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NOTE TO UNITED STATES GOVERNMENT RECIPIENTS OF THIS REPORT

U.S. Government officials are invited to inquire about the availability of
statistics on U.S.-NME trade other than those presented herein. The
Commission’s East-West Trade Statistics Monitoring System contains the full
detail of U.S. trade with all NME’s as issued by the Census Bureau. These
data are maintained by the Commission on an annual, quarterly, and monthly
basis, and are generally available within 6 weeks after the close of the
monthly reporting period. More information on this service may be obtained:
from the Chief, Trade Reports Division, USITC, telephone: (202) 523-1995.
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INTRODUCTION

This series of reports by the United States International Trade Commission
is made pursuant to section 410 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(d) 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/ Imports from Communist countries can be the
subject of market disruption investigations by the Commission under section
406 of the Trade Act of 1974. Section 406 was included in the Trade Act
because of concern, in the view of the Senate Committee on Finance, that a
Communist country "through control of the distribution process and the price
at which articles are sold," could direct exports "so as to flood domestic
markets within a shorter time period than could occur under free market
condition(s]." 4/

Under section 410, 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 stated in the statute, the reports in this series are to provide data
on the effect, if any, 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. Since U.S. trade with several of the
NME’s is negligible, the reports focus on Bulgaria, China, Czechoslovakia,

1/ The following countries or areas are listed under headnote 3(d) of the
TSUS: Albania, Bulgaria, Cuba, Czechoslovakia, the German Democratic Republic
(East Germany), Estonia, 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(d).

3/ Earlier 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 determined 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 . . .). In 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,

4/ Trade Reform Act of 1974: Report of the Committee on Finance.
Rept. 93-1298, 93d Cong., 2d sess. (1974), p. 210.




2.

East Germany, Hungary, Poland, Romania, and the U.S.S.R., whose current trade
with the United States is at a level that might possibly affect a domestic
industry. However, data on U.S. trade with Albania, Cuba, Mongolia, North
Korea, and Vietnam are provided in the appendices to each report, and trade

with these countries is included in totals for "All NME's" throughout the
reports.

At present, China, Hungary, and Romania are the only NME'’s 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 provided that
the benefits of trade-agreement concessions were not to be accorded to
NME's. 1/ Poland’s MFN status was restored in 1960, but was suspended
indefinitely by the President in October 1982. Section 401 of the Trade Act
of 1974 reaffirmed the policy of denying nondiscriminatory treatment to
imports from most NME'’s, 2/ but it authorized the President to restore MFN
status to countries meeting certain emigration policy criteria. MFN status
was restored to Romania in 1975, to Hungary in 1978, and to China in 1980
under section 405 of the act. '

In the TSUS, the MFN rates of duty are set forth in coélumn 1. The rates
applicable to products of designated Communist nations 3/ are set forth in
column 2; these are the rates that were established by the Tariff Act of
1930. They are equal to or higher than the MFN rates in column 1. Since many
column 2 rates are substantially higher than corresponding column 1 rates,
actual or potential U.S. imports from countries subject to column 2 rates
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/ Data

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 was 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(d) 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. 1In 1975, the U.N.
Economic and Social Council recommended that member States begin reporting
their trade statistics on the basis of Revision 2 of the SITC.
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from the Tariff Schedules of the United States Annotated (TSUSA) and
Schedule B are reclassified into SITC categories, using concordances
maintained by the Census Bureau.

In this report, references to specific products (e.g., wheat) that are
not identified by a numerical classification (e.g., SITC Group 041) 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's.

The U.S. International Trade Commission is an independent, factfinding
agency. Thus, any statements made in the quarterly reports on East-West trade
do not necessarily reflect the views of executive branch agencies and should
not be taken as an official statement of U.S. trade policy. The information
and analyses in this report are for the purpose of this report only. Nothing
in this report should be construed to indicate how the Commission would find
in an investigation conducted under other statutory authority.

This report contains a summary of U.S. trade with the NME's during
April-June 1986, and, where appropriate, during the first 6 months of the
year. It examines U.S. exports, imports, and the balance of trade with these
countries as well as the commodity composition of this trade. Developments
affecting U.S. commercial relations with the NME'’s during the second quarter
of 1986 are also discussed. A special section in the report updates the
findings of the Commission’s automated import monitoring system, which is now
in its fifth year. The system scans all manufactured imports from NME
suppliers and identifies any that meet specified criteria with respect to
import penetration and the rate of import growth.

Additional copies of this report (USITC Publication 1893) can be obtained
by calling (202) 523-5178, or by writing to the Office of the Secretary, U.S.
International Trade Commission, 701 E Street NW., Washington, DC 20436.
Requests to receive the report on a quarterly basis should be directed to
(202) 523-1995, or to the Trade Reports Division, U.S. International Trade
Commission, 701 E Street NW., Washington, DC 20436,






SUMMARY

During April-June 1986, two-way merchandise trade between the United
States and the NME's totaled $2.9 billion--7.9 percent lower than the value of
this trade during the corresponding quarter of 1985. U.S. exports to the
NME's amounted to $1.4 billion during the quarter under review, 20.1 percent
below their level during April-June 1985, but imports, which were

$1.5 billion, exceeded their value during the corresponding quarter of 1985 by
" 6.2 percent. With imports $188.8 million higher than exports, the United
States registered its first quarterly deficit in trade with the NME'’s since
July-September 1985.

In a 6-month comparison, U.S. exports to the NME's decllned by
15.4 percent from $3.7 billion during January-June 1985 to $3.1 billion durlng
the corresponding period of 1986. Most of the decline was the result of a
reduction in exports of grain to the Soviet Union, which plummeted
78.6 percent in value. During January-June 1986, Soviet imports of U.S. corn
amounted to only 2.5 million metric tons valued at $268.6 million, and there
were no U.S. shipments of wheat to the Soviet Union. In contrast, however, to
the overall decline in U.S. exports to the Soviet Union, from $1.7 billion
during January-June 1985 to $931.8 million during January-June 1986, exports
to China increased by 7.5 percent in a similar comparison, from $1.6 billion
to $1.8 billion, and, owing to higher shipments to Romania and Bulgaria,
exports to Eastern Europe increased by 14.1 percent, from $351.2 million to
$400.6 million. U.S. exports to the NME'’'s of machines and equipment increased
by 47.1 percent to $1.4 billion during January-June 1986. Almost 85 percent
of this gain was attributable to higher shipments to China, but exports of
machines and equipment to the Soviet Union and Eastern Europe also increased.

U.S. imports from the NME'’'s increased by 13.4 percent from $2.9 billion
during January-June 1985 to $3.2 billion during January-June 1986. Most of
the rise was the result of higher imports from China, which increased by
20.1 percent to $2.2 billion. This increase--as well as the overall rise in
imports from the NME’s--was primarily attributable to higher purchases of
Chinese clothing and apparel accessories. Imports from the Soviet Union also
increased, however, rising by 39.8 percent to $340.7 million during
January-June 1986, but imports from Eastern Europe decreased by 9.3 percent to
$729.0 million. Significantly higher gold bullion shipments were the main
reason for the increase in imports from the Soviet Union, and a sharp fall in
purchases of iron and steel products was the most important factor in the
decline in imports from Eastern Europe.

The United States registered-a deficit of $133.3 million in trade with
the NME's during January-June 1986. This represented a sharp contrast with
the corresponding period of 1985, when the United States had a surplus in
trade with the NME’s of $814.1 million.

During the quarter under review, the United States and China signed a
protocol to the proposed bilateral income tax treaty. This addition to the
original agreement, which was signed by President Reagan in April 1984, was
negotiated in response to objections raised in the Senate that were blocking
the treaty’'s ratification. The new protocol was approved by the Senate
Foreign Relations Committee on June 12, but a vote by the full Senate was



delayed until July. (The treaty was ratified on July 24.) The two countries
also signed four new technological cooperation agreements. These accords
expanded the coverage of three separate bilateral programs that are designed
to provide Government support for U.S. companies seeking opportunities to
participate or expand their involvement in China's economic modernization.
Another noteworthy development affecting U.S. commercial relations with China
was an announcement by the Export-Import Bank of the United States that it had
agreed to assist in financing some $87 million in U.S. exports to China. The
agreement for $65.4 million, or 75 percent of the value of the export
contract, was the first loan commitment the bank had made to China since 1981.

After 2 days of bilateral grain consultations in June, the United States
had received no assurances that the Soviet Union would buy any more wheat
during the current grain-agreement year ending September 30. The high price
of U.S. wheat is believed to be the main reason for the absence of any Soviet
purchases since November 1985. ‘

President Reagan notified Congress of his decision to extend his general
waiver authority under the emigration provisions of the Trade Act of 1974 and
to continue for another year the waivers granting most-favored-nation tariff
treatment to products imported from Romania, Hungary, and China. 1In his
report to the Congress, however, the President emphasized that the decision on
Romania had been a difficult one because of U.S. concern about the Romanian
Government's performance in the areas of human rights and religious issues.

