects, the facilitation of contacts between potential project participants,
and U.S. assistance in arranging feasibility studies for such projects.
Activities under the agreement will broadly focus on those economic goals that
China has given the highest priority in its Sixth Five-Year Plan (1981-1985):
the development of its energy reserves, the expansion and modernization of its
transportation and communications facilities, and the upgrading of existing
industrial plants and equipment. The specific cooperative work programs
remain, however, to be implemented by the United States-China Joint Commission
on Commerce and Trade (JCCT). 1/

For the purpose of implementing the accord, the JCCT will consist of a
U.S. interagency group coordinated by the Department of Commerce and a Chinese
Government delegation coordinated by that country's Ministry of Foreign
Economic Relations and Trade. In addition to the Department of Commerce, the
U.S. group will include officials from the Office of the United States Trade
Representative, the Department of the Treasury, Department of State, and
Department of Agriculture. Other agencies that will be represented because of
the services they provide to support U.S. investment in China are the United
States Export-Import Bank (Eximbank), the Overseas Private Investment
Corporation (OPIC), and the Trade and Development Program (TDP), which,
together with OPIC and the Agency for International Development (AID), 2/ is a
component agency of the U.S. International Development Cooperation Agency. Ad
hoc working groups, consisting of representatives from U.S. companies in a
certain industry and from the Government economic organizations of that
industry in China, also may be designated to assist the JCCT in specific tasks.

1/ The JCCT was formed in 1981 to expand U.S. export trade and further
develop other U.S. commercial dealings with China. At its first meeting, held
in Beijing in May 1983, Commerce Secretary Baldrige presented the initial
draft of the accord to the Chinese.

2/ As a Communist country, China is excluded from the grant assistance
program of the AID by the Foreign Assistance Act of 1961. However, a 1979
amendment of this act created the TDP to fund project feasibility studies and
other development planning services to support U.S. exports to countries that
do not receive AID assistance. The Foreign Assistance Act was also amended in
1980 to extend the insurance and financing services of OPIC to U.S. companies
operating in China.



The agreement includes provisions calling for *“financial facilitation and
funding on as favorable terms and conditions as possible," presumably through
the Eximbank and OPIC, 1/ and for the TDP to "consider the funding of
feasibility studies of industrial and technological cooperation projects." It
provides for no additional U.S. Government participation but for coordinating
and possibly expanding the current programs of those agencies already
extending services to China. The work programs to be developed by the JCCT
will also include technical seminars, trade missions, and other activities
involving exchanges of information and delegations.

Premier Zhao's visit to the United States in January and the signing of
the Industrial and Technological Cooperation Accord were positive indications
of a substantial improvement in U.S.-Chinese relations following the new
bilateral agreement on textile imports from China and the easing of controls
on exports of advanced technology to China. By the same token, the extent to
which this framework agreement can serve to increase investment opportunities
in China for U.S. companies will largely depend upon the future climate of
relations between the two Governments. During the first quarter, Chinese
leaders reacted positively to several work programs proposed by the United
States. 2/

The accord will remain in force until January 31, 1986, and, unless
either Government notifies the other of its intent to terminate the agreement,
it can be extended indefinitely for successive 3-year terms.

Meeting of United States-China Joint Economic Committee

A U.S. delegation led by Treasury Secretary Regan traveled to Chinsa
March 18-22 for the fourth annual meeting of the United States-China Joint
Economic Committee (JEC). The main purposes of the session were to initial a
U.S.-Chinese income tax agreement, move forward negotiations on a bilateral
investment agreement, and help prepare for the visit of President Reagan to
China in April. Secretary Regan also exchanged information on general
economic policies with his counterpart, Finance Minister Wang, and other
high-ranking Chinese Government officials. The JEC was established in 1979 to

1/ In June 1984, OPIC guaranteed a $4.7-million loan to China for the
purchase of a Landsat earth station from Systems & Applied Sciences Corp.,
Tyson's Corners, Va. This is the first project in China to receive financial
assistance from OPIC since its program of loan guarantees and direct loans to
support foreign investment by small U.S. companies was extended to China in
1980.

