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SUMMARY
UNITED STATES POLICY ON JAPANESE EXPCRT CONTROLS

I. UNITED STATES POLICY RELATING TO JAPANESE EXPORT CONTROLS .

United States policy provides that the United States should -
seek to obtain effective export controls in Japan which will
contribute to the mutual security interests of the free world.
At the same time, United States policy towards Japansse export
contreols must generally take into account the following related
policies:

1. It is our policy to assist Japan to become economically
self-supporting and to increase its output of strategic
materials of benefit to the free world.

2, NSC 104/2:

(a) It is United States policy to press for the appli~
cation by the maximum number of friendly countries
of controls which will diminish the war potential
of Commuanist Chinaj

(b) It is United States policy to take such steps as
are practicable to develop alternate sources of
supply of important basic materials required by
the free world and now being obtained from the
Soviet Bloc;

(¢) Tt is United States policy to determine the desira-
1 bility of diverting to the free world specific
products or services now being offered by the free
~ world to the Soviet Bloc.
\A&Lﬁ(\ rﬁ»\&-'v\} Vi
3., The Battle ket establishes a policy of terminating aid to
countries which knowingly permit the export to the Soviet
Bloc of certain stated categories of strategic comnodities.

TI. JAPANESE
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IT. JAPANESE EXPORT CONTROL POLICY,

Although it was recognized by the United States Covernment
in 1949 that increased Japanese trade with China would contribute
importantly to the economic viability of Japan, it was neverthe-
1ass concluded that exports of strategic goods to China would have
to be restricted in accordance with the mitual security interest
of Japan and the United States. United States policy in respect
to Japanese export controls as established in the latter part of
1949 and early 1950 provided that exports of items of primary
strategic importance were to be denied to the Soviet Bloc includ-
ing Communist China and that exports of items of secondary sira- iﬁﬁ”@"
tegic importance were to be strictly limited and exported only )-- %
when the balance of advantage was clearly in favor of Japan. On
June 25, 1950, immediately following the outbreak of the Korean
hostilities all security goods as well as other materials of a
critical nature were prohibited to Communist areas, These con-
trols were further tightened in December of that vear including
the additional restriction that all goods landed in Japan for
transshipment were subject to export licensing. The prohibited
1ist now includes virtually all comuodities but the following:
certain foodstuffs, cotton textiles, raw silk and silk fabrics,
woolen fabrics, bicycles, sewing machines, handpowered agri-
cultural machinery, and paper.

ITIT. ANALYSIS OF JAPANESE TRADE WITH THE SOVIET BLOC.

A Exports.

Japan's exports to the Soviet Bloc, almost all of which
went to Communist China, were valued at $20.4 million in the calen~
dar year 1950 and at $5.5 million for the period January-July 1951.
1950 exports represent about 2.5 percent of total value of exporis
and those of the first seven months of 1951 1less than one percent
of total exports. '

Exports to Communist China in 1950 consisted of a great
variety of manufactured items with two groups, metals and metal

products
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products, and machinery accounting for more than 80 percent of the
total value. Other primary export categories included fibers and
textiles, rubber and manufactures, industrial inorganic chemicals,
pigment paints and vernishes, and scientific and profesgional in-
straments. It is estimated that during 1950 about half of Japan's
exports to Hong Kong which consisted primarily of rayon filament

“and cotion yarn and fabrics were re-exported to Communist China,

As a result of tightening of export controls since December
1950, Japenese exports in 1951 were reduced in amount and changed
in character. Primary exports have consisted of; bicycles, sewing
machines, fishery products, textile products, and dried milk.

Two barter deals providing for the export of covton goods
in exchange for salt and ccking coal have been concluded.

B, Imports.

Imports into Japan from the Soviet Bloc including Communist
China amounted to $44.2 million in 1950 and to $19,7 million in the
first seven months of 1951. Trade with Communist China amounted to
$39.5 and §17.2 in the same periods, Tmports from these areas con-
stituted 4.6 percent and 1.4 percent of total imports in the same
years respectively.

Major imports from Communist China in 1950 consisted of
soybeans, peanuts, iron ore, coal, ramie, oil cake, and salt. For
the first seven months of 1951, peanuts, soybeans, and ollseeds
accounted for one-third of imports with agricultural products,
coal, iron ore, scrap iron and steal the other important items.
Primary imports from the Eastern Turopean Soviet Bloc comprised
potash fertilizer from Eastern Germany and Poland, and magnesite
from Cmechcslovakia. In 1950 the U,S.S.R. supplied $738,000 worth
of coals; however, no imports from the U.3.S,R. were recorded in 1951.
Imports from Hong Kong, a considerable portion of which may have
originated in China, consisted of peanuts, beans, scrap iron and
steel.

Dus to present world conditions and restrictions on trade
with Asiatic areas under Communist control, procurement of adequate

supplies
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supplies of certain raw materials to meet the requirements of an
expanding economy has become a major problem for Japan. Such
items as iron ore, coking coal, pig iron, salt, soybeans, peamuts,
and fertilizer were obtained from China in large guantities during
the pre-war period, and were on the increase in 1950 although dras-
tically reduced in 1951. It is estimated that Japan's imports of
potash primarily from Eastern Furope could be obtained from other
sources. Foodstuffs could probably be obtained from the United
States without additional costs. Imports of iron ore and coking
coal can be obtained from alternate sources, the United States and
Southeast Asia primarily at somewhat higher costs; however, the
total difference in cost in obtaining these two items with an
allowance for other minor items from other areas would amount to
$70 million in 1951-52. The increased cost might make Japanese
industry somewhat less competitive in world markets. Additional
problems are created by a shortage of shipping space both foreign
and domestic.

C. Short and Long Run Problem of Markets for Japanese Goods.

Tn the short run, Japan's prospects for expanding its
exports appear good in view of special procurement for military
purposes and the conclusion of trade agreements providing for
high levels of trade. The impact on the Japanese economy of a
complete cessation of Communist China purchases in Japan in the
short run if considered in terms of the volume of trade in 1950
would, therefore, appear to be relatively minor, TR

N R Fo by R

Japan's total exportsAmay well reach a level in excess of
‘;ﬁpﬂ $252-billion in 1952 including@%bsa% $350 million in)special de-
fense procurement. The remainder, which would comprise commercial
exports, would mean an expansion of Japanese trade by about 40 per-
cent over the annual rate of Japanese exports for the first six
months of 1951. A4 very large portion of the expansion of such trade
is expected to be with South and Southeast Asia. Exports to areas
other than Asia in 1952 are estimated at couble the 1950 rate.
Present world conditions combined with the recognized resourceful-
ness of Japanese traders ard Japan's industrial capacity justify an
optimistic view, for the near future at least, of Japan's export
prcspecis., Japan may, however, require United States assistance in

order
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order to obtain sufficient supplies of raw materials required to
reach the above assumed precduction levels,

D, The Significance to the Chinese Domestic
Economy and War Effort of Trade with Japan.

Japan,as an industrial nation and by its location and
past economic relations, is of particular importance to China and
China's prospects for development. China requires industrial im-
porss which Japan can furnish more cheeply and more rapidiy than
other areas, Moreover, Japan is a potentially large market for
China's exports. Restrictions on Japanese trade with China have
caused an unnatural reliance by the Chinese on imports frem the

lSoviet Union which may become a potential source of friction be-

tween the two Communist countries. R ey -

Sino-Japanese trade during the post-war period has been
negligible in contrast to pre-war trade, due in part to the politi-
cal chaos in China and to the low level of industrial output and
commercial foreign trade of Japan. Jag; 's 50 exports of in-
dustrial products to China comprised 1€ 1 one-fifth of China's
imports of those items which were (important)in enabling rehabili-
tation and maintenance of industrial plants” and a consequant increase
in the industrial output of the Chinese, China must depend on the
Soviet Union to meet its deficiences of military equipment. Re-
sources which China contributes to its W%E%Rﬂiﬂgiiﬁl are such non-
mili tary items as food, clothing, trangng » and similar goods and
services, ’

Ui

The Chinese Government now exerts strong controls over the
terms, diredtion and composition of China's foreign trade and it is
clear that the terms of Sino-Japanese trade would be sstablished by
government policy decisions and not by private traders. Barter
trade offers will probably be made by both countries to the extent
that controls permit.

It is obvious that exchanges of goods between China and Japan
would provide benefits to each country. Although the Chinese Com-
munists will undoubtedly set the terms at which China will trade,
in the face of pressing imports needs and the problem of export

markets
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markets, China may be more concerned with expanding the volume
of trade than restricting it to obtain better terms.

IV. JAPANESE PRODUCTION OF STRATEGIC MATERIALS.

. Japan's industries have sufficient capacity to make a signi-
ficant contribubion to the strategic materials position of the
free world; however, Japan's contribution is heavily dependent
upon the importation of raw materials, The most important of the
materials which Japan can produce are: steel, steel products,
machinery (electrical, communications, transportation), sulphur,
aluminum, refined copper, caustic soda, soda ash, drugs and phar-
maceuticals, gasoline and lubricating oil. Most of these items
are in global short supply at the present time. Japan must main-
tain a high level of exports of manufactured goods in order to
obtain foreign exchange for required food and raw materials. (See
attachment for discussion of these items.)

V. BALANCE OF PAYMENTS PROSPECTS,

Tt is estimated that Japan will enjoy a relatively favorable
balance of payments position during the next two vears, Deficits
in commodity trade with the dollar area can probably be covered
by earnings from special exports and expenditures of United States
military personnel stationed in Japan. Loss of China trade should
not have a crucial effect on the short-run balance of payments
position. The long run problem is a more serious one and will
depend upon the competitiveness of Japanese exports and the gsneral
attitude of countries trading with Japan. To the degree that pro-
curement of raw materials is not shifted successfully to non-
Communist sources, Japan will feel acutely the need for trade with
China., The extent to which such trade must be diverted to dollar
sources will determine the stringency of Japan's.balance. of pay-
ments position.

VI. JAPANESE ATTITUDES ON CONTROL OVER TRADE
WITH THE SOVIET BLOC.

The Japanese tend to view the question of trade with the Soviet
Bloc in terms of Communist China, rather than the Bloc as a whole.

The
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The Japanese would, of course, prefer as few réstrictions as possi-
ble in the field of foreign trade; they realize, however, that in
view of the threat posed to their national security by Communist
aggression restrictions are ynavoidable. There is evidence that
Japanese Qovernment official%'wish“to see a substantial resumption

of trade with China. i .
Japanese willingness to impose controls after the Peace Treaty
will be influsnced by the similarity of those controls to those ap-
plied by other countries, the status of the Korean hostilities,; and .
the nature of the control, particularly whether it takes into ac-j

o e

couat the needs of Japan. §

The Japanese have been generally willing to join in collective ¢ Cﬁ““”““‘
megsures to check Communist aggression,and support for controls in
line with those of other countries could be obtained though stricter
controls would present a greater problem. If the Korean hostilities
continue, there should be no difficulty in view of overriding sscur-
ity considerations in continuing The present controls, If hostili-
tigs end, however, problems might arise in retaining,controls over
trade with Communist China especially if those of o€ﬁ5§f€5untries
are less strict. L

If alternate sources and markets are successfully developed
in other areas, especially in Asia, economic pressures for re-
sumption of China trade would be reduced. An export control pro-
gram by itself would not seriously threaten the stability of the
Japanese Government; however, if it were considered to represent
a suvbordination of Japanese interests to foreign control, it would
place the government in a difficult position and might lead to in-
creased pressures in Japan to demand that United States economic
and financial aid make up the loss sustained.

VII. ADMINISTRATION OF EXPORT CONTROLS,

Licenses are required for the export of all commodities in-
cluded in revised Japanese QGovernment export list (copy attached). et Tt
A1l export license applications swsmitted 1o-364F indicating a Com- ™" M7
munist destination are automatically deniéd. In questionable cases, ‘
guarantees against transshipment are sought in the form of end-use

checks
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checks, written statements, supervision by customs, amplified
bills of lading, and essential supplies certificates when goods
are destined for -Hong Kong. Operational supervision of foreign
trade is the responsibility of the Japanese Customs Service,
Smuggling datection sotivities are conducted by the Japanese
Msritime Safety Bureau. Penalties are provided in Japanese law
for violations of export control regulations. Under the sur-
veillance of SCAP, barter deals are concluded with the Chinese
involving the exchange of{gotton textile%)for essential raw

“ "’,,/” ‘materials.

Ao Imprpvsments in Japanese Export Control Mechanisms.

Although the present system is relatively effective,
there are certain features of the control system which need atten-
tion.

In addition to instruction in the techniques and facili-
ties used in the administration of security export controls in the
United States, the Japanese could also benefit from United States

t

experience in such operations as handling hardship cases which ma " L
g L{A.fb el

arise and dealing with political¥economic peessure- groups ““The

establistment of adequate investigative and intelligence ?gcilitiesz;N s
in Japan and abroad 1s of utmost importance. Attention should also .

be glven to centralization of customs supervision and adequate pen-
alties for violation of Japanese export regulations. It is import-
ant, too, that the Japanese e +sh an adequate system for com-
piling and reporting trade statisticsion security items.

e

B. Tinancial Controls.

No restrictions have been placed in Japan on Chinese Com-
munist assets,and assets of other Soviet Bloc countries Which are not
believed ta be substantial, To the extent that foreign currency
escrow accounts have dollar gounterparts they are subject to the
Foreign Assets control of the United States Treasury., Assuming i
adequate export controls in Japan, it would appear that the im-
position of blocking cortrols on Chinese and North Korean assets
would have 1ittle if any effect on Japanese trade with Communist

Chinaf"
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China and North Korea., Financial measures might be useful, how-
ever, in preventing undesirable triangular transactions involving .
strategic goods which do not enter Japan. ‘

VIII. CONCLUSION:

The primary cbjective of the United States in Japan should
be to sscure an undertaking from the Japanese Government that it
will adept security trade cnnirol policies which will be fully
consistent with and will contribute %o the security interests of
the free world, Japan's security control problems largely affect
trade with Communist Chira whereas those of the other primary
countries imposing controls are directed at Eastern Europe.