Two other developments during the quarter under review will be
multilateral, rather than only bilateral, in the scope of their effects on
commercial relations. Poland became the 151lst member of the International
Monetary Fund (IMF) on June 12, and China formally announced its intention to
apply for reinstatement as a member of the General Agreement on Tariffs and
Trade (GATT) on June 18. China was one of the founding members of the GATT
but withdrew in 1950. (It formally applied to rejoin on July 15.)

During April-June, the Commission made affirmative final determinations
in two antidumping cases involving imports from the NME’s: iron construction
castings and certain steel wire nails from China. NME's were also among the
supplying countries in two import-relief investigations in which the
Commission made negative determinations during the quarter under review. The
products covered were certain metal castings and apple juice.

The fifth annual run of the Commission’s East-West trade monitoring
system identified two groups of manufactured products imported from an NME
country that warrant further examination: 1lace goods from China and women's
handbags and purses from China. The criteria used were (1) import growth in
excess of 15 percent from 1984 to 1985 and from January-June 1985 to
January-June 1986, and (2) penetration of the U.S. market of at least

1 percent by imports from an NME source and at least 10 percent by imports
from all sources. ’ :



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

Two-way merchandise trade between the United States and the NME's
declined by 7.9 percent from $3.1 billion during April-June 1985 to
$2.9 billion during April-June 1986. During the quarter under review, U.S.
imports from the NME's exceeded exports to these countries by $188.8 million
(table 1). This was the first quarterly deficit for the United States in
merchandise trade with the NME'’s since July-September 1985.

After declining from $2.0 billion during October-December 1985 to
$1.8 billion during January-March 1986, U.S. exports to the NME's registered a
second quarterly decline, falling to $1.4 billion during April-June 1986
(figure 1). 1In comparison with their levels during the corresponding periods
of 1985, U.S. exports to the NME's were 11.3 percent lower during
January-March 1986 and 20.1 percent lower during April-June 1986. The net
result was a 15.4-percent decline in U.S. exports to the NME's from
January-June 1985 to January-June 1986. Most of the decline was the result of
a reduction in exports to the Soviet Union, which fell by 44.2 percent from
$1.7 billion during January-June 1985 to $931.8 million during the
corresponding period of 1986, as shipments of corn and wheat plummeted
(table 2). U.S. exports to China during the quarter under review were
slightly lower than during the corresponding period of 1985, but this decline
was offset by an increase in sales from January-March 1985 to
January-March 1986. As a result, U.S. exports to China increased by
7.5 percent to $1.8 billion during January-June 1986. U.S. exports to Eastern
Europe 1/ increased by 14.1 percent from $351.2 million during January-June
1985 to $400.6 million during January-June 1986, owing to increased sales to
Romania and Bulgaria. 2/

China remained the leading NME market for U.S. companies, and its share
of U.S. exports to the NME’'s increased from 54.1 percent during 1985 to
56.6 percent during January-June 1986 (figure 2). The Soviet Union remained
the second leading NME market for U.S. companies, but its share of U.S.
exports to the NME's dropped from 34.5 percent during 1985 to 30.0 percent
during January-June 1986. During January-June 1986, Romania was the largest
East European purchaser of U.S. goods, displacing Poland, which had ranked
first among the countries of the region during 1985.

After increasing from $1.5 billion during October-December 1985 to
$1.7 billion during January-March 1986, U.S. imports from the NME's declined
by 9.5 percent to $1.5 billion during April-June 1986 (figure 3). However,
U.S. imports from the NME's during the quarter under review were 6.2 percent
higher than during the corresponding period of 1985. U.S. imports from the
NME’'s during January-March 1986 were also higher than during the corresponding
period of 1985. As a result, U.S. imports from the NME's increased by

1/ Eastern Europe refers to Bulgaria, Czechoslovakia, East Germany, Hungary,
Poland, and Romania.

2/ U.S. exports to Bulgaria increased by 237.3 percent to $75.1 million
during January-June 1986 and shipments to Romania by 76.1 percent to
$166.5 million during the same period. U.S. exports to all of the other East
European countries declined from January-June 1985 to January-June 1986.
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13.4 percent from January-June 1985 to January-June 1986. Most of the rise
was due to imports from China, which increased by $363.0 million, or

20.1 percent, to $2.2 billion during the first half of 1986. The increase in
imports from China was largely the result of higher purchases of clothing and
apparel accessories (SITC Division 84). U.S. imports from the Soviet Union
.also increased--by $96.9 million, or 39.8 percent, to $340.7 million--largely
owing to a phenomenal rise in purchases of gold bullion. However, Poland was
the only East European country that expanded its sales to the United States,
and U.S. imports from Eastern Europe declined by 9.3 percent from

$803.8 million during January-June 1985 to $729.0 million during the
corresponding period of 1986. The most important factor in the decline in
imports from Eastern Europe was a sharp fall in purchases of iron and steel
products (SITC Division 67).

As in 1985, China was by far the most important NME supplier, and its
share of U.S. imports from the NME'’'s increased slightly to 67.0 percent during
January-June 1986 (figure 4). Romania remained the second leading NME
supplier, but its import share declined from 15.2 percent during 1985 to
12.9 percent during January-June 1986. The Soviet Union increased its share
of U.S. imports from the NME's by 3.5 percentage points to 10.5 percent during
January-June 1986. '

The U.S. deficit in trade with the NME's during the quarter under review
more than offset the $55.4-million surplus that the United States had during
January-March 1986, resulting in a U.S. deficit of $133.3 million in trade
with the NME’'s during January-June 1986. During the corresponding period of
1985, the United States had a surplus of $814.1 million in trade with the
NME's. The deterioration in the U.S. trade balance was mostly attributable to
trade with the Soviet Union and China. The U.S. surplus in trade with the
Soviet Union narrowed from $1.4 billion during January-June 1985 to
$591.2 million during January-June 1986, and the U.S. deficit in trade with
China widened from $172.5 million to $412.1 million over the period. The U.S.
trade balance with all the East European countries except Hungary and Poland
improved, and the U.S. deficit in trade with Eastern Europe narrowed from
$452.7 million during January-June 1985 to $328.4 million during the
corresponding period of 1986. '

U.S. Exports

U.S. exports to the NME's declined from $3.7 billion during January-June
1985 to $3.1 billion during the corresponding period of 1986. The single most
important factor in this decline was the 75.1-percent decline in U.S. grain
sales to the NME's, which offset increases in exports of machinery and.
transport equipment (SITC Section 7) and crude materials (SITC Section 2) over
the period (table 3). (For U.S. exports to the NME's, by SITC Section and by
country during April-June 1986, see table 4.) '

As shipments of grain fell and those of machinery rose, the composition

of U.S. exports to the NME’s shifted. Agricultural commodities accounted for
44 .9 percent of U.S. exports to the NME’s during January-June 1985, but their

13
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share declined to 27.9 percent during January-June 1986, despite a substantial
increase in exports of soybeans over the period. 1/

Machines and equipment

U.S. exports of machines and equipment to the NME's increased by
47.1 percent from $941.7 million during January-June 1985 to $1.4 billion
during January-June 1986. 2/ Almost 85 percent of this gain was attributable
to higher shipments to China, but U.S. exports of machines and equipment to
the Soviet Union and Eastern Europe also increased.

U.S. exports of machines and equipment to China increased from
$821.6 million during January-June 1985 to $1.2 billion during the
corresponding period of 1986. Chinese purchases classified in all but one of
the two-digit SITC Divisions that make up the machines and equipment category
increased. However, the single most important explanation for the
45.8-percent increase in U.S. exports of machines and equipment to China was
sales of nonroad vehicles (SITC Division 79), which increased from
$172.7 million during January-June 1985 to $409.4 million during the
corresponding period of 1986. Particularly noteworthy was the 351.9-percent
increase in Chinese purchases of diesel-electric locomotives (table 5).
During January-June 1985, China bought 37 locomotives, valued at
$35.4 million, which represented 48.1 percent of total U.S. sales of this
item. During the corresponding period of 1986, however, China bought
170 locomotives, valued at $159.8 million, and its share of total U.S. exports
of diesel-electric locomotives rose to 87.1 percent (table 6). 3/ Chinese
imports of aircraft, associated equipment, and parts thereof (SITC Group 792)
also increased significantly, rising from $122.2 million to $243.0 million, in
a similar comparison.

