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LIMYTATIONS ON TRADE BETWEEN THE US AND THE USSR

2 0 AUG 1963

I. Introduction

‘The Gesirability of US.government measuresfto facilitate commercial
trade betwveen the US and the USSR has been considered intermittently
since ﬁhe close of World War II. The recent signing of the nuclear
test ban agreement has again raised the question of whether a relaxa-
tion of trade restrictions could, at some stage, be used to maintain
the momentum of a reduction in cold war tensions. This paper describes
briefly: the principal resﬁric%ions on US-USSR trade that exist today;
those impediments that might be modified by executive action; and the
possible impact on trade that might occur following such action.v

II. Restrictions on US Imports from the USSR

T@e Ué has never been a large buyer of Soviet goods. Probably the
major cause of the small volume of US imports of Soviet goods is the
limited variety and quantity of goods that the USSR has available for
export. bBeyond the overriding economic limitétion, however, other

conditions restricting sales of Soviet goods in the US are -the US

. : ’e . . -
tariffs, a specific legislative prohibition ageinst seven Soviet furs,
and the unfavorable public image of the USSR in the US, which inhibits

consumer acceptance of such Soviet goods as are available. Inasmuch as

the foreign trade of the USSR is handled mainly through bilateral trade
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agre@amenits , Wwith a view to balancing imports against exports, the slze
of the market for US goods in the USSR is closely related to the amount

of goods the USSR can sell to the US.

A. Tariffs and MFK
_ Under the terms of the Trade Expansion Act of 1962, the

President must A

"as soon as practicable » suspend, withdraw, or prevent

the application of the reduction, elimination, or

continuance of any existing duty or other import

" restriction, or the continuance of any existing duty-

free or excise treatment, proclaimed in carrying out

any trade sgreement under this title or under section

350 of the Tariff Act of 1930, to products, whether

imported directly or indirectly, of any country or .

area dominated or controlled by Communism."
While MFN privileges have not been extended by the US to the USSR since
their prohibition by the Trade Agreements Act of 1951, the Act of 1962
not only continues the -prohibition, but mskes mandatory as well the
‘withdraval of MFN treatment from Poland and Yugoslavia "as éoon_ as
practicable.” The effect of this prohibition on trade with the USSR
is that izniﬁorts from that country are subject to the full extent of US
tariffs. Although the Administration has requested an amendment to
this law permitting Pz‘esidentig_a.l discretion in the national interest,
the Congress has not yet acted.

B. Prohibition Against Soviet Furs

According to the texms of the Trade Expansion Act of 1951,

seven kinds of furs and skins, efther dressed or undressed, cannot be
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lnported into the US from the USSR and Communist China. These are
e.mine » Tox, kolinsky, merten, mink, muskrat, and weasel. Before
this lav wvas passed, the combined value of these furs imported into
the US from the USSR was about $7.5 million annually.

C. Consumer Resigtance to Soviet Goods .

Another obstacle to increased sales of Soviet goods in the US
is the poor image of the USSR in the public mind. Apart from general
dislike of an aggressive dictatorship, the average American is unl.'t-.kely
to wvant to buy items made in e country vwhose leaderxr fhreaténs to bury
him -- or to blow him apart Sy rockets set up stea.lfhily bﬁt 90 miles
avay from his shores. Nor-has the Soviet Union built up a reputatiogx
for craftemanship or taste such as say Germany or Italy, whose skills
were so renown that they tended to counter some of the antagonisms
generated by a Hi’clér and g Mussoliﬁi. -

This anti-éommunist, anti-Soviet aversion has been institﬁtion-
alized. The American Legion has advocated a boycott of Soviet goods,
and the anti coumunist campa.ign in the larger lasbor unions in the US
on occasion has led to a boycott of Soviet goods by union members
acting as fndividuale and in groups. The refusal of longshoremen to
handle cerf;ain Soviet cargoes is an example of fhe lé.tter. “In Ohio,
at least one munlclpality is reported to require that stores selling
goods made behind the iron curtain post a sign stating ' Communist-ma.de
goods sold here." The John Birch Society is alleged to have backed

such action.
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Aside from su]ch adverse publicity the Soviets have not proved
themselves to be iskilied mexchandisers. Coming from a “"have not"
society, they are slov to understand the competitiveness of selling
techniques existing in a "have" society such as the US. Advertising,
rackaging, and the concept of creating a market for goods where none
exlsted before appears to be an operation beyond the present Soviet
abilities. |