Japan!s controls over trade with China are among the most
g;ﬁbﬂ'f;f”ee“ rgﬁgﬁwihose_iguntries which impose such controls, in spite of
‘ \\y'ﬂ a2t that Japan i® more dependent economically on Sino-
Japancse trade than any other area with the possible exception of
Hong Kong. However valid this fact may be as a reason for re-
laxing present controls when China is not engaged in aggression,

itighe&%dwnot serve as a basis for weakening Japanese controls
hile Chinese_gséfession continues.
,/’///};¢Lﬁd‘ . .

Tt appears, on the basis of the analysis in section TITI, that
the maintenance of the present strict controls by Japan need not be
harmful to the Japanese economy, at least in the short run, and
should have an important effect on shifting China's import require-
ments to less economic sources of supply. Although Japan faces
some problems of alternate sources for materials such as coking
coal and iron ore, and alterzate markets for items normally sold in
China, neither of these problems seems of sufficient severity to
warrant a significant relaxation of controls over trade with -China.

.~=T% the ejent that a sgtisfacfopy settlemeny of the Koregn hostili-
ties devglops and assyming no /similar aggnkssion else@ﬂg?e,ﬂtf‘might
not be ¥nconsistent with the futual securdty interesy’to réiax pres-
ent Japbnese export controlsfso as to pefmit increagkd trade with

Yeeping in mind the rflationship éf such conprols to those
exercysed by other major tyading natiors participating in the Co-
ordingE}gg\COmmittee on seturity export controls. : B

s
/
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IX, _RECOMVENDATTONS:
It is recommended:

1. That United States influence be exerted to the
fullest degree necessary to maintain Japanese export controls
at approximately the present levels as long as aggression in
Korea continues and until a reasonable basis for an armistice
is agreed on and there is reason to believe that it will be
maintained.

2» That United Sta;es influence be exerted to the fullest
~degree necessary to insure that after the Korean hostilities
are énded and an amistice is effective Japanese export con-
trols are maintained at a level identical with or as closely
comparable as possible to the strictest controls maintained
by other major nations of the world against the Soviet Bloc
including China.

3. That the United States assist Japan in the development
of adequate export control procedures and in the establishment
of an export licensing system sufficiently extensive to permit
311 control of Japanese trade with the Soviet Bloc,

4, That a United States survey team of security trade
control specialists be sent to Japan to explain, in cooper-
ation with SCAP, the purposes and general strategy of United
States and international export control policies and pro-
cedures and to carry out the recommendations in 3 above.
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SECTION I

UNITED STATES POLICY RELEVANT TO THE
PROBLEV OF JAP:ANESE EXPORT CONTRCLS.

It is United States policy to seek to obtain in Japan ef-
fective export controls which will contribute to the mutual
gsecurity interests of the free world., & paragraph in the perti-
nent policy paper states that the United States with respect to
Communist China should continue economic restrictions —-— and
intensify efforts to persuade other nations to adopt similar
restrictions as related to developments in Korea.

The same policy recognizes the need for solidarity with
our principal allies and for cooperation with other friendly
nations in the security control effort, It further states that
the United States should assist Japan to become economically self-
Supporting and to produce goods and services important to the
United States and to the economic stability of the non-Communist
area of Asia. '

NSC Document 104/2, "United States Policies and Programs in
the Economic Field which may affect the War Potential of the Soviet
Bloc", provides that "The United States, in view of the Chinese Com-
munist aggression in Korea, should press for the application of such
international control measures as will be effective in diminishing
the Chinese Communist potential for military aggression. Its ef-
forts through the United Nations and other channels should be
directed to sesking, on a cooperative basis, the application by the
maximum number of friendly countries of such controls for this pur-
pose as the United States considers would be in the common Security
interest",

United States policy as stated in NSC 91/1 and revised in NSC
104/2 paragraph 6, provides a basis for withholding from Japan
United States products of primary or secondary strategic import-~
ance if similar products were being exported by Japan to the Bloc.

NSC 104/2

??, | SECRET - SECURITY INTORMATION
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NSC 104/2 alsoc stabes that this country should press for
additional measures in the field of intermational security con-
trols, including more effective controls over transshipments and
shipping with the vurpose of prohibiting the carriage of embargoed
goods,

The Battle Act (Public Law 213) is the most recent expression
of United States policy in respect to the shipment of strategic
materials to the Soviet Bloc, This legislation states that it is
the policy of the United States to embargo certain categories of
goods to prevent their export to the Soviet Bloc and further that
United States aid should be withheld from countries exporting such
goods, Tt is clearly stated that the Act shall be administered in
such a way as to bring about the fullest support for any resolution
of the General Assembly of the United Nations, supported by the
United States, to prevent the shipment of certain commodities to
areas under the control of governments engaged in hostilities in
defiance of the United Nations., ' ,

United States policy recognizes that undue reliance on trade
with the Soviet Bloc may constitute a security risk and accordingly
states that the United States with the ald of friendly foreign coun-
tries should seek to develop alternative sources of supply of im-
portant basic materials now obtained from the Bloc, It underlines
the importance of strengthening the bargaining position of countries
which now rely on the Bloc for essential materials, The problem of
alternative markets for goods which are being or would otherwise be
sold to the Soviet Bloc 1s also noted in United States security
control policy and policy regarding the Far East,

The United States is interested in attaining in Japan maximum
output of strategic materials for the benefit this will bring to
Japan and the free world, This policy, too, has a bearing on the
problem discussed herein,

S ECRE T SECURITY TNFORM.TICN

Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2



E R

Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2

AECRFT - SEQURTTY INFORMATION

SEQTION VIII

COICLUSION:

he primary cbjective of the United States in the security
controls field in Japan should be to secure an undertaking from
the Japanese Government that it will adopt security trade control
poiicies which will be fully consistent with and will contribute
to the security interests of the free world. So long as the
Soviet Bloc countries, and particularly those which are engaged
in aggression, threaten the security of the free world, Japan
should cooperate in denying the Soviet Bloc access to goods and
services which would contribute significantly to the war potential
of the Bloc, '

It must be recognized, however, that the Japanese security
control problem differs from that which confronts the major nations
of the world who have already adopted controls affecting trade with
the Bloc., Western Furopean trade controls---and they are the princi-
pal contrcls affecting trade with the Soviet Bloc---were designed
primarily to deal with the question of trade with the European mem-
bers of the Flos. It was only after the aggression in Korea that
those controls were extended to China. In some cases the controls
were increased to a lewvel above that applying in Europe.

‘Japan's trade, on the other hand, is normally not large with
the Buropean members of the Bloc. Its trade control problem via-a-
vis the Soviet Bloc is primarily the problem of controls over trade
with China, _ '

The United States has the strictest controls over trade with
Communist China since it maintains an export embargo and has re-
duced imports very substantially. Japan's controls established by
SCAP are almost equal to those of the United States in severity and
prevent the export to China of all but a few products such as tex-
tiles, bicycles, sewing machines, and a few other consumers' goods.

Although Japan's trade in textiles has recently been the cause
of some dissatisfaction in Hong Kong, whose textile trade with China
has been substantially curtailed, Japan's over-all controls are

considered
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consideéred more st}ingent than those of Hong Kong and the United
King@om although the latter have considerably increased the strin-
gency of their conprols in recent months,

- Ths United Kingdom, including Heng Kong, embargoes to Com-
mnist China all items on International Lists I, and II (exception
tin plate), thirty items on List III, and sixteen other items
which the United Kingdom normally regards as having a predominantly
civilian use but which would be diverted to military purposes by a
country ergaged in nilitary operations. In the implementation of
the United Kingdom embargo 1list, the Tnited Kingdom sxercises dis-
cretion over items which it is felt in certain circumstances would
not contribute to Chinese military strength. Under this control
list, Hong Kong may therefore under special circumstances export
certain of the listed goods and also other lesser and non-strategic
ltems in such categories as chemicals and pharmaceuticals, non-
metallic minerals, machinery, apparatus and appliances, dyeing,
tenning and colouring substances, fertilizers, and textile fabrics.
In contrast, Japan's export control list prohibits the export of
ell items in such categories, except those for housechold use, and
cotton textiles, and limits Japan's exports to the small number of
items mentioned previously.

The countries of Western Europe in the Coordinating Committee,
other than the United Kingdom, have been generally controlling '
trade with Communist China on the same basis as trade with other
Soviet Bloc countries, Thus they embargo items on International
list I, quantitatively control items on I/L II, and report on ship-
ments of I/L III. In actual practice, however, certain of the
.COCOM countries were more rsgtrictive than required by COCOM agree-
ment, The United Kingcom has recently proposed that all COCOM
countries agree to increase their controls to the level of those of
the United Kingdom and its colonies, and it is believed that most
countries will accept the U.K. list with the exception of certain
List IIT items.

While it is sometimes suggested that Japan should not be ex~-
pected to meintain stricter controls against the Soviet Bloc than
those maintained by other major industrial and trading countries,

it
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it should be noted that Japan's trade position in relation to
the European members of the Bloc is more akin to that of the
United States than that of Western Burope and its controls could
similarly be more severe than those of Western Furope without
having a significant economic effect on Japan.

In the case of China, however, a comparison of the Japanese
position with that of other countries trading with China, indi-
cates that Japan's claim to the economic necessity of its trade
with China equals or exceseds that of any other supplier with the
possible exception of Hong Kong. However valid this fact may be
as a reason for relaxing present centrols when China is not en-~
gaged in aggression, it should not serve as a basis for weakening
Japanu's controls now or after the effective date of the Peace
Treaty if China's aggression is ccntinuing or the worth of a truce
is s1ill open to question av that time. Japan's controls should
gerve rather to re-enforce the argument that the controls of other
countries should be further tightened to limit China's war poten-
tial. If the present level of Japanzse controls were to be sig-
nificantly reduced prior to the end of the aggression in Xorea, it
is deubtful that Hong Kong's controls could be long maintained on
any commodities in respect to which Japan's controls were the more
lenient. Hong Kong's present inguiry with respect to Japanese ex-
ports of cotton textiles is iliustrative of this point., As a
matter of fact, it will probably be difficult to maintain differ-
ent levels of controls in Japan or Hong Kong given the similarity
of their situations in regard to trade with China.

It appears on the basis of the analysis in section 3 that the
maintenance of the present strict controls by Japan need not be
harmful to the Japanese economy, at lsast in the short run. The
military procurement program in Japan in support of the Korean war
should provide an adequate offset to any economic loss which may be
attributable to the limitations on trade with China. There remain
some problems of alternative sources for materials such as coking
coal and iron ore normally received from the Asian mainland and of
alterrative markets for products normally sold in China although
the latiter problem may be solved to some extent by the procurement

programs
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(Section VIII, Cont'd)

programs contemplated for Japan. In the short run neither the
supply nor market problem seems of sufficient severity to war-
rant a significant relaxation of controls over trade with China
which wounld permit the acquisition by China of materials use-
ful for supporting its efforis in Korea,

In the event that a "cease fire" is arranged in Korea and
its maintenance seams sufficiently assured to warrant scme con-
fidence on this score, and assuming no similar aggression else-
where, it would not be inconsistent with the mutual security
interests to relax the present Japanese export controls so as to
permit incressed trade with Communist China. What relationship
controls over trade with China should bear to those maintained
over trade with the Soviet Bloc in Rurope would need to be care-
fully considered. Major differences in these controls in respect
to highly strategic materials would obviously permit their frus-
traticn by transsbipment through the Soviet Bloc country in
respect to which the more lenient controls were operative. On
the other hand, recognizing that the Chinese economy is much less
industrialized than that of the Burcpean members of the Soviet
Bloe, it is clear that a policy which limits the war potential of
China would warrant the withholding of material much less stra-
tegic in nature than would be the case in respcect to the European
members of the Bloc.

While the problem of the desirability of maintaining a dif-
ferent control 1ist via-a-vis trade with China would need to be
carefully considered by the several nations interested in that
trade, it is probable that as a minimum it should affect the
items which are embargoed and limited quantitativaly in the trade

 with the Soviet Bloc in Furope and, in addition, a further list
for embargo or quantitative control until such time as the coun-
tries of the free world can be assured that Communist China will
maintain peaceful relations with them.

SECRET - SECURITY INFORMATICHN
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Appendix 2

Table 1, — Japan's Trade with Soviet Bloc Coumtiies, 1950 and Januvary-July 1951 M
Value (in thousands of dollars) S
. o
Exportae ; Irnports W
Country 1956 1951 1 1950 1951 Q
1st 2nd Julyl Jan.-§ lst 2nd July | Jan.-8§
quarter quarter July guarter quarter July M
Mainland China, including M
Manchuria and Dairen.... | 19,643 2,564 2,496 hg1p 5,541 39,5421 9,248 5,906 2,062 S.mﬁm
Mongolian RepubliCe.eeose - - — - - - 5 28 L Ho:ﬂ_
o
ZOH-#HH HOH-@N.OCGOO'OOOOO_-O' e - - b hend - hind bl b - D
o
U.S.8.R. BReessevsearvas e NNW - h hnd hnd dm - b - - m
_ O
- Czechoslovakla.....csepee 1 - - - - 17 .uu\ - T .Nw
ﬁmm& mmgvoaocooooovoo - - - - Ad N-WNW H-K.NN - b H«:mmw
S
Polend (including "Polish o
Q.mgm&;v.ac-'v'conooobo - d 2 - 2 mmo wm: 2 - mwmm
O
mmw,ﬂ b..ﬁ.m.WH-Hm.OUQonvn-n.o'v M.!\ - - — - - - — — o %
2
v
Total Soviet BloC.nss. | 20,367 2,564 2,498 481 5,543ff W, 212 | 11,664 5,936 2,140 19,740,
i o]
=TS
T
1/ Less than $500. o
- (o]
Source: Official Japanese trade data as reported by SCAP. m.
o
N\ <
&
&
<
G . &
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Table 2, -~ Japan's Trade with Communist China,
1950 and Monthly 1951
(in thousands of dollars)

Year and Month Exports - Imports

1950 19,643 39,542

1951

: January 371 1,162
February 984 2,899
March 1,209 5,486
April 914 2,365
May 1,582 1,909
June - 1,221
July 481 2,043
Total January-July 5,541 l/1’7,085

g ST T TR e e

e

]

1/ Monthly data here are revised figures, which causes
total to vary slightly from that shown in Tables 1 and 4.