Despite the shortfall in Soviet hard-currency earnings resulting from
declining oil prices, U.S. exports of machines and equipment to the Soviet
Union increased by 55.6 percent from $66.1 million during January-June 1985 to
$102.8 million during the corresponding period of 1986. However, much of this
increase was attributable to deliveries of tracklaying tractors, which
increased from nil during January-June 1985 to 222 units valued at

1/ During the quarter under review, only 17.9 percent of U.S. exports to the
NME's were classified as agricultural, compared with 36.3 percent during
April-June 1985. For additional information on the changing composition of
U.S. exports to the NME's, see 46th Quarterly Report . . ., p. 7.

2/ Machines and equipment are defined here as exports classified in SITC
Section 7 (machinery and transport equipment), SITC Division 87 (professional,
scientific, and controlling instruments and apparatus), and SITC Division 88
(photographic apparatus, equipment, and supplies, and optical goods, watches,
and clocks). These categories account for most of the technological transfer
that takes place through exports of commodities.

3/ Shipments of locomotives to China began in 1984 under a contract with the
General Electric Corp. Deliveries under this contract were apparently
completed during January-March 1985, and China did not import any locomotives
from the United States during April-June 1985. 1In the spring of 1985, China
signed a new contract with GE for additional deliveries in 1986. For
information on the first contract, see 4lst Quarterly Report . . ., pp.1752-53
and 42d Quarterly Report . . ., pp. 19, 21. ‘ : '
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$38.1 million during the corresponding period of 1986. 1/ Purchases from U.S.
companies represent only a small part of total Soviet imports, and the
increase in imports of U.S. machines and equipment in comparison with the
first half of 1985 could represent deliveries under contracts signed before
the decline in oil prices or purchases assigned especially high priority.

U.S. exports of machines and equipment to Eastern Europe increased by
58.1 percent from $53.4 million during January-June 1985 to $84.4 million
during the corresponding period of 1986, largely as a result of a
$26.5-million increase in Romanian purchases of steam turbine parts.

Crude materials

Advancing from 20th to lst place among U.S. exports to the NME's, U.S.
sales of soybeans to these countries increased from 133,031 metric tonmns,
valued at $30.4 million, during January-June 1985, to 1.9 million metric tons
(MMT), valued at $391.6 million, during January-June 1986. During
January-June 1985, Bulgaria, Czechoslovakia, and Romania were the only NME
customers for U.S. souybeans. During January-June 1986, however, the Soviet
Union, which has traditionally been a major customer for U.S. soybeans,
returned to the U.S. market, purchasing 1.5 MMT of soybeans valued at
$313.0 million. This sale--the first since January-March 1984 when the Soviet
Union bought 14.0 million dollars' worth of U.S. soybeans--may be a
consequence of the drought in Brazil, which exports soybeans to the Soviet
Union under a long-term supply agreement.

U.S. soybean exports to Eastern Europé increased to $59.2 million during
January-June 1986, with Romania and Bulgaria, which had a drought, the
region’s only customers. Sales to China, which totaled $19.4 million,

accounted for the remainder of U.S. soybean exports to the NME's during
January-June 1986.

U.S. exports of rough wood to the NME's (SITC Group 247, "other wood in
the rough or roughly squared") declined by 27.0 percent from $166.6 million
during January-June 1985 to $121.6 million during January-June 1986. This
development was the result of a decline in purchases by China, the only NME
purchaser of these products in either period, from April-June 1985 to
April-June 1986. 2/

1/ As a result of the resumption of sales of tracklaying tractors (SITC
Subgroup 7223) and an increase of $16.1 million in exports of civil
engineering and contractors’ plant and equipment and parts thereof (SITC Group
723), U.S. exports to the Soviet Union classified in SITC Division 72
(machinery specialized for particular industries) increased by $51.7 million
to $59.9 million during January-June 1986. U.S. sales to the Soviet Union in
six other SITC Divisions within the machines and equipment category advanced,
but the gains were relatively small.

2/ Chinese purchases of rough wood from the United States increased from
$50.3 million during January-March 1985 to $69.9 million during January-March
1986, but sales during the latter period were below the quarterly average for
1985. (46th Quarterly Report . . ., p. 20.)
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U.S. exports of textile fibers (SITC Division 26) to the NME'’'s declined
by 80.2 percent from $141.5 million during January-June 1985 to $28.0 million
during January-June 1986. The decline resulted from lower purchases of raw
cotton (SITC Group 263) by the Soviet Union, the major NME customer for U.S.
cotton in the past, and of synthetic fibers (SITC Group 266) by China, the
" most important NME market for U.S. manufacturers of these products. Soviet
cotton purchases from the United States plummeted from $63.6 million during
January-June 1985 to only $72,000 during the corresponding period of 1986.
The Soviet cotton crop was below average in 1985, but U.S. prices are high
relative to those of other suppliers, and large supplies of the fiber are
available on world markets. 1/ Chinese purchases of U.S. synthetic fibers
declined by 90.2 percent from $61.4 million during January-June 1985 to
$6.0 million during the corresponding period of 1986, probably owing to a
buildup in inventories. 2/

U.S. exports of hides and skins (SITC Group 211) to the NME's declined by
40.3 percent to $41.9 million during January-June 1986.

Decreases in U.S. sales of rough wood, textile fibers, and hides and
skins to the NME's were offset by the jump in shipments of soybeans. Largely
as a result of this, U.S. exports of crude materials (SITC Section 2) to the
NME'’'s increased by 34.2 percent from $476.1 million during January-June 1985
to $639.1 million during January-June 1986. Over the period, crude materials
moved up from third to second place among U.S. exports to the NME's, behind
machinery and transport equipment (SITC Section 7).

Grains

U.S. exports of corn and wheat combined to the NME'’s declined from
10.2 MMT, valued at $1.3 billion, during January-June 1985 to 2.9 MMT, valued
at $325.4 million, during the corresponding period of 1986.

U.S. exports of corn to the NME’'s declined by 72.1 percent from
$1.1 billion (9.0 MMT) during January-June 1985 to $316.8 million (2.9 MMT)
during January-June 1986. Nonetheless, corn was the second leading U.S.
export to the NME’'s during the latter period. U.S. exports of wheat to the
NME’s plunged 95.0 percent from $172.4 million (1.2 MMT) during
January-June 1985 to $8.6 million (49,907 metric tons) during the
corresponding period of 1986.

Reduced shipments to the Soviet Union were the chief reason for the
declines in U.S. exports of both corn and wheat to the NME's. Soviet
purchases of U.S. corn declined from 8.9 MMT, valued at $1.1 billion, during
January-June 1985 to 2.5 MMT, valued at $268.6 million, during the
corresponding period of 1986. 3/ Soviet purchases of U.S. wheat declined from

1/ 45th Quarterly Report. . ., p. 66 and U.S. International Trade
Commission, Office of Industries, Monthly Import/Business Review, April 1986,
p- 7.

2/ For additional information, see 46th Quarterly Report . . ., p. 20,
footnote 3.

3/ For data on Soviet imports of U.S. grain during the current agreeme:
year, see the section later in this report titled "U.S.-Soviet Talks Produce
No Assurances on Wheat Purchases."




22

915,478 metric tons, valued at $139.7 million, to nil in a similar
comparison. The large Soviet grain imports of January-June 1985 were a
response to the poor domestic harvest of 1984, which the U.S. Department of
Agriculture (USDA) estimated was 170 MMT. Soviet grain production increased
to an estimated 190 MMT in 1985, and the outlook for the 1986 crop was
favorable during January-June 1986. 1/ These factors led some analysts to
speculate that the Soviet Union was delaying purchases of U.S. grain,
especially wheat, during the first half of 1986, in the expectation that U.S.
prices would decline because of the lower price supports mandated by the farm
legislation enacted in 1985. Since late 1985 Soviet officials have complained
that U.S. wheat prices were too high, and the Soviet Union has not bought any
wheat from the United States since November 1985. The drop in oil prices that
began at the end of. the year may have increased Soviet purchasing officials’
sensitivity to price.

. Increased U.S. sales of corn to Bulgaria and Romania offset reduced
purchases by East Germany and Poland, causing corn exports to Eastern Europe
to increase from $21.3 million during January-June 1985 to $48.2 million
during January-June 1986. The increase in the combined value of sales to
Bulgaria and Romania from nil during January-June 1985 to $37.9 million during
the corresponding period of 1986 is believed to be a consequence of the
drought. Poland, traditionally the dominant East European customer for U.S.
wheat, was the only NME to buy wheat from the United States during April-June
1986. It purchased 18,407 metric tons, valued at $2.6 million.