2/ On May 9, 1984, during the first session of the JCCT to be held since the
accord was signed, Commerce Secretary Baldrige and China's Trade Minister Chen
signed two work programs or implementing agreements, one for cooperation in
the telecommunications/electronics sector and the other a program of
cooperative activities to help China in developing its metallurgical
industry. Secretary Baldrige and Minister Chen also exchanged letters on
technology tranfer, which provide for exchanges of information about U.S.
export control policy and Chinese technology import policy, and signed four
grant agreements for feasibility studies to be funded by the TDP. The
projects to be covered by these studies are the development of a heavy oil
reservoir, the development of a natural gas field, a silicon materials
project, and a railway wheel facility. 44
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serve as a forum for the discussion of bilateral economic issues and other
matters of mutual interest.

The tax agreement is an important step toward resolving one of the
leading problems confronted by U.S. companies seeking to do business in
China: uncertainty about the legal framework in which they must corduct their
operations. The pact relieves companies and individuals of both countries
from compliance with the other country's income tax laws when exposure to
these laws is limited in time and scope. It also reduces tax rates on
remittance of dividends, interests, and royalties; assures non-discriminatory
taxation; and provides for the avoidance of double taxation. Another
reciprocal provision, but one expected to be especially significant to
citizens of China living in the United States, is a waiver that frees from
taxation the income of visiting teachers or researchers for a period not
exceeding 3 years and the income of students or trainees (up to $5,000 a year)
for any period reasonably needed to complete their education or training.

The agreement will not enter into force until signed 1/ and, because it
is a treaty rather than an executive agreement, approved by the Senate. 1In
addition to this document, the United States and China have negotiated a
limited tax treaty covering income from the international operation of ships
and aircraft. Following Senate ratification, that agreement became effective
in September 1983. 2/ Other NME's with which the United States has tax
treaties are Poland, Romania, Hungary, and the U.S.S8.R.

Despite Secretary Regan's efforts to reconcile differences during the JEC
session and additional meetings held by the negotiating teams, the bilateral
investment treaty could not be concluded for signing by President Reagan
during his visit to China. 3/ When the agreement is completed and, following
Senate approval, entered into force, this treaty, together with the tax
treaty, will provide the ground rules of operation and legal protections
without which many U.S. companies have been unwilling to invest in China. 4/

1/ The agreement was signed by President Reagan and Premier Zhao on April 30.

2/ This limited income tax treaty was signed on Mar. 5, 1982, but was not
approved by the Senate until Sept. 23, 1983, 1Its provisions apply
retroactively to taxable years beginning on or after Jan. 1, 1981.

3/ As the quarter ended, several issues remained to be settled.

Negotiations were temporarily broken off at about this time, and were later
scheduled to resume in September.

4/ In addition to the reduction in uncertainty and risk that only these
bilateral treaties can provide, the Chinese Government has adopted a number of
new regulations and laws to create a more favorable climate for foreign
investment. A notable example is the patent law enacted on Mar. 12, 1984, to
go into effect on Apr. 1, 1985. Under the law, which is closely patterned
after patent laws in the industrial market economies, foreign enterprises in
China or foreign companies in a Chinese-foreign joint venture enterprise
located in China will be able to obtain patents protecting their inventions if
they are nationals of a country that has signed a patent agreement with
China. The United States is one of the few countries that currently has such
an agreement. Others are expected to follow shortly, however, since this
long-awaited law provides the protection that many firms in other
industrialized countries also have wanted before transferring technology to
China.
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At a press conference after the JEC meeting, Secretary Regan announced
that representatives of 25 to 30 U.S. companies will travel to China this fall
to explore investment opportunities, primarily in light manufacturing,
construction, agro-business, and electronics. The mission will be cosponsored
by the U.8. Overseas Private Tnvestmeut Corporation and China's Ministry of
Foreign Economic Relations and Trade.