Sources Officisl Japanese trade data as reported by SCAP.
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Table 3. = Japan's Export Trade with Communist China%/1950

Commodity Group and Subgroup Quantity Value

‘ (metric .tons) (1,000 dollars)

Food and Beverages 20 $ 4
Fibers and Textiles 1:.609 1,1
Cotton and cotton goods 3 Tg%
Cocoon, silk and silk goods 2 77
Artificial fibers and products 234 402
Wool and woolen goods * 2
Hard and bast fiber mfrs. 1,226 355
Textiles and products, n.e.c. 80 140
Wood and Paper 124 58
Wood manufactures * *
Paper for writing and printing * 3
Other paper ' 6 15
Paper products 118 46
Animal and Vegetable Products, n.e.c. 264 327
Furs, hides and leather 2 24
Rubber and rubber manufactures 262 303
Animal and vegetable products n.e.c. * *
01ls, Fats and Waxes 16 4
Chemicals 1,23% 598
Pigments, paints and vernishes 14 172
Drugs and pharmaceuticals 7 35
Industrial inorganic chemicals 945 266
Industrial organic chemicals 72 112
Chemical specialities and misc. items 49 11
Non-Metallic Minerals l%} _65
Clay, clay products and pottery 0 2
Glass and glass products 1 _ 4
Coal and related fuels 62 24
Abrasives , 74 33
Other non-metallic minerals 6 2

+
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Table 3. (con%'d.) —2-
Quantity Value
Compoddty Group and SUBEFOD  (petric tonms) (1,000 dollars)
Me®ays and Metal Products 119,830 $14,759
Iron and steel mill products 118,844 14,271
Non-ferrous metals 16 4
Non-ferrous alloys 22 12
Metal manufactures, lron and steel 404 83
" Metal manufactures, non-ferrous 4 5
Metal manufactures, n.e.c. 539 377
Metal consumer goods, n.e.e. 2 5
Machinery and Mechanical Appliances 3,487 2,348
Electrical machinery and com-
munlcations machinery 2,329 1,408
Boilers, engines, turbines & perts 3 7
-Transportation machinery and
appllances and parts ’ 366 167
Textile machinery, sewing machines
and parts 302 390
Other industrial machinery and perts 180 154
Office appliances and printing
equipment and parts 27 45

Civil engineering construction
end mining machinery, appliances

and parts 127 82
Miscellaneous machinery and parts 152 94
Miscellaneous Products 104 323
Scientific and professional
instruments 80 291
Photographic and projection goods 1

Plastics, vulcanized fiber, cello-
phane, etc., and related

products, n.e.c. 19 16
Pichures, printed matter and
- related items * *
Accessories : - -
Miscellaneous 4 11

TOTAL 126,880 19.643

Figures may not add to totals because of rounding.

* Less than half the unit
1/Mainland China including Menchuria and Dairen

Source: Official trade data, as reported by SCAP. Tabulation
was prepared by the Department of Commerce, Office of
International Trade, Far Eesstern Division.
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Table 4, - Japanese Exports to Communist China 1/
January-July 1951 by Commodity

Value (in dollars)

Group and Commodity Jan.-July
Total exports 5,540,021

Food | _u3§34§l%
Milk and cream, dried 114,381

Crustacea and mollusos, fresh, chilled,

frozen, salted, dried 33,090
Fresh and dry vegetables, roots and :
tubers, not including artificially dehydrated 40,066
Seaweed, laver in rctail containers, dried 175,245
Beverages and tobacco -

Crude materials, ilnedible except fuel -
Mineral fuels, lubricants and related materials -

Animal and vegetable olls and fats -

Chemicals -
Menufactured goods classified chiefly by material 1,2%0,420
Bicycle tires, pneumatic 3920
Manufactures of soft rubber 1,510
Compressed fiber plates 1,532
Building board of paper or of pulp, not
Impregnated 1,054
Paper and paperboard, coated, impregnated,
vulcanized, ctc. 54324
Cigarette paper 44,379
Blotting paper and filter paper 1,718
Paper and paperboard, n.e.s. 10,829
Articles of pulp, of paper and of paperboard,n.e.s. 10,276
Cotton yarn and thread _ 97,052
Rayon filament yarn 797,101
Cotton fabrics 694,492
811k fabrics _ L 7,603
Rubberized and other impregnated fabrics and
felts, except linoleums 628
Made up arvicles of textile materlals, n.e.s. 5,138
Bricks, tiles, pipes of clay construction 18,126
Imitatlion pearl necklaces . 110
Houschold utensils of iron and steel 479
Table and kitchen knives, forks and spoons, of
base metals  including plated 249
" Cutlery. n.e.$. 962
Manufacturecs of metal, n.e.s. 8

Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2



- Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2

Table 4. Continued -2=
Group and Commodity Jdan,-July
Machinery and transport equipment 33340,116
Internal combustion, diesel and semi-diesel
engines, other than aircraft engines 19,812
Office machines including typewriters 47,684
Sewing machines, industrial and household 288,180
Machine parts and accessories, except electrical 6,898
Electrical machinery, apparatus and
appliances, n,c,s, 17,285
Bicycles, tricycles and parts 2,959,460
Machines and appliances, other than electrieal _ 672
Printing and bookbinding machinery 125
Miscellaneous menufactured articles 46,008
Measuring, controlling and scientific instruments 1,335
Photo-printing paper, scnsitized 2,670
Office supplies (not paper), n.e.s. 41,973
Miscellaneous transactions and commodities, n.,e.s. 188
Live animals (not for food), n.e.s. 188

1/ Mainland China including Manchuria and Dairen.
Source: Official Japanese trade date, as reported by SCAP.
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Table 5. - Japancse Export Trade by Area and and by Commoditles
for 1950 and 1991 (first six months) i

1951 (6 mo.) 1951 (6 mo.)
- (in millien (percentage
Area 1050 _dollars) 1950 _of_total
Asia $380 $364. o 46,3 Sg.o
Europe 96 58.8 11,7 .9
North America 210 107 6 25,6 16.3
Socuth America 31 4.5 g.B 6.7
Africa 73 55 5 .9 8.4
Australia & Oceanin 30 1.4 3.7 4.7
Total $820 $661.8 100.0 100,0

Commod Groups
Food and Beversges § 54 n.a. 6.7 n.a.
Fibers and Textiles 399 n.a. 48,6 n.a.
Wood and Paper 17 N.a. 2.1 N.a.
Animals and Vegetable

Products 12 N.a, 1.4 n.a.
0ils, Fats and Waxes 8 N.2a, 1.0 n.2.
Chem{cals 16 N.a. 2.0 Dea,
Non-metallic Minerals 39 n.za. 4,8 n.a.
Metals and metal

Products 159  n.a. 19.4 n.a.
Machinery 71 n.a. 8.5 N.a.
Miscellaneous 45 N.Z, —52.5 D,2a,

Total $826 Neas 100.0 N.a.

SECRET SECURITY INFORM.TION
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Table 6. - Japanese imports from Communist China v
January~-July 1951 by Commodity

Velue ( in dollars)

! 1951
Group and Commodity Jan.-July
Total imports 17,211,124
Food 2,328,993
- Meat and meat preparations 119
Dailry products, eggs and honey . 7,134
Rice 936,616
Vermicelldl ‘ 40

Fruits and vegctables (principally dried

green beans) 151,949
Sugar and sugar prepnrations 1,168,688
Cocoa powder 189
Tea 4,222
Spices (cloves and cinnamon cassia) 60,036

Beverages and tobacco -
Crude materials, inedible except fuel 12,837,810
Hides, skins and fur sklns, undrossed 866,329
Peanuts 2/ 2,702,108
Soyabeans 2/ 1,274,462
Linsced (flexsced) 188,511

Oilsceds, oil-nuts and oil kernels, n.e,s. 1,273,726
Crude rubber, including synthetic and

reclaimed 10,108
8ilk waste 320,115
Silk, raw 118,482
Sheep's and Lemb'!s wocl 87,393
Fine animal hair 392,894
Horsehalr and other coerse hair 2,389
Wool shoddy 5,200
Waste of wool and other animal hair 2,673
Cotton mill waste 307,388
Cotton, carded or combed 5,769
Ramie =nd ramic tow and waste 1,943,936
Vegetable textile fibers, n.e.s. and waste

of such fibers 20,254
Waste matericls from textlle fabrics,

including rags ‘31,603
Bone 1,007
Clay 4,625
Feldspar ) 170,357

Graphite 9,998

C e .
LT
MM
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Table 6, (continued)
' 19%1
Group and Commodity Jan,.,-July
Crude materials, inedible, except fuel (cont'd.)
Other non-metallic minerals, crude, n.c.s. 15,150
Iron ore 470,118
Iron and steel scrap 448,181
Bauxite (aluminum ore) and ccncentrates 47,336
Bones, ivory, horns, hoofs, claws and
similar products he,292
Materisls 0. animel origin, n.e.s. 595,542
Vegetable vaterials for plalting 30,394
Plantz anl parts of plants for use in
dyeing ané tanning, whether ground or nct 298,226
Natural gums, resins and balsam 40,734
Plants, sceds, flowers and perts of plants,
n.e,s., mainly for use in medicines or
perfumery 101,834
Seeds for planting ‘ 463
Lacquer, crude 998,213
Mineral fuels, lubricants and related materials 234,437
Coking coal 234,437

Animal and vegetable oils (not essential oils),
fats, greases and derivatives
Castor oil

1,3%1 466
5,790

Tung oil 1,153,042
0ils from seeds, nuts and kernels, n.e.s. 132,634
Chemicel elements and compounds 51,90
Prepared paints, ensmels, lacquers, etc. 23,53
Essential vegetable oils 18,370
Animal glue 10,000
Menufactured goods classified chiefly by materisl 35§42%g

Envelopes, paper in boxes, packets, etec. 1
Albums and scrap books 181
Cellophane manufactures, n.c.s. 1
Silk fabrics 188
Fabrics, n.c.s. (including fabrics made of

coarse hair and of psper ysrn) 3,000
Embroidery, in the piece, in strips, cr in

motifs 7
Hat bodies, n.e.s. 1,760
Made up curtains, draperies, and made~up house-

hold articles of textile materials, n.c.s. 4,368
Made up erticles of textile materials, n.e.s. 1,838
Carpets, carpeting, floor rugs, mets o~nd

matting of wool and fine hair 4,903
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Table 6, (continued)

~T35T

Group and Commodity Jan,~-July

Manufactured goods classified'chiefly by material
(cont'd.)

Rush mats 3/ 267,797
Nickel and nickel alloy, wrought 60,152
Tin and tin alloys, (including tin solder)

unwrought 8,997
Ferro-manganese 5,019

Machinery and trunsport equipment -

Miscelleneous manufactured articles 28,217
Clothing ,020
Footwear, wholly cr meinly of leather 2,400

Articles of basketwnre or of wickerwork, n.e.s. 19,724
Office zupplies (not paper), n.e.s. 4
Cloissone, n.e.s. 1,032

Miscellaneous transactions and commodities -

1/ Mainland China including Menchuria and Dairen

2/ Although included under "crude materials, inedible", these
products are used for fcod purposes in Japan.

3/ Althcugh listed under "manufactured gocds", believed to be
mat rush, a2 raw material.

Source: Official Japancse trade deta, as reported by SCAP.

Approved For Release »2000/08/23 : CIA-RDP62-00647A000200110007-2



Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2
SECRET SFCURITY INFORMATION

s Table 7. - Japaneée Prewar Imports of Selected Commodities,
: Totel and from China 1/
(Average 1933-37)

Impbrts from China

Total Imports
C ommodity (Metric (Percent

(Metric tons) tons) of total)
Coal 2/4,4621,439 2/3,261,644, 71
Iron ore 2,982,570 979,064 33
Pig iron 3/ 931,821 2/379,750 41
Magnesite 4/ 146,531 5/146,127 99
Salt 1,297,727 555,981 43
Ramie fiber 12,222 12,038 98
Soybeans 721,069 532,033 7,
Peanuts 11,778 11,677 99
Oilcake 551,478 477,640 87

1/ 1Includes Manchuria and Kwangtung.
g/ Principslly coking coal but includes other coal since coking
coal was not differentiated in prewar trade statistics,
Average 1933-36,
4/ Includes dolomite since prewar trade statistics group dolomite
and magnesite under one heading.
Imports from Manchuria averaged 71,636 metric tons, which was
principally megnesite, while the balance of imports from Kwangtung is
believed to have included a greater proportion of dolomite,

Source:s Based upon official Japancse trade data,

SECRET SECURITY INFORMATICN
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Table 8. - Japanese Imports of Selected Commodities, Total and from Mainland China, 195C and January-July Hw.mu.