U.S. exports of wheat to China declined from $32.7 million during
January-June 1985 to $6.0 million during the corresponding period of 1986. In
1985, Chinese wheat production was only 2.2 MMT short of the record 87.8 MMT
harvested in 1984, and the 1986 harvest is expected to be the second largest.
China, which has been able to export corn at current levels of per capita

consumption, has not bought any corn from the United States since the third
quarter of 1984,

Chemicals

U.S. exports of chemicals (SITC Section 5) to the NME’s declined by
10.1 percent from $424.9 million during January-June 1985 to $382.1 million
during the corresponding period of 1986, owing to a reduction in sales to
China. The major factor in the decrease in Chinese purchases of chemicals
from the United States, which declined from $273.2 million during January-June
1985 to $196.1 million during the corresponding period of 1986, was a sharp
reduction in imports of manufactured fertilizers (SITC Division 56), from
$127.2 million during January-June 1985 to $17.9 million during January-June
1986. The decrease in China's purchases of manufactured fertilizers more than
offset increased purchases of artificial resins and plastics (SITC Division
58), which rose from $93.0 million during January-June 1985 to $108.8 million
during the corresponding period of 1986, and of inorganic chemicals (SITC
Division 52), which rose. from $3.9 million to $16.4 million in a similar

"1/ As late as May, USDA estimated that the Soviet Union would harvest

190 MMT of grain in 1986, and the Soviet delegates to the semiannual
consultations on the grain agreement held in June 1986 reportedly expressed
the, opinion that the 1986 crop would be larger than last year’s. USDA has 22
since lowered its estimate to 175 MMT. '
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comparison. According to industry sources, Sinochem, the Chinese chemical
trading organization, has become more cautious about importing fertilizers
since early 1985, owing to the decline in foreign exchange reserves and the
Government's policy of reducing imports wherever possible. 1/

From January-June 1985 to the corresponding period of 1986, U.S. exports
of chemicals to the Soviet Union increased by $15.8 million to $135.6 million
and those to Eastern Europe rose by $18.0 million to $49.8 million.

U.S. Imports

U.S. imports from the NME's increased from $2.9 billion during
January-June 1985 to $3.2 billion during January-June 1986, largely as a
result of higher purchases from China (table 7). Miscellaneous manufactured
articles (SITC Section 8) ranked first among U.S. imports from the NME's
during both periods and showed the greatest absolute increase from
January-June 1985 to the corresponding period of 1986 (table 8). The most
important factor in both the increase in imports of miscellaneous manufactures
and of total imports from the NME’'s was higher purchases of clothing from
China. Mineral fuels (SITC Section 3) remained the second leading import
category, but its share of U.S. imports from the NME's declined from
27.2 percent during January-June 1985 to 20.4 percent during the corresponding
period of 1986. (Table 9 shows U.S. imports from the NME’'s by SITC Section
and by country during April-June 1986).

Textiles and clothing

Owing to higher shipments by China, U.S. imports from the NME’s in the
combined categories of clothing and apparel accessories (SITC Division 84) and
textile products such as yarns, fabrics, and household goods (SITC Division 65)
increased by 37.6 percent from $723.0 million during January-June 1985 to
$994.8 million during January-June 1986.

U.S. imports of clothing from China totaled $690.4 million during
January-June 1986, an increase of 50.8 percent over sales during the
corresponding period of 1985. 2/ Chinese sales of other textile products to
the United States increased by 26.4 percent from $186.1 million during
January-June 1985 to $235.3 million during the corresponding period of 1986.

Romania remained the leading Eastern European supplier of both clothing
and other textile products to the United States, but East European sales have
lagged far behind China's. The combined value of Eastern European shipments
of clothing declined from $54.4 million during January-June 1985 to
$48.7 million during the corresponding period of 1986. As a result, China's

1/ Chinese imports of fertilizers from all sources were reduced by
15 percent from January-May 1985 to January-May 1986 despite the relatively
low level of prices on world markets. (Fertilizer International, No. 231
(July 31, 1986), pp. 11, 19.)

2/ U.S. imports of clothing from China had declined by $70.0 million to
$457.9 million from January-June 1984 to January-June 1985. Owing to an
increase in sales during the second half of 1985, China's sales of clothing
increased by 6.0 percent from 1984 to 1985
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share of U.S. imports of clothing from the NME's rose from 89.4 percent during
January-June 1985 to 93.4 percent during January-June 1986. U.S. imports of
other textile products exhibited a similar pattern of declining East European
sales and an increase in China'’'s share of U.S. imports from the NME’s. Nine
of the 20 U.S. import items for which the NME'’s collectively accounted for the
largest market share during January-June 1986 were clothing and textile
products supplied mainly by China (table 10).

Petroleum and petroleum products

During January-March 1986, U.S. imports of petroleum and petroleum
products (SITC Division 33) from the NME's exceeded their quarterly averages
during the past 3 years, but they registered a decline during the quarter
under review. 1/ At $257.7 million, U.S. imports of these products during
April-June 1986 were 36.2 percent below the value of imports during
January-March 1986 and 47.1 percent below those of April-June 1985. On a
6-month basis, U.S. imports of petroleum and petroleum products from the NME's
declined by 14.8 percent from $776.7 million during January -June 1985 to
$661.5 million during January-June 1986.

During the quarter under review, U.S. imports of petroleum and petroleum
products from China, the leading NME supplier, were below the levels of
January-March 1986 and April-June 1985. They declined by 8.8 percent from
$454.3 million during January-June 1985 to $414.3 million during
January-June 1986. The most important factor in the decline in Chinese sales
from January-June 1985 to the corresponding period of 1986 was a 13.9-percent
decline in sales of crude petroleum from $350.7 million to $302.1 million.
China, which accounts for virtually all U.S. imports of crude petroleum from
the NME's, had increased the value of its sales to the United States by
53.3 percent from January-March 1985 to January-March 1986, despite the fall
in oil prices, by almost doubling the quantity sold to 11.3 million barrels
(bbl). Owing to a decline in the volume of oil shipped to the United States
to 5.8 million bbl during April-June 1986 and the lower unit value of sales
during this quarter, the value of its sales decreased by 70.5 percent in
comparison with January-March 1986 and by 65.3 percent in comparison with the
corresponding quarter of 1985. However, U.S. imports of petroleum products
(SITC Groups 334 and 335) from China increased from $103.6 million during
January-June 1985 to $112.2 million during the corresponding period of 1986.

U.S. imports of petroleum products from Romania, by far the dominant East
European supplier, increased slightly from January-March 1986 to
April-June 1986, but declined by 11.9 percent from $250.5 million during
January-June 1985 to $220.7 million during January-June 1986. The major
reason for the decline in U.S. imports from Romania was reduced shipments of
naphthas, which declined from 5.0 million bbl, valued at $140.1 million,
during January-June 1985 to 1.6 million bbl, valued at $35.0 million, during
the corresponding period of 1986. In contrast, both the volume and value of
Romanian shipments of liquid hydrocarbons increased over the period, rising to
8.8 million bbl valued at $178.5 million, during January-June 1986.

1/ U.S. imports of petroleum and petroleum products from the NME’s increased
uninterruptedly from $552.5 million in 1981 to $1.5 billion in 1985.
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The Soviet Union, which had not shipped any petroleum or petroleum
products to the United States during January-March 1986, resumed shipments
during the quarter under review. At $23.8 million, however, its sales during
the first half of 1986 were 66.4 percent lower than during the corresponding
period of 1985. A single product, heavy fuel oils, accounted for
- $20.9 million of Soviet sales during the quarter under review. The value of
such sales inched up 4.1 percent, but the quantity jumped by 129.5 percent,
from January-June 1985 to the corresponding period of 1986.

Gold

During the quarter under review, the United States imported 450,658 troy
ounces of gold bullion valued at $153.8 million from the Soviet Union, making
the product the leading U.S. import from the NME’s during April-June 1986.
This represented a phenomenal increase over the 646 troy ounces imported
during April-June 1985 and the 262 troy ounces imported during
January-March 1986. Nevertheless, imports from the Soviet Union represented
only 8.1 percent of total U.S. imports of gold bullion during the quarter
under review. Gold bullion used to be the leading U.S. import from the Soviet
Union, accounting for over half the value of Soviet sales to the United States
in 1978 and 1979, but U.S. purchases of the metal fell to negligible levels
during the early 1980’s. 1/ The resumption of large-scale gold sales to the
United States by the Soviet Union, which ranks second in gold production to
South Africa, reflects the shortfalls in hard-currency earnings caused by the
fall in the price of oil. Soviet gold exports increased substantially from
1984 to 1985 and sales in 1986. are expected to be at least as high as in
1985. 2/

Owing to the sharp increase in imports of Soviet gold bullion during the
second quarter, total U.S. imports of gold (SITC Division 97) from the Soviet
Union increased from $788,000 during January-June 1985 to $154.6 million
during the corresponding period of 1986. This $153.8-million increase
accounted for 40.1 percent of the increase in total U.S. imports from the
NME's over the period.