U. S. Administrative Actions to Tighten Export Controls

During the first quarter, the Reagan Administration took two steps
designed to tighten export controls. The Department of Commerce proposed
changes in the regulations covering distribution licenses for U.S. exports,
and the President announced a decision to grant the Department of Defense
authority in principle to assume a wider role in reviewing export license
applications. These actions were taken as part of the administration's
overall review of export control procedures, with a particular emphasis on
those relating to shipments of the more technologically advanced dual-use
goods (civilian goods having potentially significant military applications).

Proposed changes in distribution licensing procedure

On January 19, 1984, the Department of Commerce's Office of Export
Administration (OEA) announced proposed changes in its distribution license
system to "better assure this licensing procedure does not result in illegal
diversion contrary to U.S. national security.” 1/ Distribution licenses
authorize the multiple export of certain commodities under an international
marketing program to consignees that have been approved in advance as foreign
distributors or users. The proposals would tighten restrictions on
eligibility for distribution licenses, increase the items excluded from export
under such licenses except to specified destinations, and place additional
limits on the resale or reexport by overseas distributors of the commodities
consigned to them.

The proposed regulatory changes include a requirement that an exporter
have obtained at least 50 individual validated licenses in the year preceding

applications for a distribution license. This rule would replace the current
practice of issuing a distribution license if there is a reasonable

expectation that it would replace 25 individual validated licenses. According
to the OEA, the purpose of the proposal is to insure that the program is
"restricted to firms with substantial export experience and a proven record of
compliance with the regulations.”" 2/ 1If amended, the procedure would also
require submission of an appropriately detailed description of the commodities
to be exported under distribution licenses, rather than only the broad
commodity descriptions now required.

In addition, the OEA is reviewing the Commodity Control List for possible
exclusion from the procedure of some items destined for all countries except
Australia, New Zealand, Japan, and North Atlantic Treaty Organization (NATO)
members aside from Spain. The items proposed for exclusion because they are
considered to be high diversion risks include certain semiconductor material

1/ 49 F.R. 2264. : .
2/ Ibid. 46
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processing equipment, lasers and laser systems, semiconductor devices, and
electron beam recorders. Exports of these products are now denied only to
certain distribution license holders for certain destinations.

One of the changes proposed to increase control over foreign consignees
under the distribution license program would limit direct shipments to
customers of an approved consignee to the country in which that consignee is
located. Foreign consignees outside of the NATO countries (not including
Spain), Australia, New Zealand, or Japan would also be required to supply the
Department of Commerce with the names and addresses of customers to whom they
expect to sell the products they receive under distribution licenses. Another
proposal would also ban a foreign consignee from reselling or reexporting any
commodity received by him to a customer outside these designated countries
until the consignee had obtained a certification from his customer that the
commodity would not be reexported without the approval of the Department of
Commerce. - This last requirement would limit, according to Commerce officials,
the inadvertent violation of U.S. reexport restrictions and would also have
"export enforcement value in the pursuit of willful foreign violations” of the
reexport restrictions. 1/

The Department of Commerce initially set a deadline of February 21, 1984,
for receiving comments on the proposed procedural changes. However, because
of the large number of complaints the proposal engendered from U.S. companies,
foreign consignees, and other interested parties, the deadline for commment
was extended to March 22 and on that date again extended to April 6.

Extension of Department of Defense review authority

On March 23, 1984, the White House announced that President Reagan had
decided to grant the Department of Defense (DOD) authority in principle to
take part in the Department of Commerce's review of distribution licenses. 2/
This extension of DOD's review authority was made contingent upon the
successful implementation of a memorandum of understanding between DOD and
Commerce that provides for DOD to review individual validated license
applications for exports in seven commodity groups to 12 non-Communist
industrial countries. 3/ The purpose of both the memorandum, which was
affirmed by the President in the March 23 announcement, and the President's
extension of DOD's review authority to include distribution licenses was to
try to stop the diversion to the U.S.8.R. of computers and other militarily
sensitive dual-use products exported to non-Communist countries. DOD's
previous review authority was limited to dual-use goods specifically
designated for export to the NME's.

