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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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