Chemicals

U.S. imports of chemicals (SITC Section 5) from the NME'’'s increased by
20.5 percent from $249.6 million during January-June 1985 to $300.7 million
during January-June 1986. Most of the increase was attributable to higher
imports from Eastern Europe, which increased by 121.4 percent from 7
$50.1 million to $110.8 million over the period. Romania was the leading East

1/ In 1978, the first year that gold was included in U.S. trade statistics,
imports of gold bullion from the Soviet Union were valued at $285.8 million.
In 1979, imports jumped to $548.3 million, but they declined precipitously to
$85.7 million in 1980 and to $21.4 million in 1981, and gold bullion fell from
first to fifth place among U.S. imports from the Soviet Union. Since 1981,
U.S. imports of Soviet gold bullion have been $1.5 million or less on an
annual basis, and the product has not ranked among the top 20 imports from the
Soviet Union. : o

2/ For additional information, see Journal of Commerce, June 6, 1986, 29
pp. lA-2A. '
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European supplier, and its sales to the United States registered the largest
gain, increasing by $45.9 million to $76.4 million during January-June 1986.
The rise in Romanian shipments was mostly the result of sales of mixtures of
industrial organic chemicals, which increased from nil during January-June 1985
to $42.9 million during the corresponding period of 1986, with shipments
occurring during the first quarter only.

Soviet sales of chemicals to the United States declined by 14.8 percent
from $117.1 million during January-June 1985 to $99.8 million during the
corresponding period of 1986, chiefly owing to declining sales of anhydrous
ammonia. U.S. imports of this product, which the Soviets ship under a
compensation agreement with Occidental Petroleum, declined by 24.1 percent
from $64.0 million during January-June 1985 to $48.6 million during the
corresponding period of 1986. Chinese exports of chemicals to the United
States increased by 9.2 percent from $82.4 million during January-June 1985 to
$90.0 million during the corresponding period of 1986.

Other imports

U.S. imports of miscellaneous manufactures (SITC Division 89) from China,
which accounted for virtually all of U.S. imports from the NME's of products
classified in this division, increased by 19.5 percent from $203.7 million
during January-June 1985 to $243.5 million during January-June 1986. A major
factor in the increase was Chinese sales of works of art, collectors’ pieces
and antiques (SITC Subgroup 8960), which more than doubled over the period.
U.S. imports of children’s toys and games (SITC Subgroup 8942), which were the
leading miscellaneous manufactures export from China during 1984 and 1985,
also increased, rising from $102.5 million during January-June 1985 to
$113.2 million during the corresponding period of 1986.

U.S. imports of nonferrous metals (SITC Division 68) from the NME's
increased by 53.9 percent from $54.1 million during January-June 1985 to
$83.3 million during the corresponding period of 1986. An important factor in
this increase was imports of unwrought aluminum except alloys, which increased
substantially to $24.2 million during January-June 1986 (table 11). Romania,
which accounted for 96.5 percent of all NME sales of the product during this
period, made all of its sales during the quarter under review.

U.S. imports of travel goods and handbags (SITC Division 83) from the
NME’'s increased by 25.8 percent from $64.5 million during January-June 1985 to
$81.2 million during the corresponding period of 1986, almost entirely owing
to increasing imports of these goods from China. China’'s share of U.S.
imports of goods in this division from the NME's rose slightly to 95.7 percent
during January-June 1986. Women’s handbags and purses from China were one of
the product categories that met the East-West Trade Monitoring System’s
criteria for rapid growth and import penetration. 1/

U.S. imports of meat and meat preparations (SITC Division 01) from
Eastern Europe, which accounted for virtually all of U.S. imports of these
products from the NME's, increased slightly from $70.9 million during
January-June 1985 to $73.8 million during the corresponding period of 1986.

v ‘ 30
1/ The results of the East-West Trade Monitoring System are presented in the
last section of this report.
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U.S. imports of iron and steel (SITC Division 67) from Eastern Europe
declined by 78.3 percent from $120.3 million during January-June 1985 to
$26.1 million during the corresponding period of 1986. The decline was the
result of voluntary export restraint agreements negotiated by the United
States with the Governments of Czechoslovakia, East Germany, Hungary, Poland
*and Romania during February-July 1985. 1/

1/ 44th Quarterly Report . . ., p. 29.
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SECOND-QUARTER DEVELOPMENTS AFFECTING U.S. COMMERCIAL RELATIONS
WITH THE NONMARKET ECONOMY COUNTRIES

United States and China Sign Protocol to Income Tax Agreement

10n May 10, 1986, U.S. Secretary of the Treasury James Baker and Chinese
Finance Minister Wang Binggian signed a protocol to the proposed bilateral
income tax treaty. 1/ The protocol, consisting of only one article, adds to
' the agreement a provision designed to prevent third-country firms from
channeling investments through China in order to benefit from the treaty's.
reduced tax rates. On June 5, President Reagan transmitted the new protocol
to the Senate Foreign Relations Committee, 2/ which unanimously approved it on
June 12. However, further Senate action on the tax agreement, as amended by
the new provision, was delayed until July. 3/

The original agreement was signed by both countries on April 30, 1984, .
during President Reagan’s trip to China. It was transmitted by the President
for Senate advice and consent to ratification on August 10, 1984, but was not
considered by the Senate until 1985, when it encountered opposition. On
December 11, 1985, the Senate Foreign Relations Committee voted unanimously to
recommend ratification, but Senator Jesse Helms (D-NC), who was not present at
the vote, argued that the language of the treaty could turn China into a tax
haven because it did not adequately discourage the practice known as treaty
shopping. 4/ Action by the full Senate was delayed, and the new protocol was
added in response to this objection.

The treaty is expected to encourage more U.S. companies to undertake
investment or other business activities in China. In addition to its major
provision under which each country will give a foreign tax credit for income
tax paid to the other country, the agreement includes rules for reducing the
tax rate that each country can impose on particular types of income. Thus,
for example, interest, dividends, and royalties remitted by U.S. businesses
operating in China are now subject to a 20-percent withholding tax, whereas
the rate will be reduced under the treaty to not more than 10 percent. The
length of time U.S. residents may stay in China without becoming subject to
Chinese taxes on their personal income will also be extended, from the 90 days
that applies to nationals of countries that have no bilateral tax agreement
with China to 183 days under the treaty. This change should be especially
helpful to petroleum, construction, and other companies that require a number
of U.S. personnel in China to fulfill long-term contracts. 5/

The business and individual tax changes made by the agreement are
expected to go into effect on January 1, 1987; that is, at the beginning of
the calendar year after the treaty is ratified and the required exchange of
diplomatic notes by the United States and China is completed.

1/ The protocol was drawn up and signed during Secretary Baker’s visit to
China as head of the U.S. delegation to sixth annual meeting of the United
States-China Joint Economic Committee. .

2/ Weekly Compilation of Presidential Documents, vol. 22, No. 23 (June 9,
1986), p. 756.

3/ The Senate ratified the treaty and separate protocol on July 24 by a vote
of 96 to 1. An affirmative vote of two-thirds of the Senate was required for
ratification.

4/ International Trade Reporter, Jan. 8, 1986, p. 61.

5/ For additional information on the agreement'’s provisions, see 4lst 33
Quarterly Report . . ., pp. 41-42.
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Eximbank Authorizes Loan for Exports to China

On May 8, 1986, the Export-Import Bank of the United States (Eximbank)
announced that it had agreed to assist in financing some $87 million in U.S.
exports to China. This agreement for $65.4 million, or 75 percent of the
total value of the U.S. export contract, was the first loan commitment the
bank had made to China since 1981. The principal reason for the absence of
loan activity was that China generally objected to the terms of the financing
offered by the Eximbank, specifically complaining that its rates of interest
were too high. ‘

The U.S. exports under the new loan commitment will consist of turbine
generators and related technical services for use in the construction of four
350-megawatt electric power units at two sites in China. The General Electric
Co. is the U.S. supplier and leader of an international consortium that will
build the coal-fired power plants. The consortium also includes Babcock and
Wilson of Canada, which will supply the boilers, and Ansoldo-Impianti of
Italy, which will be responsible for civil engineering and the rest of the
plant equipment. The remaining participant is the China International Water
and Electric Corp., a Chinese Government agency that will supply the labor for
construction and basic services at the building sites. ‘The total project cost
is estimated at $588.6 million.