} 1950 © January — July 1951
Commodity \ Total China wmummwh MM»MMme Total China Humu.mwwh mM»MM«mH

Motric tons | $100¢ Metric tons|$1COC | By tomnage | By value || Metric tons ;$1000 | Metric toms ; $1000 | By tonnage By value
Ooal,. coking 689,176 8,252 :«m.mom .w.:ﬂ_ 69.4 66.2 v 1,002,065 |2k:lag 19,907 234 2,0 - 1.0
Iron ore 1,461,284 14,479 207,904 2,712 1ik.2 18.7 1,727,234 31,204 35,899 470 2.1 1.5
Pig iron 1,585 116 - - - - 36,209 | 1,755 - - - -
Magnesite 7,728 50¢C 246 9 3.2 1.8 36,641 1,190 - - - -
Balt 642,493 7,879 82,338 681 12.8 8.6 1,151,694 {21,194 - , - - -
Ramie fiber 6,355 3,399 6,C41 3,254 9.1 95.7 2,834 2,224 2,4c 1,942 86.1 87.3
Soybeans 203,629 23,924 ! 108,693 !13,5¢9 53.4 56.5 235,856 {35,458 { 6,40 1,274 2,7 3.6
Peanuts 24,433 4,684 16,805 3,359 68.8 .7 15,634 4,654 8,554 2,702 54,7 58.1
01leake 12, 805 92l 11,236 801 87.7 g6.7 109,977 {13,519 - - - -

] ,

Source: Official Japancee trade data as reported by SCAP
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Table 9., -- JAPAN'S OUTPUT OF STRATEGIC MATERTALS 1952 and 1953
Commodity Production Civilians Surplus for
thousands of metric tons Reguirements Defense
1952 1953 1952 1953 1952 1953

Steel (crude) 7,6000,0 9,000,0 4,400,0 4,700.0 3,200.0 4,300.0

Aluminum 65.0 103.8 35,0 to 40,0 25.0 63.8
to to
30,0 68.8

Sulfur 180,0 225.,0 160,0 1&0.0 20,0 45.0

Refined copper 120.0 130.0 70.0 80.0 50.0 50.0

Cement 6,800.0 7,000.,0 5,500,0 6,000,0 1,000.0 1,000.0

Caustic soda¥* 400.0 450.0 350,0 400,0 50.0 5040

Soda ash* 575 640,0 570,0 640.0 0

Petroleun products¥ (in million bbls.) : 1.0 1.0

(gosoline, kerosenc

end lubricating oil)

* Japan's position with rcspedt to these commoditics is presented here only

as possibilitics not necessarily as expectations likely to be realized.

SECRET SFCURITY TNFORMATICN
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_SECTION II

PRESENT JAPANESE EXPORT CONTROL POLICY.

Development of Japanese Export Controls., When the United
States Government assumed the financial and administrative re-
sponsibilities for a relief and economic recovery program in
Japan immediately after World War IT, it was recognized by SCAP
ard the interested agencies in Washington that trade between China,
then non-Communist, and Japan was an important factor in the at-
tainment, by Japan, of a viable economy with a reasonably adequate
standard of living., By 1949, however, when Japan was, for the first
time since the end of the war, in a position to export goods in any
significant quantity, the Communists had gainsd control of the
Chinese mainland, and it was clear that, in the interest of security,
strategic goods should not be permitted to flow to that area, Recon.
ciling these conflicting considerations, the United States' policy
with respect to this trade, as set forth in an exchange of telegrams
between SCAP and the interested Washington agencies in December 1949
and January 1950, provided that exports of primary strategic items
(then called 1-A) to the Soviet Bloc (including China) were to be
prohibited, and shipments of secondary strategic commodities (then
called l-BS to thesc areas were to be screened and strictly limited.
Other goods were to be exported freely to Chine and other Communist
areas,

On June 25, 1950, immediately following the outbreak of the
Korean war, exports to Communist China from Japan of all gooda of a
critical and strategic nature were prohibited, A1l 1-A items were
already being denied Communist China, and this action expanded the
embargo to include all 1-B items, The ban was not made retroactive,
and therefore some shipments of 1-B items were made after that time
under licenses validated prior to Junec 25, Shipments of 1-A items
to Hong Kong were prohibited (as had been the case previously), and
exports of 1-B items were limited to goods needed for consumption
within Hong Kong. Consumer goods and other nen-strategic items con-
tinued to flow freely to China and Hong Kong, and such exports en-
abled Japan to procure a moderate quantity of essential foods and
industrial raw materials from China, thus tending to reduce Japan's
reliance upon the United States for economic assistance, Trade with

the U,5,3.R,

5 SECRT T SECURITY INFORMATION
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(Section IT Cont'd) -2-

the U.S.S.R. and its European satellites was controlled similarly,
but since Japan's trade with these countries under normal circum-
' stances was relatively unimportant, controls applied to such trade
had no significant impact on Japan. :

With the entry of the Chinese Communists into the Korean War,
the Japanese Govcrnment, on December 6, 1950, banned exports to
China, North Korea, Hong XKong, and Macao of all raw materials and
semi-processed and manufactured goods subject to licensing controls
in Japan. The Japanese Government also invalideated all export
licenses for those areas which had been approved before that date.
The Japanese Export List was enlarged during December 1950 and
January 1951 and other steps were taken to tighten Japanese controls,
Shipments of controlled goods to Heng Kong were made contingent upon
receipt of certification from the Hong Kong Government that such
goods were for essential use in Hong Kong and not for transshipment
to other areas. Goods landed in Japan for transshipment were also
made subject to export licensing,

During the period since- January 1951 the list of commodities
subject to Japanese licensing controls has been further expanded
several times and now includes virtually all commodities except the
followlng: foodstuffs (other than staple foodstuffs), raw silk and
silk fabrics, woolen fabrics, bicycles, household-type sewing ma-
chines, watercraft under 18 feet, hand-powered agricultural machinery,
hand-operated office machinery, household utensils, toys, stationery
supplies, cigarette paper and Japanese handmade paper, some cello-
phane products, household remedies, and miscellaneous adornments for
personal use, Some of the commcdities on the Japanese Government
Export Control List, notably many types of cotton and rayon textiles,
were, however, placed on the 1list in order to prevent unreasonably
low export prices rather than because of destination controls, Sev-
eral items not covered by the latest available cfficial list are
reported to be under consideration as future additions; these in-
clude silk fabric, secondary textile products (handkerchiefs,
scarves, woolen hosiery goods), pottery and earthenware for table
use, enameled ironwares, canned tuna, frozen tuna, and sewing ma-
chines, "

Trade between Japan and Communist China is conducted on a
barter basis through the use of escrow or back-to-back letters of

credit

SECRET SECURITY INFORMATION
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credit, SCAP approval is required for such transactlons,

The general questicn of Japan's expcort controls was reviewed

in an exchange of telegrams between SCAP and the Departments of
State, Treasury, and Army in Februsry and March of 1951, The out=~
going message tc SCAP indicated that because cf the prospective
peace settlemermt it would be politically undesirable to compel

" Japan to impose exp.rt contrels mere restrictive than these current-
1y in force in Japan unless additicnal measures werc recommended by
the United Nations or adcpted by other major free nations. SCAPts
reply ccncurred in the political undesirability of compelling Japan
to adopt economic measures going beyond the export ccntrcls then in
effect except in reciprccal action for similer measures taken against
Japan, It was agreed, therefcre, that no substantial change would be
made in the exlsting export controls at that time,

Since this exchange ¢f views the United Nations has passed a
resolution calling on its members to prohibit trade with China in
certain categrries <f gocds., - In additicn, the United Kingdom, Hong
Kong and the ccountries of Western Eurcpe have substantially in-
creased their contrels cver trade with China. They are still less
restrictive than those of Japan,

S ECRET SECURITY "NFORMATION
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ANALYSIS OF JAPANESE TR4DE WITH THE SOVIET BLOC,

ExEorts -

Japants expcrts to the Soviet Blce, including Communist China,
were valued at $20,4 million in the calendar year 1950, and at
$5,5 million for the period January-July 1951 (appendix 2, Tables
1 and 2). The 1950 expcrts represent about 2.5 percent of the
total value of exports and these of the first seven months cf 1951

"less than one percent of total exports. :

The 1950 exports to Soviet Blce area were almest entirely to
China; only £723,000 of gcods were shipped to the U.S.5.Re (wocden
boats and ships during the first part of the vear), and cne small
shipment of agar-agar went to Czechoslovakia, TIn a Japanese~
Russian trade agrecment proposed in 1947 but never concluded, the
Soviets had planned to import rolling stock and steel purse seiner
boats, In the first seven mcnths of 1951, cssentially all Japancse
exports to the Soviet Blec went tc Chinaj no shipments were made
from Japan to the U,3,S5.R. or Nerth Kcrea, and only one small ship-
ment to a Furopean satellite eountry ($2,411 worth of Japanese paper
to Poland), ’

Exports to Communist China in 1950 (appendix 2, Table 3), which
amounted to $19.6 million, consisted of a great variety of menu-
factured items, with two groups, hcwever, - metals and metal products
and machinery - accounting for more than 80 percent of the total

value. Iron and steel mill prcducts amounted to $14+3 millicn with
galvanized shects, steel plates and shecets, steel bars and steel
pipes and tubes the items exported in largest quantities. Elec—-
trical and communicaticns machinery, valued at $1.,4 millicn, con-
stituted the major machinery exports, In addition to exports of
these two groups, Japanese exports t6 China consisted largely of
fibers and textiles (chiefly rayon filament, cctton yarn and
fabrics, and used gunny bags); rubber and rubber manufactures (of
which automcbile tires and tubes constituted a major porticn)s in-
dustrial inorganic chemicals (cf which red phosphorus was the major
item); pigments, paints and varnishes (primarily textile dyes); and
sclentific and professicnal instruments (mlicroscopes, X-ray equip-
ment and other surgical and related equipment).

As a
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As a result of controls established in December 1950 (after the
intervention of Communist China in the Korean War) and tightened in
early 1951, Japanese exports to Communist China during the first
seven months of 1951 (Arpendix 2, Table 4) were reduced in amount
as compared with 1950, Exports have also been of a different char-
acter than those of 19503 with the prohibitien of shipment of metals,
most types of machinery, chemicals, and many other commodities, ex-
ports to China in recent months have been confined to a relatively
few permitted items, Bicycles, tricycles and parts, sewing machines
and parts, textile products (cotton fabrics and yarn, rayon filament,

-and silk fabrics), fishery products (seawced and trepang) and dried
milk have constituted the major exports, Smaller guantities of paper
products, rubber manufactures, office machines, small engines, elec-
tric fans, pencils, tiles and bricks, household utensils, and vul-
canized fiber bars and sheets (cellulose products used for slippers,
etc.), were also shipped to China.

Data covering Japanese exports to China in August 1951 indicate
no exports of any kind, but data for September and Qctober are not
yet available, 4&n October 17th report from USPOLLD, Tokyo, however,
states that two barter deals providing for exports of cotton goods
in exchange for salt and coking coal have been approved since Septem-
ber 22nd and that another transaction involving similar exports in
exchange for magnasia clinker is under consideration., The first
transaction approved involves 138,000 yards of grey cotton sheeting
4in exchange for 3,520 tons of Chinese salt and the second 24,200
tons of coking coal in exchange for 1,100,000 yards of grey sheet-
ing valued at about $400,000 each way. The transaction under con-
‘sideration is for 3,000 tons magnesite clinker against 840,000 yards
of grey sheeting. '

In addition to the direct exports to the Soviet Bloc, includ-
ing Communist China, it is estimated that during 1950 about half
(26,5 million) of Japan's exports to Hong KOTﬁ ware re-cxported to
Communist China as the ultimate destination,~ &lthough no accurate
estimate can be made of the commodities that were re-exported through
Hong Kong, Japan's exports to Hong Xong in 1950 consisted of a wide

varlety

71/ Japan exported to Honggggﬁg in 1950 goods valued

= at $53,3 million (6.5 percent of total Japanese

exports). Of Hong Kond's total exports in 1950,
about 45 percent, by value, went to China and Macao.
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variety of manufactures with, however, rayon filament and fabrics,
and cotton yarn and fabrics constituting more than 40 percent of
the value of total Japanese exports to Hong Kong, Japanese ex-
ports to Hong Kong which are'S?bject to Japanese licensing during
the period January-July 1951 X/ probably are not re~exported to
Communist China because of the institution of export licensing
controls in Japan which prohibited the export of goods destined
for re-export.

The Short and Long Run Problem
for Markets for Japanese Goods -

In the short run Japan's prospects for expanding its exports
appeqr good. Special procurement for Korea, United States pro-
curement in Japan of defense supplies and equipment in support of
United States defensc efforts, and South and Southeast Asian de-
velopment programs, together with the western rearmement effort
which has created shortages in specific commodities that Japan
can supply almost certainly will lead to an increase in Japanese
exports, The conclusion of the Occupied Japan-Sterling Trade irea
financial and trade agreement on August 31, 1951, and recent nego-
tiations of trade agreements with countries in other areas pro-
viding for higher levels of trade indicate that in the short run,
at least, Japan can look forward to an expanded export market for
its gocds. '

During calendar year 1950 Japan's exports were vélued at $820
million excluding special procurcment of commodities for Korea
estimated at $91 million. (appendix 2, Table 5.)

4s estimated above the impact of a complete cessation of Com-
munist Chinese purchases in Japan in the short run, if considered
in terms of the volume of trade in 1950 which is shown in tables
1-7 would appear to be relatively minor., It would appear that the
principal effect on Japan's exports would be the loss of markets
for metals, metal products, and machinery, Such purchases by China
in 1950, the only year in which substantial purchases were made by

Communist

2/ Japanese exports to Hoﬁé Kong 1n the first seven
months totalled §29.,7 million (3.8 percent of total
Japanese exports).
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Comrunist China from Japan in the postwar period, were equal to
about seven percent of the value of Japan's total exports of
these commodities, The impact on certain Japanese industries of
the loss of these markets is, however, largely compensated by
factors dircctly attributable to the Korean hostilities, and to
the continuance of rearmament in the western world., - !