IIT. Restrictions on US Exports to the USSR

The principal restrictions on US exports to the USSR consist of
the US program of export ,cozitrols (frequently referred to as the Us
program of economic defense) 5 ‘the ban against private US credit being
made available to the USSR, and the enormous conceptual and institu-
tion.a.l differences between the market_ economy of the US and the
Planned econcmy of the USSR. Both the ‘export controls of the US and
the limited aveilability of credit to the USSR have been criticized
frequently and lengthily by all of the Soviet hierarchy. Althoﬁgh
these two limitations ca.n be altered significantly by US executive .
action, the differences between the two economies would persist and
continue to have limiting influences on US‘—USSﬁ trade.

A. Export Controls of the US

The basic legislation restricting US exports to the USSR is
the Export Control Act of 191&9 and its subsequent amendments. The law

was passed originally as an emergency measure, prompted in part by

L

C-0- BT E-N-T-I-A-L




domeztic shortages end thrests of inflation created by abnormel foreign
demand. It also plainly recognized the important relationship between
exports and cur foreign policy and national security. The Act conferred
on the President very broaed general powers to restrict and control export
trade and permitted him to delegate this authority. Since its passage,
delegation has been made to the Secretary of Commerce.

Under the Export Control Act, the Department of Commerce has
developed an extensive system for licensing exports from the US, both
- of ccumodities and technical dats, for the purpose of denying direet and
indirect shipments of strate:gic camodities to Cmﬁnmist_ éoxmtries.

All commercial exports from the US, except to Canada, are prohibited
unless the Deparitment has estebliched a “general license" or has issued
a "validatediicense" permitting such shipments. |

A geueral‘]-.iceqse is a bi'oad suthorization issued by thé
f)eparbment of Commerce fpémit_fting the export of some commodities
under specified conditions without requiring the f£iling of an applica-
tion by an exporter. The bulk of US exporté (85 - 90% of ‘total US
exports) moves to friendly countries under general licenses.

A validated license is a formal document issued to an exportexr
by the Department. It euthorizes the export of commodities within the
specific limitations of the docixment.a_rxd is ba-sed.upon a detailed
application submitted by the exporter. Validated licenses must be

obtained to export items carried on the "Positive List"# to any country

¥ The Positive List is meintained by the Department of Commerce, in
colleboration with several other agencies, including CIA. About 1,000
items are presently on this list.
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exéept Canada. Most items onfthi§ list are considered strategic or
critical in some way to the mﬁlitéry industrial mobilization base of
the Soviet Bloc. The remainder are items in short supply in the US
which if exported‘would cbntrfbute #o inflationary pressures in the US.

" Validated licenses are also required to export an& item to the
 Soviet Bloc (excluding Poland), except a small number of items
identified on the GLSA list (Geheral License Subgroup A),* within the
general license category. Items on the GLSA list are considered. to
have no strategic'significance and are not in short supply in the US.
Therefore, there are no limitations on their export to the USSR or
Eastern Eurppew Although there are no licensing or other administra-
tive restrictions on the sale and shipment o%.these items, the USSR
end its European Satellites have shown little interest in buying them
in large quantities. On the other hand, the goods that the Bloc has
7§hown the greatest interest in ﬁuying’are ﬁot'on-either the GLSA list
or on the Pbsifive List. Before such items can be exported to the
Soviet Bloc, however, a validated license must be issued by the
Secrétafy ofACommérce. In deciding wheﬁher to issﬁe such'licenses,
he determines -~ usually afteg inter-agency‘review -~ vhether the item
falls gpder the épntfol criteris of the Export>Con€rol Aé# of i9h9 and
its sﬁbseqﬁent amendménts, ﬁhich'provide fhat:

"The Congress Héreby declares that it is the policy

of the United States to use export controls to the extent
necessary (a) to protect the domestic economy from the

* Subéroup A relates to the nations of the Soviet Bloc.
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excessive drain of scarce materisls and to reduce the
inflationary impact of abnormal foreign demand; (b) to
further the foreign policy of the United States and to
aild in fulfilling its internationsl responsibilities;
and (c) to exercise the necessary vigilance over exports
from the standpoint of their significance to the national
security of the United States."