According to the announcement, President Reagan has indicated that
"the greatest possible care must be taken to establish review arrangements
that are efficient and not disruptive to the review process.” Within 3 months
after successf{ul implementation of the memorandum of understanding on

1/ Tbid. :
2/ Weekly Compilation of Presidential Documents, vol. 20, No. 12, pp. 420-21.

3/ The 12 countries designated for DOD review have not been officially
announced.
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validated licenses, DOD's review of distribution licenses will begin with a
few preselected commodities and one or two countries and will only gradually
be broadened to cover other products and overseas consignees under the
distribution license program.

In addition, the announcement stated that the President has determined
that a "dual capability” to enforce export controls should be maintained in
the Department of Commerce's OEA and the Department of the Treasury's Customs
Service. He has also directed that a memorandum of understanding designating
Customs as the agency responsible (with certain specific exceptions) for
liaison with foreign governments in the conduct of export enforcement
investigations be "vigorously implemented."”

Finally, the announcement also reaffirmed President Reagan's opposition
to statutory changes relating to DOD review of licensing and enforcement. As
the quarter ended, however, DOD's role in the export control process remained
a leading issue in the Congress as debate over legislation to extend and amend
the Export Administration Act of 1979 continued.

U.S. Administrative Actions Affecting Imports from NME's

During the first quarter, the U.S. International Trade Commission made
final determinations in two separate antidumping investigations on imports of
potassium permanganate and chloropicrin from China and a determination in a
market disruption case involving imports of ferrosilicon from the U.S.S.R.
Antidumping investigations were also instituted by the Commission on imports
of potassium chloride from four countries that included two NME's: East
Germany and the Soviet Union. Another action taken during the quarter was the
first ruling to be made by the Department of Commerce on the question of
whether U.S. countervailing duty law is applicable to NME's. In two
preliminary investigations involving imports of carbon steel wire rod from
Czechoslovakia and Poland, Commerce ruled that Congress did not exempt NME's
from this legislation. 1In May, however, in its final investigations of these
imports, Commerce found that the presence of countervailable subsidies cannot
be determined in the NME's where state planning, rather than market forces, is
the primary means by which economic resources are allocated.

Potassium permanganate from China

On January 12, 1984, the Commission unanimously determined that an
industry in the United States was materially injured 1/ by imports of
potassium permanganate from China that were being sold in the United States at
less than fair value. 2/ The Commission's vote followed an affirmative final
determination by the Department of Commerce, published on December 29, 1983,
in which it found dumping had occurred in 100 percent of the sales of the
Chinese product, resulting in an overall weighted-average dumping margin of
39.63 percent ad valorem.

1/ Commissioner Paula Stern (Commission Chairwoman as of June 16, 1984)
determined that an industry in the United States was materially injured or
threatened with material injury. '

2/ Potassium Permanganate From the People's Republic of China:
Determination of the Commission in Investigation No. 731-TA-125 (Final) .%8
USITC Publication 1480, January 1984.

. g -



49

In its final investigation, Commerce also found that critical
circumstances existed owing to massive imports of this product from China
during the months of March through July 1983. 1/ The Commission, in
addressing this additional factor, determined that material injury was due to
massive imports to an extent that, in order to prevent such injury from
recurring, it was necessary to impose antidumping duties retroactively.

Investigation of these imports was initially instituted on February 22,
1983, on the basis of a petition filed by the Carus Chemical Co., the sole
U.8. producer. Voting unanimously, the Commission made an affirmative
preliminary determination on the question of injury to the domestic industry
on March 31, 1983. Following an affirmative preliminary finding by Commerce
on the question of sales at less than fair value, it instituted its final
investigation on August 9, 1983. The deadlines for the final determinations
of both the Department of Commerce and the Commission were extended when
Commerce granted a request of the China National Chemicals Tmport & Export
Corp. for a postponement. 2/

Potassium permanganate is used principally as an oxidizer in the
treatment of water and waste water. The U.S. producer accounts for the
largest share of the domestic market, but China and Spain are the only

producers that presently export in any significant amount to world markets.
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