Japan's total exports, including commercial and special ex-
ports, may well reach g level in excess of $2.2 billion in calendar
year 1952, It is estimated that special exports consisting of
special procurement for Korez and possible United States procure-
ment of supplies in support of the United States defensc effort
may reach about $350 million in that year, Commercial exports,
which would make up the remainder, will total about %1,850 million,
Commercial exports at this level in 1952 would mean an expansion in
Japanese commercial trade by about 40 percent over the annual rate
of Japanese exports for the first six months of 1951. A very large
portion of the expansion in the total exports is expected to be
with South and Scutheast lsia, although trade with other area in-
cluding the United States is expected to expand over present levels,

It is estimated that in 1952 jsia, excluding Communist China, will
purchase gbout $925 million worth of goods or roughly one~half of
the estimated total commercial exports in this year, Although this
figure represents a tripling of exports to this area in 1950, table
8 shows that isiatic purchases from Japan during the first six months
of 1951 were at an annual rate of 730 million or nearly double thoss
for 1950; the abcve 'projections of exports to Asia in 1952, there-
fore, appears- not unreasonable. Exports to areas other than 4sia
in 1952 are estimated at double the 1950 rate, Despite the magni-
tude of incrcase in exports thus envisaged, it is believed that
present world conditions combined with the recognized resourceful-
ness of Japanese traders who will be re~entering world markets in
large numbers by 1952, justify an optimistic view of Japan's export
prospects., Japan has the industrial capacity to reach the level of
output necessary to achieve the expert levels mentioned above. There
may be certain difficulties, however, in obtaining raw materials
from non-United States sources of supply, and Japan probably will
require some United States assistance in order to obtain sufficient
supplies of raw materials required to reach the levels of production
assumed in the above projection,

The
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The Significance to the Chinese Domestic
Fconony, and War “fiort, of Trade with Japan.

Japan, as an industrial nation and by its location and past
economic relaticns, is of particular importance to China and te
China's prospects for development. China requires industrial
imports, which Japan can furnish. Much of the existing industrial
plant in China is cf Japanese origin, and therefore requirements
for mointenance and expansion of existing plant would best be
secured from Japan, The proximity cf Fapan to China creates trad-
ing advantages, such as lower freight rates, quicker deliveries,
and greater familiarity with market conditions, Moreover, Japan
represents a potentially large market for China's exports, and the
only feasible market for certain Chinese export products, such as
iron ore, coal, and salt, Since China has limited export markets
and relies on export earnings to finance essential imports, the
export market in Japan is alsc impertant te China's development.

Owing to the large Chinese requirements for capital goods im-
ports and their limited availability in the Soviet Union, the in-
¢reasing import dependence of China upon the Scviet Unicn tends to
compromise the economic programs of both countries and may thus
become a potential source of eccnomic friction. The unrestricted
expansion of Sinc-Japanese trade weuld eliminate most cf thesc
difficulties, and such expansicn therefore prcbably has a high

riority amcng the fereign policy objectives of China and the
eviet Blcec,

As previously noted, ©ino-Japanese trade during the post-war
period has been negligibie, due in part to the political chaos in
China and to the low level of industrial output and commercial
foreign trade of Japan. With the consolidation of political control
in China by the Chinese Communists in 1949 and with the rise in
Japanese production, Sino-Japanese trade increased markedly during
1950 and trade negotiations in progress before the impositicn of
Japanese trade controls held prospects for a substantial increase
in trade in 1951.

Estimates
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. Estimates based on Chinese Communist trade data l/indicate
that Communist China's foreign trade in 1950 included imports of
$525 million and exports of %575 million, and had increased during
the year until in the last quarter of 1950 imports were at an an-

‘nual rate of ;975 millicn and exports {725 million., dJapan's ex-
ports to China were less than one-tenth of China's total imports
both in the annual trade and in the expanded level of trade in the
last quarter of the year. However, China secured from Japan nearly
one-fifth of her imports of the types of industrial products which
figured on Japan's exports to China.

Japan's exports to China in 1950 did not contribute directly
to China's military resources, They were important, however, in
enabling rehabilitation and maintenance of industrial plant and a
consequent increase in the industrial output at the disposal of the
Chinese Communists, In view of the very limited capabilities of
Chinese industry, China must depend cn the Soviet Union to meet its
deficienciss of military equipment, present deliveries of which, if
not entirely on a grant or loan basis, are obviously not limited by
China's ebility to pay for them. The resources whi¢h China contri-
butes to its own war potential are primarily ncn-military in char-
acter, such as food, clothing, transport, and similar gcods and ser-
vices. Ixcept for modern transport facilities which are limited,
essential to the war effort and greatly dependent upon imported
materials, the influence of imports upon China's war potential lies
primarily in promoting the strength of the eccnomy and the fiscal
position of the government,

.Japan's exports to China in 1951 were toco small to be of great
significance., Textile exports were 2 negligible addition to China's
total textile supply. The export of bicycles was probably of greater
importance} a major means of local transport, bicycles have been in
demand by local government administrations and the military for
liaison purposes,

An

i cf, IR-5677, AVE%% Estimate 8£ Communist
China's Foreign Trade 1n 1950.
UOkffﬁENTmAf, October 1951,
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4n examination of the compositicnlyf China's imports in 1950,
based on Chinese Communist trade data ~y may provide an indication
of the types of gnods which China would presumably attempt to ob-
tain from Japan if controls did not prevent such trade,

Chinese Imports in 1950, not available from Japan

(Millions of Dollars)

Raw Cotton B 9448
Crude Rubber 60.5
Petroleum 55.0
Gunny Bags 15.5
Newsprint 6u6
Sugar 10.5

SU.b—TOtal . . . . 5’3242.9

Chinese Imports in 1950, available in Japan

Copper Q43
Iron and Steel 59.6
Machinery 4344
Vehicles, Vessels 17,0
Misc, Metal Munufactures 32.0
Medical Supplies R1.2
Dyestuffs 10,6
Ammonium SulpHhate 10,3
Industrial Chemicals 12,3
Rubber Tires 640

Sub‘TOtal $ v v 0 ‘:22107

Other 60.9

TOTAL v v & + , . $525.,5

The character of Communist China's 1950 imports suggests that
in the event of an expansicn in Sino-Japanese trade the Chines would
expect to import from Japan chiefly capital goods and fabricated
prcducts for production, While the Chinese Communists ore likely to

continue

l/‘cf. IR-5677, 4 New Estimate oI Com—
munist China's ForeIgn Trade in 1950,
'CUﬁFIﬁFNTIAL, Octcber 1951.
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continue to permit small imports of certain consumer manufactures,
such as bicycles, it is not probable that Japan can significantly
expand its exports to China on the basis of these commodities alone.
Although China has imported small quantities of textiles in 1951
owing to the very great increase in military requirements fer tex-
tiles, it is unlikely that under normal conditions China would per-
mit textile imports. China's cotton textile production in 1951 will
probably achieve an all-time record level, and werc it nct for
military meeds, China would very likely be a net expcrter of cotton
textiles, as in 1950.

The Chinesc CGovernment now exerts strong controls over the terms,
direction, and composition of China's foreign trade., In 1950 State
companies accounted for 53 percent of total exports and 71 percent of
total imports; the government also set the terms of foreign trade for
private firms, including the establishment of floor prices end the
restriction of imports to a smell list of permitted commodities, It
is clear that the terms of Sinc-Japanese trade would be established
by government policy decisions and not by the markct decisions of
individual traders,

The considerations influencing Chinese Communist trade policy
vis-a~vis Japan would presumably rclate to both the immediate end
long-run eccncmic objectives. It is highly unlikely that the Chinese
Communists will abandon the geal of industrialization which can only
be attained through the expansion of exports to finance imports of
capital goods and industrial raw matcerials. If desired imports are
restricted owing to limited availabilities within the Soviet Bleoc
and to expcrt controls in Japan and Western industrialized countries,
China may be expected to attempt to subvert such controls, Possibly,
China may accept non-strategic commodities for a limited volume of
exports in order to maintain trading chennels. At the same time,
barter trade offers will probably be made providing for extremely
favorable prices in the exchange of Chinese raw materials for Japan-
ese capital goods, in the hope that these potential advantages of
unrestricted Sinc-Japanese trade will undermine Japanese resolve to
maintain export controls, particularly as the expansicn of Japanese
industrial ocutput creates problems of raw material sources and
forelgn markets,

i realistic appraisal must concede that an increase in Sino-
Japanese trade would result in substantial economic advantages to

both
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both countries. China is seeking expanded export markets and, as

a result of its development program, has nlaced a high value on
capital gocds imports, Since Japan, in turn, is seeking sources

of raw materials and export markets for its manufactures, this
identity of interesis shculd result in a wide range of trading
opportunicies for both countries, slthough the Chinese Communists,
as a tovalitarian government, will undoubtedly set the terms at
which China w_11 lrade, 1t may be expccted that, in the face of

the pressing =mport needs and the problems of export markets, China
would be more concerned with expanding the volume of trade than with
restricting trade to obtain bettcr terms.

Imports -

Importe inte Japan from the Soviet Bloc including Communist
China amcunted to #44.2 million in 1950 and to %19,7 million in
the. first seven menths of 1951 (.ppendix 2, Table 1), Imperts
from these arecs constituted 4,6 percent of total imports in 1950
and 1,4 percent of total imports in January-July 1951. Most of
this trade was with China which supplied imports of 439,5 million
in 1950 and $17.2 millicn in the first seven months of 1951.

The major portirn of the 1950 imports from China consisted of
soybeans, peanubs, iron orc, ccal, ramic, oll cake and salt. In the
first seven months of 1951, peanuts, sovbeans and oilseeds accounted
for about one-third of the imports from China, with oils, fats and
waxes (chiefly tung oil), sugar, rice, dried green beans, ramie,
fiber, matrush, bristles, animal hair, hides and skins, raw wool,
waste cotton and waste silk, gallnuts, lacquer, coal, iron ore,
fluorspar, and scrap ircen and steel the cther important commeodities
recorded as imports from China (Appendix 2, Table 6).

The satellite ccuntries of the Soviet Bloc in Furcpe provided
Japan with imports valued at $3.9 millicn in 1950 which consisted
largely of potash fertilizer from Eastern Germany and Poland, ard
magnesite from Czecheslovakia. In the first seven months of 1951,
potash fertilizers valucd at about $R.4 million were the cnly im-
portant imports from the Soviet Blce in Europe. In additicn, very
small quantitics of cther commodities were imported frem Czecho-
slovakia, Eastern Germany, and Poland (creoscl, publications, and
chocolates).

The
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The Mongolian Republic, an nsiatic satellite of the Soviet
Union, provided Japan with cashmere wool valued at $104,000 in
the pGLWLd January--July 1951,

althoarin in 1950 Japan imported coal valued at $738,000 from
the U.8.8.R. (Jakhalon Itland), in the first seven months of 1951
no imperts of eny kind were supplied by the Soviet Unicn.

In 1950 Japanese imports from Hong Kong, an important trans—
shipment point for geods moving to and from China, were valued at
$558,000 and for the first seven months of 1951 at %$3,6 milliecn,
nbout 40 percent of the impcrts in the latter pericd consisted -f
peanuts, beans; ircn cre and scrap iren and steel, of which a cop-
siderabie portion may have criginated on the Chinesc Mainland. L

Under present world conditicns, procurement of adequate
supplies of certain raw materials to mest the requirements of an
expanding industrial econcmy has become & major problem for Japan.
Since scme cof Japan's basic industrial raw materials and foodstuffs
have histerically been supplied by areas cf the isiatic mainland
new uncer Communist control, Japanesc business circles and indus-
trial leaders have persistently shown great intercst in develop-
ing trade with the arca and pressed the Japanese Govermment for
re~cpening of China trade. In the pre-war pericd Japann depended
heavily upon China (including Manchuria) for ccking coal, iron cre,
rlg ircn, and salt, In addition, large auantities of scybeans,
peanuts, and fertilizer (oilcake) were imported from this area. In
the period 1933-37, for examplc, more than 70 percent of Japan's
total coal imprrts (nearly all cf the coking coal) and about one-
third of its iron ore imports were from scurces now within Com-
munist China. The pre-war dependence upcn this area for soybeans,

- peanuts and ollcake fertilizer was even heavier (Appendix 2, Table
7) s ’
In the
;7 The statistics used in thls renort are official Japanese
trade statistics covering goods passing through Japanese
customs, Custcoms declaratinons usually indicate the
country of origin, but for scme commodities traded
through Hong Kong and other trading areas the actual
country of origin is unknc
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In the early pcst-war period Japanese imports from China were
much smaller than in pre-war years due to the relatively low level
of economic activity in both Japan and China, In late 1949 and
1950, however, as Japan's recovery made great strides forward and
its increased production rcquired larger imports of raw materials,

more attenticn was fcocused on trade with China, %ith this in-
creased eccncmic rehabilitation and expanded trade, mainland China
supplied the following percentgges of certain important Japanese
Amports in 1950: 69 percent of coking coalj 14 percent of iron ore;
13 percent of salt; and 53 percent cf scybeans (Aippendix 2, Table 8).

In 1951, cdue in large measure tc tightened export restricticns
which cut off Japanese manufactures most desired by China and re-
taliatory measures taken by China, Japanese impcrts cf raw materials,
foodstuffs and fertilizer from China have been reduced. Trade data
for January-July 1951 show China as the source for only 2 percent
of Japan's coking coal imports and for 2 percept of its iron ore im-
ports, No salt was cbtained from this area. 17

Scurces and Costs of flternative Imports. In the frllowing
pages an attempt will be made to estimate the cost, in dollar terms,
of finding alternative sources for Communist supplies cf raw mater-
ial imports, '

ks discussed in Secticn 3, only $3.9 millicn of Japanese imports
from the Soviet Bloc came frem non-Chinese sources, These imports
consisted largely of potash fertilizer and magnesite. Of the tctal
potash fertilizer imported by Japan in 1950 from all sources, less
than half appears to have come from Eastern Furopean sources, There
are other known availabilities in Western Furope which, during 1950,
exported abcut the same quantity of potash as was imported frem
Eastern Germany. At the present time, it would appear that re-
duction in imports from Eastern Germany might result in some re-
ducticn in exports from Western Burope, However, in view of in-
ereasing production in Western Europe and the United States, it is

o e pogsible

}/ Since some imports recorded as from Hong Kong probably
originated in China, the above figures tend to under-
estimate somewhat Chinafs present rcle, If it is assumed,
hewever, that all of the shipments of coking coal recorded
as from Hong Kong in the first seven months cf 1951 are of
Chinese origin, Japanese impcrts of coking ccal from China
are still only two pereent of the total imports cf this eom-
modity, No salt was reported as imported from Hrong Kong.
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‘possible that supplies from non-Communist sources can revlace
Eastern Furcpean supplies without appreciably adding tc overall
costs, if the need shculd arise. Magnesite imports from the area
were very small,

Of the tctal imports from China in 1950, foodstuffs equalled
$19,8 millicn and represented appreximately 50 percent of all the
imports from China. Of this (19.8 millicn, imports of soybeans
totalled §13.5 millicn, and of peamuts £3.4 million, It is probable
that the United States could replace, withcut any additiconal signi-
ficant cost to Japan, the supplies of soybeans and peamuts which
have been recelved from China in the post-war period, Japan's re-
ceipts of fuadstuffs. from China have been censiderably less in recent
years than fomerly. Alternative suprlies for normal imports could
not be readily found,

Of the major raw materials formerly impcrted frem the Chinese
Mainland, coking coal and iron ore are of primary importance to Janran.
In 1950, the level of such imports from China was 478,608 metric tons
of coking coal (70 percent of totel Japanese imports) and 207,903
metric tons of iron ore (14 percent of total Jananese imperis).