Under the terms of the Eximbank agreement with the Bank of China, the
U.S. exports will be financed at an annual interest rate of 8.8 percent, the
standard rate charged by the bank for project loans to developing countries at
the time of the commitment. The arrangement for repayment of the loan
consists of two schedules of 20 semiannual installments each. Financing for
other portions of the project will be provided by the Export Development
Corporation of Canada (the Canadian counterpart of the Eximbank), a commercial
bank syndication, and provincial and municipal governments in China.

United States and China Sign Four Agreements on Technological Cooperation

On May 16, the United States and China signed four new agreements under
bilateral programs designed to support U.S. commercial participation in
China’s plans for economic modernization. The signings took place at the
conclusion of the fourth annual session of the United States-China Joint
Commission on Commerce and Trade (JCCT), co-chaired by Secretary of Commerce
Malcolm Baldrige and Chinese Vice Premier Yao Yilin. The JCCT was formed in

1981 for the purpose of promoting U.S. export trade and other U.S. business
dealings with China.

One of the agreements signed will provide a foundation for U.S. export
sales to help China modernize its civil telecommunications system. The
agreement calls for the exchange of technical study groups to review China's
present telecommunications capabilities and assess its future needs and for
the development of a long-range plan for China'’'s telecommunications industry.
The first technical exchange planned is a visit to China by a team of U.S.
experts in late 1986. The pact was the 27th protocol to be signed under the
1979 United States-China Science and Technology Agreement.
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A second agreement establishes a program under which U.S. manufacturers
in the machine-building industry can study the Chinese industry and discuss
cooperative projects to modernize plants and equipment in China. Since
machine building is one of China'’s largest industrial sectors--producing such
diverse products as farm machinery, equipment for the power, metallurgical,
and chemical industries, and equipment for printing and packaging--it offers
U.S. producers a potentially significant opportunity for export expansion and
investment. The new machine-building agreement is the fifth work program to
be signed under the United States-China Industrial and Technological
Cooperation Accord. The other work programs, or implementing agreements,
that have been signed under this 1981 framework agreement are in the areas of

telecommunications/electronics, metallurgy, aerospace, and industrial
renovation.

Two grant agreements were also signed on May 16 under the Trade and
Development Program (TDP). 1/ One of the agreements will provide $300,000 for
a feasibility study of a proposed project involving the disposal of toxic
waste from industrial plants in China, and the other calls for spending
$600,000 to study the feasibility of converting four oil-fired power plants in
China to coal. The new pacts increase to 24 the total number of grant
agreements signed by the TDP and China’'s Ministry of Foreign Economic
Relations and Trade (MOFERT) over the past 5 years.

China Formally Announces Intention to Rejoin GATT

On June 18, 1986, China formally announced its intention to apply for
reinstatement as a member of the General Agreement on Tariffs and Trade (GATT).
China was one of the original contracting parties to the GATT when it was
established in 1947 but, after the Commmunists came to power in China,
withdrew in 1950.

In recent years, China has taken a number of steps in preparation for
resuming membership. It was first granted observer status at the November
1982 session of the contracting parties, and after signing the Multifiber
Arrangement (which operates under the auspices of the GATT) in January 1984,
it became a more active participant. Since November 1984, China has been
represented in an observer status at meetings of the GATT Council and its
subsidiary bodies. In giving the official notification of China’s intention
to apply for reinstatement as a member, Ambassador Xian Jadong, the head of
the Chinese mission in Geneva, said that China also wanted to extend its
participation in the meantime by attending the ministerial meeting in Punta
del Este, Uruguay, scheduled to be held in September. 2/ This meeting will
formally launch the new round of multilateral trade talks.

1/ The TDP was created in 1979 to support U.S. exports to selected countries
that are not eligible for the grant assistance program of the U.S. Agency for
International Development (AID), and its operations in China have expanded
rapidly in response to a mandate in the United States-China Industrial and
Technological Cooperation Accord signed in 1981. The support the TDP can
offer does not include project grants, and is limited to grants for project
feasibility studies and other development planning services.

2/ China formally applied for membership at a GATT Council meeting on
July 15, and it was granted permission to attend the ministerial meeting in
Punta del Este, which was held Sept. 15-19.
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China's accession to the GATT raises a number of legal, political, and
economic issues, and the process is expected to be a lengthy one. After the
Chinese Government submits a memorandum describing the country'’s present
economic system and foreign trade regime, extensive deliberations will be
required to determine the measures that it must take to conform with GATT
rules. Another issue is whether China will be accorded the status of a
- developing country, which it considers itself to be, within the framework of
the GATT. Developing country status would enable the Chinese authorities to
invoke measures that are exceptions to GATT rules, and thus could slow China's
progress toward making the required changes in its foreign trade system. 1/

U.S.-Soviet Talks Produce No Assurances on Wheat Purchases

Two days of bilateral meetings on June 9 and 10 yielded no assurances
that the Soviet Union would buy any more U.S. wheat during the grain-agreement
year ending September 30, 1986. According to the U.S. Department of
Agriculture, Soviet officials attending the regular semiannual grain
consultations indicated only that there was a possibility of additional
purchases this summer after a better assessment of their 1986 grain
output. 2/ Under the current 5-year (Oct. 1, 1983-Sept. 30, 1988)
U.S.-U.S.S.R. grain agreement, the Soviets are committed to buy at least
4 million metric tons (MMT) of wheat annually. By June, however, their
purchases totaled only 153,000 tons, leaving 3.85 MMT to be ordered for
shipment before the end of September. The Soviet Union imported only 2.9 MMT
of wheat from the United States during the 1984/85 agreement year, the first
shortfall in Soviet purchases since the start of the original 5-year bilateral
grain agreement in 1976. During the current agreement year, its last purchase
of U.S. wheat was in November 1985.

The price of U.S. wheat may be the main reason for the absence of any
Soviet orders during 1986. According to Soviet spokesmen, the Soviet Union
did not meet the minimum wheat-purchasing requirement during the past
agreement year because U.S. prices were higher than those offered by other
countries. During the grain consultations in June, the Soviets again
complained about U.S. prices. Meanwhile, the reduction in their hard-currency
earnings owing to the fall in petroleum prices has probably increased the
price sensitivity of the Soviets when contracting for grain imports. 3/

1/ For more information on these and other issues, see U.S. Department of
State, Incoming Telegram (unclassified), Paris 19542.

2/ International Trade Reporter, June 18, 1986, p. 801.

3/ On Aug. 1, 1986, when the Soviets had purchased no additional wheat, the
U.S. Secretary of Agriculture announced that the Soviet Union would be
included in the Export Enhancement Program (EEP) and would be eligible to
purchase up to 4 MMT of U.S. wheat at subsidized prices. During the last week
of August, the administration increased the bonus it was offering the Soviets
from $13 to $15 per metric ton. This action followed price increases that
made U.S. wheat less competitive on the world market. Despite the inducement
provided by the EEP, however, the Soviet Union had ordered no additional U.S.
wheat as of the last week in September.
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By June, U.S. shipments of corn to the Soviet Union during the current
agreement year amounted to 6.8 MMT, exceeding the minimum commitment for corn,
and the Soviets had also imported 1.5 MMT of U.S. soybeans. The agreement
calls for minimum annual shipments of 9 MMT of grain, of which at least 4 MMT
must be wheat and 4 MMT corn. The Soviets can satify their remaining 1 MMT
commitment with wheat, corn, soybeans or soybean meal, on the basis that every
- ton of soybeans or soybean meal up to 500,000 tons counts as 2 tons of wheat
or corn.

President Moves to Continue Most-Favored-Nation Status
for Romania, Hungary, and China

On June 3, 1986, President Reagan notified Congress of his decision to
extend his general waiver authority under the emigration provisions (sec. 402)
of the Trade Act of 1974 and to continue the applicable waivers granting
most-favored-nation (MFN) tariff treatment to products imported from Romania,
Hungary, and China. Both the general waiver authority and any waivers in
effect automatically expire on July 2 of each year unless extended by a
Presidential determination not less than 30 days before the scheduled
expiration date.

In his report to the Congress, President Reagan noted that "Hungary has
continued to take a relatively positive and constructive approach to
emigration matters" and that "China continues to have a relatively open
emigration policy." 1/ With respect to Romania, however, he wrote: "My
decision to extend the waiver authority for Romania for 1986-87 has been taken.
with difficulty, following careful deliberation within the »
Administration." 2/ He noted "the Romanian Government's continued
responsiveness to our concerns about its emigration record," but its "very
limited response to numerous expressions of strong U.S. public, congressional,
and Administration concern about its performance in areas of human rights and
religious issues." 3/ The President has instructed the Secretary of State to
press "vigorously" for improvement in these areas and to report to him and the
Congress on these matters every 6 months.