In 1962 Congress added the following sentence (known more widely as the
econamic criterion): gy

"« o« « Such rules and regulations shall provide for denial
of any request or application for authority to export
articles, materials, or supplies, including technical
data, from the United States, its Territories and pos-
sessions, to any nation or combingtion of nations
threatening the national security of the United States
if the President shall determine that such export mekes
8 significant contribution to the military or econcmic
potential of such nation or nations which would prove
detrimental to the national security and welfare of the
United States."

Thus althé_ugh the 1962 criteria are more restrictive than those previously
applied, the legislation seems to permit the Secretary of Cammerce

latitude within vhich he could moderate somewhat its reétric’cive_ effects,

For examplé, the Secretery could add more items to the GLSA list, and he
could interpret more liberally the control criteria. As far 'és_ & 6ub-
stantial relaxation of controls is concerned, however, the concensus ig
that Congressional action would pe required. . ”

Par’h of the US legislative program of expor‘c controls is the
Battle Act, which requires countries -that s.ré recipients of US aid to

support our policies regarding the export of strategic goods to the

USSR and its satellites. Under the terms of this act, only munitions,
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atomic energy materials, and such non—milltars items that have direct
strategic significance and might affect the securlty of the US are
involved. As a practical matter the Battle Act covers fewer items
than the US Positive List. Therefore, the GLSA 1ist could be expanded
to include all of the items available for export except those on the
Positive List without interfering with Battle Act regulations.

B. Credit Restrictions

Under the terms of the Johnson Act of 1934, loans by private
persons to countries that have defaulted on repayments of lcans made
by the US are prohibi_ted.‘ Because the USSR has refused to recognize .
the loan the US made principally to the Kerensgky Govermment, which
emounted to $193 million in principal and on vhich about $410 willion
in interest bas accumulated, the Johmson Act 15 said to restrict US
loans to the USSR.

The Johnson A;ct e.lBo is involved 1n the dispute betveen the

US and the USSR over the amounts owed the US for certaln lend-lea.se
goods received by the USSR. There are three aspecte of these lend-~
lease obligations: (1) the "pifé-liné" purchases after V-J Day;
(2) settlement for civilian- type lend-lease goods on hand in the USSR
on V-J Day tb&t would be useful during peacetime, and (3) disposition
of lend lease mexchsnt ships and other Watercmft still in Soviet
custody A

The first derives from the fact that the USSR agreed to pay the

US for lend- lease goods ehipped to the USSR from the US after V-J Day




an amount of $222 million in 22 installments. The USSR has been meking
only partial payments on this account, and the accounting records of the
US shov an arearage of nearly $47 million as of 1 Juiy 1962.

The second aspect of the lend-lease settlement relates to the

“. . . approximately $10.8 billion worth of lend-lease
assistance /furnished by the US/ to the Soviet Union up

to V-J Day. In seeking a settlement of this lend-lease
account of the Soviet Govermment, the United States had
followed the basic prineiples and policies, previously
described, which governed lend-lease settlements with
other govermments. The Soviet Govermment has been asked
to pay the reasonable value of civilian-type lend-lease
acticles on hand in the Soviet Union at V-J Day which would
be useful in peacetime. Since the U.S.5.R. did not provide
an inventory- of such articles, the United States prepared
one which showed the value as $2.6 billion.

“During the initiel negotiations the United States
in 1948 requested the U.S.5.R. to pay $1.3 billion as the
first step in the negotiating process. The Soviet Govern-
ment had offered to pay $170 million. During subsequent
negotiations in 1951-52, the United States.figure was
reduced to $800'million. In the interest of obtaining &
prompt settlement, the United States indicated its readiness
to reduce this sum further provided the Soviet Government
increased its offer, which at the time was $240 million,
to a sum more nearly reflecting the value of the articles
in the peacetime economy of the Soviet Union. The U.S.S.R.
increased its offer to $300 million. The United States did
not consider this sum adequate and rejected the offer in
1952. e -