It has been estimated that in 1951 Japan will require 2.0
million tons of coking coal; and in 1952 2.7 million tons. China
gould potentially suprly the entire Japanese coking ccal reguire-
ment, In 1950 the price cf Chinese coking eozl averaged about $12
per ton c.i.f. to Japen. If Jeran obtained its entire coking coal
imrort requirements from China, the cost to Japan at the mest recent
c.i.fe prices weuld be:

1951 - 2 million tons at ©18 per ton - %36 millicn c.i.f,
1982 - 2.7 n ] no.ag v - ﬁ4g‘g ] c.i.f.
SAS———

If coking coal imports will have to be obtalned from other
sources, costs tc Japan would be significantly greater. It has
recently been reported that India is willing to supply one millicn

_tons of coking coal annually at 20 per ton, c.i.f. Janan, United
States ccal has been gucted at 429 per ton, c,i.f, Japan., It is
doubtful whether India can, in fact, deliver such a large volume of
coal, and a figure of 500,000 tons annually might better be used as
a reasonable aestimate., There are nn other presently developed

' sources
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sources of coking coal in isia, and in the absence of these sources
the remainder of Japansse ccking coal reguircments would have to be
imported from the United States,

The cost to Janman of acquiring this coking coal from non-
Chinese scurces in the quantities and at the prices menticned for
1951 and 1952 is as follows: '

1951 - 500,000 tons from India at {20 per ton - {10 million
1951 - 1,500,000 " " U, S, WA moom — GhL v
Total Cost in 1951 - £54 million
1952 = 500,000 tons from India at /20 per ton - (10 millicn
1952 - 2,200,000 " mooUL. S, M2 M-t M

(7% millicn /

L

Total Cocst in 1952

The real cost to Japan of obtaining ccal from the United States in
these years is less than that shown above because United States coal
is of somewhat higher quality than Chinese coal, To utilize United
States ccal most efficiently however, the Jaranese steel industry
probably would require some adjustment in existing equipment although
such adjustments wculd probably no8:be sericus, Japanese imprrts of
coking ccal from nen-Communist s-urces (excluding quality factor) will
cost about 43 million more during the two year period 1951 and 1952
than coal imperted from Communist China.

Tt is estimated that Japan will require 3.5 millicn tons cf
iron ore for 1951, and 4,9 million tons ¢f cre in 1952, China could
probahly, under rresent conditicns, surply & maxdmum of 600,000
metric tons of orc tc Japan because of its limited iren cre pro-
duction, To produce more, large scale investments that would not
hecome operative until after 1952 would be necessary. The c.l.f.
price of Chinesec ircn ore-—-about 15 par ton at present——- is not
1ower than that of ircn cre from other isiatic scurces but compares
favorably with the c.i.fe price of umericun cre at 226,00 ner ton.,
Under these circumstances, Japan will incur additlonal costs only
t5 the extent that it will he necessary te substitute american ore
for Chiness cre, If any Jaranese investment nroves necessary to
develop southeast Asiatic s urces further, additicnal costs will,
of ccurwe, accrue.

Jaman

S ECRE T SECURITY INFORMATION

Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2



Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2

§ECRET & SECURITY TNFORMATTON
- -

(Section IIT, Cunt!d)

dapan has already contracted for its 1951 iren cre requirements
of 3.5 million tcns, Under these arrangements it is to receive 2,8
milliocn tons of ore from non~Communist nsietic sources (India, Malaya,

. and the Philippincs) end the remainder-—-700,000 tons of ore from

America, For 1952 Japan has already cmntracted for 2,8 million tons
of ore from non-Communist Asiatic sources. It may receive the re-
mainder from america, or it is possible by 2 relatively small in-
vestment of 2,5~=340 millicn dollars to increase cutput from Hong
Kong, Malaya, and Goa by 1,7 millin tcns within a shcrt time,

For 1951 any additicnal cost of iren cre tc Japan arises only
from the acquisiti-n of 600,000 tons <f .merican cre in comparison
to the cost of such cre frcm Chinese sourcess

Cost of 600,000 tons of .mericen cre to Janan:
@ 426 per ton = 115,600,000

Cost of same quantity of Chinese ores
@ $15 per ton = & 9,000,000

Difference - - : 6,600,000

For 1952 even if China ircn ore wers avallable a potential
maximum jmport of 600,000 t.ns will again be assumed could be ex—
ported and any remainder weuld have tc ceme from . ther sources,
Assuming that Malaya, Gra, and Hong K-ng do nct produce more than
in 1950, and that other asiatic scurces maintain their 1950 level,
the balgnce will have tc g¢omo from wmerica, Hence, additional cost
only arises on the 600,000 tons, which China could have supplied, 4s
computed above their a(dltl »nal cost weuld equal 6,6 millimn dollars.

If the vari-us Asiatic sources are devcloped with an invest—
ment estimated to cost about 2,5-3,0 milliosn dollars, they weuld be
capable of producing 1,7 millicn tons and cnly 400,000 t-ns would be
required from /merica, The ccst differential - f this 400,000 tons
produced from umerica rathcr than from China would be v% 4 millicn
at present prices, To this shoul? be added in the short run the in—
vestment cost cven thcugh in the long-run Japan will be repaid, Under
this assumpti-n the cost differcntial fer 1952 weuld be 7,0-7.5 mil-
lion dollars., However, this 2,5-3.0 million dollars development of

non-Chinese isiatic sources, woulcd makc Japan mere independent from

Chinesec
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Chinese ircn cre in the leng run, Under either of these assumptions
the total additicnal cost to Japan in the immediate future of iren
ore from non-Chinese scurces would be 13-14 million dollars.

The difference in the cost of all these imperts from sources
other than the Soviet Bloe thus cquals:

1951 1952
: (in mIIlion %) (in millicn &)
1, Coking Coal 18,00 25,00
2. Ircn Ore fa5 7.5
3« Allowance for
mincr items _9:0_ 5.0
29, 5 37,5

The total difference in cost over the two years is thus abeout
70 million cdollars, This is a real cost increase for the Japanese
eccnomy arising from less of China as a source of imperts, ‘which if
passed cn t» producers of iron and steel, may make Japanese indus-
try less competitive in worlcd markets, ThlS might reduce the volume
of Japaness exports--—especially in the long-run, although this
might possibly be cocmpensated by cdefense in the short-run.

Pinge many of the ccmmcdities needed by Japan are in heavy
bulk products and can be <bhtained cnly frem areas considerably
more distant from Japan than is China, the volume of shinping re-
quired to transport Japan's firelgn commerce has increased con-
siderably, It has been estimated that an additiconal 250,000 gross
tons of shipping will be required to carry gords to and from other
area, Japan has the cgpacity tr add 530,000 tons to its shipping
each year and in the event that the tonnage of imports deesarfiot
greatiy exoted 20 million tons in the reriod from 1952- 53, Jaranese
shipring shfuld be adequate if foreign ships are available to some
extent., However, it must be recognized that the present additional
burden on Japanese shipping together with the current world shipping
shortage, has caused a shortage of shipping space for Japan.
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JAPANESE PRODUCTION OF STR/TEGIC MATERILLS

Jeponts highly developed industries hove sufficicnt copaeity to
mcke o significont contribution to the strotegle motericls position of
the free world. However, Jepcn's contribution is largely depencent upon
the assured flow of required rew matericls imports. Most of the strotegic
cormoditics that Japen con produce in excess of’its needs, are in short
supply in the free world end some, such as aluminun, are urgently needed
by the United Stotes to replenish str-tegic stockpiles. Japon's steel
cepacity is equel to roughly 10 percent of the US capacity and constitutes
ebout 5,6 percent of the totcl steel capecity in the free world.

The chief streategic commodities that Jepen con produce in excess
of estincted civilian requirements orc steel, steel products (proviced
iron ore ond coking coal are imported), mochinery, sulfur, aluminum (pro-
vided bauxite is imperted), rofined copper (provided copper ore 1s imported),
cenent, cnd possibly caustic soda and soda ash (provided eelt is imported),
as well as gesoline and lupriceting oil if sufficlent crude oil and fuel
o1l ore imported. Quentitics cre listed in (Appendix 2 Table 9).

In sddition to the importance of Japants steel output with reference

to the defense of the free world, steel output is of primary importance in

 Japan's own economic prospects. Since the natural rescurces of Jopen's
land cres are inadequate to support its dense end ropidly srowing popula-
tion, Japen must meintein e high level of cxports of menufectured goods in
order to cequire foreign exchenge for required food end raw materiel imports.
In the pcst, these exports heve conslsted chiefly of textiles, In the
future, however, it seems likely that the oversecs demand for textiles will
elther recch o scturetion point or shrink, cs former merkets develop thelr
own textile industrics, On the other hond, the dem~nd for steel, steel
products, and machinery, which Japan has the caprelty to produce, will pro=-
bably continue to expend. Despite the fact that 2 large cmount of the raw
materials recuired for steel production in Japen must be imported, the value
sdded by menufacture is of primery importance to Jopen in the meintenance
of a self-supporting econoriy.

e, Steel

Japen's crude steel copncity is estimated at roughly 10 million
metric tons, It is likely thet Japcn will produce about 7.6 million metric
tons in 1952 and approcch capccity output by 1953, provided that (1) repairs
end rehcbilitation of certoin plant equipment are macde, (2) supplementery
row matericls from foreign sources are cvaileble, and (3) thet either over-
seas or domestlc demand for steel incresses, ond/or a relatively lerge-scele
ermements programsis insugurated in Japan.

Japen's
SECRET - SECURTIY INFORMATION

Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2

&
¥



Approved For Release 2000/08/23 : CIA-RDP62-00647A000200110007-2

SECRET - SECURITY INFORMATION
(Section IV, Cont'd) 2 -

Japents civilian requirements for crude stecl orecstimoted ot roughly
L./ million metric tons in 1952 and 4.7 million in 1953. These requirements
would leave o surplusof 3.2 million metric tons of arude steel in 1952 for
export and for use in dcfense - f the free world, If it is assumed that
levels of output by 1953 reach 90 percent of capacity there will be & sur-
plus of 4.3 million metric tons of crudc steel for defense purposes in 1953.
Jepen also hos the capacity to further febriente this steecl into steel pro-
ducts and machinery. i

b. Aluminum

Jeponts aluminum capncity has been estimgted at 115,000 metric
tons ennually. Much of the sluminum refining equipment is not in operable
cordition at this time. After considerable repeirs and rchabilitaotion,
however, 1t could probably be put in operable condition by 1953, Output
in 1952 is estimoted at 65,000 metric tons, and domestic requirenents for
civilian consumption at 35,000-40,000 tons in both of the yeors 1952 and
1953, Hence there would be o surplus of 25,000 to 30,000 metric tons avail-
sble in 1952 for defensc purposes. Assuming that by 1953, almost all of
the necessary repairs will have been mede, but that operating efficiency
will be 10 percent below rated capacity, Jopen could produce roughly 104,000
motric tons of aluminum. This would meen o surplus of 64,000 to 69,000
metrict tons for export and defense, Some exponsion of Jopants present
electrict power genernting facilities probebly would be requircd to readh
this level of alumimum output.

c. sulfur

Japen has extensive roserves of sulfur chiefly in the form of
pyritcs but also occurring in almost pure form ("natural sulfurt) end os
sulfur ore. Almost all of the sulfur ained as pyrites is required for
Japants sulfuric acid industry. Almost cll of the noturel sulfur os well.
as the relctively minor quantitics of sulfur ore produced in Japan are
rofined cnd marketed E@grcfﬁined sulfur. After some rehabilitotion of
the mines and improvenments in refinery methods, it is believed Japen con
produce 180,000 metric tons of refined sulfur in 1952 and 225,000 mctric
tons in 1953. In the more distant future, this output could probably be
rotsed to somewhot higher levels without large capital outlays. Of this
output it is éstinm ted Japen will require 160,000 and 180,000 metric tons
in 1952 and 1953, resectivcly, leaving a surplus for cxport and defense
purposes of 20,060 and 45,000 metric tons respectively.

d. Refincd Copper

As in the ccse of most metals, ferrous ~s well as nonfefrous,
Jopent!s copper refining capacity cxcceds considerably its ore mining
capecity. « It 18 ostirinted thr t during the next fov yecrs Jopon will bs -
able to
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able to mine somewhat less then half the copper orc thet could be refined
~ 4n Jepen., If imports of copper ore were avallable, Japan could produce

en estimated 120,000 metric tons of refined copper in 1952 and 130,000
metric tons in 1953, (assuming opercting efficiency would not be higher
then 90 percent of reted copacity). Due to the expansion in electric
power facitilities anticipnted for Japen during 1952 it is believed that
Jopan's requirements for refined copper would incrcase from 1952 to 1953
et o grecter rate than ite output, cven if copper orc or sercp lmports
werc ovoiloble, Hence, it is estimated thot in both 1952 and 1953 roughly
50,000 metric tons of the above production of refined copper would be in
excess of Jepan's civilian requirements.