Poland Joins IMF

On June 12, 1986, Poland became the 151st member of the International
Monetary Fund (IMF). Its admission was delayed for more than 4 years, owing
to the Polish Government's imposition of martial law, which occurred only a
few weeks after Poland had submitted its application for IMF membership, and

1/ Weekly Compilation of Presidential Documents, vol. 22, No. 23 (June 9,
1986), pp. 745-46.

2/ Ibid, p. 746.

3/ Ibid. p. 745. Reflecting the growing concern over human rights
violations and religious persecution of the Ceaucescu regime, the
congressional hearings this year on continuing MFN status for Romania,
Hungary, and China focused almost entirely on Romania. A hearing was held
before the House Ways and Means Committee, Subcommittee on Trade, on June 10,
1986, and before the Senate Finance Committee, Subcommittee on International
Trade, on Aug. 1, 1986. ’
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the political sanctions that Western nations subsequently imposed on Poland in
response to this action. Opposition by the United States to Polish membership
in the IMF was lifted in December of 1984, but during the admission vote the
U.S. representative abstained. Poland’'s membership raises to four the number
of NME countries in the IMF, 1/ which includes among its members Hungary,
Romania, and China.

The membership quota, which determines a country’s borrowing rights in
the IMF, was set at 680 million Special Drawing Rights, or approximately
$797 million, of which Poland must pay 25 percent in hard currency, with the
remainder consisting of its own currency. With this quota, Poland could
theoretically borrow up to a cumulative total of some $3 billion from the IMF
over the next few years. Any large drawing on the resources of the IMF must
be accompanied by an adjustment program, however, which would require
improvements in Poland's merchandise trade and services account with Western
nations. 2/

During 1985, Poland's exports to the West declined by 2.9 percent, and
imports increased by 5.6 percent. As a result, its hard-currency trade
surplus deteriorated from $1.5 billion in 1984 to $1.1 billion last year. One
of the consequences of the poor trade performance was that Poland was unable
to meet its debt-servicing commitments to Western governments, requiring a
further rescheduling of these payments that was agreed upon in March. Another
rescheduling agreement was reached between Western bankers and Polish
officials in June, although the banks were not directly affected by the
payments delay in 1985. However, Poland'’s trade figures for the first
6 months of 1986 revealed a further deterioration in its hard-currency
merchandise trade balance, again jeopardizing the ability of the Polish
Government to honor its debt-servicing obligations. Given the likelihood that
further debt rescheduling will be required, Poland's membership in the IMF is
expected to create a more favorable atmosphere for continuing its negotiations
with Western governments and banks.

U.S. Administrative Actions Affecting Imports From the NME's

Five antidumping and two import-relief cases involving imports from the
NME’s--all instituted during 1985--were pending as the quarter under review
began. No new investigations on products from NME suppliers were instituted.

During April-June 1986, two of the antidumping cases were concluded
(table 12). In its final investigations on iron construction castings from
China and certain steel wire nails from China, the International Trade
Commission determined that the respective U.S. industries are being materially
injured, or threatened with material injury, by imports of these products,
found by the International Trade Administration (ITA) to be sold in the United
States at less than fair value. Also during the quarter under review, the ITA

1/ Poland was one of the founding members of the IMF when it was established
in 1944, but it withdrew in 1950 after becoming part of the Soviet Bloc.

2/ Wharton Econometric Forecasting Associates, CPE Outlook for Foreign Trade
and Finance, vol. 1, No. 2 (June 1986), p. 41.
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made preliminary determinations that certain standard welded carbon steel
pipes and tubes from China and porcelain-on-steel cooking ware from China are
being sold in the U.S. market at less than fair value.

On May 9, 1986, the Commission made a negative determination in an
import-relief investigation on certain metal castings, finding that these
- products (which include iron, steel, and bronze castings) are not being
imported into the United States in such increased quantities as to be a
substantial cause of serious injury or threat of serious injury to the
domestic industry producing like or directly competitive products. China
accounted for 11 percent of the quantity of U.S. imports of iron construction
castings in 1985. 1In addition, on May 21, 1986, the Commission made a
negative determination in an import-relief case on apple juice. Hungary is
one of the supplying countries, and a small amount is also imported from China.

There were no section 406 market disruption cases pending during the
quarter under review.
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THE EAST-WEST TRADE MONITORING SYSTEM:
FIFTH ANNUAL ANALYSIS OF MANUFACTURED IMPORTS FROM THE NME'S 1/

The NME’'s strong need for hard currency coincides with the state's
unlimited opportunity in these countries to influence the production, pricing,
and marketing decisions of individual firms. Moreover, the hierarchic
relationship that exists between state and firm in nonmarket economies
obscures both the instance and extent of unusual state interference in
" operative corporate management. 2/ Consequently, imports from the NME's have
the potential to disrupt U.S. and other Western markets through rapid and
unexpected surges. This is the major reason U.S. trade legislation gives
special attention to imports from the NME’s. 3/

The Trade Act of 1974 defines market disruption by NME imports, 4/
provides remedies to domestic producers injured (or threatened with injury) by
such imports, and specifies the Commission’s responsibilities in detecting and
remedying market disruption by them. Section 406 provides for relief in the
form of tariffs, quotas, or emergency action by the President if the
Commission finds that imports from an NME are disrupting or threatening to
disrupt a U.S. market. Petitions submitted to the Commission under section
406 must be processed faster than those under section 201. 5/

In addition to the responsibilities of investigating and ruling on cases
of alleged import injury, the Trade Act of 1974 gave the Commission the
responsibility of monitoring imports from the NME’s. Section 410 of the act
directs the Commission to gather and publish relevant data "on the effect of

1/ For the previous four presentations of the East-West trade monitoring

system, see 31lst Quarterly Report . . ., pp. 43-63; 35th Quarterly
Report . . ., pp. 43-59; 39th Quarterly Report . . ., pp. 37-57; and
43d Quarterly Report . . ., pp. 43-63.

2/ The probing of such interference in order to enforce U.S. trade laws is
very difficult. Arguments advanced in the still unresolved disagreement
between the Court of International Trade and the International Trade
Administration of the Department of Commerce over the feasibility of
determining subsidies in the NME's attest to this. See 45th Quarterly
Report . . ., pp. 51-54, and The Institute for International and Foreign Trade
Law, Georgetown University Law Center, Conference Proceedings on the
Application of U.S. Economies and State-Owned Enterprises, 1980.

3/ The ratio of antidumping cases involving imports from the NME’s to the
value of these imports is considerably higher than the ratio of antidumping
cases involving imports from all sources to the value of imports from all
sources. This implies that imports from the NME's during any given period may
generate larger and more sudden requirements for adjustments in a U.S.
industry than what their relatively small proportion among total U.S. imports
would justify. :

4/ Section 406 of the Trade Act of 1974 defines market disruption by imports
from the NME’'s as follows: "Market disruption exists within a domestic
industry whenever imports of an article, like or directly competitive with an
article produced by such domestic industry, are increasing rapidly, either
absolutely or relatively, so as to be a significant cause of material injury,
or threat thereof, to such domestic industry." (19 U.S.C. 2437, p. 251.)

5/ Section 201 specifies the Commission’s responsibilities in investigating
relief from injury caused by import competition in general.
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[NME] imports, if any, on the production of like, or directly competitive,
articles in the United States and on employment within the industry which
produces like, or directly competitive, articles in the United States." 1/

In order to analyze the relationship between NME imports and particular
U.S. industries, the Commission developed an automated trade monitoring system
in 1982. This system is designed to (1) identify imports from the NME’s that
have grown rapidly, and (2) measure the degree of penetration of imports from
the NME's and from all sources.

Methodology

The system identifies imports from the NME's that grew rapidly in terms
of value, quantity, and both value and quantity. Growth in NME sales to the
United States is calculated from 1984 to 1985, and from the first half of 1985
to the corresponding period of 1986. Two import classification systems are
used: the four-digit import-based Standard Industrial Classification (MSIC)
and the seven-digit items in the Tariff Schedules of the United States
Annotated (TSUSA). 1In order to avoid reporting large percentage increases in
imports that grew from a relatively low base, only items.with a value of at
least $0.5 million during 1984 and during January-June 1985 have been included
in the calculations. As a test of significance for rapid growth, the

procedure selects items that grew in excess of 15 percent over the periods of
comparison.

Import penetration (Y) is calculated by the following formula:

Y = M/(M+S-X)

where, M = U.S. imports

S = U.S. product shipments (domestic production)
X = U.S. exports

The denominator of the index "(M + S - X)" is called "apparent
consumption.” An increase in U.S. exports of the commodity in question
reduces apparent consumption and consequently increases the numerical value of
import penetration. The system does not identify this or other shifts among
the components as the reason for changes in the index.