At the request of the United States, negotiations
were resumed on January 11, 1960. The United States -pro-
ceeded on the undexrstanding that the negotiations were to
deal solely with a lend-lease settlement. When the dig-
cussions began, however, the Soviet Govermment insisted
that & lend-lease settlement could not be considered as a
separate and independent problem. It took the position
that any settlement of lend-lease would have to be accom-
panied by the simultaneous conclusion of a trade agreement
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giving most-favored-nation treatment to the S_f)viet Union,
and the granting by the United States of long<term credits
on terms acceptable to the Soviet Union. - -

"During the negotiations the United States explained
why it is not in a position to negotiate on either a bilateral
trade agreement or the extension of long-term credits. It
vas pointed-out that existing law prevents the granting of
most-favored-nation treatment to the Soviet Union and that
other laws and policies havé an effect upon Soviet-United
States trade. On the question of credits theUnited States
took the position that legal and policy considerations made
it impossible for the United States to discuss this matter
in the lend-lease negotiations. The Soviet position remained

unchanged.
- "Under these circumstances there was8 no agreement

on the tems of reference of the negotiations and there

appeared to be no,common ground for continuing the dig-

cussions at that time. The last meeting was held on

January 27, 1960. .The United States informed the Soviet

Govermment that it is prepared to resime negotistions

for an over-all lend-lease settlement at any time the

Soviet Govermment is ready to negotiate on this as a

separate and independent issue."* o

The third aspect of the problem relates to the disposition to
be' made of 84 lend-lease mefcﬁént ships and 49 miscellaneous army and
navy watercraft _étill'in Soviet custody. The foregoing sums do not
inciude settlement .for any ships, since these were to be dealt with
a8 & separate part of the over-all negotiations on the lend-lease
material. As of this date no settlement offer for these ships has Iéeen
received by the US from the USSR. Because an agreement has not been

reached on the size of the Soviet indebtedness with respect to the

* Department of State, RD, Washington, D. C., October 1962.
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%ivi%ian goods and the ships, these are considered by the US Govern—
m%nt to-be "accounts" rather than defaulted obligations.

‘ While the Johnson Act prohibits US private iocans to countries
in default on their debts to the US, a ruling of the Justice Department
allows normal commercial credit, the time limit for which is consgldered
. to be six months. Despite this ruling, however, it is clear that as
long as the Soviets are considered ih default on their obligations, -"bhe
Johnson Act will serve as a prohibitidn against the five-year credits
‘that are being extended to the Soviets by Western European countries
and Japan. Moreover; it is éuestionable, even if fhe Johnson Aet no
longer applied, whether substantial éredit from private sources could
be found for the USSR and Eastern Europe unleé_é such credit were
guaranteed in scme way biy .ﬂ;é US Govermment. Gusrantees of this kind
have been -w_orked out by .the: 'govérmnen.ts of s®e- Western European
countries and Japan, but the esteblishment of éimilar arrangements'b&
the US would be lfkely to encounter formidable Congressional opposition
unless there were & marked end tangible improvement in US-Soviet
relations. .

C. Inhibitions to Trade Resulting from Institutional Differences.

Although the USSR prefers to conduct foreign trade under tei‘:h:zs
specified in trade agreements, the US does not usually sign the classic
type of bilateral trade agreement in which lists of camodities to be

exchanged are specified. The US prefers to sign multilatersl treaties
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or agreements of friendship, commerce and navigation dealing thn;ugh_:
GATT of which the USSR is not a member. Under the broad powers |
granted to him by the Constitution, the President of the United éta‘tes
is believed to have the authority to negotiate an agreement with '!the
Soviet Union to promote trade without referral to COngfess. Treaties,
however, must be referraq to that body. Inghis.agreement, thé
President may not, of course, violate any laws“of the land. Heé could
not, the_fefore, incoz'p§mte MFN treatment or the like to any communist
country which is forbidden by Section 231 of the Trade Expansion Act
of 1962. | | |

The agreement thus entered could, hovever, stipulate conditions
of tradé and payment arrangements. It could ;J_,so contain a commodity
list or lists. The latter in effect would be a kind of & “hunting
license" which would enable the Soviets to look for buyers and sellers
in the US .with assurance that'US Federal Laws would not impinge on
execution of the Ad;ealsv. The greatest value would bé a guarantee that
export licenses woulci be made availsble for certain questionsble a.réas
on“ the export side. o .
| At the present time, the Office of Export Supply in the
Department of Commerce, advises prospective expdrters on & provisional
.basis bnly és to whether or not a license can be it;suéd for a pénding
export to Iron Curtain destinations. A fimm ruling is given only on

the filing of & formal epplication which calls for a relatively fimm
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order having been received. There have been cases where a considerable
: ; !