6. Cenent

Cement producticn in Japen in the current year will probably
excocd all previoue levels of output, lorgely because Jepan has grecter
capecity thon it ever utilized; the necessery raw motericls ere indigenous
to Japan; and demend for use in reconstruction end new construetion is
high, Sinecc these foctors will probably clso prevail in 1952 and 1953,
it is belicvid thet cement output will reach 6,800,000 metric tons (or the
Decenber 1950 capacity level) in 1952. It also secms likely thet by 1953
copecity will have expended beyond the 1950 level and output will reach
7,000,000 netric tons. Thesc levels, it is estincted, will be about
1,000,000 metric tonsg in cxeesc of Japan's civilicn consumption in each
yeor, and hence be available for export end use in defense of the free
world,

£+ Caoustic sodn ahd sode. ash

There is o possibility thot in 1952 Jepon will produce soda ash
end caustic soda at o lovel exceeding 1950 capecity, if the 1951 trends
continue. These 1952 levels of output are estimated at 575,000 metric tons
for soda ash and 400,000 nctric tons of caustic soda, It is estimrted that,
6f these amounts, olthough procticnlly no sode ash will be surplus, there
noy be about 50,000 metric tons of ccustie soda in excess of Japen's
eivilion requirements. It is possible but by no mecns probably that o
sinilor surplus of coustie soda nay be aveilable in 1953. It should be
noted, however, thot these levels are dependent on lorge imports of salt
brought from distent sourccs at high freight costs,

g. Petroleum products

Japan'!s totel output of refined petrolcum products is estimnted
at 24,500,000 bbls. in 1952 and 26,300,000 bbls. in 1953. In these years,
these levels of output would requirc crude oil imports of roughly 23,900,000

bbls. and
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bbls, and 25,400,000 bbls., respeetively. Due lergely to Jopan's extensive
coostwise shipping, the country requircs cn unusually large proportlon.of
fuel oil compored to other types of refined petroleun. Hence several nillion
barrels of importced fuel oil in odditicn to domestic production will probably
be required, It is likely, however, thot Japen will hewe a surplus of
gosoline (motor fuels), kerosenc, ond lubricating oils beyond civilian
requirements amounting to at least onc million berrels in each year, of
which about 400,000 barrels will be kerosene.

5 0647A000200110007-2
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SECTION 7

BLLANCE OF PAYMENTS PROSPECTS.

From the balance of payments standpoint, it is estimated
that Japanese earnin@s on invisible account and from special ex-
ports, together with the increase in commercial trade, will place
Japan in a relatively favorable position during the next two years,
The post-war chronle dollar problem arising from Japants depen—
dence on United States and Canada fcr raw material supplies and
foodstuffs probably will nct be too sericus in the shcrt run. al-
though deficits in commodity trade with the dollar area probably
will continue, it is estimated that this deficit probably can be
covered by earnings from special exports and invisible earnlngs
resulting from perscnal expenditures of United States military
personnel stationed in Japan, and from payments to the Japanese
Government for at least part of the local maintenance of these
troops.,

The impact of loss cf China trade cn Jaran's shert-run bal-
ance of payments position would appear not to be crucial., Uis
discussed in the Raw Material Problem section, above, the in-
ercased ccst of purchasing raw material from alternative scurces
would add abowt 29,5 million in 1951 and 37,5 million in 1952.
Japanese exports to Communist China ~f comparable levels in each
year would alsc not affect Japan greatly cduring this pericd, Cer-
tain minor industries in Japan,may need to make scme readjust-
ments,

Japan's long-run balance of payments prospects depend upon
the degree to which a host of interrelated and now uncertain
facters affeécting its trade are resolved in its faver. Assuming
abatcment of present "cold war! conditions, but continuation of a
ccnsiderable degree of currency inconvertibility, Jaran must seck
tc expand its export markets and its non-dollar scurces of critical
raw materials. In this endeavor, a great deal will depend upcn the

competitiveness
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competitiveness cf Jaranese exrorts and the general attitudes of
countries trading with Japan, The development programs in South
and Southeast isia may be expected to have a favorable impact on
Japanese exports, and by encouraging the develorment of rice and
mineral res urces of the area, it may be expected to alleviate
to a considerable degree Japan's present dependence upon dollar
areas for these commoditles.

Historical trade patterns and the geographical proximity of
mainland China inevitably will lead to a desire to trade with
this area both as an ~utlet for exports and as a scurce of raw
materials. Tc the degrec that procurement of raw materials is
nct successfully shifted to cther ncn-dollar areas, Jaran may be
expected to feel acutely the necd for resumption nf trade cn a
relatively large scale with Communist China. The mainland China
area potentially could compensate to a considerable degree for
the increased stringency of Japants balance cf payments positicn
consequent upon the loss of the special sources of foreign ex-
change earnings arising from present world conditions. Japan's
trade with that area of China now Communist contr~lled, histori-
cally was significant; total trade with China in 1936, for ex-
ample, was 305 million with Japanese exports exceeding imnorts
by 476 millicn, In any event, under circumstances of peaceful
resumption of trade, the ccmplementary nature of the two econcmies
and their geographical rroximity leads inescapably to the con-
clusion that the wolume of such trade weculd be significantly
large.
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SECTION VI

JAP/NESE ATTITUDES ON CONTROL
OVER TRADE WITH THE SOVIFT BLOC.

The Japanese tend to view the question of trade with the
Soviet bloc less in terms of the whole and more in terms of
specific countries within the bloc, particularly Communist China,
with whom trade relatlons are of potentially greatest importance.
In general, the Japanese naturally would prefer as much freedom
of action as possible, in trade as well as in other fields, in
keeping with their view of the needs of a sovereign Japan attempt-

- Ing to retuild an independent economy and reestablish a strong
international position., Illustrative of the attitude among some
political and business ¢lements has been the use of such erguments
as: '"business" can be separated from "politics" and "trade makes
friends." However, most Jepanese, realizing the threat posed to
their national sccurity by Communist aggression, recognize, even
though with reluctance, that some restrictions on their freedom of
trade will be unavoidable, as part of the price of national sur-
vival. Aside from the obvious Japanese Communist stand on trade
with the Soviet bloc, the Japanese Socialists oppose any restric-
tions in principle, mainly for political reasons and as a facet
of their neutralist policies, ‘

There is 1little evidence of Japanese concern over trade with
the Eastern Furopean members of the Soviet bloc. However, in an
informal Soviet-Japanese trade conference held on November 2, 1951,
between several members of the Diet and two Soviet mission officials,
one of the Japanecse stated that Japan was interested in exporting
textiles and machine tools to Russia in exchenge for cotton, iron
ore, oll and coal. The Russians, while generally encouraging to
the development of Russo-Japanese trade, gave evasive answers to
direct questions of the export of coal to Japan from Sakhalin,
Should o Russian offer actually materialize, Japan would probably
be able to procure cheaper coal and also much needed wood pulp.

General Japanese attitudes with regard to trade with the
Soviet bloc take on sharper focus over the guestion of trade with
Communist China, & subject of widespread and immediate concern to
the Jepanese. The magnitude and patterns of pre-war trade have
helped to foster Japanese hopes over the prospects of trade with
the Chinese mainland. Judging partly from the rccent efforts of
governmental spokesmen to deny that such prospects hold any high
promise for Japan, it would appear that many Japanese have

considered
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consldered some trade with China essential to the future
Japanese economy, especially in view of the importance to
Japan of certain raw materials aveilable in China, and of
general significance of geographical propinquity, and moreover
politically essential if isolation of Japan from the Asian
continent is to be avoided.

Three variable factors are involved in estimating the extent
and nature of domestic political repercussions in Japan in connec-
tion with a Japanese export control program: (a) whether the
controls are similar to, or much greater than, those actually
epplied by other countries; (b) whether the Korean hostilities
are continuing or have ended; and (c) whether the control program
takes into consideration the special needs of the Japanese economy
or whether alternative provisions for these needs are made.

With regard to the first factor, the Japanese have shown
their willingness to join in collective efforts by the free
world to check Communist aggression, especially those sponsored
by the UN, In general, greater public support or at least
wllling acceptance might be expected if the Japanese action
were coordinated with that of other countries. However, this
potential public acceptance might be threatened if the Japanese
government undertook to impose controls far more drastic than
those imposed by other countries, particularly if one or more
of those countries appeared to be ready to exploit the Japanese
absence from the China trade for exomple. The Japanese, and
especlally tusiness circles influential in politics, would desire
under these circumstances clear assurance that the Japanese self-
denial accomplished a good purpose.

With regard to the second factor, the continuation of hos-

tilities in Korea would, in view of Japan's steke in that situation,

render easier Japanese acceptance of the need for controls.
Security considerations arising out of the Korean hostilities
probably would te accepted as at least partial justification for
the imposition of even more drastic controls than those imposed
by other countrles. Similarly, if there wcre Chinese intervention
in Indo China on the Korean model, following a cease fire in Korea,
dragtic Japanese controls could probebly be maintained against
China. HOWwVer, if the Korean hostilities had ended and the
Communist threat in Asig appeared to have waned, restiveness

over restrictions would probably increase, and become especially
pronounced if other countries' restrictions were far less severe.

With
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With regard to the third factor, the extent of political
repercussions would depend partly on the extent to which the
Japanese government were able to provide public assurance that
the control program daid not impose crippling burdens which
would jeopardize the development of an independent Japenese

- economy. The more disadvantageous from the Japanese economic
standpoint the controls are considered, the greater would be
the domestic pressure on the Japanese government to secure
adequate compensations and to use the issue as a lever for
bargaining with the US, even on questions relating only indirectly
to the Japanese economy, Moreover, the Japanese, amxdous to rise
above a dependent status, would not consider US subsidies, with
their accompanying implications of control, as an acceptable
alternative to an autonomoug economy for any length of time. On
the other hand, as Japan is able to develop both sources of raw
materials and markets in other areas of Asia, the economic
pressure for the opening of China trade would lessen.

Even under the most extreme of the conditions mentioned
above, imposition of an export control program would not by
itself, be likely to threaten seriously the stability of a
conservative Japanese government, However, the action might
add to the danger of placing that government in a defensive
position and provide the politicel opposition--including conser-
vative as well as leftist and extreme rightist elements—-with
opportunities to make political capital. Depending on the extent
of the restrictions and upon the circumstances under which they
were imposed, an export control program might provoke charges, to
which the Japanese govermment would be highly sensitive, that the
Japanese government was being subservient to the US and thet
Japan's national interests were being disregarded. These charges
would intensify the sensitivity of the conservative Japanese
leadership to Japan's political and economic dependence on the US.
Such a situation would invite exploitation by Communist propagan=
dists, and might tend to increasc popular Japanese receptivity--at
present at a relatively low level--to Communist arguments, but the
capacity of the Jepanese Communist Party to make impressive advances
as a result of this issue woyld probably be limited. If it were
possible to consider an export control program as an isolated
questlon in an otherwise harmonious situation, the domestic political
repercussions outlined above might hold fewer implications; however,
since these repercussions would flow basically from fear of undue
subordination of national interests to foreign control, their sig-
nificance would be magnified in proportion as a control program
added to an already existing context of actions which, as it might
come to appear to the Japanese, the Jrpanese government seemed
compelled to undertake in line with US policies.

PECTION VII
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Annex 1

‘List of Export Cemmedities requiring License for Export
frem Japan, entitled "Revised Attachment I" to Cabinet
- Order No. 378 "Concerning Control of Export Trade"
(Japanese Government Export List)

Revised Attachment I

1., All Ferrous and non-ferrous ores, coneentrates, intermediate products,
metals, alleys and scrap

2, All ferrous and non-ferrous metal products (except household kitchen,
table and bedroem utensils, stationery supplies, hand-operated office
machines, teys and miscellaneous adornments for personal use)

3, All of the following minerals in any grade, form, size or shape,
either natural or manufactured:

1) Abrasives
2} Asbestos
3) Graphite
L) Carbon
) Mica
)  Sulphur
) Magnesium silicate
) Quartz crystal and place {except items for persenal adornment and seals)
) Cryolite
) Iron pyrites
11) Cuprous pyrites
»12) Diamonds
13) Jewel bearings
1) Cement :
15) FElectrical procelain
16) Refracteries, (including plastic) either brick, clay, cement or mortar
17) Coal
18) Ceke
19) Lime stone
L. All petroleum and petroleum products, also all
1) Additives
) Blending agents
) Synthetics
) Catalytics
) Gum inhibitors
Hydraulic oils
5. All sugar and molasses

(o At W =g VLS
~

0(\6' Hides, skins, hair, etc.
4

> 1) A1l raw hides and skins (except raw furs)
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10.
11,
12‘

13.
k.

15.
16,
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A1l natural or synthetic rubber and allied gums and manufactures thereof
(except garden hose, toys, parts of bicycles and stationery supplies)

411 of the following textiles and fibers:

1) Raw cotten; used cotton; cotton linters, waste, pulp, card strips
and rags .
2) Synthetic fibers and manufactures thereof, except clothing
3) Wool, wool ra%s (woven and knit), noils, waste, tops and yarns
,~si€a}'(henequen), jute and manufactures thereof,
except when used to package other products
5) Tire fabric, cord and yarn

A1l paper, paper board (except cigarette, Japanese hand-made, and paper
used for packaging exports

Rosin, paints, etc., as follows?
A1l synthetic gums and resins

A1l cellulose or items containing cellulose, (except textiles, exposed
photographic film for exhibition purposes, cellophane, toys and items
for personal adornment)

411 chemicals and medicines (except household remedies)
A1l fertilizers and materialst

1) Intermediate
2) TFinished

A1l fats, oils and oil-bearing materials

A1l scientific, precision or professional instruments, apparatus, parts,
attachments, accessories and supplies (except had-operated office machines

A1l machinery, equipment, parts, accessories, attachments, apparatus and
controls of the following types?