Since trade with the NME's represents a small fraction of total U.S.
trade, significant levels of penetration by NME imports are unlikely to be
found at the level of aggregation used in the trade-monitoring model. But
relatively low levels or minor increases of NME import penetration may
appreciably affect domestic producers who already feel the pinch of import
competition in general. In order to draw attention to such cases, the program
identifies products for which import penetration from an NME source was at

least 1 percent and from all sources at least 10 percent. These thresholds
were arbitrarily selected.

1/ 19 U.S.C. 2440.
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Data Sources and Concordances

Imports under both the seven-digit TSUSA and the four-digit MSIC
classification systems represent landed duty-paid values. These values were
obtained by summing imports valued on a c.i.f. (cost, insurance, and freight)
basis and the duties paid on them. Landed duty-paid import prices are the
most comparable to the prices of domestically produced goods competing with
imports from the NME’'s. Exports by seven-digit Schedule B categories are on a
f.a.s. (free alongside ship) basis. The import and export data from the
Bureau of Census form the report'’s trade statistical data base. Preliminary
1984 product-shipments data in a five-digit output-based Standard Industrial
Classification (0SIC), obtained also from the Bureau of Census, constitutes
the data base for measuring domestic production. Although product-shipments
data differ from the actual output valued in f.o.b. plant prices by changes in
manufacturers’ inventories, the differences are assumed to be negligible for
calculations in this report. The latest data available were for 1984. 1/
These were updated to 1985 levels by the use of growth factors published in
the Federal Reserve Statistical Release. The level of disaggregation for
these growth factors ranged from two- to four-digit OSIC commodity groups.
Among the growth factors available for a given commodity group, the one
representing the largest disaggregation was applied to 11984 base data. Data
on employment were provided by the Bureau of Labor Statistics.

The components of import penetration indices (imports, exports and
product shipments) must uniformly cover the same commodities. By making use
of available concordances among the classification systems for imports,
exports, and product shipments, the following two steps resulted in a common
system of commodity coverage for the components of the index:

(1) Import data from the Bureau of Census under the seven- digit TSUSA
system of classification were reclassified to correspond with the
five-digit system of the import-based Standard Industrial
Classification (MSIC). Similarly, exports reported under the
seven-digit Schedule B system were reclassified to correspond with
the five-digit system of export-based Standard Industrial
Classification (XSIC). As a result of the firststep, all three
components of the index were under five-digit classification systems.

- (2) The number of output categories exceeds the number of export
categories, and the number of export categories exceeds that of the
import categories. Since the greatest conformity of the categories
occurs at the four-digit MSIC level, the three categories were made
uniform by reducing the number of output and export categories to the
number of four-digit MSIC categories. 2/

1/ The Bureau made these data avallable to the Commission before their
official publication.

2/ The resultant version of MSIC applied in the trade- -monitoring model
differs slightly from the TSUSA-SIC concordance maintained by the Bureau of
Census.
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Sources of Error in Measuring Import Penetration

The cumulative nature of production data

Since product-shipments data are cumulative, a portion of domestically
produced inputs that are used in the production of export commodities will
- appear as domestic production. This tends to understate import penetration
indices. 1/

Effects of indirect import competition

When a domestic industry is not in direct competition with imports from
NME'’s, but it produces inputs for another industry that is in direct
competition with such imports, import-penetration indices do not signal all
the disruptions of U.S. markets by these imports. 2/

Definition of industry and the use of averages

Import-penetration indices vary with the definition of industry, and they
are susceptible to the customary pitfalls of using averages in descriptive
statistics. For example, if import penetration is high for product A, but the
product is only part of industry X that includes several other products with
low import penetration, the calculated import penetration for industry X will
understate the true import penetration for product A. Or if the import
penetration is low for product A but high for some other products in industry
X, import penetration calculated for X will overstate the true import
penetration for product A. This bias of the index can obviously be reduced
with increased disaggregation of industries into narrowly defined markets. 3/
Detailed investigation into a particular U.S. import from the NME's at a lower
level of commodity aggregation may yield considerably different, on occasion
higher, import penetration indices than the ones identified by the level of
aggregation used in the trade-monitoring model.

1/ For example, if in the production of $120 worth of exports, firm C
purchased $100 worth of intermediary goods from firm B, and firm B purchased
$80 worth of raw materials from firm A, then in calculating the import
penetration index, $180 is included in "S" and $120 in "X." Thus the model
will signal that domestic supplies of the product in question increased by
$180, when in reality they did not increase at all. By boosting the value of
the denominator, the import index is spuriously reduced. Only a fraction of
the $180 that is added value (wages and salaries, profits and rents) will be
included in the GNP in any given period. Therefore, domestic purchasing power
to absorb foreign imports has not been augmented by $180 during the period.

2/ For example, if domestic industry X is heavily dependent on domestic
industry Y for sales, disruption in industry X may occur as a result of
disruption caused by imports in industry Y. A fall in domestic demand (i.e.,
fall in industry Y's purchases from X) will mask indirect disruption by
imports in X.

3/ By increasing the level of disaggregation, dispersion about the average
is reduced but skewness and the relative influence of extreme deviations
(kurtosis) remain unknown. The requirement of data concordances sets limits
to narrowing the industry profile when analysis is performed simultaneously

for a wide range of products. 44
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Measuring imports by landed duty-paid value

Using the landed duty-paid value of imports tends to increase import
penetration indices by increasing the numerator of the index more than its
denominator. This, however, may not have significantly biased the indices on
most products from the major NME suppliers. China and Romania, the main NME
. suppliers of the United States, enjoy MFN status and pay relatively low or no
duties on most of their sales to U.S. buyers. 1/ This import valuation,
however, may have significantly increased the import penetration ratio of
imports from those NME'’s that enter the United States at normally higher,
non-MFN rates.

Results

The number of products meeting the criteria of inclusion in the current,
fifth run of the system were smaller than the number of products reported in
the fourth run. This may generally be explained by a decline in the growth
rate of U.S. imports from China from 1984 to 1985. 2/ The relatively high
level of imports reached in certain product categories over the past years
made inclusion more difficult under constant growth and import penetration
criteria.

U.S. imports from the NME'’s by MSIC-product categories that increased
15 percent or more in terms of value both from 1984 to 1985 and from
January-June 1985 to January-June 1986 are shown in table 13. Among the
40 commodities that met this growth criterion, 27 were imported from China,
4 each from Hungary and Poland, 3 from Romania, and 2 from the Soviet Union.
This represents the lowest number of import categories meeting the growth
criterion since the second run of the model. 3/

Using the seven-digit TSUSA classification system, the program identified
83 U.S. imports from the NME's that increased at least 15 percent in terms of
value for the periods examined (table 14). The number of imports that
increased at least 15 percent over these periods in terms of wvalue but
15 percent or less in terms of quantity was 34 (table 15). The number of U.S.
imports that increased at least 15 percent in terms of quantity over the
periods examined was 62 (table 16.) The number of imports that increased at
least 15 percent in terms of quantity but 15 percent or less in terms of value
was 13 (table 17). Table 18 shows 49 import goods from the NME’s that
increased at least 15 percent in terms of both value and quantity over the
periods examined. Among these products, 38 originated in China, 5 in the
Soviet Union, 2 each in Romania and East Germany, and 1 each in Poland and

1/ A number of products from Romania are also subject to duty-free tariff
treatment under the U.S. Generalized System of Preferences (GSP).

2/ U.S. imports of Chinese clothing and apparel accessories (SITC Division
84) amounted to $754.8 million during 1983, $917.3 million during 1984, and
$972.2 million during 1985. Thus the growth declined from 21.5 during 1984 to
6.0 percent during 1985.

3/ In previous runs, the number of commodities meeting this growth criterion
were as follows: From 1980 to 1981 and January-June 1981 to January-June
1982, 64; from 1981 to 1982 and January-June 1982 to January-June 1983, 40;
from 1982 to 1983 and from January-June 1983 to January-June 1984, 66; and
from 1983 to 1984 and from January-June 1984 to January-June 1985, 82.
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Bulgaria. This represents a further reduction from the 82 items identified
during the fourth annual run of the model. 1/

Table 19 shows six import commodities that met the combined criterion of
at least l-percent penetration by U.S. imports from the NME’'s and at least
10-percent penetration by worldwide U.S. imports in 1984. All six products
originated from China but only three of them fell under the carefully
monitored category of "textiles and apparel." 2/ Among the 18 commodities
that met this combined criterion in last year’s run, 17 were imports fro<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>