i

period of tixzzle has elapsed before a decision has been reache_d by the
economic ‘defense community on some borderline cases, the appeals
extending as high as the Export Control Review Board and the President
himself. Meantime the busiﬁess mey have been lost to foreign bcompetii-:ors.
The e:{.imination of this uncertainty would be welcomed by the US exporters
a8 well as by the Sov:!.ét purchasers. |

Although executiwve action could be teken to mitigate the effects
of the several existing restrictions on US-USSR trade, the response of
US industry is uncertain. Exports to the USSR would depend in the
first instance on the profitability of specific deals. Even so, many
US menufacturers would be reluctant to give the USSR.access to -équip-
ment embodying 'advanc'ed fechnology, fearing that the Soviets would
choose to compete in third country markets. o_thérs, discovering that
US trade with the USSR has been sporadic and risky, might be reluctant
to undertake the retooling end plant modification necessary +to meet |
Soviet specifications. Finaily, there is the vexz.ng problem of how‘
private companies deal with stete trading monbpolies; A private
foreign fimm seeking to market :}j;s products in the USSR cannot meke
direcf coﬁtact with danestic'consixners, . producers, or distributors.
Nor can it advertise, supéﬁise the servicing of its products, or
establish any of itheAloca.l facilities conducive to the contimuation

of nommal trade relations. These are conditions that will continue
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to retard the develoment of US-USSR trade snd are immune'!fram treat-
ment by the US executive.

IV. Shipping Restrictions

Pursuant to the Shipping Act of 1960 no foreign country can charfer
a US ship without approval from the Maritime Commission. At present,
the Conmission‘s policy is to disapprove charters.to the USSR. With~
out recourse to Congress, the Maritime Ccmmission could change its
policy and approve -cha.rters to the USSR, if they were applied for.
Inaemuch as such countries as Greece, Norway, and the UK can operate
their ships at lower costs .ths:n the US can, US rates are not competitive.
Under these conditions there is no reason to expect any Soviet applica-
tions for the chartering of US vessels..
V. Conclusions. | ‘
There appear to be a mxmber of steps that could be taken by the
administration to improve US;-Soviet trade relations:
a. Controls on the export of goods and technical data to
the USSR could be eased. |
b. More libersl settlement terms of the various parts of
the lend- lease debt end the Kerensky obligation could be granted.
c. US Govermnent.e.pproval of more extensive trade between
the US and the USSR could be mede more explicit.

d. Ship charters to the USSR could be approved.

1k
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t Ve believe that changes in the administraticn of existing US
l_égislation could be offered the USSR as one of a series-og moves
in a dynamic negotiating situation for which the USSR.would, in
turn, be willing to grant certain éoncessions. A change that would
évolve toward important or major Sbviet concessions would e.imost
certainly at some sﬁage require fundamentel modification of discrimi-
natory US trade legishtion. The Soviet govermment is anxious to
eliminate its own seéregation vithin the international commercial
community and to be integrated on the basis of equal treatnént. It
has had much e)’cpe:_rience at the ba.rgaining table and Would- understand
that the US administration could not request legislation from the
éongress rermitting MFN treatment to be aecorded to the USSR until
after partisl trade libéra.liza.tion bhad been acknowledged by the USSR
as worthy of a quid pro quo. |

We do not believe that these actions by the US Goverrment would

result in any substantial increase in US-Soviet trade. If the |
administration and the Congress ﬁexwe- to take all of these actions, and
if a trade agreement inclﬁding MFN pfdvisions vere éonéluded, we can
conceive of US exports to the'pSSR riéing only to e level between $100
and $200 million ennual_l.y over the next few years. The USSR varticulaxly
could be expected to expand its imrchases of technologically adwenced

machinery and equipment. While the Soviet Union may not be able to
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export comoditles to the US in sufficient value to balance its

account, it could make up the difference by re-exports, transfers

of convertible currency, and by selling more gold to the Free World.

ORR/CIA

20 August 1963
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