1) Construction, excavating, dredging, loading or surfacing

2) Transportation, communications, conveying or agricultural, including
SEEZlementary and service (except bicycles and parts only, children's
yéhicles, water-craft uhder 18 feet in length and hand-powered agri-

cultural machinery.

3) Mining, quarrying, well or pumping

) Petroleum field, refining, pumping, processing or handling

¢) Chemical manufacturing, handling or storing

6) Mill, foundry, forging or any other metal-working

7) Machine tools

8) Electrical (except household and ornamental light bulbs and household
appliances)

9) Rayon and synthetic fiber manufacturing, preparing, spinning, twisting,

filament and band-forming

ApiRover FokREIEHE Hiodita iz ic1a-RARE2-00647A000200110007 -2

12) Industrial or manufacturing not specifically mentioned
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19.

20.
2l.

22,

23
2le

25,

26,
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All textile equipment, machinery, parts, attachments and accessories not
speeifically mentioned (except household type sewing machines)

A1l silk cocoons, silk noils, waste, etc.
1) Silk cocoons and silk worm eggs
2) a8, Silk waste
be Silk noils
3) Bourette
All staple foodstuffs and feed

Tree seeds and plants

1) Japanese ccdar
2) Japancse cypress
3) Aka matsu

L) Kuro matsu

5) Larch

6) Ezo matsu

7) Todo matsu

Wood products?

Tclephone poles
Railway slcepcrs and cross ties
Mining timber
Piling logs
Softwood (conifercus) logs, including pulpwood, hewn lumber and cants
Softwood {coniferous) lumber, including collapsible shooks (excluding
momi chcst) and planed or grooved lumber, except for necessary crating
for exports
7) Hardwood (broadleaf) logs, including pulpwood, hewn lumber, cants and
sawed lumber the minimum cross-section of which has 30% or morc of the
bark remaining
8) Firewood and gasumaki (except from Tsushima)
9) Charcoal
10) All wood pulp

N e e et S et

A1l pyrethrum flowcrs and products

A1l weapons and war matericl of any nature, gun powder cxplosive (including
industrial typcs, explosive stablilizers, poison gascs, incendiaries, pyro-
technics and component parts of weapons and war materiel and ingredients for
the manufacture of the forcgoing)

All counterfelt, altcrcd or imitation currcnecics, postage and revenue stamps
and all items having facsimilc of currencies cngraved thercon.

Any book, pamphlct, papcr, writing, advertisement, circular, print, picture,

film or drawing containing any matter advocating or urging trcason or in-
surrcction against any govcrnment.
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27. Any book, picture, carving or other article likely to injure public
morals

28, Any narcotic drug or utensil uscd thcrefor

29, All national treasurcs of any country and important art objects

30, Lny articles which infringe or arc designated by the Minister of Inter-
national Trade and Industry as likely to infringe upon rights in patents,
utility models, designs, trade-marks and copyrights at the destination

31, All importcd goods not elsewhere mentioned

32, All goods unladen.
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SECTIQN VII
ADMINISTRATION OF EXPORT CONTROLS

The present export control mechenism is established in a
memorandum entitled "Export License Control" dated August 21,
1951, issued by SCAP, The purpose of this memorandum was to
consolidate varlous instructions and provisions previously
issued in a number of documents and to rescind directives no
longer considered necessary.

Export licenses are required when the commodity involved is

“included in the revised Japanese Government Export List, dated

Approved For Releasgi2006/0823/rGHAIRDRG2:00647A000200110007-2

May 28, 1951 and amended July 19, 1951, This list is attached

28 Appendix 1, Of the items listed, export license validation
by SCAP is required for goods covered by Items 1-17, (except for
(6), (7) and (8) of Item 8). Item 19 (2), Items 22-2/, and Item
32, or when any of the goods on the export control list are for
shipment to Mainland China, including Hainan Island and adjacent
1slands under the control of the People's Republic of China,
Manchuria, North Korea, Hong Kong, and Macao (with the exception
of some textiles under Item 8). All export license applications
submitted to SCAP,indicating a destination in Communist-dominated
areas are automaticelly denied. In case of export license appli-
cations for the items referred to above, if SCAP questions the
destination shown, or suspects transshipment, SCAP requires the ex
exporter to produce letters or other evidence of ultimate use end
the tuyer's and user's statements that the goods are for final
consumption in the country designated in the license. When SCAP
considers it advisable, the Department of State is requested to
meke end-use checks through its Foreign Service posts.

411 goods intended for export require clearance by the
Japanese Customs Service end must be accompanied by an "Export
Declaration," This "declearation" must contain country destina-
tion, port and country of unloading, first forelgn port of call,
transshipment port, and description and quantity of commodities
to be exported.

With respect to exports to Hong Kong, in addition to the
"Export Declaration", it is required that if the item is on the
control list, an application for an export license must be
accompanied by an essential supply certificate issued by the

Hong Kong Government,

When
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When an export license is required, it is necessary that
the shipper include on all copies of the bill of lading a state-
ment that the shipment is covered by a Japanese export license
together with the license number and the country of final
destination,

A1l SCAP validated licenses must bear the seal of the
Foreign Trade Division, Economic and Scientific Section, in
addition to the signature of the valldating official.

In accordance with SCAP and Japanese Ministry of International
Trade and Industry regulations, bills of lading covering exports
from Japan must contain one of the following, whichever may be
eppropriate: (1) a statement that no export license is required,
or (2) if an export license is required, a statement attached to
the i1l of lading to the effect that the shipment adheres to the
provisions of SCAP Circular 3, of Jamuary 8, 1951. This circular
prohitits carriers from issuing bills of lading providing for
delivery at any foreign port except one located in the country
of the ultimate consignee or the intermediate consignee named in
the approved export license, in which case prior SCAP approval
mst be obtained to land the cargo in a country other than the
designated country of final destination. Failure to comply with
any of the aforementioned provisions precludes foreign exchange
banks from negotiating the shipping documents.

Masters of vessels arriving in Jopan with cargo consigned to
Jepen (including those instances where Japanese ports are listed
as one of several optional destinations) may be required to dis-
charge such cargo in Japan before clearance for departure is
granted, unless such cargo is properly licensed for export from
Japan,

Operational supervision of foreign trade is the responsibility
of the Japanese Custom Service under the surveillance of SCAP.
Smiggling detection activities are conducted by the Japanese
Govermment Meritime Safety Buresu of the Ministry of Transportation
operating through the Maritime Safety Agency which controls Harbor
Masters, and, also, by operational units under SCAP supervision.

Penalties

SECRET_-_SEGURITY_ INFORMiTION
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Penalties for violation of export control regulations are
provided for in Japanese laws and regulations. Bunkering
controls limit the supply of petroleum to that required to carry
e vessel to the next port of call, plus a reasonable reserve,
Japanese officials state that competent Customs personnel are
now stationed at the various bunkering ports, where petroleum
products are held in bond, and that this control measure is now
being fully implemented. Similar restrictions are applied to
ships stores and supplies.

An arrangement exists whereby the Japanese may make barter
deals with Communist China involving the exchange of Japenese
cotton textiles for such essential commodities as iron ore,
coking coal, and salt. The export of cotton textiles has been
under SCAP surveillance since July 25, 1951 for reasons other
than destination control, Prior to that date, cotton textiles
were not subject to export controls. Between September 20 and
October 16, only two deals had been concluded, exchanging grey
cotton sheeting for salt and coking coal.

Imrrovements in Japanese Export Control Mechanism,

Rerorts indicate that the rresent Japanese export contrcel
mechanism is relatively effective, However, there are certain
features of the control system which warrant attention.

Aside from the cbvicus need to inform the Japanese of exist-
ing security criteria governing exrort controls, the educatirn of
the Jzpanese to the imnlications and nre-requisites of an effect-
ive export control system is essential. In addition to instruc-
tion in the techniques and facilities used in the administration
of security export controls. a rrogram of educaticn sheuld include
such operations as handling hardshir cases which may arise, and
dealing with rolitical-economic rressure groups, Such activities
require close working relations with business interests, inter-
agency consultation, and intelligence and investigative services,

The establishment of adequate investigative and intelligence
facilities both in Japan and abroad is of utmost imrortance, At
present, SCAP's knowledge of international viclators cr susrected

violators

SECRET - SECURITY INFORMATION
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violators of export controls is largely limited to information
surplied by the United States, It is doubtful whether attemrts
are made to develep similar data in Japan. Information should,

of course, continue tc be sunrlied %y the United States; hewever,
some megns of investipating businessmen residents in Jaran as
well as foreign consignees should be established by the Jaranese,
The latter cculd be accomplished through Japanese overseas agen-
cies in cooperation with United States Missicns., In this con-
nection, the United States has recently nroposed that SCAP turn
resronsitility fcr checking certain less strategic items over to
MITI through Japanese overseas agencies where such exist cor
through United States posts. The early imrlementation cf this
rrocedure weuld enable SC4P authorities tc judge the rrobable
effectiveness cf Jaranese operation of these checks and to make
the necessary improvements prior to the withdrawal of the United
Staetes from Japan,

Custems control in Japan is simplified by the small number
of trading perts with facilities adequate for international com-
merce, However, the fact that Japanese port facilities are being
used as supply bases for shipments to United States armed forces
in Korea has resulted in over-crowding of such facilities and in-
adequate custcms supervision, Moreover, a recent review of the
Japanese custcms organizaticn indicates a number of striking in-
adequacies, namely, lack of liaiscn between the central customs
authorities and the six semi-autonomeus customs distriets plus
inadequate training of personnel, This situation leads to non=-
uniformity in handling customs problems including standards of
inspection and surervision, If the Japanese customs service is
to detect and prevent violations cf export control measures,
which ogeur through inefficiency and corruntion, central adminis-
tration of this service is essential, The facts aprear to be well-
recognized, but steps to correct these deficlencies must be ac-
celerated if Japanese customs control is to be adequate when SCAP
supervision is no longer available.

There is consicerable question whether the rresent system of
fines and penalties for violaticn of Japanese export controls will
be sufficient to deter such activities particularly after the

withdrawal

SECRET SECURTTY INFCRIMLTION
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withdrawal of SCAP from these responsibilities, In defense of

the present system, however, reports indicate that no appreciable
number of violations have occurred to the knowledge of authorities.
This fact is attributed to the conscientious adherence of the
Japanese business comminity to present directives rather than to
lack of supervision,

It is important that the Japanese establish an adequate
system for compiling and reporting trade statistics. The present
system of statistical reporting with respect to export controls
would be inadequate for security purposes if it were not for a
regular series of reports now furnished by SCAP. SCAP reports
monthly to Washington its action on Japanese applications for

“licenses to export strategic goods to Communist China, Korea, and
Hong Kong. (411 applications for Communist China, North Korea
are denied,) Details of Japanese trade with China and Hong Kong
are also supplied in advance of the regular published trade data
through SCAP channels. In order to keep the United States fully
informed of the composition of Japanese trade with the Soviet Bloc,
it is desirable that the Japanese report trade statistics to the
United States through the Embassy in Tokyo in the form in which
they are now transmitted by SCAP so that it will be possible to
judge the accuracy of Japanese licensing action and the need for
alterations in controls,

In view of the active interest, particularly on the part of
the British, and the policy implications involved in barter trans-
actions between Japan and China covering cotton textiles, it is
desirable that the Japanese authorities consult with the United
States when significant amounts of textiles are involved.- This
procedure would be in accord with present SCAP practice of re-
viewing deals negotiated by MITI.

To provide the basis for improvements in the present Japanese
export control system, a comprehensive and detailed study of the
present Japanese mechanism of control should be undertaken by
SCAP officials in cooperation with MITI with the assistance of ex-
perts from the United States if considered necessary. As soon as
feasible, SCAP should gradually shift its export control responsi-
bilities to Japanese officials who should operate under the sur-
veillance of SCAP for the duration of the United States occupation
of Japan.

Financial
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Financ;sl Controls,

Chinese Communist assets and assets of other Soviet Bloe
countries in Japan are not believed to be substantial and to
date no restrictions have been placed on such assets, It was
reported in January 1951 that mainland Chinese and Koreans had
a sizeable interest in forelgn currency escrow accounts, which
aggregdted approximately /8,500,000, represent the proceeds of
exports to Japan and are usable in payment fof exports from Japan.
To the extent that such accounts represent United Syates dollars
or have dollar counterpart, however, they are subject to the For-
eign Assets Control of the United States Treasury Department. The
non-regident inconvertible yen accounts, which aggregated some
200,000,000 yen, equivalent to approximately $550,000, are usable
only in Japan and the imposition of blocking controls on these
accounts might conceivably be of some help in preventing financial
support for subversive activities in Japan. Assuming adequate
export controls in Japan, however, it would appear that the im-
position of blocking controls on any of these Chinese and Korean
agsets in Japan, either in the form of foreign currency escrow
accounts or inconvertible yen accounts, would have little, if any,
effect on Japanese trade with Communist China and North Korea,

Physical trade controls &re regarded by the United Siates
Government as the most effective type of measure to prevent un-
desirable trade with the Soviet Bloc, and it is believed that
enforcement efforts by Japan should emphasize this approach., The
United Sgates would concur, however, in efforts by Japan to make

. itswtrade controls over transactions with the Soviet Bloc more
effective through the use of financial controls, There might be
some possibility, for example, of evasion of trade controls by
means of undesirable triangular transactions undertaken by resi-
dents of Japan and involving strategic gocds which do not enter
the Japanese economy., If such transactions cannot be prevented by
other more feasible measures, consideration could be given to the
possibility of supplementing the physical trade controls with ap-
propriate financial measures,

Since the issuance by the Secretary of the Treasury of the
Foreign Assets Control Regulations with respect to China and North
Korea, effective December 17, 1950, the Japanese Government has been
requested to assist the United States in the enforcement of these
Regulations by divulging any interest of designated nationals in
deposit accounts or in other property in the United States held in
Japanese names, The continuance of this cooperative assistance
after the temmination of the occupation of Japan would be desirable.
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